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Coping with COVID-19 and enhancing long-term resilience to future 
shocks: An assessment of fuel-exporting countries in Asia and the Pacific  

SUMMARY 

COVID-19 and the oil prices crash 

induced by it have imposed a double 

whammy on fuel-exporting countries in 

Asia and the Pacific. Compared to 

other countries, they are likely to 

experience greater economic 

weaknesses, as they face not only 

slowdown in economic activities, but 

also revenue shortfalls, deteriorating 

export earnings and capital flight, and 

depreciation pressure on currencies 

due to lower-than-expected oil prices. 

To cope with the immediate negative 

impacts of COVID-19, countries have 

introduced timely and necessary large 

and targeted fiscal and monetary policy 

measures. However, these immediate 

policy measures should not take the 

policy attention away from the long 

over-due and much-needed structural 

economic transformation in fuel-

exporting countries. Excessive 

dependence on fuels, especially oil, has 

kept these countries very vulnerable to 

the commodity boom and bust cycles. 

Therefore, when designing economic 

recovery packages, countries should 

also embed long-term sustainability 

considerations by introducing 

measures that can help them diversify 

their economies and reduce reliance on 

fossil fuels.  

ACKNOWLEDGEMENTS: 

We thank Hamza Malik (Director, 

Macroeconomic Policy and Financing for 

Development Division (MPFD)),  

Sweta C. Saxena (Chief, Macroeconomic 

Policy and Analysis Section, MPFD),  and 

Michael Williamson (Chief of Section, 

Energy Division) for helpful comments and 

suggestions.  

I. DOUBLE WHAMMY – COVID-19 AND THE OIL 

PRICE SHOCK 

COVID-19 imposes a multifaceted shock on fuel-

exporting countries 

The global and regional economic growth was already 

slowing before the COVID-19 pandemic. Weaknesses in the 

global economy, such as prolonged trade tensions, had 

already led to a decline in aggregate demand and, 

consequently the price for oil; COVID-19 and the resulting 

containment measures just exacerbated such declines 

(figures 1 and 2). Competition between major oil producers 

led to a crash in the oil prices, as evident in the rapid decline 

in the major benchmark oil prices since early March than 

observed in previous oil shocks (figure 3). A deal was 

reached in April 2020 to cut oil production, which put a stop 

to the price crash. For oil exporting countries,1 this is a big 

shock in and of itself with multifaceted impacts on the 

economy, such as: 

 Exports: Fuel revenues contribute significantly towards 

their export earnings. For instance, fuel exports account 

for over 90 per cent of merchandise exports in 

Azerbaijan and Brunei Darussalam (figure 5a). 

However, in the first five months of 2020, export growth 

has weakened considerably (figure 5b) due to demand 

and price shocks.  

 Fiscal positions: Fuel revenues also comprise a big share 

in their total fiscal revenues (figure 6a). Lower tax 

income (figure 6b) and increase in fiscal spending to 

cope with the impact of COVID-19 are expected to 

deteriorate countries’ fiscal balances. According to the 

IMF, average fiscal balance of fuel-exporting countries 

in Asia and the Pacific is expected to deteriorate by 

4.9 per cent of GDP, which is higher than the average 

1 Fuel exporting countries in the Asia-Pacific region include Australia, 
Azerbaijan, Brunei Darussalam, Democratic People’s Republic of Korea, 
Indonesia, Islamic Republic of Iran, Kazakhstan, Mongolia, Papua New Guinea, 
Russian Federation, Turkmenistan, according to United Nations (2020).  
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fiscal deficit of 3.5 per cent of GDP for the non-fuel 

exporting countries in the region (figure 6c).2 

 Depreciation pressure on currencies: Weakened exports 

and capital flight3 have led to deterioration in countries’ 

external position, putting downward pressure on the 

currencies. The Australian dollar, the Bruneian dollar, and 

the Indonesian rupiah have depreciated by 2-4 per cent 

against the United States dollar since the beginning of 2020, 

while the Russian ruble has depreciated by over 10 per cent 

(as of 7 July 2020) (figure 7).  

In the face of the pandemic, all countries in the Asia-Pacific 

region are experiencing a considerable slowdown in their 

economies (figures 4-9). However, the decline in fiscal 

revenues, deteriorating external position and currency 

depreciation are imposing a double whammy for fuel-exporting 

countries. 

Figure 1 

Slowing economic activities during the COVID-19 

pandemic have led to a decline in fuel demand … 

Supply and demand for petroleum in the world 

 
Source: CEIC (accessed on 6 June 2020). 

Note: LHS = left-handed side axis; RHS = right-handed side axis. 

The petroleum and other liquids consumption and supply estimates and forecasts are 

from the United States’ Energy Information Agency, as CEIC has collected. 

The shaded area is the forecast period.  

 

Figure 3 

… at a much faster pace than previous 

shocks 

 

Brent oil spot price index 

 
 

Source: Fattouh (2020). 

2 Source: ESCAP calculation based on IMF, World Economic Outlook Database 
(October 2019 version and April 2020 version) (accessed on 6 June 2020). 
Median is taken to calculate the deterioration of fiscal balance for the different 
country groups. Fuel-exporting countries are those mentioned in Footnote 1.  

3 For instance, in Indonesia capital outflow reached 150 trillion Rupiah (or $10 
billion) during January and March 2020, twice as big compared to that during 
the 2008 Global Financial Crisis (Afifa, 2020; Mariska, 2020). 

Figure 2 

… and oil price crash… 

 

Benchmark oil spot prices 

 
Source: CEIC (accessed on 7 July 2020).  
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 Figure 4 

COVID-19 and its induced oil price 

crash have weighed on economic 

performance of fuel-exporting 

countries… 

Quarterly GDP growth for selected countries, 

Q1 2018 - Q1 2020 

 
Source: CEIC (accessed on 4 June 2020) and news. 

Note: The countries are selected based on data availability.  

GDP growth of Q1 2020 for Azerbaijan, Kazakhstan, Russian 

Federation are from news reporting. 

Figure 8 

…which are feeding into headline 

inflation, …  

Inflation in fuel-exporting countries 

 
Source: CEIC (accessed on 6 June 2020). 

Note: Countries are selected based on data availability. 

Figure 9 

… and expected increase in 

unemployment 

Unemployment as a share of total labour 

force in selected countries 

 
 

Source: IMF, World Economic Outlook Database 

(October 2019 version and April 2020 version) 

(accessed on 6 June 2020). 

Note: Countries are selected based on data 

availability. 

Figure 5 

… with declining export growth, … 

 

 
(a) Fuel exports, as a share of 
merchandise exports (latest available 
year) 

 
Source: ESCAP calculation based on World Bank 
Open Data (accessed on 7 July 2020). 
Notes: Countries are selected based on data 
availability. 

 
(b) Year-on-year growth of monthly 
merchandise exports in selected countries, 
2018 – May 2020 (or latest available month) 

 
Source: CEIC (accessed on 7 July 2020). 
Notes: The vertical dotted line illustrates the beginning of 
the year 2020; the horizontal one illustrates zero per cent 
growth of export. 

Figure 6 

… deteriorating fiscal positions… 

 

(a) Fuel revenues as a share of government 
revenues in selected countries 

 
Source: CEIC (accessed on 6 June 2020); Gurbanov, 
Nugent, and Mikayilov (2017); IMF (2020b); Tavakol, 
(2019); Malden and Muhammadi (2019). 
Note: For Brunei Darussalam, Indonesia, and Russian 
Federation, fuel revenues refer to oil and gas revenues; 
Azerbaijan: transfer from the State Oil Fund to the State 
budget revenues; Kazakhstan: oil revenues; Islamic Repub-
lic of Iran: petroleum revenues. 
Countries are selected based on data availability. 

(b) Year-on-year growth of monthly tax 
revenue in selected countries 

 
Source: ESCAP, calculated based on CEIC (accessed on 
6 June 2020). 
Note: Countries are selected based on data availability. 

(c) Forecast of fiscal balance in 2020 

 

  
Source: IMF, World Economic Outlook Database 
(October 2019 and April 2020 versions). 

Figure 7 

… and weakening currencies… 

Fuel-exporting countries’ exchange rate 

against United States dollar index,  

2 Jan 2020 = 100 

 
Source: ESCAP, calculated based on Bank for International 

Settlements (accessed on 7 July 2020). 

Note: Countries are selected based on data availability. 

If the lines are trending up, it means currency depreciation.  
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Déjà vu: Reliance on fossil fuels and the repeated boom-bust 

cycles need an exit strategy - Diversification  

Fuel-exporting countries have always been vulnerable to 

boom and bust cycles (figure 10). For instance, the supply glut 

triggered by declining demand in importing countries and 

persistent supply from US producers led to an oil price crash 

during the 2014-16 period. This adversely affected the oil 

producers through rising fiscal deficits, sudden stop of capital 

inflows, currency depreciation, high inflation and financial 

market volatility. GDP growth of the oil-exporting countries in 

2016-2018 has still not recovered to its pre-crisis levels (ESCAP, 

2020). However, the Organization of the Petroleum Exporting 

Countries (OPEC), with new partners like Russian Federation 

and Mexico (the “plus”), responded in late 2016 with production 

cuts that held prices steady in the range of $50-70 per barrel until 

the agreement fell apart on March 5, 2020. In April 2020, a new 

deal was reached to cut oil production, which has supported 

prices to increase gradually. All these are temporary measures, 

and not a substitute for reducing excessive reliance on fossil 

fuels. 

Oil price crash may happen again, though the timing is 

uncertain. Climate change is a highly likely cause. Rising 

climate risks and significant economic losses4 are anticipated to 

force users to abandon fossil fuels and transition to renewable 

energy, leading to a decline in oil demand and thus oil prices. 

Meanwhile, keeping the oil prices relatively high through 

agreements and a lack of urgency in tackling climate change by 

governments could send wrong signals leading to over-

investment and over-supply in fossil 

fuels. Such an over-investment 

could also create potential stranded 

assets,5 adding to the risk of 

crashing oil prices.  

To exit the boom-bust cycle and 

fight climate change requires fuel-

exporting countries to diversify 

their economic structure and 

reduce dependence on fossil fuels. 

However, progress on the needed 

structural transformation is slow, 

especially in those North and 

Central Asian countries where the 

share of manufacturing in value 

added has declined while the 

extractive sector has expanded in 

the past two decades (ESCAP, 

2019b). These countries are 

dependent on few exports, mainly 

crude petroleum and natural gas. 

The progress of export 

sophistication in Azerbaijan, 

Islamic Republic of Iran, 

Kazakhstan, and Turkmenistan, in 

particular, is slow, and has even 

reversed in recent years (figure 11).  

A more diversified economic 

structure could shield fuel-

exporting countries from oil 

prices shocks. For instance, the 

economy of Indonesia is more 

diversified than the Russian 

Federation (figure 11). In the face 

of the recent pandemic, different 

levels of oil prices are estimated to 

have had a relatively smaller impact 

on Indonesia’s GDP growth, 

inflation, fiscal deficit and 

unemployment, than that on the 

Russian Federation (figure 12).  

4 ESCAP (2019a) estimated that the Asia-Pacific region lost $1.5 trillion between 
1970 and 2018, as a result of climate-induced extreme weather events. Going 
forward, an annual average economic loss of $675 billion (or 2.4 per cent of the 
regional GDP) is expected.  

5 Carbon Tracker (2019) estimates that oil and gas 
companies worldwide risk wasting $2.2 trillion 
on stranded assets by 2030 if they base 
investment decisions on current emissions 
policies announced by governments, which 
would lead to 2.7˚C of warming, instead of 
planning for continued momentum towards a low
-carbon world and ensuing reduced demand for 
fossil fuels. 

Figure 10 

Fuel-exporting countries are vulnerable to boom and bust cycles 

(a) Russian Federation       (b) Kazakhstan 

 
Source: CEIC (accessed 19 June 2020). 

Note: LHS = left-handed side axis; RHS = right-handed side axis.  
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Short term macroeconomic 

policy responses to deal with 

COVID-19 

All countries in the Asia-Pacific 

region have taken a range of policy  

actions to combat COVID-19, 

including containment measures to 

slow the spread of the virus and 

fiscal and monetary policy 

packages to minimize the 

economic impacts (Huang and 

Saxena, 2020). Same is true for the 

fuel exporting countries: 

 On the fiscal policy front, the 

size of announced packages (as 

of 15 June) ranged between 2.9 

to 14 per cent of GDP (figure 

13a).6 Detailed measures 

include financing for 

vulnerable businesses and 

Figure 11 

Lack of export diversification in some 

countries… 

Export product concentration index in fuel-

exporting countries, 2010-2018 

 
Source: UNCTAD STAT (accessed on 7 June 2020). 

Note: A greater value of the index means a higher level of 

export concentration. 

Figure 12 

… has kept them trapped in such cycles 

Estimated impact of oil prices on leading economic indicators of Indonesia and Rus-

sian Federation 

(a) Indonesia                                   (b) Russian Federation 

 
Source: ESCAP, based on the Oxford Economics Global Economic Model (accessed on 7 June 2020). 

Note: Oil prices in the figures refers to Brent spot oil prices. Oil prices are set at different levels from the 

second quarter of 2020 and onwards. 

II. POLICIES TO ADDRESS THE 

DOUBLE WHAMMY: 

COPING WITH COVID-19 IN 

THE SHORT-TERM AND 

ECONOMIC 

DIVERSIFICATION IN THE 

LONG-TERM  

households (such as cash transfers, and unemployment and 

healthcare benefits), while reducing their financial burdens 

(such as tax payment deferrals, reduction and exemptions, 

and subsidized utility bills).  

 In terms of monetary policies, at least seven countries have 

lowered the Central Bank policy rates since the beginning of 

2020 (figure 13b).7,8 In addition, the Central Banks are also 

using other policy tools to provide liquidity to the banking 

system, including through cuts in reserve requirement ratio(s)  

(Indonesia, Mongolia and Papua New Guinea), open market 

operations (Indonesia and Papua New Guinea), and easing or 

delaying macroprudential measures (Australia, Indonesia, 

Islamic Republic of Iran, Kazakhstan, Mongolia, Papua New 

Guinea, and Russian Federation). 

 Other macroeconomic policies include injecting foreign 

currency liquidity by selling international reserves to 

mitigate volatility in the foreign exchange market (Indonesia, 

Islamic Republic of Iran, and Russian Federation). Most 

countries have adequate international reserves that can cover 

more than three months of imports compared with  the 2014-

2016 oil crisis (figure 14).9 In addition, Turkmenistan 

introduced exchange restrictions by tightening current 

international payments and transactions (IMF, 2020a). 

6 There is no confirmed COVID-19 case in Turkmenistan as of 7 June 2020. Although 
the Government has announced to revise the State Budget Spending and increase 
health spending, the size of its fiscal package is not yet clear (IMF, 2020a).  

7 As of 15 June 2020.  
8 Kazakhstan raised its policy rate in the face of oil price crash and rising inflationary 

pressure, then lowered it to support the economy, registering a 25 basis points 
increase.  

9 Except for Australia and Kazakhstan. In 2019, international reserves in Australia and 
Kazakhstan were equivalent to 2.7 and 2.9 months of imports, respectively.  
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Longer term alignment of COVID-19 recovery policies to 

ensure economic resilience and sustainability 

The macroeconomic policies undertaken so far to relieve the 

immediate impact of COVID-19 were very timely and 

necessary. As countries gradually reopen their economies, 

more policy packages are expected to revive economic 

Figure 13 

Although policy responses to COVID-19 is timely and necessary… 

Policy packages to cope with COVID-19 in fuel-exporting countries 

(a) Fiscal relief packages                                (b) Changes in Central Bank policy rates since the beginning of 2020 

                 
Source: ESCAP, based on information available up to 15 June 2020 from IMF Policy Responses to COVID-19, ILO COVID-19 Country Policy Responses, OECD Country Policy 

Tracker, Bank for International Settlements, Oxford COVID-19 Government Response Tracker, and various national sources. 

Figure 14 

…and most countries are better prepared, … 

International reserves as number of months of imports in fuel

-exporting countries 

 
Source: ESCAP, based on CEIC (accessed on 7 June 2020). 

 

Figure 15 

… more policies are needed to reduce dependence on fossil 

fuels 

Fossil fuel subsidies and fiscal packages, as a share of GDP 

 
Source: IEA Fossil Fuel Subsidies Database (accessed on 7 June 2020); ESCAP, based on 

information available up to 15 June 2020 from IMF Policy Responses to COVID-19, ILO 

COVID-19 Country Policy Responses, OECD Country Policy Tracker and various national 

sources. 

Note: Countries are selected based on data availability. 

activities. This is a good opportunity 

for countries to nurture long-term 

resilience and sustainability. The 

recovery packages should strive to 

accelerate progress towards the 2030 

Agenda for Sustainable Development.  

Living with nature: Reducing 

dependence on fossil fuels  

As briefly discussed above, increasing 

risks from climate change are expected 

to force a move away from fossil fuels 

Almost all the policy packages announced so far focus on 

relieving the immediate adverse impacts due to COVID-19, 

including protecting people’s health and livelihoods, reducing 

financial burdens for the affected businesses (especially the 

SMEs) and stabilizing economic and financial volatility.  
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and towards a low-carbon economy. 

The consequent likely decline in 

demand for oil could trigger another 

oil crisis. In this context, fuel-

exporting countries should actively 

plan, along with economic recovery 

policies, the transition from fossil 

fuels towards renewable energy for 

both producers and consumers.  

From the production perspective, 

countries should:  

 First, increase investment in 

affordable and clean energy. 

ESCAP (2019c) estimates that to 

achieve this goal Russian 

Federation should invest an 

additional 1 per cent of GDP per 

year in improving energy 

efficiency and increasing 

renewable energy’s share in the 

energy mix.  

 Second, impose a monetary value 

on carbon emissions, in the form 

of a carbon tax or carbon trading. 

For instance, in Mongolia, it is 

estimated that a carbon tax of 

$35 per ton could reduce 

emissions by 37 per cent below 

the business-as-usual approach 

(ESCAP, 2020). Among the fuel-

exporting countries in the region, 

Kazakhstan has implemented an 

emission trading system (ETS). 

Australia has introduced an 

Emissions Reduction Fund to 

credit and purchase emissions 

reductions (Parliament of 

Australia, 2018). However, so far 

carbon is priced at a rate that is 

substantially lower than the 

required range estimated in most 

studies (ESCAP, 2020).  

 Third, engage the oil and gas 

industry to adapt to a changing 

policy and investment landscape. 

As many fuel companies in the 

region are state-owned, they 

should not simply support but 

contribute and perhaps even lead efforts to decarbonize the 

energy system. For instance, they can increase transparency 

through better reporting along ESG (Environment, Social and 

Governance) factors and adopt internal carbon pricing.10 As 

countries are providing liquidity to support firms during the 

pandemic, they can tie such support with mandatory ESG 

disclosures to nudge the firms towards social and 

environmental sustainability. It should be in the firms’ own 

interest to transform as well, because the younger generation 

are becoming more environmentally conscious, and do not find 

working for oil and gas companies appealing.11 

For fossil fuel consumers, countries should gradually phase out 

fossil fuel subsidies to discourage its use. Research suggests that 

eliminating fossil fuel subsidies worldwide could cut global CO2 

emissions by 20 per cent and reduce pre-mature air pollution 

deaths by more than half (Coady and others, 2015). The impact of 

removing fossil fuel subsidies on reducing CO2 emissions is more 

evident for fuel-exporting countries (Jewell and others, 2018). In 

the Asia-Pacific region, fuel-exporting countries such as Indonesia 

and Islamic Republic of Iran were among the top 10 countries  in 

the world which provided the largest fossil fuel subsidies in 

2019.12 Therefore, the environmental benefits could be substantial. 

In addition, removing fossil fuel subsidies could provide additional 

fiscal space, whereby fiscal saving could be redirected to support 

the recovery packages and investments in clean energy. For most 

fuel-exporting countries, the size of their fossil fuel subsidies is big 

enough to fully or largely cover the fiscal packages announced as 

of mid-June 2020 (figure 15). 

The current low oil and gas prices offer an opportunity to phase 

out fossil fuel subsidies. However, this may not be easy, as it 

would adversely affect vulnerable households. Therefore, 

governments should use the savings from eliminating the subsidies 

to provide financial support for the poor to ensure a just 

transition.  

Reducing dependence on fossil fuels can support the 2030 Agenda 

through several channels. For instance, investing in clean energy, 

phasing out fossil fuel subsidies and introducing carbon pricing 

can contribute to progress on Goal 7 (Affordable and clean 

energy), Goal 12 (Responsible consumption and production) and 

Goal 13 (Climate Action). In turn, reduced emissions could protect 

our ecosystems and habitat (Goal 14 Life below water and Goal 15 

Life on land). In addition, creation of jobs in greener sectors could 

be more secure (Goal 8 Decent work and economic growth). 

10 Read ESCAP (2020) for more details.  
11 A poll by EY (2017) shows that 44 per cent of the Millennials find a career in the oil 

and gas industry “very unappealing” or “somewhat unappealing” in the United 
States. This ratio increased to 62 per cent among the Generation Z. 

12 Data source: IEA Energy Subsidies Database (2010-2019), available at  
www.iea.org/topics/energy-subsidies (accessed on 7 June 2020).  
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Building economic resilience: Economic diversification 

To avoid remaining trapped in the commodity boom and bust 

cycles, fuel-exporting countries should pursue economic 

diversification strategies, as an integral part of their economic 

recovery packages.  

In general, economic diversification can take the form of a shift 

away from extractive industries and towards more tradable 

sectors like manufacturing and an expansion of services. 

Among them, development of a labour-intensive manufacturing 

sector must be a priority. In some cases, a transformation to 

services may be desirable if developing a significant 

manufacturing sector is unrealistic, as in the case of the smaller 

countries. One principle consideration is that structural 

transformation strategies must contribute to growth in 

productivity and avoid industrial primitivizing13 (ESCAP, 

2019d).  

Many of the fuel-exporting countries are already in the middle-

income group and have relatively better-educated population. 

Therefore, their focus could be more on value-added 

“sophisticated” tradable sectors that are essential to create more 

skilled jobs and continue to increase productivity at higher 

levels of development, as well as more higher-end services 

such as wholesale and retail trade, transportation, and financial, 

professional, and personal services (Hendrix, 2017; IMF, 

2016a). 

To achieve such a structural transformation, following policies 

could be considered to facilitate the process: 

 Industrial policies can play an important role for 

governments to transform industrial structure and 

accelerate economic development. It can be a package of 

interactive strategies and measures aimed at (a) building 

enabling industrial systems (infrastructure and financial 

system) and productive capacity (including productive 

assets, technology and skills), and (b) supporting the 

development of internal and export markets (ESCAP, 

2019d). For instance, economic stimulus packages can 

prioritize public investment in green and resilient 

infrastructure, which will not only facilitate the 

development of the industrial sector and markets but also 

support the 2030 Agenda.  

To foster specific industries, countries can invest, as part of 

economic recovery packages, in creating special economic 

zones, industry clusters, and research-and-development 

Box 

Economic diversification in 

Malaysia 

Malaysia has successfully diversified 

its economic structure from a 

resource-dependent economy to a 

more industrialized one. Beginning 

in the early 1980s, the Government 

launched an economic diversification 

strategy to increase higher value-

added activities. The Industrial 

Master Plan 1 (1986-95) laid the 

foundation of manufacturing 

industries and promoted the 

processing of natural resources and 

the development of local 

technological capability. The 

Industrial Master Plan 2 (1996-2005) 

improved the competitiveness of 

manufacturing, broadened its base 

through the strategies of cluster-

based industrial development, while 

expanding along the value chain to 

encompass higher value-added 

activities. The Industrial Master 

Plan 3 (2006-20) aims at further 

broadening the scope of economic 

activity by including services and 

featuring functional targets such as 

SMEs, research and development, 

technology, logistics, and marketing. 

The success triggered by the Master 

Plans resulted in a rapid pace of 

horizontal diversification of the 

economy, with increasing share of 

the manufacturing and services 

sectors, and less reliance on 

commodity. Malaysian economy also 

diversified vertically by moving into 

high technological activities, which 

reduced the share of commodities in 

exports. 

 

Source: ESCAP, based on IMF (2016b) and Bank 

Negara Malaysia (2013).  

13 This refers to a situation in which industrial sectors with more value addition give 
way to those with less value-added.  
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centers, establish start-up 

incubators, offer subsidies or 

preferential taxes, and provide 

access to financing and business 

support services through venture 

capital funds, development banks, 

and export promotion agencies 

(IMF, 2016a). Malaysia’s 

experience sheds some light on 

how to diversify economic 

structure away from extractive 

sectors (box). 

 Policies directed at attracting 

Foreign Direct Investment 

(FDI) can also support economic 

diversification, and thus can be a 

part of the industrial policy and 

economic recovery strategies. For 

resource rich countries, foreign 

investors are interested in 

extractive sectors, which tends to 

lock the economy in a low-value, 

often environmentally harmful, 

segment of production (ESCAP, 

2019d). To alter this situation, 

FDI-receiving countries could 

define certain criteria for foreign 

investors and the investment 

projects to ensure that the 

investment is not only 

commercially viable but can 

contribute to sustainable 

development. This will include 

initiatives, such as mainstreaming 

Sustainable Development Goal-

based investment promotion and 

establishing a dedicated 

investment promotion agency 

(ESCAP, 2020). 

 Boosting physical and digital 

connectivity supports trade and 

export diversification. Some fuel-

exporting countries in the region 

are landlocked, namely 

Azerbaijan, Kazakhstan, 

Mongolia and Turkmenistan. Poor 

connectivity has resulted in 

fragmented markets, making it 

Table 1 

Fiscal rules adopted by fuel-exporting countries in Asia and the 

Pacific 

 
Source: a – IMF, Fiscal Rule Dataset 1985-2015 (accessed on 19 June 2020);  b – AZERTAC (2018), 

Ibadoghlu (2019); c – IMF (2020b). 

 

Australia
a

Azerbaijan
b

Indonesia
a

Islamic Republic of Irana

Kazakhstan
c

Mongoliaa

Russian Federation
a

Country

Type of fiscal rule in place

Expenditure 

rule

Revenue rule Budget balance 

rule

Debt rule

hard to access larger markets and for producers of non-

resource tradeable to realize economies of scale (OECD, 

2018). However, these countries have great geo-economic 

potential, given their strategic location between Asia and 

Europe. Investments in increasing connectivity, as part of 

their post-COVID recovery packages, could turn their 

“landlocked” status to “land-linked”. Such connectivity 

should be both physical and virtual. In this regard, additional 

investment in transport and ICT sectors should be included 

in countries’ recovery policy packages. According to 

ESCAP (2019c), the required additional investment in the 

region’s fuel exporting countries could range from 0.02 to 

9.1 per cent of GDP per year in the transport sector, and 

from 0.05 to 1.8 per cent of GDP per year in the ICT sector. 

These investments include climate resilience so as to reduce 

direct losses in the face of disasters and reduce the indirect 

costs of disruption (such as the spread of some invasive 

species due to ecosystem changes). 

 Economic diversification takes time. During the process, 

ensuring macroeconomic stability on sustained basis is 

fundamental. In this regard, countries should continue and 

further develop countercyclical buffers to mitigate 

macroeconomic volatility. A good example is adoption of 

clearly defined and enforceable fiscal rules. In recent years, 

fuel-exporting countries in the region have introduced fiscal 

rules, at least to some extent, to reduce the amplitude of 

boom-bust cycles from oil price shocks (Table 1). For 

instance, in the Russian Federation, under the revised fiscal 

rule (established after the 2014-2016 oil prices crash), any 

revenue from oil prices higher than $40 per barrel goes into 

the National Welfare Fund (NWF) and the NWF can feed 

the budget when oil prices are low. In the time of COVID-

19, NWF will finance about 2 per cent of the federal budget 

deficit (Seligmann, 2020). Such countercyclical buffers help 

mitigate the impact of commodity market fluctuations.  
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CONCLUSION 

Relatively high oil prices and stable demand during 2017 and 2019 

have delayed the fuel-dependent countries to re-think their 

economic development strategies. The COVID-19 pandemic and 

resulting impact on oil prices and economies is a wake-up call. 

Lack of needed structural transformation has locked them in boom 

and bust cycles. Increasing risks from climate change are 

shortening such cycles, and making the economies more volatile 

and vulnerable. Policy packages being devised to support 

economic recovery from the pandemic offer an opportunity to 

build long-term resilience and sustainability in the economic 

structure and support the 2030 Agenda, as well as transform 

towards more diversified economic structures that are resilient to 

future shocks.  
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