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INVESTING IN INCLUSIVE AND
SUSTAINABLE DEVELOPMENT

We have to summon the imagination to balance
the costs that we will incur in the present
with the benefits that will accrue
to future generations.
Manmohan Singh,

Prime Minister of the Republic of India

Fostering inclusive and sustainable development will require greater
and sustained development-oriented investment. This chapter provides
illustrative estimates of the investment and expenditure requirements
of 10 countries in the Asia-Pacific region to sustain developmentoriented public investments in six key areas: (i) employment for all;
(ii) income security for the elderly; (iii) income security for persons
with disabilities; (iv) health for all; (v) education for all; and (vi)
energy access for all. The analysis finds that most countries can
finance such a package without jeopardizing macroeconomic stability,
although least developed countries would find it challenging to raise
the required resources domestically.
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In the previous chapter on forward-looking macroeconomic policies, it is argued that to engineer
resilient, inclusive and sustainable development,
countries would need to increase and sustain
development-oriented public investments in six key
areas: (i) employment for all; (ii) income security
for the elderly; (iii) income security for persons
with disabilities; (iv) health for all; (v) education
for all; and (vi) energy access for all. In that
chapter, it is also noted that these key areas for
public policy actions were based on the current
economic, social and environmental situation and
needs in the Asia-Pacific region. As an illustration of
possible cross-cutting policies, estimates are given
in this chapter, on the public investment needs for
delivering upon these six key policy areas in 10
countries: Bangladesh; China; Fiji; India; Indonesia;
Malaysia; Philippines; Russian Federation; Thailand;
and Turkey. The selection of these countries was
based on the following criteria: (i) availability of time
series data, including multiple indicators that are
used to compute the required investment for each
of the six programmes, (ii) geographic coverage,
including all subregions of ESCAP; and (iii) level of
development. Together, these countries account for
more than 90% of the population of the developing
countries in the Asia-Pacific region.

In terms of eligibility, any form of job guarantee
should be universally available. In practice, however,
such programmes often target the most vulnerable
workers. This principally comprises workers in the
agriculture sector who depend on either subsistence
farming or on seasonal work (such as crop pickers),
as well as all workers either informally working in
the formal sector, or working in the informal sector.
Regarding duration, job guarantee programmes
should provide employment to participants for a
clearly defined length of time so that it is known
from the outset what income participants can rely on
and what would be the maximum public investment
per participant. In India, for example, the Mahatma
Gandhi National Rural Employment Guarantee Act
(MGNREGA) stipulates that 100 days of employment
be made available to eligible participants. Finally,
setting the level of wages is an important factor
in the design of any job guarantee programme: if
the wages are set too high, the programme would
be competing with the private sector for workers
while on the other hand, if the wages are too
low, the attractiveness of the programme would be
limited and could ultimately defeat its purpose of
supplying sufficient means to earn a decent living.
As a benchmark, job guarantee programmes should
offer wages that are equal to the level of minimum
wages. Use of minimum wages may, however, be
impractical when devising a national programme
as there may be many different minimum wages
in a given country. In India, for instance, there are
more than 1,000 different minimum wage rates that
span sectors, states and occupations, although the
current recommendation for a national minimum
wage floor level is Rs.100/- per day (see India,
Ministry of Labour, 2010).1 Similarly, there are
more than 31 province-level minimum wage rates
in China (ILO, 2012g). As an alternative baseline,
wages that would bring workers to the national
poverty line for the duration of the job guarantee
programme could be considered. While national
poverty lines within countries may differ across, for
example, rural or urban sectors, as well as across
states, there is typically less variation than across
minimum wage levels, making it relatively easy to
derive a national poverty line.

Providing employment for all
One approach to providing employment for all is
for a government to act as an employer of last
resort. Only then can the concept of a socially
acceptable minimum wage to prevent poverty or
working poor have any meaning. As an illustration,
in this section, the required expenditure to provide
a job guarantee programme is examined (see
the appendix for a more detailed description of
the methodology). This essentially hinges upon
three factors: (i) eligibility and participation in the
programme: (ii) duration for which the programme
provides employment to participants, or provides
subsidies; and (iii) the level of wages/subsidies that
is paid per participant. To serve as an illustration,
a job guarantee programme that is available to all
participants in the informal sector is considered.
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Federation to more than 80% in Bangladesh and
more than 90% in India (see figure 4.2) In part,
this variation is due to large differences in the
share of labour that works in agriculture, ranging
from 9.3% in the Russian Federation to almost
50% in India. Also of note is the high degree of
informality in non-agricultural employment in the
region. In both India and Bangladesh, more than
40% of the labour force is comprised of workers
in the agriculture sector. In Indonesia, agriculture
only accounts for a quarter of the labour force.
The overall high level of informal employment of
the labour force – reaching 80% – is, however,
driven by a high degree of informal employment
in the non-agriculture sector.

National poverty lines are selected
as a benchmark for wages
and social transfers
While the use of minimum wages is impractical (see
above), using a benchmark such as the $1.25/day
line for extreme poverty, or of $2/day for absolute
poverty (both in 2005 constant PPP terms) may bear
little relevance for those countries in the region that
have high levels of income per capita. Thus, national
poverty lines, which furnish a country specific estimate
of what is deemed to be a required minimum to
survive or to avoid becoming a working poor, are
selected as a benchmark for wages and social
transfers. Data collected on the 10 countries show a
relatively wide dispersion of the national poverty line
relative to per capita income among them, ranging
from 6.5% of GDP per capita in China to more
than 40% in Bangladesh (see figure 4.1).

The overall expenditure to provide a job guarantee
for 100 days is fairly low in 10 countries that have
been analysed in the region, ranging from slightly
less than 1% of GDP in the Russian Federation and
China to slightly more than 8% of GDP in Bangladesh
in 2030 (see figure 4.3). These expenditures, which
include administration costs equivalent to 50% of
labour costs, vary due to differences in the size
of the informal sector across countries and their
national poverty lines.

A common definition of informal workers includes
those working in agriculture as well as those in
informal employment in non-agriculture. This measure
reveals a large degree of variation in estimates,
ranging from 20% of the labour force in the Russian

Figure 4.1. Poverty line relative to GDP per capita and income per capita, latest available data
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Figure 4.2. Informal unemployment as percentage of total labour force, latest available data
100
90

Percentage of labour force

80
70
60
50
40
30
20
10

Russian
Federation

Malaysia

Turkey

Fiji

China

Thailand

Indonesia

Philippines

India

Bangladesh

0

Informal employment, non-agriculture, % of total labour force
Persons in agricultural sector, % of total labour force

Source: ESCAP, based on World Bank, World Development Indicators. Available from data.worldbank.org/data-catalog/world-development-indicators.

has been made that anyone who is eligible also
participates in the programme and that the size of
the informal sector in the non-agricultural sectors
is likely to decline over time.

In some countries, high population growth rates
will lead to an increase in the expenditure of a
job guarantee programme, including, for instance,
in Bangladesh. In most of them, however, the
expenditure will remain relatively constant as a
gradual decline in the agriculture sector, resulting in
a decline of the proportion of workers in agriculture,
offsets growth in the labour force. Moreover, this
expenditure is an upper limit as the assumption

Figure 4.3. Expenditure to provide a job guarantee programme
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as a policy instrument to create employment and
address poverty (see box 4.1).
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benefits – often too low to provide for even a
minimum standard of living. In Nepal, for instance,
benefits were initially equivalent to approximately
only 10% of GDP per capita (they have since
been raised to approximately 25% of GDP per
capita). In Thailand, the monthly pension is about
two-thirds below the national poverty line, while a
means-tested benefit for the elderly in the Republic
of Korea is equivalent to only about 5% of the
average wage.

Providing income security for the elderly
There are several non-contributory pensions in
the region. In many of them, however, the age
requirement is relatively high – especially when
compared to life-expectancy. A further shortcoming
of many schemes is that participants receive low

Box 4.1. Programmes to foster employment
In the Asia-Pacific region, important job guarantee schemes targeting vulnerable groups have been introduced. In India, for
instance, the Mahatma Gandhi National Rural Employment Guarantee Act has operated since 2005. This Act extends a guarantee
of employment for 100 days to every rural household within a programme district that has an adult willing to work as casual
labour at the minimum wage, and has become the largest employment programme in the world, supplying nearly 53 million rural
households with employment in the fiscal year 2009/10. Similar schemes have also been introduced in Bangladesh, the largest of
which is the “Employment Generation for the Hard-Core Poor”.a This scheme also provides 100 days of employment, but targets
primarily the extremely “hardcore’’ poor who have no assets, are completely or seasonally unemployed, are marginal farmers or
are otherwise excluded from any other social safety net programme. Padat Karya, a labour intensive employment programme
existed in Indonesia between 1987 and 1994 to create jobs through workers’ engagement in public works. The programme was
reintroduced in the wake of the 1997-98 economic crisis. Due to the urban nature of the crisis, initially the programme was
introduced in the urban areas, but some rural areas were also covered later following crop failures. These programmes were
available only to the unemployed who were willing to accept lower wages. The kind of activities included in the programme
were repairing roads, flood plains and irrigation systems and cultivating fallow land. Participants earned, on an average, 27,500
Indonesian rupiah (Rp) ($2.82) per month, as the programme provided an average of only 4.5 man-days of employment per
month to participating households.b Nevertheless, these job guarantee schemes have had an important impact on poverty by
creating a social safety net for informal workers. They have also strengthened rural growth by improving the resource base of
the rural economy and providing important agricultural infrastructure.
It is important to note that providing employment for skilled workers in the formal sector is also vital to foster sustainable and
inclusive development. Moreover, special attention should be given to well-designed active labour market programmes (ALMP)
that combat youth unemployment, which is significantly higher than unemployment for the labour force at large.
AMLPs are usually implemented for the following reasons: to increase labour demand; to enhance the supply of labour; and
to improve the functioning of the labour market. One element to increase demand is to reduce the cost of labour and foster
employment growth by granting employment subsidies. For instance, in response to the global economic crisis, Turkey introduced
wage subsidies by publicly financing social security contributions paid by the employer for a period of up to 54 months for
newly hired workers, depending on the age, status and qualifications level of the employee. By doing so, more than 125,000 new
young (aged 18-29) workers were employed in 2009 and 2010. Moreover, an additional 140,000 employees who had previously
been unemployed for more than 3 months also found employment in 2009 and 2010 (ILO and OECD, 2011). Tax reforms can
also be initiated to encourage job creation. For instance, in the Republic of Korea, tax credits have been introduced to offset
the burden of social security premiums created by employment growth for small and medium enterprises (SMEs), while youth
that are employed by SMEs are exempt from paying income taxes for up to three years (ILO, 2012h).
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Box 4.1. (continued)
As highlighted by the call for action on the youth employment crisis that was adopted at the International Labour Conference
in June 2012, there is an urgent need to improve links between education, training and the world of work. Also, governments
need to improve the range and types of enhanced technical vocational education and training, including apprenticeships, other
work-experience schemes and work-based learning to foster youth employment (ILO, 2012i). In the European Union, for instance,
some AMLPs to enhance the supply of labour have taken the form of youth guarantee programmes. A number of these have
been implemented in response to the impact of the global economic crisis on youth unemployment. For example, young people
of Sweden are now offered youth specific activities after 90 days of unemployment. These activities include educational and
vocational guidance as well as coaching on job search activities. They are then combined with work experience, education and
training grants to business start-ups and employability rehabilitation efforts. In Finland, intervention occurs earlier, immediately
upon registering as unemployed. Within a three-month period, each youth has to be placed in either a job or be receiving some
form of education. The success rate of this youth guarantee scheme related to reducing unemployment and inactivity is estimated
at more than 80% (ILO, 2012c). Similar AMLPs have been adopted in Asia and the Pacific. In New Zealand, for example, the
purpose of an initiative entitled “Youth Guarantee” is to increase the educational achievement of targeted 16 and 17 year olds
to improve transitions between school, tertiary education and work.
Indeed, anticipating future skills needs is a critical element of strong training and skills strategies. For instance, the development
success of the Republic of Korea has been in part attributed to a government-led skills development system that has been designed
to ensure that the skills of the workforce coincide with the skills of industry. A fundamental aspect of it has been to invest in
a well-educated and highly skilled workforce.
a Initially, this was known as the “100 day employment guarantee scheme” (100-EG), which was introduced in the wake of the food crisis

in 2008. It was subsequently relabelled the “Employment Generation for the Hard-Core Poor” in fiscal year 2009/10. Others programmes
include the food-for-work (FFW) programme, in which beneficiaries receive food grain instead of cash for their work.
b See Sumarto, Suryahadi and Widyanti (2002) for an evaluation of the programme.

having contributed to a pension scheme when
working. This is especially important for women
or persons with disabilities who have had limited
access to formal employment. Administration costs
equivalent to 5% of the total pension expenditure
has been added.

The proposal is to introduce a pension
scheme that has reasonable eligibility
requirements in terms of age, and that
delivers sufficiently high benefits to
avoid falling into poverty
The proposal is therefore to introduce a pension
scheme that has reasonable eligibility requirements
in terms of age, and that delivers sufficiently high
benefits to avoid falling into poverty. Specifically, the
proposal is to grant benefits which are equivalent to
the national poverty line in each country to all persons
aged 65 and above. Moreover, with large proportions
of the labour force in the region engaged in the
informal sector, any broad-based pension scheme
that aims to provide a minimum level of income
security must be universal and non-contributory,
so that receiving a benefit is not conditional upon

The expenditure to provide a universal, noncontributory pension for all persons aged 65 or
older in 10 countries in the region is shown in
Figure 4.4.2 The variation between countries is
determined by the proportion of older people in the
population and in how far the respective national
poverty line compares to GDP per capita. For
the majority of countries, the expenditure is very
affordable, ranging between 1 and 4% of GDP by
2030. In some countries, population dynamics will
lead to a more rapid increase in expenditure to
finance a universal non-contributory pension. For
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Figure 4.4. Expenditure requirement of a universal non-contributory pension
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instance, in Malaysia, the relative expenditure of
universal pension will more than double as the
proportion of the population aged 65 and older
will also double between 2012 and 2030; in China,
Fiji, Indonesia, the Philippines, Thailand and Turkey,
the expenditure will increase by more than 75%.3
Moreover, expenditure will increase beyond 2030 in
the countries analysed. In the Russian Federation,
a plateau of 2.6% of GDP would be reached by
2055, after which the expenditure would decline
as the proportion of the population aged 65 and
above decreases; in Thailand expenditure would
reach 4.15% of GDP before declining after 2075,
based on current estimates of population dynamics.
This indicates that while the introduction of a noncontributory pension would be an important element
in providing a social protection floor, governments
should introduce additional pillars of pensions and
may eventually have to introduce a means-test (or
reduce benefits) to keep expenditure under control.

with disabilities between the age of 15 and 65,
data provided in the World Report on Disability
(WHO, 2011) and results of the Global Burden of
Disease Survey 2004 by main regions were used
(see annex). Overall, the expenditure to provide
such disability benefits ranges between 0.14% of
GDP in China to 0.87% of GDP in Bangladesh
(see figure 4.5).

Providing health for all

Providing income security for persons
with disabilities

With an appropriate health-financing strategy (see
box 4.2), the World Health Organization (WHO)
estimates that 15-20% of out-of-pocket expenditure
as a share of total health expenditure and 5 to
6% of government expenditure on health as a
share of GDP are required to considerably reduce
the incidence of incurring a financial catastrophe
at the household level. So far, most countries in
the region are far from reaching this goal. Public
expenditure on health in Myanmar amounted, for
instance, to less than a quarter of a per cent of
GDP in 2009 (see figure 4.6).

To estimate the expenditure to provide disability
benefits that would bring beneficiaries to the national
poverty line in their respective country to all persons

In many countries, reaching the WHO benchmark
of 5% by 2030 will require significant effort: for
instance, in Bangladesh public expenditure on health
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Figure 4.5. Expenditure for disability payments to persons with disabilities, aged 15-65 years
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would need to increase by 9% annually to reach
the goal. In contrast, the effort required in other
countries will be considerably less: in Turkey, the
goal has already been reached and in Thailand,
expenditure would need to increase by less than
2.5% per year to reach the target rate of 5% of
GDP by 2030. As the required percentage increase
differs by country, yet remains constant per country
until the target date, the additional absolute increase
in health expenditure will accelerate as the target
date of 2030 approaches.

universal health coverage. Moreover, health costs
alone do not take efficiency of expenditure into
account. For instance, a number of countries in
the region already spend significantly more than
5% of their GDP on health, but are far from
achieving universal coverage.4 At the same time,
Thailand, which spends less than 5% of its GDP
on health, is largely viewed as having achieved
universal coverage of health services. Greater health
expenditure should, therefore, go hand-in-hand with
efforts to address the significant disparities that
exist within countries in terms of health outcomes
to capture inefficiencies and ensure that access to
health care is universal and equitable.

Levels of expenditure on health are, of course, only
one way of capturing progress towards implementing

Figure 4.6. Expenditure for universal health coverage and annual percentage increase
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Box 4.2. The WHO Health Financing Strategy for the Asia-Pacific region
Both a fundamental right and an investment in human capital, universal health coverage is a widely established objective in the
Asia-Pacific region. In order to achieve appropriate preventive, curative, rehabilitative and palliative services at an affordable cost,
countries need to advance along three dimensions: the breadth or extension of the population coverage by insurance schemes;
the depth or the types of services that need to be provided, such as outpatient and inpatient services; and the height or the
financial risk protection, such as co-payments (Tangcharoensathien and others, 2011).
The global economic recession has put stress on health-care budgets and is generating greater vulnerability, especially among the
poor and marginalized segments of the population. Current levels of out-of-pocket health expenditure in the Asia-Pacific region
are much higher than in other parts of the world. In a high number of cases, households incur catastrophic health expenditures.
Moreover, in many countries, government spending on health is too low to sustainably finance universal coverage. Behind this
limited fiscal space is a low tax-base and insufficient progressivity of the tax structure.
Given these constraints, governments in the region face the dilemma of negotiating two paths: providing a high level of services
and financial protection for a small group of the population versus extending a high level of population coverage but with
restricted services and financial protection.
To achieve greater policy space for negotiating this trade-off, governments can expand health services, especially for primary
health care, by increasing financial resources and achieving greater efficiency in use of resources. Prepayment and risk-pooling
arrangements can also allow for the extension of services to more people and for the reduction of out-of-pocket payments, and,
thus, catastrophic health expenditure.
Against this backdrop, the WHO has proposed a health financing strategy to assist Member States in achieving universal coverage
(WHO, 2009a). This framework is adapted to national contexts in collaboration with ministries of health and relevant national
health-care stakeholders. The strategy identifies eight priority areas that countries in the region will need to focus on, as they
move from “out-of-pocket” dominated health protection to universal coverage that would include tax-based financing, social
health insurance and a mix of other prepayment schemes including private insurance.
(1) Increasing investment and public spending on health: With the aim of ensuring adequate public financing, this strategy calls
for increased government financial commitment to health care in medium- and long-term plans of action and for multi-sectoral
synergy and coordination.
(2) Improving aid effectiveness for health: Given that external aid will continue to serve as a key source of financing in many
Asian and Pacific countries, it is essential to better align overseas development assistance (ODA) with national health programmes
and objectives.
(3) Improving efficiency by rationalizing health expenditures: Resources should be outcome-based and address inequities,
inefficiencies and low service quality. All planning should be oriented towards the goal of achieving universal coverage through
balanced allocations between primary, secondary and tertiary care.
(4) Increasing the use of prepayment and risk-pooling: Prepayment and risk-pooling arrangements can improve equity, access and
protection against the financial risks of ill-health. The advantage of these arrangements is that they of offer adequate options,
such as social health insurance, with equitable contributions and benefits.
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Box 4.2. (continued)
(5) Improving provider payment methods: Pride of place should be given to provider payments, as a market mechanism for
improving the allocation of health resources. Influencing consumer and provider behaviour can orient the mix of the delivery
of services as well as contain supply-side costs and modify consumer demand.
(6) Strengthening safety-net mechanisms for the poor and vulnerable: Measures should be taken to enhance and expand social
safety-net mechanisms in order to reduce cultural, economic, social and political barriers that exclude vulnerable populations
from accessing health services.
(7) Improving evidence and information for policymaking: Integrating quality data into routine health information systems can
facilitate decision-making. Identifying data and quality gaps and developing research capacity is also important for generating
ongoing information needs.
(8) Improving monitoring and evaluation of policy changes: Government can establish mechanisms for monitoring and evaluating
the implementation process. Toward this end, they can incorporate health-financing indicators into an overall health-monitoring
and evaluation framework and develop participatory, multi-stakeholder monitoring and evaluation, and link monitoring and
evaluation to policy review by providing timely reports to health planners.
The following targets have been proposed to monitor and evaluate the progress made in achieving these eight strategies:
•
•
•
•

out-of-pocket spending should not exceed 30-40% of total health expenditure
total health expenditure should be at a minimum 5-6% of GDP
more than 90% of the population should be covered by prepayment and risk-pooling schemes
close to 100% coverage of vulnerable populations should be achieved through social assistance and safety-net programmes

Several countries in the region are successfully using this health financing strategy to hone in on challenges and capitalize
on opportunities concerning achieving universal coverage. The instrument used to establish this partnership is the Country
Cooperation Strategy, a medium-term framework between the WHO and the country in question. WHO has such strategies
with, for example, Afghanistan, Malaysia, Mongolia, Nepal and Sri Lanka.

Providing education for all

on education to provide the resources needed to
capture those that are not yet enrolled in primary
and secondary school, figure 4.7 shows the additional
expenditure that governments would need to incur
to achieve universal primary enrolment by 2020 and
universal secondary enrolment by 2030. As Malaysia,
for instance, has almost achieved universal primary
enrolment, the additional expenditure to bring those
not enrolled into school is relatively small, amounting
to just over two hundredths of a percent of GDP.
In contrast, with an enrolment rate in secondary
school of approximately 68%, additional expenditure
to achieve universal secondary enrolment would
amount to 0.9% of GDP by 2030.

The aim is to calculate the additional expenditure
required to attain universal enrolment in primary
education in the region by 2020 and in secondary
education by 2030.5 Many countries in the region
have already reached universal primary enrolment,
including, among others, China, Fiji, and Turkey. In
others, primary enrolment rates are already high,
such that the additional expenditure required to
reach universality is likely to be low.
Based upon the assumption that governments
would need to linearly scale up their expenditure
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These expenditure estimates are based on the
assumption that public expenditure on education
can be scaled up linearly to capture those children
that currently fall outside the primary and secondary
school system.

However, there is increasing acknowledgement
that providing financial resources alone will not
improve pedagogical outcomes if educators are
not performing as expected. To increase the
accountability of teachers, countries in the AsiaPacific region have begun decentralizing control of
schools to local communities. A study that measured
the impact of such policies in the three Indian
states of Karnataka, Madhya Pradesh, and Uttar
Pradesh detected positive improvement in teachers’
attendance, the participation of parents in school
life, and students’ interest concerning resources,
such as scholarships, uniforms, and books (Pandey,
Goyal and Sundararaman, 2009). Box 4.3 presents
selected best practices in the region for improving
quality of education.

A new United Nations initiative,
“Education First”, valued
at $1.5 billion was launched in
September 2012
A new United Nations initiative, “Education First”,
valued at $1.5 billion was launched in September
2012 to give a new impetus to put every child in
school and to increase the quality of education by
the 2015 target date. Indeed, initiatives that are aimed
at high-quality schooling have come to complement,
and, in some contexts, have even begun to replace
the earlier focus on school access and education
expansion. It is laudable that the nine most highlypopulated developing countries adopted in December
2012 the New Delhi Commitment,6 which is aimed at
achieving “inclusive, relevant [and] quality education
for all”.7 In particular, the countries recognized
that existing policies, strategies and interventions
to address more effectively concerns of equity in
education systems needed to be improved. Part
of this involved improving working conditions of
teachers, such as by addressing low public wages
in teaching. A further important component would
entail making education more relevant to the social
and cultural context and to people’s lives.8

Providing energy access for all
The expenditure estimation of providing sustainable
energy along the lines of the Sustainable Energy for
All initiative, includes three components: (i) ensuring
universal access to modern energy services; (ii)
doubling the global rate of improvement in energy
efficiency; and (iii) doubling the share of renewable
energy in the global energy mix. Sustainable Energy
for All is a global initiative launched by the United
Nations Secretary-General with the aim to make
sustainable energy for all a reality by 2030. It is
estimated that a total investment of about $1 trillion
($979 billion) would be required to achieve universal
energy access by 2030, an average of $49 billion
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Box 4.3. Selected best practices and good examples on education policy
Skills at 15: A good practice in assessing the quality of education
Good quality education prepares students to effectively function in society. According to the Dakar Framework for Action, it
helps all students achieve “measurable learning outcomes […], especially in literacy, numeracy and essential life skills”.a However,
measuring quality of education is not an easy task. Benchmarks and quality of data across countries vary significantly. Globally
established indicators are also lacking. To date, the most effective measure of education quality is the Programme for International
Student Assessment (PISA). Initiated by the Organisation for Economic Co-operation and Development, the programme assesses
15-year old students in these exact skills: reading (including ability to retrieve, interpret and evaluate), mathematics and science.
Fifteen countries from the Asia-Pacific region participated in the 2009 PISA. The results were striking. Students from developed
countries, particularly those in North and North-East Asia not only scored better than those in developing countries, but were
also significantly above the OECD average.b On the contrary, developing economies and countries in transition were among
the lowest performers.c
PISA is not designed to provide policy recommendations. The survey results, however, show a strong positive correlation between
students’ performance and governments’ efforts to attract and retain the best teachers. Surprisingly, the results have found no
correlation between performance and early orientation of students towards either traditional academic or technical and vocational tracks.
Skills at 22: Bridging the gap between demand and supply of practical skills in India
Quality of education is also a concern at the tertiary level. Hiring managers face difficulties in finding suitable candidates for
available jobs, even among university graduates. In a survey, 53% of employers in India indicated that the leading reason behind
unfilled entry-level positions was the lack of applicants with the skills needed to carry out the functions of the job (McKinsey,
2012). Similarly, only 54% of Indian youth believed that their post-secondary studies improved their employment opportunities.
Inequality also plays a role in creating this gap. Although the country’s elite management schools and engineering colleges are
globally recognized, students from lower socioeconomic backgrounds are less likely to have access to these institutions.
In response, initiatives to help build skills among Indian youth have emerged from non-state actors. Pratham is a non-governmental
organization (NGO) that focuses on offering high-quality education to underprivileged students. Through its vocational skills
programme, more than 2,300 youth have received vocational skills training, while another 14,000 have participated in basic
computer literacy courses. The vocational skills training focuses on market-relevant courses, such as agriculture, banking and
hospitality. Trained youth have also received support to start their own business.d
Infrastructure Leasing & Financial Services Limited (IL&FS), a private infrastructure services firm in India, is also investing
heavily in building skills among young people. The Skills Initiative Group within the company not only provides skills training
for disadvantaged youth in rural areas, but also helps place them in appropriate jobs. With the support of the Ministry of Rural
Development, the programme boasts to have trained and placed more than 2,000,000 rural youth living below the poverty line
in jobs.e
A child-centred, rights-based approach in the Lao People’s Democratic Republicf
In the Lao People’s Democratic Republic, the Ministry of Education, with the support of the United Nations Children’s Fund
(UNICEF), established the “Schools of Quality” programme, which has been included in the Education Sector Development
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Box 4.3. (continued)
Framework 2009-2015. The programme has two primary goals: to increase the enrolment and completion ratios of primary
education; and to improve the quality of teaching, so as to realize children’s full potential. Providing a healthy, clean, safe and
protective environment is the central objective of this approach.
The programme focuses on practical training for teachers and school principals, implementation of school self-assessment based
on established minimum standards and indicators, infrastructure improvements, with a focus on safe water and sanitation,
and availability of teaching materials. The programme relies on the support of provincial and district administrators and on
supportive engagement of communities to ensure that all children attend school.
The upfront cost of implementing the physical improvements is estimated to be about $10,000 per school, plus an additional
$400-500 per year for operating costs and school materials. Although the programme was piloted in high-capacity communities,
it has since expanded to poorer or more challenging environments, targeting ethnic minorities and actively reaching out to girls.
Although still new, the outcomes of the programme are already visible. More than 200,000 boys and girls are currently enrolled
in participating schools. School principals and teachers are better equipped to perform their tasks and can take pride in the
improvements. Setting realistic goals and standards has also helped bring about a sense of accomplishment and motivation
among those participating in the initiative.
The rigorous system for teacher evaluation and compensation in Singaporeg
Providing the right incentives is central to attracting top quality educators. Singapore is a pioneer in the region in placing
teacher evaluation and compensation at the core of its education policy.
Strict selection criteria ensure that only top school performers have the opportunity to become teachers. This selection rigour
contributes to the high respect accorded to the profession. All teachers are trained at the National Institute of Education (NIE),
but the majority of applicants have already completed a bachelor’s degree in the subject they are going to teach before entering
a teacher education programme.
Compensation is also high enough to not be considered a disincentive for prospective young teachers. Over his or her career, a
teacher is also eligible for bonuses, which are awarded on the basis of a sophisticated teachers’ appraisal system. The appraisal system
consists of 16 areas that teachers are evaluated on annually, including contributions they make to the school and the community.
Professional development is also attended to. All teachers are observed during the first three years of their career to determine
whether they would be best suited for the teaching track, the leadership track or the specialist track. In 2012, the Ministry
of Education launched the Teacher Growth Model, a professional development model which encourages teachers to engage in
continuous learning and take ownership of their progress.
Improving quality of textbooks in the Republic of Koreah
Working with relevant curricula and school materials is essential to fulfilling the potential of both teachers and students.
Bolstered by high Internet penetration throughout the country, the Ministry of Education, Science and Technology, Republic
of Korea, has initiated a programme to convert existing textbooks into digital books and to create a networked database of
instruction materials for teachers.
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Box 4.3. (continued)
The textbook prototypes were first introduced to elementary schools throughout the country on a pilot basis. In contrast to
traditional textbooks that rely on repetition for learning, senior educators in the country consider that digital tools, such as
personal computers (PCs) and tablets, are more appropriate for the application of knowledge and for boosting creativity among
students. Digital textbooks can encompass dynamic content – and are also easier to update by teachers.
In implementing this initiative, the Republic of Korea was at an advantage. Fast and reliable Internet connections across the
country, a history of support for technology in schools and the ability to use and create technology were unique conditions
that enabled this innovative transition. The initial cost of the programme, estimated at about $2.4 billion, indicated the strong
commitment of the Government to invest in its youth.
a See www.preventionweb.net/files/7705_DakarFramework.pdf.
b The best performers included China (Shanghai only); Republic of Korea; Hong Kong, China; Singapore; New Zealand; Japan; and

Australia.
The worst performers, starting from the bottom, included: Kyrgyzstan; Azerbaijan; Kazakhstan; Thailand; Russian Federation and Turkey.
Pratham, “Vocational skills programme”. Available from www.pratham.org/M-24-3-Vocational-Skills-programme.aspx.
IL&FS, “Skills development”. Available from www.ilfsets.com/skilldevelopment/.
Adapted from UNICEF (2011a).
Adapted from www.ncee.org/programs-affiliates/center-on-international-education-benchmarking/top-performing-countries/singapore-overview/
singapore-teacher-and-principal-quality/ and from www.moe.gov.sg/media/press/files/2012/05/fact-sheet-teacher-growth-model.pdf.
h Adapted from Pearson (2013).
c
d
e
f
g

per year (from 2011 to 2030). This requirement
is small when compared to global energy-related
infrastructure investment, equivalent to about 3%
of the total (IEA, 2012).

The expenditure required to provide universal access
to energy services is calculated on the assumption
that there will be universal access to modern
energy services by 2030, such as to electricity
and modern cooking fuels. The United Nations
Secretary-General’s Advisory Group on Energy and
Climate Change (AGECC) has suggested using a
“basic human needs” approach to identify the costs
for universal energy access services, including
access to electricity for lighting, health, education,
communication and community services (50-100
kilowatt hours per person per year) and access
to modern fuels and technologies for cooking and
heating (50-100 kilograms of oil equivalent of modern
fuel or improved biomass cook stove) (United Nations,
2010). Moreover, other studies suggest that access
to electricity for the entire population implies that the
initial threshold level of electricity consumption for
rural households be 250 kilowatt-hours (kWh) per
year and 500 kWh per year for urban households.
In the case of access to modern fuel, it suggests
providing access for all households to biogas

Investment needs for universal
energy services should consider
accessibility, adequacy and
affordability of the process
Efforts to understand the regional expenditure
estimates of providing universal energy services
should incorporate multiple factors including
accessibility, adequacy and affordability of the
process. In this particular exercise, expenditure
estimates are based primarily in terms of providing
universal access of modern energy services in two
areas: electricity and modern cooking. By providing
access to electricity, national development plans can
be put in place to source energy from renewable
sources, such as solar, wind and geothermal, as
well as to improve energy efficiency.
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systems, liquefied petroleum gas (LPG) stoves and
advanced biomass cook-stoves, as these modern
cooking facilities have considerably lower emissions
and higher efficiencies than traditional sources of
cooking facilities (IEA, 2011).

to 0.38% GDP in Turkey (see figure 4.8). The
relatively high investment need in Bangladesh is
mostly due to lack of availability of modern cooking
fuel facilities and access to electricity in rural areas.
The proportion of the population that has access to
these facilities is considerably lower than in other
countries. No additional investment is required in
the case of the Russian Federation given that it
has already reached universal access to energy.

The annual investment for
achieving universal access
to energy varies significantly

In the case of Fiji, the investments associated with
expanding energy access are also substantial. While
access to modern cooking fuel in rural areas is
limited, the country’s remoteness raises costs.

Given that the availability of access to modern
energy sources varies across the countries in the
region, the investment requirements vary accordingly.
Investment requirements to provide universal access
to electricity and modern cooking fuels, have been
calculated for Bangladesh, Cambodia, China, Fiji,
India, Indonesia, Malaysia, the Philippines, Thailand
and Turkey. The annual additional investment for
achieving universal access to modern energy services
by 2030 in these countries varies significantly given
the existing status of access to energy services, the
geographical size of the country, and existing grid
connections as well as the production and energy
sources mix.

Policymakers should recognize that the investment
requirements significantly depend on (i) the period
of implementation, (ii) the potential of technological
improvements, (iii) the use of renewable sources
in the energy mix and (iv) the increase in energy
efficiency. Therefore, investment requirements are
expected to improve over time due to enhanced
services infrastructure and capacity development
projects. Box 4.4 outlines the energy policy in Nepal,
for instance, a country with extremely low rates of
electricity consumption.

The average annual additional investment requirement ranges from about 3% of GDP in Bangladesh,

Figure 4.8. Investment required for energy access for all
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Box 4.4. Energy policy in Nepal
Nepal is a landlocked mountainous country covering a total area of 147,181 km2. More than 30% of the country’s population
of 29 million live below the national poverty line. Nepal has experienced rapid political change in the last two decades, which
has also been marked by the end of a long conflict in 2006. Amid the ongoing transition to democracy, the Government of
Nepal faces high expectations regarding the development agenda, including the provision of energy infrastructure.
Nepal has one of the world’s lowest rates of per capita electricity consumption. More than 80% of the population lives in rural
areas, where poverty, remoteness and difficult topography present challenges in providing modern energy services. In addition,
there is a general lack of trained people to install, operate and maintain energy systems in such areas. In rural Nepal, 89% of
the consumed energy comes from the traditional use of biomass, and in 2006, only 16% of the population had access to modern
fuels for cooking and heating. In 2008, about 40% of the country’s population had access to electricity, with rural electrification
at 29%.a Due to the ongoing efforts of the Government and various development partners, 55% of the total population now
has access to electricity.
Research by the Alternative Energy Promotion Centre (AEPC), a government institution under the Ministry of Environment and
United Nations Development Programme (UNDP) found that improved access to electricity in rural areas led to an 8% increase
in household incomes in 2009; reduced average annual spending on energy by non-electrified households from $41 to $19; and
resulted in the creation of 40 new businesses for every new micro hydropower station brought on line.b
The Government of Nepal recognizes that access to clean and reliable energy contributes to rural poverty reduction and
environmental conservationc and thus has set a national vision of “Electricity for all by 2027”.
To support its national vision, the Government has put together a comprehensive set of policies to enable various stakeholders to
work cohesively. In 2001, Nepal launched the Hydropower Development Policy 2001d to tap the economically viable hydropower
potential of 42,000 MW. Thus far, it is estimated that only 1% of this potential has been developed.e In 2006, the Rural Energy
Policy noted that “Rural Energy” means energy that is environmentally friendly and used for rural households’ economic and
social purposes. Under this policy, the broadened resource base includes, among other things, micro and mini hydro, solar
energy, wind energy and biomass energy. Recognizing the lack of credit available for rural energy projects, the Subsidy Policy
for Rural Energy (SPRE) proposed in 2009 the establishment of an institutional long-term credit mechanism under the Rural
Energy Fund (REF) to supervise and disburse direct cash subsidies.
Furthermore, during the ninth development plan, the Government encouraged private sector participation in the energy sector.
This was done in response to constraints on the public sector in meeting the growing domestic demand for electricity and to
better exploit the export potential of electricity. As a result, power purchase agreements between independent power producers
and the Nepal Electricity Authority (NEA) through various contracts now constitute 25% of total supply in the country. In
addition, United Nations initiatives to use public-private partnerships (PPPs) for urban environment remain popular in the areas
of water, sanitation and waste management, which has implications in the renewable energy area.f
In order to streamline its efforts to achieve the national vision of “Electricity for all by 2027”, AEPC has recently initiated a
nationwide umbrella program titled the “National Rural and Renewable Energy Program (NRREP)” that runs until 2017. The
objective of the programme is to improve the living standards of the rural people, increase employment as well as productivity,
reduce dependency on traditional energy and attain sustainable development by integrating alternative energy with the socioeconomic
activities of women and men in rural communities. NRREP is designed in a single-modality approach with three components:
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Box 4.4. (continued)
“Central Renewable Energy Fund (CREF)”, “Technical Support and Business Development for Renewable Energy” and “Productive
Energy Use”. This single-modality approach enables the implementation of each component of this programme in partnership
with various organizations in rural areas of Nepal.
a UNDP (2012).
b United Nations Development Programme, “Rural energy development program in Nepal”. Available from
c
d
e
f

home/ourwork/environmentandenergy/projects_and_initiatives/rural-energy-nepal/.
See www.aepc.gov.np/images/pdf/RE-Policy-2006.pdf.
See www.moen.gov.np/pdf_files/hydropower_development_policy_2001.pdf.
Ibid.
Available from www.unescap.org/ttdw/ppp/PPP2007/mm_nepal.pdf.

INVESTMENT AND EXPENDITURE
FOR INCLUSIVE AND SUSTAINABLE
DEVELOPMENT

www.undp.org/content/undp/en/

Yet, general government expenditures in the AsiaPacific region are lower than the world average. As
a share of GDP, they represented 38.1% of GDP
in 2010 compared to 42.4% for North America and
50.9% for the 15 countries of the European Union
(see table 4.1). The only large country in the region
with a relatively high level of government expenditures
as a share of GDP is Japan (54.4%).

The overall investment and expenditure for providing a
job guarantee, ensuring universal access to education
and health services, providing disability benefits and
an old-age pension system and extending universal
access to modern sources of energy would amount
to 2.6% of GDP in China if implemented fully in
2013. These required investments would increase
to 3.3% of GDP in 2020 and reach 5.2% by 2030,
when all goals would be met. In the Asia-Pacific
countries, with the exception of Bangladesh and
Fiji, the required investments would remain under
10% of GDP throughout the period to 2030, with
estimates for Indonesia, Malaysia, the Russian
Federation, Thailand, and Turkey, ranging between
5 and 8% of GDP (see figure 4.9).

A lower share of government expenditure in the GDP
of Asia-Pacific countries could be due to their lower
average level of development. This is reflected in the
data by a positive relationship between the share
of government expenditures in GDP and GDP per
capita (see figure 4.10).10 Two clusters are evident
in this figure: one of high-income countries outside
the region with high levels of general government
expenditures, and another with a majority of the
countries from the Asia-Pacific region, characterized
by lower GDP per capita and a lower share of
general government expenditures in GDP.

These amounts are not trivial. For Bangladesh,
which is classified as a least developed country,
the challenge of raising more than a fifth of GDP
would only be achieved with significant external
assistance.9 The smallness of Fiji clearly sets
limits for it to benefit from economies of scale. In
the case of the other economies, the additional
expenditure may also be significant. In India, for
instance, extra spending of about 9% of GDP would
translate into an increase in government spending
by almost a third.

Moreover, most Asia-Pacific countries are at or below
the average for countries with similar levels of GDP
per capita (shown by the line in the scatter plot).
This is the case for high-income economies in the
region, such as Australia; Hong Kong, China; New
Zealand and the Republic of Korea, and for lowerincome countries, such as Armenia, China, India,
Kazakhstan and Thailand. This suggests that higher
government investment and expenditure would be
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Figure 4.9. Total investment and expenditure for proposed policy package
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feasible to finance, for instance, the proposed policy
actions outlined above, comprising employment for
all, income security for the elderly and for persons
with disabilities, and health, education and energy
access for all.

more progressive would be a first step towards
mobilizing more revenues. In addition, improving the
efficiency of tax administration and other creative
revenue policies could be implemented to increase
available resources.

Moreover, data also suggest that many AsiaPacific countries have fiscal space to finance this
expenditure by enhancing their efforts to raise tax
revenue. Thus, general government revenue for
the region as a whole was equivalent to 34.4%
of GDP in 2010, compared to 44.7% in Europe.11
In particular, the fact that a number of countries
that are not resource rich are able to raise more
revenue for similar levels of GDP per capita than
others (see figure 4.10), suggests that greater efforts
could mobilize more tax revenue to be used to
finance the investment and expenditure required
for more inclusive and sustainable development.
Broadening tax bases and making tax structures

MACROECONOMIC IMPLICATIONS
An important issue is whether countries can afford
the investment and expenditure required for inclusive
and sustainable development while maintaining fiscal
sustainability and price stability. This hinges on
whether growth dividends from increased government
expenditures will be sufficiently large enough to
keep public debt at a manageable level, and the
extent to which greater expenditure and higher
output growth will push up price levels. Using a
long-term macroeconomic simulation exercise, in this
section, it is argued that inclusive and sustainable
development alongside fiscal sustainability and price

Table 4.1. General Government expenditure and revenue

Country / Region
Armenia
Australia
Azerbaijan
Bangladesh*
Bhutan
Cambodia*
China
Fiji*,+
Georgia
Hong Kong, China
India
Indonesia*
Iran (Islamic Rep. of)
Japan
Asia and the Pacific
EU-15

Revenue
2003
2010
21.7
24.2
35.9
32.5
..
47.0
11.2
11.3
25.5
35.6
11.5
17.6
26.3
27.6
24.4
25.3
15.7
28.3
16.4
22.3
18.0
19.1
17.3
..
26.8
31.2
29.8
45.9
28.6
34.4
44.6
44.7

Outlays
2003
2010
22.3
29.1
34.8
38.0
..
31.6
11.3
13.0
35.9
35.0
15.9
21.4
25.8
28.3
30.3
27.4
16.6
32.8
22.3
18.1
24.0
26.2
19.7
..
24.9
30.6
37.4
54.4
31.2
38.1
47.6
50.9

Country / Region
Kazakhstan
Maldives
Mongolia
Myanmar*
New Zealand
Pakistan*
Papua New Guinea*,+
Republic of Korea
Russian Federation
Singapore
Tajikistan
Thailand
Turkey
Viet Nam
North America
World

Revenue
2003
2010
22.2
20.2
25.2
34.8
32.5
37.8
5.0
..
40.0
38.3
15.6
..
22.3
26.4
..
28.2
40.0
40.9
20.2
17.6
17.3
..
21.6
22.4
..
36.5
24.1
..
32.1
32.3
34.9
36.7

Outlays
2003
2010
23.0
20.9
29.2
58.9
32.7
34.7
7.7
..
37.1
41.7
18.5
..
28.6
30.7
..
26.8
38.2
42.3
18.3
15.0
27.8
..
19.5
23.2
..
38.7
29.1
..
36.5
42.4
38.1
42.9

Source: ESCAP, based on data from International Monetary Fund, Government Finance Statistics.
Notes: * Refers to central government figures as no general government figures are available; + based on data from Asian Development Bank,
Key Indicators for Asia and the Pacific 2012. Figures for aggregates are weighted averages based on nominal GDP weights. Asia and the Pacific
includes Afghanistan; Armenia; Australia; Bhutan; China; Georgia; India; Iran (Islamic Republic); Japan; Kazakhstan; Maldives; Mongolia; New
Zealand; Republic of Korea; Russian Federation; Hong Kong, China; and Macao, China.; EU-15 includes Austria; Belgium; Denmark; Finland;
France; Germany; Greece; Ireland; Italy; Luxembourg; Netherlands; Portugal; Spain; and Sweden. The rest of the world includes Belarus; Bosnia
and Herzegovina; Brazil’; Bulgaria; Canada; Chile; Costa Rica; Cyprus; Czech Republic; Egypt; El Salvador; Estonia; Honduras; Hungary; Iraq;
Saint Kitts and Nevis; Latvia; Lesotho; Lithuania; Macedonia; Malta; Mauritius; Morocco; Norway; Poland; Paraguay; Republic of Maldova; Romania;
Serbia; Slovakia; Slovenia; Switzerland; Seychelles; Ukraine; and South Africa.
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Figure 4.10. Relationship between government expenditures and GDP per capita, 2005-2007
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MUS - Mauritius; NLD - Netherlands; NOR - Norway; PER - Peru; POL - Poland; PRT - Portugal; PRY - Paraguay; ROU - Romania; SLV - El
Salvador ; SRB - Serbia; SVK - Slovakia; SVN - Slovenia; SWE - Sweden; SYC - Seychelles; UKR - Ukraine; USA - United States of America;
and ZAF - South Africa.

Figure 4.11. Relationship between government revenues and GDP per capita, 2005-2007
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accelerates. As economic growth is fuelled by both
fiscal injections and more favourable macroeconomic
structure, debt ratios decline to levels close to those
observed in 2012. As expected, in these economies,
debt ratios fall more steeply if the indirect impacts
are stronger, such as under the “moderate macro
spillovers” scenario.

stability can be achieved as long as policies are
designed carefully and implementation is effective.

Inclusive and sustainable development
alongside fiscal sustainability and price
stability can be achieved
The simulation exercise analyses the impact of greater
public investment on the trajectories of public debt
and price levels. In addition to the direct impact
of additional public investment on output growth,
the analysis takes into account the macroeconomic
spillover effects of the increased spending. These
indirect impacts take the form of greater labour force
participation, higher wage earnings of newly hired
workers and greater labour productivity. Additional
public spending affects government consumption
and fixed investment through, for instance, various
projects to expand and maintain access to energy
and public services in lagging areas. As a result,
total factor productivity benefits from innovative ideas
and knowledge exchanges made possible by a
larger pool of educated and healthy workers. At the
same time, private domestic investment, merchandise
imports and population growth are also affected.
Depending on the extent to which these indirect
impacts are generated by fiscal expenditure, three
likely scenarios are depicted, in the analysis which
covers eight of the ten Asia-Pacific economies for
the period 2013-2030 and for which expenditure
investment estimates for inclusive and sustainable
development are elaborated above.12

In other countries, the sustainability of public
debt is conditional on a sizeable improvement in
macroeconomic fundamentals. Thus, in Indonesia,
Malaysia and the Philippines, public debt displays an
increasing trend under the scenarios that assume
small or moderate macroeconomic-spillover effects.
In these countries, the indirect impact of increased
public spending on growth must be greater to
secure fiscal sustainability, as depicted in the “large
macro spillovers” scenario. Indeed, figure 4.12 shows
that for these three economies, the average GDP
growth rates over the period 2013-2030 under the
“small” or “moderate” scenarios are only marginally
higher than their baseline cases. This illustrates the
importance of the quality of programme design and
implementation in shaping the success of a policy
shift towards inclusive and sustainable development.
The public debt path taken by China also exhibits an
increasing trend under the “small macro spillovers”
scenario but in terms of level (about 50% of GDP
by 2030), this does not appear excessively high.
The future upward trend is also in line with the
baseline case.13

Debt sustainability

Price stability

The future public debt paths shown in figure 15
are generally sustainable. In India, the Russian
Federation, Thailand and Turkey, public indebtedness
rises after the introduction of the inclusive and
sustainable development framework if the indirect
impacts of the framework for inclusive and
sustainable development are relatively weak (“small
macro spillovers” scenario). The debt ratio declines
steadily, however, once the indirect impact of greater
expenditure to strengthen health, education, energy
and income security takes effect and output growth

Inflation also remains manageable under the
simulation scenarios considered here (see figure
4.14). In most cases, prices pressures either do not
deviate much from the baseline cases or do not
exceed the rates observed in the past decade. In
cases in which price levels are projected to jump
temporarily, such as in Indonesia and the Philippines
under the “large macro spillovers” scenario, the rise
is partly attributable to tight labour market conditions
and higher worker earnings, and remains within
an acceptable range, as highlighted in chapter 3.14
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Figure 4.12. Public debt
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Figure 4.13. Average real GDP growth, different simulation scenarios, 2013-2030
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Individual earnings in real terms would typically
improve as public services are universally provided.

Similarly, for debt to be sustainable in the Philippines,
individual earnings growth is assumed to range
between 8.5 and 12.5% per year during the period
to 2030 under the “large macro spillovers” scenario.
This is far lower than the annual pace of 14.5%
observed in the 1990s.

Overall, the analysis in this section offers some
encouraging messages. The future public debt paths
for several Asia-Pacific economies seem sustainable
if additional public spending is accompanied by
stronger macroeconomic fundamentals, such as
higher labour force participation rates, accelerated
earnings and investment growth, and improved total
factor productivity. While some economies will need
larger macroeconomic-spillover effects than others, it
is important to note that the assumed magnitude of
improvements in the macroeconomic variables is not
unrealistically ambitious, and should be achievable
given the countries historical experiences.

The policy implications are clear: a shift towards
inclusive and sustainable development needs to
focus on initiatives that help to enhance the potential
growth to avoid public debt distress. Even the
“moderate macro spillovers” scenario may not deliver
desired outcomes in the long run in all economies.
Government programmes need to be more qualityfocused and growth-enhancing.
Among other things, this means, for instance, that
education curricula must be relevant to countries so
that students can learn to innovate and translate
their human capital into higher wages. Similarly,
health-care services must be adequate to keep the
labour force productive. At the same time, energy
sector development should help a country enhance
its production efficiency and reduce its reliance on
imported and traditional energy.

For example, alongside the assumptions made
on other macroeconomic variables, annual private
domestic investment growth would need to reach
10.1% in Malaysia for debt to be sustainable in
the future (“large macro spillovers”). This rate is in
fact lower than that what was achieved during the
period 2010-2012 (11.6%) and well below the rate
observed in the decade prior to the Asian economic
crisis of 1997-1998 (18.7%).
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Figure 4.14. Annual change in GDP deflator
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expenditure-to-GDP ratios and tax revenue-to-GDP
ratios in the region, greater efforts at domestic
resource mobilization could raise the required
financing. The findings discussed in this chapter
show that even with modest assumptions on the
impact of universal access to education, health and
energy as well as increased income security on
growth and labour productivity, greater investment
and expenditure for more inclusive and sustainable
development would propel long-term development.

In this chapter, it is shown that by using illustrative
examples, the public investment required to create
more inclusive and sustainable development is within
reach of countries in the region, ranging between 5
and 8% of GDP by 2030 for half of the countries
analysed here. Only for two countries would the
investment and expenditure exceed 10% of GDP
by 2030. In doing so, the analysis has not explicitly
taken into account second-order linkages within an
economy. For instance, providing universal access
to clean and modern energy sources would have
a positive impact on health indicators in the region,
which would, in turn, lead to lower health expenditures,
and thus free up resources that could be put to
use elsewhere. Greater access to education would
also affect health outcomes in a similar way. At the
same time, improvements in education and health
affect population growth. In such, the expenditure
estimates provided in the chapter are an upper
bound of what it would take to foster more inclusive
and more sustainable development.

Clearly, the examples used in the chapter are only
illustrative to show how greater social protection,
more income security and higher levels of energy
sustainability could be achieved and that the
investment expenditure for these programmes is
affordable.
The argument for the universality of social protection
and greater concern about environmental sustainability does not, however, imply homogeneity of
mechanisms and/or “one-size fits all” public policy
interventions. Rather, flexibility at the national level
based on needs and capacities are required as
governments design their programmes according
to national economic constraints, political dynamics,
social aspirations and the availability of resources.
Thus, some countries may, depending on their
national priorities, focus on a subset of the priorities
presented in this chapter, while others may deem
the need to implement them simultaneously more
applicable.

Even with modest assumptions, more
inclusive and sustainable development
would propel long-term development
Nevertheless, a number of challenges must be
overcome in introducing the above-mentioned policy
support measures to make growth more resilient,
inclusive and sustainable. For instance, while in
this chapter it is argued that greater expenditure is
required to achieve universal enrolment in education,
the issue of quality of education has been flagged.
Similarly, while greater expenditure on health will
widen access to health services, governments must
address the need to increase the efficiency of their
expenditure and the large disparities in the quality
of health services.

Indeed, nowhere is this idea of developing a
plurality of protection floors and staircases more
germane than in Asia and the Pacific, where the
striking diversity of the region necessarily implies
that countries have different government support
programmes and mechanisms in place and have
different human development needs, fiscal space,
and tradeoffs.

Government’s capability and institutional factors
also play an important role in implementing the
policy measures outlined in this chapter to make
development more inclusive and sustainable. In the
chapter, it also is suggested that with relatively low

With continued weak growth prospects in developed
economies, and the resulting impacts on developing
countries, the investment and expenditure for
developing a framework for inclusive and sustainable
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development is especially critical in determining its
political feasibility, particularly for least developed
countries, which are experiencing lower demand
for exports as well as lower inflows of ODA.
However, coordinated actions, supported by regional
cooperation, can address the challenges of resilient,
inclusive and sustainable development. Investment
and expenditure in jobs, education, health, protection
of elderly and affordable modern energy sources
not only can address the short-term issue of falling
effective demand due to external factors, but also
can improve productive capacity, enhance social
stability and ensure environmental sustainability.

Indonesia, Mexico, Nigeria and Pakistan, discuss their
experiences in education, exchange best practices and
monitor progress on achieving Education for All. These
countries account for more than 60% of the world’s
population and are home to more than two-thirds of
the world’s illiterate adults and more than half of the
world’s out-of-school children. See www.unesco.org/new/
en/education/themes/leading-the-international-agenda/
education-for-all/coordination-mechanisms/e-9-initiative/.
8

See the final statement of the Global Education
for All meeting document ED/EFA/2012/ME/1. Available
from hunesdoc.unesco.org/images/0021/002183/
218359e.pdf.

9

This is in line with a recent study that estimated the
cost of implementing Millennium Development Goals
targets in Asia and the Pacific and reported very large
costs for LDCs in terms of percentage of GDP (ESCAP,
2010b).

10

Based on a cross-section of about 70 countries, the
relationship is not quite linear as there are some lowincome countries with high government expenditures,
mostly financed by foreign aid, as well as some highincome countries with low government expenditures.

11

However, in this case the shares of revenues in GDP,
several countries from the region, such as the Islamic
Republic of Iran and the Russian Federation have
exceeded the average for the countries with similar
levels of GDP per capita. This may be due to resource
rents that these countries are able to extract.

12

The simulations are based upon the Oxford Global
Economic Model, which does not provide estimates
for Fiji and Bangladesh. A more detailed discussion
on the simulation approach and scenarios is presented
in the appendix.

13

In the case of China, only the “small macro spillovers”
scenario can be performed as the model will not
converge in the long run if assumptions under the
“Moderate Macro Spillovers” scenario are imposed. This
is mainly because past growth for most macroeconomic
variables in China has already been exceptionally high.

14

In addition to employment and worker earnings,
the GDP deflator in the Oxford Economic Model is
determined by non-labour production costs, such as
global commodity prices, and the output gap. Thus, any
temporary increases or decreases in the GDP deflator
should not be interpreted as forecasts as the future
path of the GDP deflator is driven by interactions of
several macroeconomic variables. Changes in some of
these variables are imposed as part of the analysis here

Endnotes
1

100 Indian rupee (rs) equates to $1.83 as of March
2013.

2

At stated, pensions are equivalent to the national
poverty line. Moreover, the ratio of national poverty
line to GDP per capita is assumed to remain unchanged
in the forecast period, effectively implying that pensions
grow at the same real rate annual as GDP per capita.

3

4

5

In the Russian Federation, coverage of the basic flat
pension among all persons reaching the retirement age
(60 for men, 55 for women) is virtually complete. As
this pension of 3,170 Russian rubles ($103) per
month is approximately equivalent to half of
the national poverty line, the non-contributory
pension scheme proposed here acts as a “top-up” to
bring the basic pension to the national poverty lines.
This is particularly the case for some of the smaller
economies in the region; Kiribati, New Zealand, Palau
and, Solomon Islands spent more than 7% of their GDP
on health in 2012. The Federated States of Micronesia,
the Marshall Islands and Tuvalu spent more than 12%
of their GDP.
Universal enrollment is considered to be achieved when
rates reach 97%.

6

See unesdoc.unesco.org/images/0021/002183/218359e.
pdf.

7

The United Nations Education, Scientific and Cultural
Organization (UNESCO) launched the E-9 Initiative
in 1993. Under this initiative, the nine most highlypopulated developing countries (“countries of the South”,
which comprise Bangladesh, Brazil, China, Egypt, India,
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ANNEX - METHODOLOGY
ILti =

Employment for all
The required expenditure to provide an employment
guarantee (JGti where superscripts refer to countries,
subscripts to time) is estimated using the following
equation:

CHAPTER 4

(AG ti + NA ti) * Lab ti
.
Pop ti

Data on the proportion of the labour force working
in agriculture and working informally in non-agriculture
are obtained from ILO statistics. Data pertaining to
population are from the 2010 Revision of the World
Population Prospects provided by the Population
Division of the United Nations Department of
Economic and Social Affairs. GDP per capita
data are from the World Bank World Development
Indicators database and data on national poverty
lines are drawn from national sources.

JG ti = W ti * IL ti * T,
where W ti is the expenditure required by country
i to employ a worker in year t. IL it represents
the size of the informal sector in country i at
time t and T represents the length that the job
guarantee is implemented each year. According to
the example, a job guarantee is provided to each
person informally employed for 100 days per year,
hence T = 100/365.

As the expenditure of employing a worker is
expressed in GDP per capita terms and the informal
sector is expressed relative to the total population,
the overall expenditure is expressed relative to GDP
for each country.

As outlined above, the required expenditure of
employing a worker is equivalent to the wage
supplied by the job guarantee programme, including
administration costs (X ti ):

Income security for the elderly
The expenditure required for a universal noncontributory pension (NP it ) to all aged 65 and
older is calculated as follows:

W ti = X ti + W i2012.

NP it = (X it + B it ) * Pen it, .

In each country the wage cost is equivalent to the
national pover ty line in 2012 (NPL i2012 )
relative to GDP per capita in local currency units in
i ). This ratio being kept constant
2012 (GDPPC 2012
in the forecast period 2013-2030. Moreover, in the
above example, administration costs, (X it ), are
assumed to be equivalent to 50% of the wage
cost. Therefore,
i
NPL 2012
.
W ti = 1.5 *
i
GDPPC 2012

where Pen it denotes the proportion of persons
aged 65 and older in each country across time
and B it denotes the pension benefit. According to
the assumptions, B it is equivalent to the national
poverty line in 2012 relative to GDP per capita in
local currency units in 2012. Thus,
B ti =

The informal sector comprises all persons working in
agriculture and all informal workers working in nonagriculture. Using AG ti to represent the proportion
of the labour force working in agriculture, NA it the
proportion of the labour force working informally in
non-agriculture, Lab it the working age population
aged 15-64 and Pop ti the total population results in:

i
NPL 2012
i
GDPPC 2012

.

Administration costs are equivalent to 5% of total
expenditure of the programme. As above, the pension
benefit is expressed in GDP per capita terms and
the number of beneficiaries is expressed relative to
the total population. Therefore, the overall expenditure
is expressed relative to GDP for each country.
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Income security for persons with disabilities

the same percentage each year until 2030. The
required percentage increase in public expenditure
is calculated accordingly.

Using data furnished in the World Report on
Disability (WHO, 2011) and results of the Global
Burden of Disease: 2004 update (WHO, 2008)
by main regions, this report reports the average
15% of disability prevalence worldwide, (including
mild and severe disability). With South-East Asia
being the only ESCAP subregion for which data
are available, its prevalence of severe disability is
assumed to represent the disability situation of other
countries in the ESCAP region. Moreover, people
aged 60-64 years are assumed to have the same
prevalence as the younger group (15-59 years),
taking into account that the ‘all-ages’ prevalence is
no different from the 15-59 year olds.

Education for all
In estimating the expenditure required to provide
universal primary and secondary education, a simple
linear upscaling of current expenditure, using current
enrolment rates as an upscaling factor is used.
Thus, the target public expenditure for universal
enrolment at the relevant level of education (primary
or secondary education) is calculated as follows:
ED i,j
t =

ED i,j
Enr i,j
2011 *
t
Enr i,j
2011

.

where ED ti,j is the public expenditure (as a
percentage of GDP) of country i on primary or
secondary education ( j=1,2) in year t, ED i,j
2011
represents country i’s enrolment rate at level j and
Enr i,j is the target enrolment rate. Specifically,
t
universal enrolment is assumed to be achieved when
97% of the target population attends schooling, i.e.
Enr i,1
= Enr i,2
= 0.97.
2030
2030

As the primary beneficiaries of any disability
be-nefit schemes are the persons living with a
severe disability, only the severe cases have been
included in the estimation, differentiating between the
proportion of women and men that are considered
to be severely disabled (on average, about 3.1%
and 2.7% of the relative genders, respectively, see
table 4.2). Granting the disability benefit to those
considered to be of working age, yet severely
disabled yielded the relevant expenditure of such
a programme across countries.

As with health expenditure projections, the assumption is made that countries will increase their
expenditure by the same percentage each year until
2030 and the required percentage increase in public
expenditure is calculated accordingly.

Health for all

Energy access for all

The latest available data on the amount of public
expenditure on health for a number of countries
was from 2010. To achieve the target of spending
5% of GDP on public health, it is assumed that
countries would increase their expenditure by

The expenditure estimation of the energy services
is based upon indicators for electricity and cooking
fuels and is based on the assumption that by 2030,

Table 4.2. Estimated prevalence of severe disability (%) by region

Male, 15-59
Female, 15-59
Both sexes, 15-59
Both sexes, All ages

World
2.6
2.8
2.7
2.9

South-East Asia
2.7
3.1
2.9
2.9

Source: World Health Organization, The global burden of disease: 2004 update (Geneva, 2008).
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Africa
3.3
3.3
3.3
3.1

Europe
2.8
2.7
2.7
3.0
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there will be 100% access to energy services in
for country i.

2030, namely China, India, Indonesia, Malaysia,
the Philippines, the Russian Federation, Thailand
and Turkey. The simulation simultaneously imposes
shocks to two sets of variables.

Initially, the unit cost of energy supply is estimated
by using the existing energy mix technologies (LPG,
natural gas, biogass, grid, solar PV), costs related to
distribution and transmission (per kWh) and capacity
development cost (training programmes, materials/
modules, resource persons and experts).
s

TC i2013 = (S i2013 + U i2013 ) * SE i2013

CHAPTER 4

The first set of variables represents a policy shift
towards inclusive and sustainable development
through higher government consumption and public
fixed investment. The composition of increased
expenditure between these two components is
country and year-specific, as guided by the costing
analysis above. For example, a large proportion
of the required fiscal expenditure in India is cash
transfers on employment guarantees and elderly
pensions, so up to 85% of additional spending is
assumed to come from the government consumption
side. In contrast, required spending on public health
services and energy access in Indonesia is sizeable,
so the share between government consumption and
investment is more comparable.

i
2030 + CD 2013

where TC i2013 is the total expenditure for country
i and in year t = 2013, and the unit cost of energy
is based on two components: S i2013 is the unit
cost of energy supply and production through grid
connections, as well as costs for distribution and
transmission, and U i2013 is the end use cost
from electricity and cooking. E i2013 2030 is the
sustainable energy requirement for electricity and
cooking fuel for households, which is supposed to
be 100% access by year 2030. CD i2013 represents
the capacity development expenditure for each of the
years. The present value of the annual expenditure
incurred during the project’s life is estimated with
respect to year 2013 to 2030 (completion of the
project) in terms of capital expenditure and recurrent
expenditure.

The second set is macroeconomic variables that
capture some of the channels on how the six selected
areas of policy support measures on inclusive and
sustainable development contribute to output growth,
thus influencing the public debt-to-GDP ratio and
inflation. These variables include the labour force
participation rate, individual earnings, private domestic
investment, merchandise imports, population growth
and the total factor productivity trend. The choice
of variables is largely shaped by data availability
in the Oxford model. These six macroeconomic
variables may not necessarily capture all linkages
between inclusive and sustainable development and
economic growth highlighted in the literature. For
example, studies have shown that civic participation,
governance, and political accountability improve in
societies with more educated citizens. It is difficult
to directly reflect these political developments in
the Oxford model.

These assumptions are used to calculate the
annual investment required in countries to achieve
100% access to electricity and cooking fuels to
total population in rural and urban areas, and
are expressed as increase in their national public
expenditure from 2013 for each year until 2030
and then expressed as a share in their GDP
accordingly. The methodology for estimating the
energy sector investment are largely based on the
work of UNDP (2009b).

Macroeconomic simulation

Two key assumptions are on the magnitude and
timing of shocks. While the magnitude of the imposed
changes on government consumption and investment
is based on the previous exercise, determining the
size of shocks for each macroeconomic variable is

The simulation exercise is based on the Oxford Global
Economic Model, a globally linked macroeconomic
model that is updated quarterly. The analysis covers
eight emerging Asia-Pacific economies during 2013203
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less straightforward. For instance, while the potential
employment and investment effect of an energy
access programme has been studied, it is difficult to
estimate the combined impact of all the six selected
areas of inclusive and sustainable development.
To do this for individual earnings and total factor
productivity would be even more challenging.

(the baseline numbers are taken from the Oxford
Global Economic Model; the exception is population
growth, where the baseline is from United Nations
Population Division). This increases to 1.5 percentage
points higher from 2021 onwards as the impact of
greater access to basic education becomes more
tangible in the labour force.

The approach taken here is to view initiatives under
the inclusive and sustainable development framework
as a force that helps to upgrade a country’s potential
growth. In most cases, the assumed magnitude
of the shocks is relative to each variable’s own
historical growth. For example, if it is assumed
that individual earning growth in Indonesia would
be 10% more rapid after pursuing inclusive and
sustainable development, earning growth would rise
from 12.3% recorded in the past decade to 13.5%
during the simulation period. As such, the simulation
results below should be viewed as an illustrative
exercise. The focus should be on the long-run
dynamics of public debt and price levels, rather
a direct or narrow interpretation of the simulation
outcomes on specific future levels of public debt
and inflation.

• Mean individual earnings growth during the
period 2013-2022 is assumed to be 10% higher than
its historical speed (2001-2011) due to, for instance,
newly hired workers and longer work hours from
improved health conditions. Since earnings are also
used as a proxy for labour productivity, earnings
growth is set to increase further at 20% higher
than its historical pace from 2023 onwards as the
benefits of universal access to education become
more evident.
• Private domestic investment growth is initially
assumed to increase only marginally in the first few
years (same as the historical pace in 2013 and
5% more rapid in 2014) because positive spillovers
from higher public investment will take time to take
effect. After that, private investment accelerates on
extending energy access, education, and heath care
services to more remote areas. Growth is set at
15% higher than its historical pace in the remaining
years.

Simulation scenarios
Up to three simulation scenarios are proposed,
reflecting varying magnitude and timing of shocks
on the macroeconomic variables. The first scenario,
“small macro spillovers”, assumes that additional
public spending helps to strengthen macroeconomic
fundamentals beyond its direct impacts, such as fiscal
injections on economic growth. Under this scenario,
positive macroeconomic spillovers exist and persist
throughout the entire simulation period. This implies
reasonably good policy design and implementation.
More specifically,

• Changes in merchandise imports are preliminarily driven by assumed changes in fuel imports.
Fuel imports are set to be 5-10% higher than the
baseline during the period 2013-2023 to reflect
greater energy demand arising from a wider access.
Fuel imports are set to decline afterwards with the
emergence of renewable energy sector. A 20%
reduction from the baseline is assumed. The final
change in merchandise imports depends on the
share of fuel imports in total imports.

• Benefiting from job guarantees, better health
conditions and new employment opportunities
in energy-related industries, the labour force
participation rate during 2013-2020 is fixed at one
percentage point higher than the baseline levels

• Total factor productivity is assumed to grow
10% more rapidly than the historical pace from
2013 onwards. Contributing factors include positive
knowledge spillovers from a larger pool of educated
citizens, enhanced production efficiency from new
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ideas and technological catch-up, and stronger
innovation effort in the energy-related industries.
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share similar concepts with the first scenario. The
key difference is that the assumed magnitude of
improvements in macroeconomic fundamentals
is larger. For examples, under the small macro
spillovers scenario, earnings growth is set to grow
at 10-20% more rapid than the historical pace,
while this is 20-40% under the moderate macro
spillovers scenario and 70-150% under the large
macro spillovers scenario. Table 4.3 compares the
imposed changes on macroeconomic variables under
the three simulation scenarios.

• Population growth is set at 0.1 percentage
point higher than the baseline during the period
2013-2022 due to reduced child mortality and higher
adult survival rate. After that, the growth is fixed
at 0.1 percentage point lower than the baseline as
family size decrease, a trend generally observed in
societies with rising educational attainment.
The second scenario, “moderate macro spillovers”,
and the third scenario, “large macro spillovers”

Table 4.3. Assumed magnitude of changes in macroeconomic variables under different scenarios

Macroeconomic variable

Unit

Labour force participation
rate
Individual earnings
growth
Private domestic
investment

Percentage point higher than
baseline
Increase in growth rate
relative to historical pace (%)
Increase in growth rate
relative to historical pace (%)
Change in fuel import value
relative to baseline (%)
Increase in growth rate relative
to historical pace (%)
Percentage point change from
baseline

Merchandise imports
Total factor productivity
trend
Population growth
Source: ESCAP.
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Small macro
spillovers

Scenario
Moderate macro
spillovers

Large macro
spillovers

1.0 - 1.5

1.5 - 2.0

2.5 - 4.0

10 - 20

20 - 40

70 - 150

0 - 15

10 - 30

50 - 150

-20 to +10

-30 to +10

-50 to +10

0 - 10

10 - 30

70 - 200

-0.1 to +0.1

-0.1 to +0.1

-0.1 to +0.1

