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FOREWORD

This is the forty-third Economic and Social Survey o f  Asia and the Pacific. Part one is devoted to an analysis 
of current economic and social developments in the region against the background of events in the world economy. 
Part two focuses on the serious problems of growth and transformation in the region’s least developed and Pacific 
island developing economies in the context of the Commission’s continuing theme topic in 1990, “ Restructuring 
the developing ESCAP economies in the 1990s.”

Most developing economies of the Asian and Pacific region traversed the 1980s with an unusually robust record 
of economic expansion in a decade that brought little cheer elsewhere in the third world. This was indicative of a 
remarkable resilience, that first became visible early in the decade, when a severe recessionary shock engulfed the 
global economy but left most developing Asian and Pacific economies relatively unscathed. Moreover, this inherent 
dynamism was repeatedly demonstrated during the decade. In fact, through hard work, economic discipline and 
a strong determination to advance, many of these countries succeeded in turning their apparent misfortunes into 
fresh opportunities for continued growth.

This resilience and relatively strong ability to surmount increasing difficulties confronting all developing coun-
tries can easily be overestimated, however. The sharp brake on the growth momentum of the developing Asian 
and Pacific region evidenced by the fall of its average growth rate from 9 per cent in 1988 to 6 per cent last year, 
stemming largely from a slow-down in the region’s more dynamic economies, should dissuade any tendency towards 
exaggeration or complacency. As the Survey notes, this slow-down was partly the result of an inability to devote 
adequate resources to improving infrastructure, human resources, social conditions and protecting the environment 
during a period of rapid growth and continuing structural adjustment. It also reflected unrelenting protectionism 
and fiercer competition in world markets, both of which could become even more serious challenges for the region 
in the 1990s.

By far the most worrisome aspect of the region’s overall growth performance has been the extremely slow 
pace of development in the least developed and Pacific island economies, many of whose difficulties were com-
pounded by natural disasters. Part two examines past and present structural problems confronting these countries 
and their prospects of overcoming them and joining the vibrant mainstream of Asian and Pacific development. 
This study bears directly on the Commission’s theme topic this year and complements the background paper, 
ESCAP(XLV)/INF.1, presented to the Commission at its forty-fifth session in 1989. While recognizing that the 
structural problems of these countries differ significantly from those besetting other developing countries in the 
region, the study finds considerable possibilities for their regeneration, though they would still need a strong 
supportive stance from the international community, including the region’s developed and other developing 
countries.

Like previous Surveys, which were titled Economic Survey o f  Asia and the Far East until 1974, this issue 
is published on the responsibility of the ESCAP secretariat, and the view expressed herein do not necessarily 
reflect those of member and associate member Governments.

S.A.M.S. Kibria 
Executive Secretary

March 1990
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EXPLANATORY NOTES

The term “ESCAP region” is used in the present issue of the Survey to include Afghanistan, Australia, Bangladesh, Bhutan, 
Brunei Darussalam, China, Commonwealth of the Northern Marianas, Cook Islands, Democratic Kampuchea, the Federated States 
of Micronesia, Fiji, Guam, Hong Kong, India, Indonesia, the Islamic Republic of Iran, Japan, Kiribati, the Lao People’s Democratic 
Republic, Malaysia, Maldives, Mongolia, Myanmar, Nauru, Nepal, New Zealand, Niue, Pakistan, Papua New Guinea, the Philippines, 
the Republic of Korea, the Republic of the Marshall Islands, the Republic of Palau, Samoa, Singapore, Solomon Islands, Sri Lanka, 
Thailand, Tonga, Tuvalu, Vanuatu and Viet Nam. The term “developing ESCAP region” excludes Australia, Japan and New 
Zealand.

The designations employed in this publication do not imply the expression of any opinion whatsoever on the part of the 
Secretariat of the United Nations concerning the legal status of any country or territory or of its authorities, or concerning the 
delimitation of its frontiers.

The abbreviated title Survey in footnotes refers to Economic and Social Survey o f  Asia and the Pacific for the year indicated.
Figures relating to national accounts and public finance are on a fiscal year basis and are assigned to the calendar year which 

covers the major part or second half of the fiscal year.
Reference to “tons” indicates metric tons.
Values are in United States dollars unless specified otherwise.
The term “billion” signifies a thousand million.
In the tables, three dots(. . .) indicate that data are not available or are not separately reported, a dash (—) indicates that the 

amount is nil or negligible, and a blank indicates that the item is not applicable.
In dates, a hyphen (-) is used to signify the full period involved, including the beginning and end years, and a stroke (/) indi- 

cates a crop year, a fiscal year or plan year. The fiscal years, currencies and 1989 exchange rates of the ESCAP economies are listed 
in the following table:

Sources: United Nations, Monthly Bulletin o f  Statistics, October 1989, and national sources.

xiii

Mid-point rate o f
Country or area Fiscal year Currency and abbreviation exchange for $US 1

as o f  June 1989
Afghanistan..........................................
Australia................................................
B angladesh..........................................
Bhutan...................................................
Brunei Darussalam..............................
China ...................................................
Cook I s la n d s .......................................
Democratic Kampuchea.....................
F i j i .........................................................
Guam ...................................................
Hong K o n g ..........................................
I n d ia ......................................................
In d o n esia .............................................
Iran, Islamic Republic o f ..................
Japan ...................................................
K ir ib a t i ................................................
Lao People’s Democratic Republic
Malaysia................................................
Maldives................................................
Mongolia .............................................
Myanmar................................................
Nauru......................................................
Nepal ...................................................
New Z ea la n d .......................................
N iu e ......................................................
P ak istan ................................................
Papua New G uinea ..............................
Philippines ..........................................
Republic of K o re a ..............................
S am o a ................................. ..................
S ingapore.............................................
Solomon I s la n d s .................................
Sri L a n k a .............................................
Thailand................................................
T o n g a ...................................................
T uvalu ...................................................
Vanuatu .................................................
Viet N a m .............................................

21 March to 20 March 
1 July to 30 June 
1 July to 30 June 
1 April to 31 March 
1 January to 31 December 
1 January to 31 December 
1 April to 31 March 
1 January to 31 December 
1 January to 31 December 
1 October to 30 September 
1 April to 31 March 
1 April to 31 March 
1 April to 31 March 
21 March to 20 March 
1 April to 31 March 
1 July to 30 June 
1 July to 30 June 
1 January to 31 December 
1 October to 30 September 
1 January to 31 December 
1 April to 31 March 
1 July to 30 June 
16 July to 15 July 
1 April to 31 March 
1 April to 31 March 
1 July to 30 June 
1 January to 31 December 
1 January to 31 December 
1 January to 31 December 
1 January to 31 December 
1 April to 31 March 
1 January to 31 December 
1 January to 31 December 
1 October to 30 September 
1 July to 30 June 
1 January to 31 December 
1 January to 31 December 
1 January to 31 December

 )fA( inahgfA
Australian dollar ($A)
Taka (Tk)
Ngultrum (Nu)
Brunei dollar ($Br)
Yuan renminbi (YRMB) 
New Zealand dollar ($NZ) 
Riel (KR)
Fijian dollar ($F)
United States dollar ($US) 
Hong Kong dollar ($HK) 
Rupee (Rs)
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Yen (Y)
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Ringgit ($M)
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New Zealand dollar ($NZ) 
New Zealand dollar ($NZ) 
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Kina (K)
Peso (P)
Won (W)
Tala ($WS)
Singapore dollar ($S) 
Solomon Islands dollar ($SI) 
Rupee (SLRs)

50.600
1.323 

32.270
1.000
1.970
3.722
1.739

1.531
1.000
7.795

16.459
1,771.500

74.375
143.790

1.323 
574.000

2.710
9.025
3.000
6.927
1.323 

27.568
1.739
1.739 

21.100
0.874

21.680
666.710

2.329
1.957
2.317

34.289
25.920

1.323
1.323 

118.830
4,200.000

Baht
Pa’anga (P)
Australian dollar ($A) 
Vatu (VT)
New Dong



ABBREVIATIONS

ADB Asian Development Bank

ASEAN Association o f South-East Asian Nations

CCPI Colombo consumer price index

FDI foreign direct investment

GATT General Agreement on Tariffs and Trade

GDP gross domestic product

GNP gross national product

GSP generalized system o f  preferences
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LPG liquefied petroleum gas

NIEs newly industrializing economies
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OECD Organisation for Economic Co-operation and Development
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TDF technical development fund
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Part One

RECENT ECONOMIC AND SOCIAL 
DEVELOPMENTS



I. RECENT GLOBAL ECONOMIC DEVELOPMENTS 
AND THEIR IMPACT ON THE ESCAP REGION

of Germany — the three largest 
industrial economies — were esti- 
mated to grow at rates of 2.9,
4.9 and 4.0 per cent, compared 
with 4.4, 5.7 and 3.6 per cent in
1988. Of the three, Japan’s eco- 
nomy maintained the fastest rate 
of expansion, with an average of
5.0 per cent growth in GDP (gross 
domestic product) during the period
1987-1989. The Federal Republic 
of Germany’s growth accelerated 
considerably from an average of 
less than 2 per cent for the three- 
year period 1985-1987 to 3.6

per cent in 1988 and 4.0 per cent 
in 1989. The growth rate of the 
United States economy averaged
3.3 per cent but slowed down 
to 2.5 per cent during the second 
and third quarters of 1989 after 
growing at 5 per cent during 
the first quarter. The rapid first 
quarter growth was influenced 
by the recovery of agricultural 
production from the previous 
drought-affected year. The growth 
estimate of 2.9 per cent for the 
whole year reflected considerable 
deceleration from the 4.4 per

Figure I.1. Trends in world output and trade,a 1981-1989

A. WORLD ECONOMIC 
DEVELOPMENTS

1. Growth in world output and 
trade slows down

World output and trade vol- 
umes continued to ex- 

pand in 1989, although the rates 
of growth were slower than 
in 1988. The upward trend 
which started in 1983 continued, 
marking a seven-year long period 
of sustained expansion (see figure 
I.1). The continued expansion 
in the industrialized countries in
1988 and 1989 gave rise to the 
prospect of a resurgence in in- 
flation, the threat of which was 
by and large contained, though the 
estimated average 4.5 per cent rate 
of inflation for the industrialized 
countries in 1989 was an accelera- 
tion over the rates prevailing in 
1987 and 1988.

World output growth in
1989 was estimated at 3.1 per 
cent compared with a growth 
rate of 4.0 per cent in 1988. As 
in previous years, growth per- 
formance in 1989 was uneven 
among different country groups 
and regions (table I .1). The average 
growth rate for the industrial 
countries was estimated at 3.5 
per cent, somewhat lower than 
the 4.4 per cent rate of growth 
achieved in 1988. The growth 
estimate for the developing 
countries was lower, at 3.2 per 
cent, than the 4.2 per cent rate 
they had achieved in 1988.

The United States of America,
Japan and the Federal Republic

1

a Trade in volume.



Table I.1. World output, 1971-1990a
(Annual percentage change)

Source: IMF, World Economic Outlook  (Washington, D.C., October 1989).

a Real gross domestic product (GDP) or gross national product (GNP) for industrial and developing countries and real net 
material product (NMP) for other countries. Composites for the country groups are averages of percentage changes for individual 
countries weighted by the average United States dollar value of their respective GDPs (GNPs or NMPs where applicable) over the 

.eporuE nretsaE fo seirtnuoc dna RSSU ehT c .anihC gnidulcxe egnahc fo setar launna dnuopmoC b .sraey eerht gnidecerp

cent growth in 1988, though it 
was high enough to  dispel fears 
o f an impending recession.

The estimated growth rate for 
the other industrial countries in 
1989, at 3.1 per cent, was lower 
than the 3.7 per cent achieved in 
1988. Thus, growth in all in - 
dustrial countries slowed down 
from the upswing in 1988. That 
upswing, coming on the heels of 
the October 1987 stock market 
crash, had baffled analysts, who 
had expected a downturn instead.

The developing countries’ esti- 
mated average growth rate o f 3.2 
per cent in 1989 was a full per- 
centage point below their 4.2 per 
cent achievement in 1988. Their 
average rate o f growth in 1989 
was lower than the average 
rate for the industrialized 
countries and largely reflected the 
deceleration in the growth of the 
Asian economies, where rates of

2

growth fell from 9.2 per cent ment in the performance o f other
in 1988 to 6.1 per cent in 1989. developing countries was marginal
At the same time, the improve- (see figure I .2 for relative per-

Figure I.2. World ou tput by country groups, 1981-1989

Average
1971-
1980b 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

World
Industrial countries
United States 
Japan
Germany (Federal Rep. of)
Other industrial countries
Developing countries
Africa
Asia
Europe
Middle East
Western Hemisphere

Fuel exporters
Other countriesc

3.9 1.5 0.5 2.6 4.3 3.2 3.1 3.3 4.0 3.1 2.9
3.2 1.5 —0.3 2.7 4.9 3.4 2.6 3.5 4.4 3.5 2.9
2.8 1.9 —2.5 3.6 6 . 8  3.4 2.7 3.7 4.4 2.9 2.1
4.8 3.7 3.1 3.2 5.1 4.9 2.5 4.5 5.7 4.9 4.7
2 . 7  — —1.0 1.9 3.3 1.9 2.3 1.7 3.6 4.0 3.0
3.3 0.7 0.8 1.9 3.1 3.1 2.6 3.2 3.7 3.1 2.6
5.5 1.8 2.0 23  4 .0 3.9 4.2 3.6 4.2 3.2 4.0
3.8 1.8 1.6 —1.0 0.5 4.0 2.3 1.0 2.2 2.8 2.8
5.3 5.9 5.4 8.0 8.3 6.9 6.7 7.9 9.2 6.1 6.1
5.3 —0.1 1.4 3.2 4.9 2.1 4.3 2.7 1.2 1.9 3.0
7.2 —1.3 1.3 1.7 —0.9 —0.2 0.6 —1.5 3.5 3.5 3.0
5 . 9  —0.2 —1.2 —2.8 3.4 3.5 4.0 3.0 0.7 — 2.5
6 . 6  1.1 0.7 —0.5 0.1 1.6 0.4 —0.2 2.5 2.6 3.3
5.0 1.2 1.9 2.8 2.1 1.5 3.9 2.0 2.2 1.7 1.8



formance of developed and devel- 
oping countries).

Low rates of inflation, which 
remained a major policy goal, were 
maintained in the industrial coun- 
tries. During the period 1985-
1987 a number of structural fac- 
tors, including high rates of un- 
employment and weak commodity 
prices, aided by the restrictive 
monetary policy stance of most 
countries, contributed to keep- 
ing the inflation rates, measured 
by consumer prices, at an average 
of 3.1 per cent. After the lowest 
rate of 2.4 per cent was recorded 
in 1986, prices started to exert 
some upward pressure during 1988 
when the inflation rate rose to 3.3

per cent. In 1989 it further ac- 
celerated to an average of 4.5 per 
cent for all industrial countries. 
Inflationary pressure in 1989 was 
particularly high in countries such 
as the United States (at 5.1 per 
cent), the United Kingdom of 
Great Britain and Northern Ireland 
(7.9 per cent), Italy (6.6 per cent) 
and Canada (5.2 per cent).

The volume of world trade 
had been expanding since 1983 
(table I.2), at a more uneven but 
generally stronger pace than world 
output. The rate of growth of 
world trade peaked at 9.0 per 
cent in 1988, when it was more 
than double the rate of output 
growth. The rate of growth in

world trade in 1989 was esti- 
mated to have slowed down to
6.9 per cent. During the period
1986-1988 faster growth was 
registered in the trade volumes of 
the developing countries compared 
with those of the industrialized 
countries. However, the trend 
reversed itself in 1989 and the rate 
of exports growth from the devel- 
oping countries was estimated to 
be much lower than that of the 
industrial countries. However, the 
imports of developing countries 
were expected to grow faster 
than those of the industrial coun- 
tries.

The gains in export volume 
growth by the developing coun-

Table I.2. Summary of world trade volumes and prices, 1971-1990
(Annual percentage change)

Average
1971-
1980a 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

World tradeb
Volume
Exports

Industrial countries 
Developing countries 

Fuel exporters 
Non-fuel exporters

Imports
Industrial countries 
Developing countries 

Fuel exporters 
Non-fuel exporters

Terms of trade
Industrial countries 
Developing countries 

Fuel exporters 
Non-fuel exporters 

World trade prices for major 
commodity groupsc 

Manufactures 
Oil
Non-fuel primary commodities

Source: IMF, World Economic Outlook (Washington, D.C., October 1989).

gnidulcni stropmi dna stropxe dlrow rof setar htworg fo segarevA b .anihC gnidulcxe egnahc fo setar launna dnuopmoC a
partly estimated data for the USSR and other countries of Eastern Europe. c As represented, respectively, by the export unit 
value index for manufactures of the industrial countries; the oil export unit value of the 12 major oil exporters; and the index of 
market quotations for non-oil primary commodities exported by the developing countries. In United States dollar terms.
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tries tended to  be offset by adverse 
movements in their terms o f trade 
(see figure I .3). After severe losses 
incurred in 1985-1986, the terms 
o f trade o f the developing coun- 
tries improved by 1.8 per cent in
1987. They deteriorated again, 
by 3.5 per cent in 1988 and were 
estimated to improve by 2.1 per 
cent in 1989. However, the im- 
provements in 1987 and those 
expected for 1989 stemmed large- 
ly from the recovery in oil prices 
which favourably affected the 
terms o f trade o f oil-exporting 
countries. The terms o f trade of 
the non-fuel exporting develop- 
ing countries had generally dete- 
riorated since 1985, except for mar- 
ginal improvements in 1988. Meas- 
ured in terms o f prices o f manufac- 
tured imports from developed 
countries, commodity prices were 
estimated to be about 30 per cent 
below their peak in 1979-1981. 
Recovery o f commodity prices in 
1988 was uneven, with metals, 
food, and vegetable oilseeds and 
oils recovering more strongly than 
agricultural raw materials and 
tropical beverages. In 1989 most 
o f the prices weakened again 
(see figure I .4). While non-fuel 
prices stagnated or declined, fuel 
prices rose, though with con- 
siderable fluctuations. Average 
world prices o f oil were about 
20 per cent higher in 1989 than 
in 1988.

While sustained expansion in 
world income and accompanying 
changes in the international division 
o f labour had provided a strong 
stimulus for growth in world trade 
in the 1980s, in the wake o f such 
brisk expansion in world trade 
there had been a stronger emer- 
gence o f protectionist pressure. 
Trade in manufactures and agri- 
cultural products had been con- 
strained by the trade-distorting 
interventionist policies adopted by 
many countries. Protectionist 
pressure remained unabated despite 
the standstill and roll-back agree-

ments under the Punta del Este 
declaration launching the new 
round o f multilateral trade nego- 
tiations in 1986. Increasing resort 
to bilateralism in trade negotia- 
tions and the adoption or threat

of adoption o f unilateral measures 
against trading partners perceived 
to be following “unfair” trading 
and other practices were prominent 
features governing international 
trade relations, intensifying the

Figure I.4. Price movements o f selected primary commodity groups, 
1987-1989
(1979-1981 = 100)

(Index)
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Figure I.3. Terms o f trade by country groups, 1985-1989



restraining effects o f a host of 
existing non-tariff barriers which 
affected a large part of world 
trade1 (see box I.1).

2. Global economic 
prospects

Forecasts on the global eco- 
nomic situation indicated a fur- 
ther slow-down in the rates of 
growth in world output and trade 
in 1990. However, many of the as- 
sumptions on which global fore- 
casts are often predicated are 
unlikely to remain valid in a 
rapidly evolving world economic 
and political situation.

The gradual thawing of the 
political climate over the last three 
years and the vast changes 
witnessed recently in Eastern 
Europe made possible by the 
detente among the superpowers 
were likely to bring in their wake 
wide-ranging changes in the world 
economy before the turn of the

1 UNCTAD, Trade and Develop-
ment Report, 1989 (United Nations
publication, Sales No. E.89.II.D.14),
chap. III.

new century. One of the most 
important results expected from 
these developments is the so- 
called “peace dividend” . Enormous 
resources which are tied up at 
present in the arms race would 
be released for the promotion 
of sustainable growth in the world 
economy, including the productive 
use in capital-starved developing 
countries. It is yet too early to 
grasp the full potential of this 
development, although its impact 
should make itself felt within the 
next few years.

The second major develop- 
ment would stem from the develop- 
ments in Eastern Europe, as well 
as the USSR, which are likely to 
lead to a greater integration of 
these countries into the world 
economy. In addition, these 
countries will be facing difficult 
problems of transition as they 
dismantle their overcentralized 
planning apparatus and rely in- 
creasingly on market signals. They 
will also be needing imports of 
capital and technology to 
modern ize and rebuild their 
infrastructure. These factors will

have wide repercussions on the 
volume and distribution of trade 
and capital flows in the world 
economy. Although the long- 
term effects of these develop- 
ments can only invigorate the 
world economy, they are likely to 
give rise to some tensions among 
competing users of available 
resources (see box I.2).

The large international trade 
and payment surpluses, especially 
o f Japan and the Federal Republic 
of Germany, and deficits, especially 
o f the United States, (table I.3), 
remained a major area of concern 
from the point of view of the 
stability o f the world economy 
and the sustainability of the growth 
process. Notwithstanding the long 
period of sustained growth which 
has paralleled the rise in these 
imbalances and some improvement 
in them in 1988 and 1989, the 
situation did not warrant any 
complacency.

In 1988, the United States 
current balance-of-payments def- 
icits were reduced substantial- 
ly to $.126.6 billion from $154 
billion in 1987. The substan-

Table I.3. Summary of payments balances on current account, 1981-1990a
(Billions o f  US dollars)

Source: IMF, World Economic Outlook (Washington, D.C., October 1989).
a  bIncluding official transfers. Covers estimated balances on current transactions only in convertible currencies of the USSR

and countries of Eastern Europe. c Reflects errors, omissions, and asymmetries in reported balance-of-payments statistics on
current account, plus balance of listed groups with countries not included.
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Industrial countries

United States 
Japan
Germany (Federal Rep. of)
Other industrial countries

Developing countries

Africa
Asia
Europe
Middle East
Western Hemisphere

Other countriesb

Totalc

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

—23.7 —27.4 —22.4 —59.3 —52.0 —12.4 —36.3 —54.4 —77.6 —69.6

8.2 —7.0 —44.3 —104.2 —112.7 —133.3 —143.7 —126.5 —125.1 —138.7
4.8 6.9 20.8 35.0 49.2 85.8 87.0 79.6 72.0 89.7

—3.6 5.1 5.3 9.9 16.6 39.4 45.2 48.6 53.4 56.8
—33.0 —32.4 —4.2 — —5.1 —4.3 24.8 —56.1 —77.3 —77.4
—43.3 —77.1 —57.6 —27.5 —21.8 —41.3 4.1 —9.1 —7.3 —16.3
—22.4 —21.6 —12.2 —8.0 —1.2 —10.4 —5.1 —9.4 —8.3 —7.5
—18.7 —16.6 14.2 —4.2 —14.0 3.8 21.5 12.3 4.3 2.8

—8.6 —2.9 —2.2 —0.3 —0.2 —1.3 1.8 7.0 5.1 2.1
48.5 4.8 —19.4 —13.8 —3.6 —17.1 —3.6 —8.3 0.6 —0.6

—42.0 —40.8 —9.6 —1.3 —2.9 —16.2 —10.4 —10.7 —9.0 13.0
—1.2 5.7 6.2 7.1 2.0 1.3 5.3 —2.6 —2.5 —2.8

—68.2 —98.7 —73.8 —79.7 —71.8 —52.3 —26.8 —66.1 —87.4 —88.6



tial depreciation of the United 
States dollar since 1985 allowed 
the United States to acquire con- 
siderable export competitiveness 
during the period.2 However, the 
United States incurred a net deficit 
o f  $9 billion in its non-trade cur- 
rent account for the first time in

many years, thus making adjust- 
ment in the current account deficits

less substantial than in the trade 
deficits. According to the OECD, 
the current account deficit nar- 
rowed down in 1989 to $121.5 
billion and was likely to decrease 
further in 1990.

Major reliance had been placed 
on the depreciation o f the dollar’s

Box I.1. Non-tariff barriers to trade
 -ogen TTAG fo sdnuor evisseccuS

tiations have helped to reduce tariff 
rates in the developed countries to 
very low average levels.a Thus tariff 
barriers do not constitute the main 
hindrance to the attainment of fur- 
ther liberalization and expansion of 
world trade, including the fullest 
liberalization of trade in tropical and 
natural resource-based products in 
their processed and semi-processed 
forms. This is a basic objective of 
the current Uruguay Round of multi- 
lateral trade negotiations.

Instead, non-tariff barriers (NTBs) 
have become the more serious 
obstacles to the freedom of interna- 
tional trade. These consist of a
plethora of innovative restrictions, 
which have become particularly im- 
portant. The fertile imagination of 
trade bureaucracies has helped create 
a vast nomenclature, including volun- 
tary export restraints, import bans, 
quotas, non-automatic licenses, sea- 
sonal restrictions, import inspections, 
minimum prices, internal taxes, pro- 
duction quotas, subsidies, health and 
sanitary restrictions, marketing re- 
quirements, labelling requirements, 
packaging requirements, quality 
control, and anti-dumping and coun- 
tervailing duty actions. While many 
of these measures have arisen from 
genuine concerns relating to the 
unfavourable impact of different com- 
modities on the importing country, 
very often these concerns have been 
either exaggerated or unrelated to 
imports.

This multitude of measures, act- 
ing as non-tariff barriers to trade, 
are often classified as “high-track” 
and “low track” groups, according 
to their impact and modality of 
enforcement. The high-track group

a The import-value weighted
average tariff rate for all industrial
countries averages less than 5 per cent
although it remains higher in develop-
ing countries.

comprises the visible and politically 
negotiated restraints on exports by 
trading partners, which usually 
bypass GATT rules. The low-track 
group comprises those restraints that 
make perverse use of GATT rules, 
such as the countervailing duty and 
anti-dumping provisions . b  The 
increase in “high track” interventions, 
restraining exports in one way or 
another, has been rather dramatic 
since the 1970s. Crisis conditions 
and turbulent international markets 
in particular industries led to strong 
protectionist pressure in the developed 
countries and gave rise to measures 
such as orderly marketing arrange- 
ments and voluntary export restraints 
in industries such as steel, automobile, 
footwear, motorcycles, machine tools, 
and consumer electronics. At the 
same time, the Multifibre Arrange- 
ment first negotiated under GATT 
auspices but outside of the general 
GATT rules, became a formidable 
instrument of discriminatory control 
of trade in textiles particularly affect- 
ing the developing countries . c

Attempts have been made to 
calculate the incidence of non-tariff 
barriers on import trade of various 
country groups. However, owing 
to conceptual and measurement 
difficulties, the scope of such empirical 
investigation has been limited to the 
so-called hard-core non-tariff barriers, 
which include voluntary export restric- 
tions, import quotas, non-automatic 
licensing and variable levies. The 
percentage of imports covered by 
such measures were estimated at 
16 per cent of all imports of industrial 
countries in 1986: According to

another empirical exercise, 2 2 . 6  per 
cent of imports of industrial countries 
in 1987 were estimated to have been 
affected by such non-tariff measures 
as import deposits and surcharges, 
variable levies, price control measures, 
and quantitative restrictions, including 
prohibitions, quotas, non-automatic 
licensing, state monopolies, voluntary 
export restraints and bilateral restraints 
under the Multifibre Arrangement. e

Since the beginning of the 1980s 
the incidence of countervailing duty 
and anti-dumping actions has 
accelerated significantly. Between 
1980 and 1985, 1,155 anti-dump- 
ing cases were initiated by seven 
countries and the European com- 
munity. Apart from their imme- 
diate impact, the enforcement and 
administration of the anti-dumping, 
countervailing duty and other actions, 
as well as threatened trade legislation, 
were likely to have additional adverse 
effects on trade by discouraging 
exporters from undertaking future 
deliveries for fear of incurring long 
delays and litigation costs. Although 
the use of countervailing and anti- 
dumping actions are permissible under 
GATT rules, very often these measures 
are misused to protect domestic 
industries against more efficient 
foreign competitors. The disportionate 
share of the costs and inconveniences 
of any proceedings that the com- 
plainants, usually private parties in 
importing countries, and the defending 
foreign exporters are required to bear, 
is one source of such misuse, leading 
to more frequent complaints for 
anti-dumping and countervailing duty 
actions than are justified.
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2  By the end of 1987, the real 
exchange value of the dollar in terms of 
the currencies of a group of 1 0  countries 
had fallen more than 40 per cent from 
its peak in early 1985. For a detailed 
analysis, see the Federal Reserve Bulle- 
tin, vol. 75, No. 5 (May 1989).

tionism  (Cambridge, Massachusetts, 
The MIT Press, 1988), chap. 3.

c The Multifibre Arrangement is a 
separate subject of negotiations in 
the current Uruguay Round of Multi- 
lateral Trade Negotiations. 

d Bhagawati, op.cit.

e UNCTAD, “Protectionism and 
Structural A djustm ent” (TD/B/1160 
and Add.1). 

f
J. Michael Finger and Julio 

Nogués, “ International control of sub- 
sidies and countervailing duties” , The 
World Bank Economic Review, vol. 1, 
No. 4 (September 1987), p. 707.

b Jagdish Bhagawati, Protec-



exchange rate for adjustments in 
the United States external deficits. 
Thus the recent tendency of the 
dollar to appreciate has caused 
concern. In September 1989, 
the Group of Seven (G-7) — Cana- 
da, France, the Federal Republic 
of Germany, Italy, Japan, the

In view of their continuing pro- 
liferation, the extensive scope of 
their coverage and their widespread 
effects on trade, the non-tariff barriers 
are regarded as a major threat to the 
world trading system.g For this reason 
considerable importance has been at- 
tached to the reduction or elimina- 
tion o f non-tariff measures by all 
participants in the Uruguay Round 
as a means of liberalization and expan- 
sion o f world trade, subject, however, 
to the principle of differential and 
more favourable treatment for the 
developing countries recognized in 
paragraphs iv-vii o f part I.B o f the 
Punta del Este Declaration.

The ministerial review of the 
Uruguay Round of negotiations in 
December 1988, recognizing the im- 
portance of achieving substantial im- 
provement in market access, agreed 
that in order to ensure effective trade 
liberalization “results from negotia- 
tions on non-tariff measures should 
be substantial” The ministerial 
meeting instructed the establishment 
of a framework for negotiations so 
that the expected substantial results 
could be achieved within the time 
available before the conclusion of 
the Uruguay Round in 1990. Until 
late 1989, however, such a negotiating 
framework had not been agreed upon. 
In view o f the complexity of the 
matter, a major breakthrough in 
reducing or eliminating non-tariff 
barriers to trade could be hard to 
achieve by the time o f the conclusion 
of the Round, for which the final 
ministerial meeting has been scheduled 
in November/December 1990.

United Kingdom and the United 
States — countries had to reaffirm 
their pledge, followed by co- 
ordinated central bank interven- 
tions to stem the dollar’s persistent 
tendency to appreciate against the 
deutsche mark and the yen. The 
announcement appeared to have 
only a temporary effect on halting 
the dollar’s rise against the yen and 
the deutsche mark.

In 1988, the surplus of 
Japan had declined from $87 
billion to $79.6 billion while that 
of the Federal Republic of 
Germany had increased from $45.2 
billion to $48.6 billion. In 1989, 
Japan’s surplus fell sharply to 
$60.8 billion, while that of the 
Federal Republic of Germany rose 
to $60.9 billion, exceeding Japan’s 
surplus for the first time. Global 
integration of financial markets 
in the 1980s, to a degree not possi- 
ble in earlier times, had helped to 
finance the large current account

deficits of the United States and 
some other developed countries — 
Australia, Canada and the United 
Kingdom — not without an oc- 
casional strain, however. Market 
perceptions often change, even with 
small changes in underlying data, 
and create instability. Exchange 
rates and interest rates come under 
sharp and unexpected pressure. 
These disturbances originating in 
the monetary sector could eventual- 
ly disrupt the real economy. The 
transmission of these impulses to 
developing countries would make 
their already difficult task of 
economic management even more 
trying.

The external deficits of coun- 
tries were largely a reflection of 
low rates of savings due to high 
levels of private spending and/or 
large government budget deficits. 
While studies indicated that national 
savings ratios had gone down in 
most OECD (Organisation for Eco-

Figure I.5. International interest rates, 1987-1989 (London interbank offer 
rates)
(One-year rates)

(Percentage)
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g Kent Jones, “Voluntary export 
restraint: political economy, history 
and the role of the GATT, Journal 
o f  World Trade, vol. 23, No. 3 (June 
1989).

h News of the Uruguay Round o f  
Multilateral Trade Negotiations 
(Geneva. GATT Secretariat. 21 April
1989).
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ment) countries during the 1980s, 
they had fallen the furthest in the 
United States, the United King- 
dom and Italy. Excess domestic

expenditure was financed by the 
savings o f the surplus countries, 
facilitated by the relative open- 
ness o f the financial and capital 
markets with fewer restrictions on

both the receiving and originating 
ends o f the market.

While efforts had been made 
recently to recycle part of Japan’s 
surpluses to developing countries

Box I.2. Economic reforms in Eastern Europe: possible implications for
The sweeping political and 

economic changes that are taking 
place in the USSR and Eastern Europe 
will cast their shadow over develop- 
ments in the world economy for a long 
time. Although the political events 
had an element of surprise, the eco- 
nomic reforms have been in progress 
for quite some time in many East 
European countries, especially in 
Hungary and Poland.a The extent 
of these reforms varies widely among 
countries. In Hungary and Poland, 
the aim is to achieve full-fledged 
market economies by the end of the 
present decade. In the Soviet Union, 
Bulgaria and Czechoslovakia the 
reforms basically envisage a trans- 
formation of the existing centrally 
planned system through the use of 
monetary and financial systems to 
replace physical allocation of re- 
sources.

Although it is too early and 
difficult to assess fully the sustainabi- 
lity of the reforms in Eastern Europe 
and their impact on the world eco- 
nomy, and especially on that of 
the developing countries, they have 
undoubtedly added a new dimen- 
sion to the challenges to be faced 
and opportunities that will be offered 
in the 1990s. It is also apparent 
that in the initial period the transi- 
tion from centrally planned to market- 
oriented economies is not likely to 
be smooth and will add to the dif- 
ficulties of the countries of Eastern 
Europe by slowing down their 
economies in the short run. Thus 
net material product (NMP) growth 
in 1990 in Eastern Europe and the 
USSR is expected to be in the range 
of 2.5 to 3.0 per cent, compared 
with 6 per cent in 1988 and about 
4 per cent in 1989.

The potentia l impact o f the 
current changes in Eastern Europe, 
although Qualitatively similar to  that

of China’s “open door” policy initiated 
a decade earlier, is likely to be quanti- 
tatively much greater in view of the 
vast differences in per capita income 
between China and Eastern Europe, 
as well as the significantly different 
circumstances under which the “open 
door” policy was implemented. For 
the countries of Eastern Europe, 
with a total population of at least 
400 million people and an average 
per capita income estimated at 
$4,000, the impact on trade, foreign 
investment and aid of opening up 
their economies will be substantially 
larger than that of China whose GDP 
is equivalent to the combined GDP 
of Czechoslovakia, that of the German 
Democratic Republic and Hungary.

In the short run, the main im- 
pact on trade will be a sharp increase 
in imports to meet the pent-up 
demand for consumer goods, which 
will be made possible through addi- 
tional financial resources provided 
by the West. Initially, Western 
Europe, Japan and the United States, 
and, to a lesser extent, the newly 
industrializing economies will have 
the most to gain from the opening 
up of the Eastern European market. 
In the long run, if the reforms are 
successful, imports into the Eastern 
European countries will increase even 
further as they achieve a higher 
standard of living and become con- 
sumer-oriented.

At the same time, developing 
countries will face the impact of 
Eastern Europe’s increased presence 
in the export market, necessitated 
to finance imports. At the moment, 
Eastern European exports are unlike- 
ly to be significant because many 
of the products are not competitive, 
either in price or quality. However, 
a number of support measures aimed 
at trade liberalization proposed 
recently, initially for Hungary and 
Poland but likely to be extended to 
other Eastern European countries, 
will significantly improve their access 
to developed countries’ markets. Such 
measures include continuation of most

favoured nation status conferred by 
the United States, the European 
Community and most other Western 
countries and acceptance by the 
European Community of a proposal 
to grant generalized system of 
preference (GSP) treatment from 
January 1990. The United States 
granted GSP treatment to Hungary 
late in 1989 and is likely to extend 
these privileges to Poland in the near 
future, making it possible for manu- 
factures exports from these coun- 
tries to enter the United States free 
of duty.

Eastern Europe will also become 
an increasingly attractive destination 
for foreign direct investment and 
other private external financial 
resources to help it restructure its 
economies. Many Eastern European 
countries offer important attractions 
for foreign direct investment -  pro- 
ximity to major markets, integration 
in Europe’s transport infrastructure, 
a skilled labour force, and the 
possibility of becoming associate 
members of the European Community. 
On the other hand, foreign investors 
in many centrally planned economies 
in transition are confronted with 
complex laws and regulations on 
foreign direct investment; delays 
in decision-making and the lack of 
qualified managerial skill often 
frustrate foreign investors. However, 
on balance it would appear that 
Eastern Europe will be able to at- 
tract a significant share of such in- 
vestment, possibly at the expense 
of some developing countries. 
Another apprehension is that the 
competition to attract foreign direct 
investment may intensify and a less 
discriminating attitude on the part 
of host countries may significantly 
reduce the currently perceived 
benefits.

Yet another impact of the eco- 
nomic reforms in Eastern Europe, 
which has raised considerable concern 
among developing countries, is that 
on the availability of external ecnomic 
assistance. A group of 24 western

a See Economic Commission for 
Europe, Economic Bulletin for Europe, 
vol. 41, United Nations, New York, 
1989, for a detailed discussion.
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through multilateral and also 
bilateral channels, the market had 
tended to direct the bulk of the 
surpluses to other developed coun- 
tries. Thus, 77 per cent of the

developing countries
countries is providing a wide variety of 
financial assistance to Eastern Europe 
including food aid, new multilateral 
and bilateral credits, debt relief, tech- 
nical assistance and grants. Initiatives 
are also under way to make Hungary 
and Poland eligible to borrow from 
the European Investment Bank, 
whereby ECU 1 billion would be lent 
over a three-year period to fund in- 
frastructure and industrial projects. 
In addition, the World Bank will 
lend over $5 billion to Eastern 
Europe over the next three years.

It is difficult to assume that 
the increased allocation of aid to 
Eastern Europe will not affect aid 
for the ESCAP region. Despite 
assurances by some donors that any 
aid flows to Eastern Europe will be 
additional to those envisaged for 
development, comments by others 
suggest that existing aid budgets are 
the only available source for such 
government-to-government support, 
so any funds made available to Eastern 
Europe would necessarily be at the 
expense of existing aid programmes. 
To the extent that the Federal 
Republic of Germany’s large current 
account surplus, which now exceeds 
that of Japan, is likely to be used 
to finance aid to Eastern Europe, 
especially to the German Democratic 
Republic, the additionality issue will 
be less serious.

To sum up, the net impact of 
the economic reforms in Eastern 
Europe will most likely be favourable. 
In the longer run the events of late 
1989 are likely to reinvigorate the 
world economy through the infusion 
of dynamism into a relatively stagnant 
part of the developed world. In the 
short and medium term, however, 
the need for adjustments will be 
greater than before. There is also 
likely to be a significant shift in the 
balance of global economic power in 
favour of Europe, especially if the 
single market that will be introduced 
in Europe in 1992 is expanded to 
include Eastern Europe, either through 
direct or associate membership.

average long-term capital outflow 
from Japan during the period 1985-
1988 went to other OECD coun- 
tries, with 48 per cent going to the 
United States alone. Thus, the 
United States, the richest coun- 
try in the world, was absorbing a 
large part of the savings of other 
countries instead of contributing 
to the flow of capital to the rest of 
the world, as it used to do, while 
there remained an urgent need 
for redirection of surplus savings 
in the world economy towards the 
investment requirements of the 
developing countries.3

The tight rein on monetary 
policies which many industrial 
countries maintained as an anti- 
inflationary measure, put upward 
pressure on interest rates. Real 
interest rates in the 1980s remained 
higher than at any time since the 
great depression.4 As a result of 
upward pressure since the later 
part of 1987 (see figure I.5), in 
mid-1989 short-term interest rates 
in OECD countries were on the 
average about 3 percentage points 
higher than they had been a year 
earlier.5 High interest rates served 
to increase the cost of financing 
new investments in both the 
developed and developing coun- 
tries, added to the debt burdens 
of the developing countries and 
reduced the extent to which 
such countries could rely on 
borrowing to finance development.

The developing countries had 
been effecting a net transfer of 
resources to the developed coun- 
tries and the international financial 
institutions since 1984, the amount

3 United Nations, World Economic 
Survey 1989 (United Nations publica- 
tion, Sales No. E.89.II.C.1).

4 World Bank, World Development 
Report 1989 (New York, Oxford Uni- 
versity Press, 1989), p. 8.

5 OECD, The OECD Observer, 
No. 159 (August/September 1989).

rising from $10.2 billion in that 
year to $43.0 billion in 1988 on 
account of debt transactions 
alone.6 Developing country access 
to external finance was further 
squeezed in 1988 when there was 
an estimated 8 per cent drop over
1987 in the flow of all types of 
long-term external resources to 
these countries. The decline in 
such resources to the heavily in- 
debted countries was more than 
18 per cent. Total net lending 
from all sources, including multi- 
lateral agencies, to developing coun- 
tries was highly concentrated in 
a few large creditworthy countries 
and in the heavily indebted coun- 
tries. The most important source 
of debt finance to developing 
countries was multilateral lending. 
Despite some recent progress and 
fresh initiatives, the debt crisis 
continued as a serious concern 
for the stability and sustained 
growth of the developing countries 
and the world economy as a whole.

Emergence of large trading 
blocs in different parts of the 
world and the tendency of coun- 
tries to manage trade bilaterally 
tended to weaken the principle 
of multilateralism enshrined in 
the General Agreement on Tariffs 
and Trade (GATT). However, 
significant progress is reported 
to have been made in negotiations 
under the Uruguay Round to 
liberalize trade and strengthen the 
trading system. The likelihood 
of the Soviet Union receiving 
observer status in GATT and the 
possibility of China’s re-entry into 
GATT are favourable develop- 
ments. However, there was little 
actual trade liberalization, while 
quantitative trade restrictions 
continue to proliferate and trade 
frictions between Japan and the 
United States cast their shadows 
on world financial markets.

6 World Bank, World. Debt Tables, 
vol. I, Analysis and Summary Tables 
(Washington, D.C.), p. xii.
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B. THE EXTERNAL 
ENVIRONMENT AND

DEVELOPMENTS IN THE 
ESCAP REGION

While the economic pros- 
pects o f developing countries de- 
pended largely on their own 
policies, none the less, policies 
adopted by the developed countries 
to ensure sustained non-inflationary 
growth — and to provide un- 
impeded access to their markets
— could make an essential contri- 
bution to the development pros- 
pects o f the developing countries.7 
That was true also, perhaps even 
more so, in the case of the devel- 
oping economies of the ESCAP 
region. In that context it was also 
important to take note o f the role 
of the region’s three developed 
countries. The economic growth o f 
three developed countries o f the 
ESCAP region — especially that of 
Japan — provided considerable 
stimulus to recent growth in the 
developing areas o f the region and 
contributed to a supportive ex- 
ternal environment for develop- 
ment.

After a period o f near-stagna- 
tion during the mid-1980s, 
Australia’s economy recovered, 
recording inflation adjusted growth 
rates in GDP o f 4.3 and 3.3 per 
cent during fiscal years 1988 and 
1989. The economic difficulties 
experienced by Australia during the 
mid-1980s was largely due to the 
adverse international economic 
developments in 1985 and 1986. 
That experience had highlighted 
long-standing rigidities in the rela- 
tively open Australian economy, 
in which exports o f goods and 
services accounted for 16 per cent 
o f GDP in fiscal 1989. It prompted 
the Government to  implement 
macro- and micro-economic ad- 
justm ent measures to revitalize the 
economy, which resulted in the

7 OECD, The OECD Observer, 
No. 159, op.cit.
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tively high rates o f inflation (7.4 
per cent in 1989) and the cur- 
rent account balance-of-payments 
dificit ($5.5 billion in 1989) were 
two principal areas o f continuing 
concern.

Australia had a strong and 
growing trade relationship with the 
rest o f  the ESCAP region. About 
two thirds o f Australia’s total 
export o f $35.0 billion in 1989 
were directed to the ESCAP region, 
with 27.3 per cent going to Japan 
alone, 15.7 per cent to China, the 
Republic o f Korea, Hong Kong and 
Taiwan Province of China and 8.9 
per cent to ASEAN (Association of 
South-East Asian Nations) coun- 
tries. However, Australia’s imports 
from the developing ESCAP region 
fell considerably short o f her ex- 
ports to that region. Australia’s 
external aid programme also bene- 
fited the developing economies of 
the ESCAP region, especially the 
Pacific island economies.

The dynamic growth o f Japan’s 
economy at a rate averaging 5 per 
cent in recent years, strong growth 
of domestic demand, and more 
liberal policies regarding imports, 
enabled a number of countries in 
the region to increase substantially 
their exports to the Japanese 
market. Japan’s overall total im- 
ports increased at the rate o f 18.2 
per cent in 1987 and 24.2 per cent 
in 1988. Imports from the newly 
industrializing economies and the 
ASEAN group o f economies in- 
creased by 27.3 in 1987 and 23.8 
per cent in 1988. Japan’s total 
imports increased from $127.7 
billion in 1986 to $187.5 billion 
in 1988, with about half consisting 
o f primary commodity imports. 
The overall size o f Japan’s imports 
was still relatively small. Japan 
also enjoyed an overall trade 
surplus with most developing eco- 
nomies o f the region, although in 
recent years that surplus had 
declined.

Japan played an im portant

role in supplying external resources 
to the region in the form o f official 
development assistance (ODA) and 
foreign direct investment. In 1988 
the size o f Japan’s foreign direct 
investment flows to four ASEAN 
countries — Indonesia, Malaysia, 
the Philippines and Thailand — 
accounted for 30 per cent of the 
total such investment flows to 
those countries. About 27 per 
cent o f Japan’s total foreign aid 
disbursement o f $7.5 billion in
1987 was distributed multilaterally, 
and the rest bilaterally. More 
than 80 per cent of Japan’s 
bilateral aid was received by the 
developing economies of the 
ESCAP region.

New Zealand’s relatively small 
bu t highly open economy, in which 
exports accounted for nearly 
a quarter of GDP, suffered a 
growth slow-down starting in the 
mid-1980s from which it had not 
yet fully recovered. Growth in 
GDP averaged less than 2 per cent 
between 1986 and 1988. Low 
commodity prices and trade protec- 
tionism adversely affected New 
Zealand’s export earnings, 70 per 
cent of which were from primary 
products. High rates o f domestic 
inflation, adverse terms of trade 
and large balance-of-payments 
dificits that the New Zealand 
economy had faced upto 1987 
was improving in later years. 
Though relatively small in size, 
through its substantial trade rela- 
tionships and an aid programme 
geared largely to the region, New 
Zealand played an important role 
in the regional economic scene. 
Trade relationships were substantial 
with the newly industrializing 
economies, which naturally follow- 
ed from the character and com- 
position o f the commodity trade 
o f those economies. With 70 per 
cent o f New Zealand’s exports 
comprising primary products and 
more than 80 per cent of im- 
ports comprising manufactured 
goods, mutual trade between New
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ing economies whose exports 
consisted mainly of manufacturers 
and imports of food and other 
primary products, appeared to be 
following a natural course. How- 
ever, there appeared to exist scope 
for further expanding New Zea- 
land’s trade relationships with the 
rest of the region.

In 1989, the developing eco- 
nomies of the region experienced 
considerable deceleration in their 
growth. By contrast, 1988 repre- 
sented the highest point in the 
growth performance of the region, 
recording more than 9 per cent 
growth for the developing ESCAP 
region as a whole — a percentage 
higher than had been estimated a 
year ago. The region’s growth rate 
of just above 6 per cent in 1989 
would be about a third lower than 
that achieved in 1988, and in 1990, 
there was the prospect of con- 
tinued, but probably less pro- 
nounced deceleration.

The slow-down in the region’s 
developing economies in 1989 was 
part of the world-wide slow-down 
after the seven-year upswing begin-

ning in 1983 peaked in 1988. 
Growth in the industrialized coun- 
tries during the last three years had 
been stronger than at any time 
since the second oil shock and their 
performance in 1989 was con- 
siderably better than expected. 
However, growth in the United 
States, which provided the main 
market for the exports of the 
developing countries of the ESCAP 
region, had been slowing down 
more sharply than in Europe.

The growth of the Asian and 
Pacific developing economies at the 
end of the decade was considerably 
less dependent on that of the in- 
dustrialized economies. The rapid 
increase in intraregional trade and 
investment, as well as the growing 
role of domestic demand in many 
parts of the region, had made the 
growth process in the developing 
ESCAP region more autonomous 
than in the past. Nevertheless, the 
international economic environ- 
ment and growth in industrialized 
countries remained major deter- 
minants of the macro-economic 
performance and prospects of the 
developing countries of the region.

In the second half of the 1980s 
the economic performance of many 
developing economies of the 
ESCAP region, especially the newly 
industrializing economies, improved 
greatly from the decline in the 
three major prices that affected 
their competitiveness — the de- 
clines in the dollar, interest rates 
and oil prices. As a result, they 
were able to achieve phenomenally 
high rates of growth of exports and 
double-digit growth rates in GDP.

Towards the end of the decade, 
however, the stimulus provided by 
these three favourable factors (“the 
three lows”) to the developing 
economies of the region was begin- 
ning to weaken (see table I .4). 
Despite continuing international 
imbalances, in 1989 the dollar 
strengthened — especially, vis à vis 
the yen — interest rates increased 
and oil prices firmed up. In addi- 
tion, the currencies of newly in- 
dustrializing economies were forced 
to appreciate and these economies 
were under constant pressure to 
reduce their trade surpluses with 
the United States and Europe. In
1989 the rate of growth of exports

Table I.4. Selected indicators of the international economic environment, 1981-1989
(Annual percentage change)

1981 1982 1983 1984 1985 1986 1987 1988 1989

World output 1.5 0.5 2.6 4.3 3.2 3.1 3.3 4.0 3.1
World trade (volume) 1.2 —1.8 2.7 8.6 2.9 4.5 6.6 9.0 6.9
World trade prices for major 
commodity groupsa  

Oil 9.8 —4.3 —11.6 —2.8 —4.9 —50.2 28.2 —19.9 18.5
Non-fuel primary 

commodities —13.5 —9.9 6.9 4.2 —12.9 —1.2 3.4 18.2 —1.7
Manufactures —3.9 —2.1 —3.1 1.1 17.7 12.0 6.1 —0.8

Real effective dollar
exchange rate 12.7 12.7 3.2 7.7 4.1 —19.6 —12.8 —5.4 5.9
International interest rateb 16.7 13.6 9.9 11.3 8.6 6.8 7.3 8.1 9.9c
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Sources: IMF, World Economic Outlook (Washington, D.C., October 1989) and International Financial Statistics, vol. XLII, 
No. 10 (October 1989); United Nations, World Economic Survey 1989 (United Nations publication, Sales No. E.89.II.C.I.); and 
OECD, Financing and External Debt o f  Developing Countries, 1988 Survey (Paris, 1989).

a In terms of United States dollars. 
two quarters.

b London interbank offer rates on six-month dollar deposits. c Average of the first



Table I.5. Net resource flows to ESCAP developing countries, 1980-1988
(Billions o f  current US dollars)

Source: OECD, Financing and External Debt o f  Developing Countries, 1988 Survey (Paris, 1989).

a Including long- and short-term transactions.
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1980 1981 1982 1983 1984 1985 1986 1987 1988

1. Total all countries
a. Official development finance

of which: ODA (official 
development assistance)

b. Export credits
c. Private flows

of which:
Direct investment (Development 

Assistance Committee (DAC) 
countries only)

International bank lendinga 
Bond lending

2. India and China
a. Official development finance

of which: ODA
b. Export credits
c. Private flows

of which:
Direct investment (DAC 

countries only)
International bank lendinga 
Bond lending

3. Other low-income countries
a. Official development finance

of which: ODA
b. Export credits
c. Private flows

of which:
Direct investment (DAC 

countries only)
International bank lendinga 
Bond lending

4. Other developing countries
a. Official development finance

of which: ODA
b. Export credits
c. Private flows

of which:
Direct investment (DAC 

countries only)
International bank lendinga 
Bond lending

25.1 31.0 27.9 31.8 26.9 28.6 25.5 29.6 34.6
11.8 12.2 12.7 13.2 13.6 13.2 17.1 18.4 21.1

10.5 10.4 10.1 10.4 11.0 10.9 15.4 16.3
3.7 5.5 3.8 1.7 2.5 1.1 —0.3 —0.6 0.4
9.6 13.3 11.4 16.9 10.8 14.3 8.7 11.8 13.1

3.2 5.1 3.0 3.6 3.9 1.5 2.1 7.4
5.0 7.0 6.0 10.0 4.4 6.0 1.0 0.7
0.2 _  1.0 1.7 0.9 4.5 2.2 1.1
4.2 5.9 4.3 5.0 7.3 12.5 10.5 15.0 18.0
2.2 2.7 2.6 3.1 3.2 3.3 4.5 3.8 5.0
2.1 2.5 2.2 2.7 2.8 2.7 3.6 3.9
0.4 1.9 0.2 0.3 0.3 0.4 1.3 1.0 1.5
1.6 1.3 1.5 1.6 3.8 8.8 4.7 10.2 11.5

0.1 0.1 0.1 _  0.1 0.9 0.3 1.3
0.8 0.7 0.8 1.0 2.8 5.8 1.0 5.7
0.1 _  _  0.2 1.1 1.4 1.3

10.0 13.3 11.3 9.4 10.3 9.2 9.8 11.9 12.0
7.3 7.1 7.4 7.5 7.1 7.5 9.0 11.6 12.8
6.7 6.2 6.4 6.1 5.9 6.2 8.1 9.0
0.7 0.8 0.8 -0 .8  1.7 0.7 -0 .7  0.2 0.1
2.0 5.4 3.1 2.7 1.5 1.0 1.5 0.1 -0 .9

0.5 2.8 0.7 0.1 0.7 —0.1 —0.5 —0.5
0.9 2.1 1.5 1.6 0.4 0.6 1.1 0.2
0.1 _  0.3 0.4 —0.1 —0.2 0.2 —0.2

10.2 11.3 12.0 15.7 7.7 5.8 3.0 0.8 2.5
1.9 2.4 2.6 2.4 2.4 2.0 1.7 1.6 1.5
1.4 1.6 1.4 1.4 1.6 1.6 1.7 2.1
2.5 2.6 2.6 1.9 0.3 —0.2 —0.8 1.8 —1.2
5.8 6.3 6.8 11.4 5.0 4.0 2.1 1.0 2.2

2.4 1.9 2.2 2.3 2.6 0.4 2.1 6.0
3.3 4.2 3.7 7.4 1.2 —0.4 —1.1 —5.2
0.1 _  0.7 1.3 0.8 3.5 0.5 0.1



of newly industrializing economies 
had decelerated to about half that 
in 1988, largely because of in- 
creasing protectionist barriers.

The slow-down in the growth 
of the region’s developing eco- 
nomies was partly a consequence 
of their rapid growth in the past; 
many of these economies had 
become overheated in terms of high 
rates of utilization of their indus- 
trial capacities, wearing down of 
infrastructure, edging up of wages 
and costs and consequent rise in 
inflation and erosion of export 
competitiveness.

The slow-down in growth rates 
in 1989 was most marked in the 
newly industrializing economies, 
China and South Asia — although 
the causes for the slow-down in 
these economies were substantially 
different. The ASEAN countries 
had been largely able to maintain 
their past growth momentum. Thai- 
land and Malaysia had achieved 
very nearly the high growth rates 
of 1988; Thailand had achieved the 
highest growth rate and was the 
only major developing economy 
of the region to achieve a 
double-digit growth rate in 1989. 
A serious set-back to the region’s 
developing country average, how- 
ever, was the sharp fall in the 
growth rate of China from an 
average of over 10.5 per cent in 
the first nine years of the decade 
to a less than half that rate 
(around 4 per cent) in 1989. The 
slow-down in the Chinese economy 
was the result of attempts by the 
Government to contain the spread 
of inflation through severe austerity 
measures.

The high growth rates of 
ASEAN economies were partly 
sustained by large inflows of 
foreign direct investment from 
Japan and the newly industrializ- 
ing economies. These flows had 
been propelled by currency ap- 
preciation, the rise in domestic 
costs and strong protectionist

pressure against the exports of new- 
ly industrializing economies and 
Japan. These factors in turn forced 
Japan to relocate some of its in- 
dustries to the ASEAN countries 
and China.

In 1988 direct foreign invest- 
ment flows to four ASEAN coun- 
tries approved by their respective 
investment boards/authorities in- 
creased at rates exceeding 200 per 
cent in Indonesia and Thailand and 
over 150 per cent in Malaysia and 
the Philippines. Of the total in- 
flows, 80 per cent in Thailand came 
from Japan and the four newly 
industrializing economies of the 
region. Similarly, 66 per cent of 
the total flows to Malaysia, 56 per 
cent to the Philippines and 42 per 
cent to Indonesia, came from Japan 
and the newly industrializing eco- 
nomies. What was remarkable was 
the very rapid growth, at rates 
exceeding several hundred per cent, 
o f investment inflows from new- 
ly industrializing economies to the 
ASEAN countries. Particularly 
significant rises were those from 
the Republic of Korea to Indone- 
sia, Malaysia and Thailand; from 
Hong Kong to Malaysia and Thai- 
land; from Singapore to Indone- 
sia, the Philippines and Thailand; 
and from Taiwan Province of China 
to Indonesia and the Philippines. 
Admittedly, this growth occurred 
on relatively small existing stocks 
of investment from these eco- 
nomies into the other countries. 
Nevertheless, this new develop- 
ment contributed significantly to 
the recent investment boom ob- 
served in the ASEAN countries 
and added a new dimension to 
intraregional economic inter- 
actions.

The slow-down in the growth 
of the South Asian economies 
was related more to weather- 
driven agricultural production 
cycles than to external factors. 
Thus the growth rate of India was 
considerably lower in 1989 than
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put had recovered in the latter 
part of the year from the drought- 
stricken levels of 1987. There was 
a similarly steep fluctuation in 
the growth rate of Nepal and 
moderate fluctuation in the growth 
rates of Pakistan and Bangladesh. 
However, rates of investment, 
the most dynamic factor in eco- 
nomic growth, were not improving 
from their relatively low levels, 
especially in the least developed 
countries. In some cases invest- 
ments had recently declined com- 
pared with rates achieved earlier 
in the decade. Extremely low 
rates of domestic savings and lack 
of sufficient volume of external 
resources were responsible for the 
situation.

A large number of countries 
in the ESCAP region continued to 
depend on external resource in- 
flows to meet their investment 
and balance-of-payments financing 
needs. Despite the growing im- 
portance of foreign direct invest- 
ment in total financial flows, the 
region was still heavily dependent 
on official development finance, 
including ODA and non-conces- 
sional lendings from multilateral 
institutions. The official sources 
of finance accounted for more than 
60 per cent of the total net re- 
source flows to the region in 1988, 
with the region’s least developed 
and other low-income countries 
almost exclusively dependent on 
them. Only about 20 per cent of 
the total foreign direct investment 
of $7.4 billion in 1987 was re- 
ceived by low-income countries of 
the region, mainly China and 
India, which together received 
$1.3 billion in 1987.

The other low-income coun- 
tries of the region, which received 
very little of the private capital 
inflows, experienced a decline in 
the total volume of official devel- 
opment finance, although some 
increases in ODA flows had taken 
place since 1986 (table I .5).
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II. RECENT MACRO-ECONOMIC PERFORMANCE  
OF THE DEVELOPING ESCAP REGION

A. HIGHLIGHTS

T he economies o f the develop- 
ing ESCAP region continued 
to grow vigorously in 1989 but 

at considerably lower rates 
than those achieved in 1987 and
1988. Growth performance was 
marked by sharp deceleration in 
the East and South Asian sub- 
regions while in the South-East 
Asian subregion it was expected 
to remain relatively high. With 
a few exceptions the growth per- 
formance of the least developed 
countries and Pacific island 
economies remained weak. The 
estimated average rate of growth 
for the region in 1989 was 6.1 
per cent, about one third lower 
than the rate o f growth achieved 
in 1988.

China, and the newly indus- 
trializing economies, especially 
Hong Kong and the Republic of 
Korea, were among those expected 
to experience sharp growth 
deceleration from their very high 
growth rates of 10 to 12 per cent 
during 1987-1988. The economies 
o f Taiwan Province of China and 
Hong Kong had already ex- 
perienced growth deceleration in
1988 to just above 7 per cent from 
double-digit growth rates in 1987.

The deceleration in China’s 
economy came after the rapid pace 
o f expansion during the period 
1985-1988, when the growth rate 
averaged 10.8 per cent. This rapid 
rate o f economic growth brought 
in its wake serious balance-of- 
payments and inflationary pressure, 
which was to some extent aggra-

vated by efforts to increase the 
pace o f economic reforms. At the 
end o f 1988, the Government 
introduced policies to stabilize 
the economy and imposed a series 
of austerity measures to slow down 
its pace. In the early part o f  1989 
the imbalances in the economy 
were still highly visible and there- 
fore the Government introduced 
further deflationary measures later 
in the year.

The deceleration in the Re-
public o f Korea’s economic growth 
to about half the rates o f growth 
achieved during the period 1986-
1988 arose from a variety o f fac- 
tors, which it shared in common 
with the other fast-growing eco- 
nomies o f the ESCAP region, 
along with those which were dis- 
tinctive to its own development as 
the leading Asian newly indus- 
trializing economy.

Economic growth in the 
ASEAN subregion was better 
sustained than in other parts o f 
the region, with relatively small de- 
celeration in the growth rates in 
1989. The oil-exporting economies 
o f Brunei Darussalam and Indonesia 
however, benefited from the rise in 
oil prices during 1989 and regis- 
tered modest improvements in 
their growth performance from
2.2 to 2.5 per cent and from 5.7 
to 6.2 per cent, respectively. 
Indonesia also benefited by diver- 
sifying its economy away from oil. 
The highest rate o f growth in 1989, 
estimated to be more than 10 per 
cent, was likely to be achieved by 
Thailand, despite a slight decelera- 
tion.
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tinued to grow at a fast pace in
1989. Malaysia’s growth rate 
estimated at 7.6 per cent in 1989 
was lower than the 8.7 per cent 
achieved in 1988. Singapore’s 
growth rate was also expect- 
ed to be significantly lower
— by about 2 percentage points
— than the record growth of
11 per cent achieved in 1988. 
Singapore’s actual growth during 
the first two quarters of 1989 
was recorded at 9.1 per cent. 
The growth rate o f the Philippines, 
which experienced considerable 
acceleration from 4.7 per cent in
1987 to 6.3 per cent in 1988, 
was also likely to decelerate to
5.6 per cent in 1989. During the 
first half o f the year actual growth 
was recorded at 5.3 per cent and 
the forecast growth for the year 
was 5.6 per cent. As indicated 
above, Thailand’s economy was 
one o f the fastest growing in 
the region, the rate of growth 
accelerating from 8.4 per cent 
in 1987 to 11 per cent in 1988, 
and with a growth rate of above
10 per cent in 1989.

As in the case of the newly 
industrializing economies, the ac- 
celerated rates of investment and 
industrial growth, supported by 
high rates o f export growth of 
manufactures from most of the 
ASEAN countries, enabled them 
to achieve rapid rates o f growth 
over the past two to three years. 
However, continued high growth 
p u t considerable pressure on in- 
frastructure and natural resources, 
especially in the Philippines and
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cern regarding price stability and 
sustainability of growth in these 
countries.

The economy of Viet Nam im- 
proved considerably in 1988 with 
national income growth of 5.9 per 
cent compared with a growth rate of
2.1 per cent in 1987. The economy 
appeared to have responded well 
to the various measures of policy 
liberalization adopted by the Gov- 
ernment over the past years.

In the South Asian subregion 
the growth rates in 1989 were 
generally lower than in 1988, 
but for a diversity of reasons. 
The Indian economy, which in
1988 had expanded at an estimated 
rate of 10 per cent, double the 
average rate o f growth experienced 
in recent years, was expected to 
return to a more normal growth 
rate of 4 to 5 per cent in 1989. 
The sharp increase in 1988 growth 
marked a recovery from the 3.6 
per cent growth rate in 1987 
when a severe drought caused 
damage to agricultural produc- 
tion. The record 23 per cent 
increase in agricultural output 
in 1988 was a more than nor- 
mal recovery from the more 
than 2 per cent decline in the 
previous year. The economy of 
Pakistan, which had experienced 
moderate rates of expansion of 5 
to 6 per cent since 1985, slowed 
down to 5.1 per cent in 1989 from
6.3 per cent in 1988. The rate of 
growth of the economy of Sri 
Lanka had declined sharply since
1985. However, growth had 
accelerated from the rate of 1.4 
per cent in 1987 to 2.7 per cent 
in 1988 and was expected to 
accelerate to 3.2 per cent in
1989.

The economic performance of 
Bangladesh and Nepal, the two 
largest least developed countries 
in South Asia, was slower in 1989 
in comparison to 1988, Nepal’s 
growth slowing markedly to 1.5 
per cent in 1989 from 9.7 per cent

in 1988. With a good performance 
in the agricultural sector Bang- 
ladesh sustained a better growth 
performance in 1989 compared 
with 2.5 per cent in 1988, although 
earlier estimates put the 1989 
growth at 2.4 per cent only. The 
economic performance of most of 
the region’s least developed and 
island economies remained totally 
inadequate to enable any meaning- 
ful improvements to be made in 
the standard of living of the people 
in those countries. By the standard 
of achievements of the mainstream 
economies of the region, these 
small and structurally weak 
economies continued to perform 
poorly. For the least developed 
countries, for example, the average 
rates of growth during the decade 
would not even reach half of the
7.2 per cent envisaged in the 
Substantial New Programme of 
Action for the 1980s for the 
Least Developed Countries. The 
structural difficulties from which 
these economies continued to 
suffer are a subject of analysis in 
part two of the Survey. Data 
compared in part one generally 
reveal the weak performance of 
these economies (table I.6).

B. ECONOMIC PERFORMANCE 
OF SUBGROUPS OF

ECONOMIES

1. East Asia

China’s economic growth, 
which averaged 10.5 per cent 
during the period 1985-1987, ac- 
celerated to 11.4 per cent in 1988. 
Growth estimate for 1989 was 
around 4 per cent. In the pre- 
vious two years, growth was 
propelled by rapid expansion in 
industrial output at rates of 20.7 
per cent in 1988 and 17.7 percent 
in 1987. Output growth in light 
industries accelerated from 18.6 
per cent in 1987 to 22.6 per cent 
in 1988 and in heavy industry from
16.7 to 18.8 per cent. Agricultural

output growth, however, decelerat- 
ed markedly in 1988, to a rate of
3.2 per cent from 4.8 per cent in
1987. Agricultural output was 
seriously affected by severe natural 
calamities in 1988, including floods 
and drought, which affected many 
parts of the country and caused 
the output of food grain and 
cotton, among other crops, to fall 
by 2.2 and 1.1 per cent respective- 
ly.

Foreign trade and investment 
activities had expanded rapidly 
during recent years. The high an- 
nual rates of investment growth, 
averaging 19.3 per cent during the 
period 1986-1988, brought about 
considerable expansion in produc- 
tive capacities, especially power 
generation, coal mining, petroleum 
extraction and transport infrastruc- 
tures. Nevertheless, rapid economic 
growth and the rise in per capita 
income created certain critical im- 
balances between supply and 
demand in the Chinese economy. 
Rapid expansion in the processing 
industry and the construction 
sector exerted a heavy strain on 
the supply of energy, raw materials 
and infrastructure services, which 
with the decline in food grain pro- 
duction, caused severe excess 
demand pressure. The resulting 
inflation rate, averaging 18.5 per 
cent in 1988, was also fuelled by 
excessive growth in budgetary ex- 
penditure and monetary expan- 
sion. Budget deficits exceeded 8 
billion yuan renminbi in both 1987 
and 1988, while a 46.7 per cent 
growth in currency in circulation 
and 16.8 per cent growth in bank 
credit in 1988 over 1987 were the 
main sources of monetary expan- 
sion. China’s foreign trade sector 
also expanded rapidly in 1988, 
with exports growing at a rate of
20.5 per cent and imports by 27.9 
per cent, resulting in a trade deficit 
in 1988 more than twice that in
1987 and raising serious policy 
concerns.

Inflation emerged as a highly
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Table I.6. Selected developing economies of the ESCAP region. Growth and structure of real gross domestic 
product, 1985-1989
(Percentage)

Growth rates
GDP

Agriculture Industry Services

Shares

Agriculture Industry Services

East Asia

Chinaa,b
1985
1986
1987
1988 
1989

Hong Kong
1985
1986
1987
1988
1989

Republic o f Korea
1985
1986
1987
1988 
1989e

South-East Asia

Indonesia
1985
1986
1987
1988
1989

Malaysia
1985
1986
1987
1988
1989

Philippines
1985
1986
1987
1988 
1989e

Singapore
1985
1986
1987
1988
1989

13.1 1.7 19.6c . . .  35.4 50.8 13.8
8.0 3.7 9.6c . . .  34.5 51.8 13.7

10.5 4.8 14.3c . . .  33.8 52.3 13.8
... d ,c 7.02    d2.3 4.11

4.0

—0.1 . . .  . . .  . . . 0.5 29.8 69.7
11.9 . . .  . . .  . . .  0.5 30.2 69.3
13.8 . . .  . . .  . . .  0.4 29.3 70.3

7.3
2.5

6.9 3.8 6.9 7.9 12.8 41.8 45.3
12.4 4.6 16.1 11.2 11.9 43.2 44.8
11.8 -6 .8  16.5 12.3 9.9 45.0 45.0
11.3 9.0 11.7 11.4 9.7 45.2 45.0

6.5

2.5 4.2 0.9 3.1 24.0 37.1 38.9
4 0 2.6 4.4 4.5 23.6 37.3 39.1
3.6 2.6 1.9 5.7 23.4 36.7 39.9
5.7 
6.2

—1.0 2.5 —3.4 —0.6 20.8 36.6 42.5
1.2 4.0 4.7 —3.1 21.4 37.9 40.7
5.2 7.4 6.2 3.0 21.9 38.3 39.8
8.7 4.4 11.8 5.7 21.2 39.7 39.1
7.6 3.4 10.4 6.3 20.4 39.1 40.5

—4.2 3.5 —10.2 —3.9 29.2 32.2 38.7
1.4 3.0 -2 .1  1.4 29.7 31.1 39.0
4.7 -1 .1  7.7 7.6 28.1 32.0 39.8
6.3 3.7 8.5 6.6 27.4 32.7 39.9
5.6 2.3 6.9 5.8 27.7 33.7 38.6

—1.6 —10.5 —9.3 3.4 0.8 36.6 62.6
1.8 —10.8 —0.9 3.6 0.6 35.6 63.7
8.8 —10.3 10.4 8.2 0.5 36.1 63.3

11.0 —11.7 13.3 10.0 0.4 36.9 62.7
9.1 —4.5 7.6 10.1 0.4 36.0 63.6
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Table I .6 (continued)

Growth rates Shares
GDP

Agriculture Industry Services Agriculture Industry Services

Thailand
1985
1986
1987
1988
1989

South Asia 

India
1985
1986
1987
1988 
1989g

Pakistan
1985
1986
1987
1988
1989

Sri Lanka
1985
1986
1987
1988
1989

Least developed countries

Bangladesh
1985
1986
1987
1988
1989

Bhutan
1985
1986
1987 
1988e 
1989e

Maldives
1985
1986
1987
1988
1989

3.5 6.2 —0.1 4.7 19.9 29.9 50.1
4.5 0.2 7.1 4.6 19.1 30.7 50.2
8.4 —2.0 12.0 10.1 17.3 31.7 51.0

11.0 8.6 12.8 10.7 16.9 32.2 50.9
10.4

5.1 0.3 8.2 7.3 33.9 28.6 37.5
4.0 —2.3 8.4 6.2 31.9 29.8 38.3
3.6 —1.0 6.6 5.1 30.5 30.7 38.9

10.0
4.5

8.7 10.9 7.8 7.9 27.4 23.4 49.2
6.4 5.9 8.1 5.8 27.3 23.7 49.0
5.8 3.2 8.6 5.9 26.6 24.4 49.0
6.2 2.7 8.7 6.8 25.8 25.0 49.3
5.1 6.1 3.9 5.2 26.0 24.7 49.3

5.0 8.6 3.5 3.8 25.9 25.6 48.5
4.3 2.6 6.1 4.2 25.5 26.0 48.5
1.4 —5.8 6.3 2.7 23.6 27.3 49.1
2.7 2.1 4.2 2.2 23.5 27.7 48.8
3.2

3.7 0.9 6.2 6.3 41.7 15.8 42.3
4.2 3.3 2.6 5.7 41.4 15.7 42.9
4.5 0.4 8.1 7.1 39.8 16.3 44.0
2.5 —1.0 4.8 4.9 38.4 16.6 45.0
2.4 0.0 4.9 3.6 37.4 17.0 45.5

3.7 3.4 0.5 4.3 54.9 17.3 29.5
10.2 5.6 12.3 16.6 52.6 17.6 31.2
17.8 5.1 71.9 9.0 46.9 25.7 28.8
7.7 5.9 12.1 6.2 45.6 27.5 26.9
5.6 6.0 4.2 6.3 45.8 27.1 27.1

13.8 12.1 12.1 15.2 29.4 15.7 54.9
8.6 4.4 7.6 11.1 28.2 15.5 56.2
8.9 5.6 9.5 10.3 27.4 15.6 57.0
8.7 4.9 9.5 10.3 26.4 15.7 57.8
9.3 5.4 10.0 10.9 25.5 15.8 58.7
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G D P
G ro w th  ra tes Shares

A g ric u ltu re  In d u s try  ServicesA g ric u ltu re  In d u s try  Services

Myanmai
1985
1986
1987
1988
1989

Nepal
1985
1986
1987
1988
1989

Pacific island economies

Fiji
1985
1986
1987
1988
1989

Papua New Guinea
1985
1986
1987
1988
1989

Solomon Islands
1985
1986
1987
1988

Tonga
1985
1986
1987
1988

3.2 
1.0
2.2 
2.3
3.2

6.1
4.3 
2.6
9.7 
1.5

—4.6
8.8 

—7.8 
—0.4 
12.5

4.8
5.0
4.8
3.0 
0.0

3.7
—0.5
—3.0

5.0

7.4 
3.3
3.5 

—1.9

2.4
1.1
1.3
3.1

2.4
5.1 
0.6 
8.6 
6.8

—13.7
18.5
—5.8

  —2.0

—0.7
—4.5
—8.1

9.0
3.3
3.6

10.8

2.2
—1.2

2.8
3.2

4.2
1.6
2.7
1.4

—6.9
16.9
14.9 

—15.4

4.5
2.6 

—0.2
1.4

20.5
8.0

—5.4

7.1
—1.9

2.9
5.6

7.2 
2.8 
1.1

6.0
5.6
3.3
4.4

37.3
37.3
37.0
37.3

59.2
59.7
58.4
57.9
60.9

22.1
24.0
24.6
24.7

52.6
50.5
48.6

41.8
41.8
41.8
38.0

15.8 46.9
15.5 47.2
15.6 47.4
15.7 47.0

18.4
19.8 
18.2
15.8

9.2
10.0

9.9

18.3
17.4 
17.3 
18.6

59.6
56.2
57.2
59.5

38.3
39.6
41.9

39.9 
40.8
40.7
43.3

—  40.8 —  
—    40.3 —
—  41.5 —
—  42.1 —
—  39.1 —

Sources: ADB, Key Indicators o f  Developing Member Countries o f  ADB, vol. XX (July 1989); Christopher Browne with Douglas 
A. Scott. Economic Development in Seven Pacific Island Countries (Washinston. D.C.. IMF. 1989): and national sources.

 .ylno ecremmoc dna tropsnart sesirpmoc rotces secivres dna tsacerof ledoM kniL dlroW si 9891 ,anihC rof emocni lanoitaN a
b  f .snoitcejorP e .eulav tuptuO d .noitcurtsnoc sedulcxE c .sisab secirp tnerruc eht no detaluclac erew serahs larotceS 

Ac tual for the first two quarters over the same period of previous year. g Unofficial estimate.

—  12.2—
— 3 .1 —
— 5 .7 —
— 11.3—



destabilizing force in the economy. 
The Government adopted a series 
of austerity measures in Septem- 
ber 1988 to check inflation. These 
measures included restricting 
investment demand, which was 
targeted to be cut by 21 per cent 
in 1989 with a major reduction in 
construction projects and a 20 per 
cent cut in institutional purchases 
over' the 1988 levels. At the same 
time, the rise in pay and allowances 
of employees, which was a source 
of budgetary imbalances, was 
restrained; money supply was strict- 
ly controlled and encouragement 
of saving was provided by raising 
interest rates on deposits, in order 
to prevent the erosion in real 
interest rates which had become 
negative as a result of the high 
inflation rates. A number of other 
reforms to improve fiscal and 
macro-economic management were 
introduced or strengthened. Higher 
priority was given to agriculture 
and infrastructure to reduce bottle- 
necks.

The implementation of the 
above policy measures had helped 
to cool down China’s overheated 
economy. The situation further 
improved as a result of the strong 
recovery of agricultural produc- 
tion and improvements in the 
supply and distribution of essential 
goods.

However, China continued to 
face the need for further difficult 
adjustments. The gap between 
aggregate demand and supply re- 
mained large, as the measures to 
scale down investment were not 
as effective as expected. Incomes 
continued to grow faster than 
productivity improvements, leading 
to unsustainable expansion of con- 
sumer demand. The political unrest 
in summer 1989 caused some in- 
terruption in production and more 
significantly in trade and invest- 
ment flows. The Government in- 
troduced stronger measures to 
stabilize the economy in August
1989. Investment levels were to

be further scaled down while 
ensuring that key development 
projects were not affected. Savings 
were to be provided further incen- 
tives, and macro-economic policies 
were generally aimed at achieving 
a better structural balance in the 
economy.

As a result of these develop- 
ments, a slower rate of economic 
growth than the 7.5 per cent target 
for 1989 was likely to be achieved. 
In the first eight months of 1989, 
the annualized rate of growth of 
the economy slowed down to
5.7 per cent, although earlier pro- 
jections placed it at a higher 6.5 
per cent rate.

The slow-down in the Hong 
Kong economy, which began in
1988 with a GDP growth of 7.3 
per cent, after rapid expansion 
in 1986 and 1987 with growth 
rates of 11.9 and 13.8 per cent 
respectively, continued with a 
marked deceleration to a 2.5 per 
cent rate in 1989. Hong Kong’s 
manufacturing and service-based 
urban economy also ran into severe 
capacity constraints and supply 
bottle-necks following high growth 
in the previous two years. These 
strains were reflected in the low 
rate of unemployment which fell 
to a mere 1.4 per cent in 1988, 
causing widespread labour short- 
ages, wage escalation and rapid 
employee turnover as well as 
a rapid rise in property prices. 
Inflation rates measured by the 
consumer price index climbed 
steadily from 2.8 per cent in
1986 to 5.5 per cent in 1987,
7.5 per cent in 1988 and an esti- 
mated 9.5 per cent in 1989.

Continuing infrastructural con- 
straints appeared as a severely 
limiting factor for Hong Kong’s 
further growth and expansion. This 
led the Government to formulate 
an ambitious $16.3 billion pro- 
gramme of renewal and redevelop- 
ment, which involved the construc- 
tion of a new airport and new ship- 
ping terminals together with roads

and other infrastructures providing 
inter-island linkages. While the 
slow-down in Hong Kong’s eco- 
nomy stemmed mainly from 
domestic supply factors, external 
demand factors also played a part 
as exports faced strong protective 
barriers in the developed country 
markets. Along with other Asian 
newly industrializing economies, 
Hong Kong lost its privileges under 
the generalized system of pre- 
ferences scheme for exports to 
the United States market at the 
beginning of 1989, while quota 
restrictions and anti-dumping 
actions continued to affect a 
number of Hong Kong exports.

Another important factor for 
the slow-down in Hong Kong’s 
economy was the loss of momen- 
tum in the neighbouring economy 
of China, the buoyancy of which 
in recent years had provided a 
major source of growth. A major 
part of China’s trade was directed 
towards Hong Kong, partly as 
entrepot trade with other countries. 
China also provided Hong Kong 
investors an opportunity to re- 
locate many industrial processing 
units to China to take advantage 
of lower labour costs and other 
investment privileges in China’s 
export processing zone, especially 
in the neighbouring Guandong 
Province.

Growth momentum in the 
economy o f the Republic of Korea, 
which grew at a very rapid rate 
during the period 1986-1988, with 
an average 12.6 per cent per annum 
GNP growth, was considerably re- 
duced in 1989. The impressive 
growth record in the previous 
three years was based on the Re- 
public of Korea’s ability to capi- 
talize on the opportunities created 
by a strong yen, low interest rates 
and low oil prices in the second 
half of the 1980s. The rate of 
investment in the economy was 
sustained at an average of nearly 
30 per cent of GNP during the 
period. While the upsurge in ex-
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ports, which grew at 36.2 per cent 
in 1987 and 28.4 per cent in 1988, 
provided the main stimulus to 
the economy, in which exports 
accounted for nearly two fifths 
o f GDP, a strong expansion of 
domestic demand also proved help- 
ful. As a result o f rapid expansion 
in exports and relatively slow 
growth in imports, the Republic o f 
Korea had developed sizeable cur- 
rent account balance-of-payments 
surpluses since 1986 (see chapter 
IV).

In the wake o f rapid growth 
since 1986, the economy faced a 
number o f difficulties. First, with 
the unemployment rate decreased 
to 2.5 per cent in 1988 and labour 
market conditions tightened, 
which, along with the introduction 
o f democratic reforms since 1987, 
caused an escalating num ber o f 
industrial disputes and demands for 
increased wages. Second, the steep 
rise in nominal wages, which had 
registered an annual 20 per cent rise 
since the later part o f  1987, created 
inflationary pressures. The rate o f 
inflation in the economy, measured 
by the consumer price index, ac- 
celerated from 3 per cent in 1987 
to  7.1 per cent in 1988 and was esti- 
mated at a lower 5.6 per cent as o f 
June 1989. Third, while the success 
in improving the balance o f pay- 
ments and creating large surpluses 
helped in the achievement o f a net 
reduction in the country’s external 
indebtedness, it also created some 
serious problems. Not only did 
the surpluses cause trade friction 
with the Republic o f Korea’s major 
trade partners, they also tended 
to expand domestic money supply 
and reinforce inflationary pressure.

Such internal and external 
pressure tended to create serious 
difficulties for the economy o f the 
Republic o f Korea in 1989. The 
excessive wage increases, together 
with the further appreciation o f 
the won, seriously eroded the 
country’s international competitive- 
ness and investment profitability.

Exports were also affected by pro- 
duction interruptions owing to 
labour disputes and work stop- 
pages, as well as by wage increases. 
The effects o f the appreciation 
o f the won by more than 15 per 
cent in 1988 and o f the wage in- 
creases could further erode the 
competitiveness of the Republic 
o f Korea’s exports and limit their 
growth to  3-4 per cent in 1989. 
While export growth decelerat- 
ed sharply, imports tended to  rise 
rapidly. As a result, the country’s 
current account balance-of-pay- 
ments surplus was estimated to 
have been reduced by more than 
60 per cent in 1989 from the 1988 
level.

During the early part o f  1989, 
there was also a sharp deceleration 
in the growth o f investment in the 
economy. Growth in fixed invest- 
m ent slowed from 11.8 per cent 
to  an annual rate o f 8.6 per cent 
during the first quarter of 1989. 
Investment in infrastructure facili- 
ties grew by an annual rate o f 2.1 
per cent, falling drastically from
21.8 per cent in 1987 and 10.1 per 
cent in 1988. Declining exports 
and investment had a severe im- 
pact on manufacturing output, 
growth in which dropped sharply 
to an annual rate o f 1 per cent 
in the first quarter o f 1989 in 
contrast with 18.3 per cent in
1987 and 13 per cent in 1988. 
GNP growth during the first quarter 
o f 1989 decelerated to 5.7 per 
cent only. The latest indications 
were that growth during the year 
could reach 6.5 per cent as against 
the Government’s target rate o f 
8 per cent.

The national income o f Mongo- 
lia grew by 4.3 per cent in 1988, 
compared with 2.8 per cent in 1987 
and 5.6 per cent in 1986. lik e  
the other economies in the East 
and North-East o f  the ESCAP 
region, Mongolia appeared to  have 
been experiencing an economic 
slow-down, as evident from an 
average 4.5 per cent growth during

1986 to 1988, compared with
7.4 per cent during the period 
1981-1985. This could be at- 
tributed to many years o f extensive 
development, the further possibi- 
lities of which had been gradually 
exhausted. Further growth of 
the economy required to  be 
based on more intensive develop- 
ments and productivity gains from 
available resources. In order to 
achieve that objective, Mongolia 
had started to  reform its economic 
management systems starting in
1987, aiming at renovating the 
scientific and technological base 
o f production and achieving a 
higher level o f labour productivity. 
Starting in 1989, the important 
sectors of the country’s economy 
switched to new methods of 
management which allowed greater 
independence for production enter- 
prises. This decentralization of 
management decision-making to 
the enterprise level, together with 
the emphasis on upgrading tech- 
nology, could be expected to 
raise productivity and overall 
economic growth rates.

2. South-East Asia

Brunei Darussalam’s GDP in
1989 was estimated to  increase 
by 2.5 per cent against 2.2 per 
cent in 1988. The finning of
oil prices world wide enabled the 
country to  raise export earnings. 
During the decade 1975-1985, the 
GDP o f Brunei Darussalam — an 
economy which depended heavily 
on oil — grew by an annual average 
o f over 14 per cent. During the 
1980s, as a result o f a sharp decline 
in the price of oil, the economy 
underwent a severe recession.

In 1989, Indonesia’s economy 
was estimated to achieve 6.2 per 
cent growth, compared with a 
revised GDP growth rate o f 5.7 
per cent in 1988. The Indonesian 
economy had become rapidly diver- 
sified in recent years from its 
earlier heavy dependence on oil
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and gas (see box I.3). The manu- 
facturing sector, though still rela- 
tively small, had expanded rapidly 
and contributed significantly to 
exports. In the industrial sector, 
textiles and finished garments, 
paper pulp and plywood were 
making rapid advances. Other 
industries based on Indonesia’s rich 
natural resources — tyres and other 
rubber products, processed food, 
beverages and cigarettes — also 
made significant advances and 
figured prominently in non-oil 
exports. In spite of these structural 
changes, agriculture remained the 
dominant sector of Indonesia’s 
economy, employing about 53 per 
cent of the labour force and con- 
tributing 23 per cent to GDP. 
Agricultural output was helped 
by good weather and expanded 
by 3.8 per cent in 1988, and 3.7 
per cent in 1989.

Indonesia achieved a larger 
trade surplus in 1988 than in 1987. 
Interest payments on foreign debt 
and other service and income pay- 
ments registered relatively small 
increases, which helped to achieve 
a reduction in the current account 
deficit to about 60 per cent of the 
1986 level. However, debt service 
payments in 1988 were an esti- 
mated 40 per cent of export earn- 
ings. Those payments, the single 
largest item of the Government’s 
recurrent expenditure (over 50 per 
cent of the total), represented an 
important constraint on domestic 
policy. During 1989, the Govern- 
ment was expected to receive 
substantial ODA — estimated to be 
around 30 per cent of the total 
government revenue. Investment 
rates, exceeding 25 per cent of 
GDP, remained among the highest 
in the region and were expected 
to accelerate further if the recent- 
ly observed trend of aid and direct 
investment inflows continued.

Indonesia’s fifth five-year plan, 
which was launched in April 1989, 
called for a sustained rate of 
economic growth of 5 per cent per

annum. The manufacturing sector 
was to play a leading role in 
economic expansion and provide 
the much-needed employment op- 
portunities. Overall annual growth 
of 8.5 per cent per annum was 
projected for the manufacturing 
sector. The agricultural sector was 
to grow at a rate of 3.6 per cent 
per annum.

Malaysia’s economy in 1989 
was set to achieve a growth rate of
7.6 per cent, somewhat lower than 
the 8.7 per cent recorded for 1988. 
The manufacturing sector, which 
had surpassed agriculture in its 
contribution to GDP, continued its 
rapid expansion. In 1989, manu- 
facturing growth considerably 
offset the effect of a general 
weakening of commodity prices 
on Malaysia’s export and GDP 
growth. Gross domestic invest- 
ment, which averaged 26 per cent 
of GDP during the period 1985-
1988, rose to above 28 per cent 
in 1988, after a drop to around 23 
per cent in 1987. Investments 
remained buoyant in 1989.

Malaysia’s recent economic 
expansion was fairly broad based, 
with manufacturing as the lead 
sector. Growth within this sector
— accounting for 24 per cent of 
GDP — itself was broad based, sup- 
ported by demand in both foreign 
and domestic markets. In 1988, 
rubber and rubber products, che- 
micals and chemical products, and 
construction-related materials ex- 
perienced impressive growth, rang- 
ing from 18 per cent for electronics 
to 75 per cent for rubber products. 
The agricultural sector’s growth of
4.4 per cent came mainly from 
substantial increases in palm oil and 
rubber production; sawlog pro- 
duction declined because of the 
effects of bad weather and decline 
in demand from Japan. Mining and 
quarrying expanded output by 6.3 
per cent. This was largely ac- 
counted for by increased output 
of crude petroleum. Tin production 
declined. Continued demand for

low- and middle-cost housing and 
the implementation of public sector 
projects helped maintain the 
growth of the construction sector.

During the first half of 1989, 
imports increased by more than 
40 per cent over the correspond- 
ing period of 1988, while exports 
increased by 23 per cent. An im- 
portant factor behind the increase 
in imports was the large in- 
crease in capital goods imports 
occasioned by continued economic 
expansion. The Government’s 
recent efforts to diversify the 
economy had brought positive 
results. As in the structure of GDP, 
so also in exports, manufactured 
goods as a proportion increased 
rapidly. In 1988, manufactured 
goods accounted for 48.6 per cent 
of total exports; in 1989, their 
weight was expected to increase to 
nearly 60 per cent. Electronic and 
electrical goods, textiles, and 
rubber- and wood-based products 
were the major components of 
manufactured exports. With a 60 
per cent share in GNP, buoyant 
exports had a strong influence on 
Malaysia’s overall growth per- 
formance.

Strong domestic demand in
1989 compensated for the weak- 
ness of commodity exports. In 
fact, domestic demand had played 
a much more important role re- 
cently than in the early years of 
the decade. Demand expansion 
spread across private consumption 
and public and private investment. 
In 1988, private investment in- 
creased by 18 per cent and private 
consumption by 15.5 per cent, 
thus providing important stimuli 
to growth. Public sector invest- 
ment, largely for upgrading in- 
frastructure and transport facilities, 
was to increase by a similar per- 
centage. During 1989, the Govern- 
ment’s monetary policy was aimed 
at ensuring price and exchange rate 
stability, by means of the central 
bank absorbing the excess liquidity 
in the economy. However, the
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measures were carefully designed 
to ensure that they did not raise 
the value of the ringgit and reduce 
the competitiveness o f the coun- 
try ’s manufacturing exports.

Unemployment at 8 per cent 
remained a major weakness in the 
otherwise robust economic scene

in Malaysia. Moreover, there were 
serious imbalances in both  the 
occupational structure and regional 
distribution o f employment. Thus, 
while there was a shortage o f labour 
in the electronics and plantation 
sectors, the unemployment rate 
among university graduates re-

mained high. The unemployment 
situation was made worse by its 
uneven regional distribution.

The Philippine economy had 
achieved accelerated rates of 
economic growth since its recovery 
started in 1986. The economic 
growth rate peaked to 6.3 per cent

Box I.3. Indonesia diversifies its economy away from dependence on oil/gas
The “reverse oil-shock” , which 

was brought about by the precipitous 
fall in the prices of oil — from $32 
per barrel in 1981 to an all-decade 
low of $8 in 1986 — had lasting 
adverse effects on the economic per- 
formance of the few oil-exporting 
countries of the region. As a result, 
they had to bear the continuing 
burden of adjustment, from which 
some have not yet fully recovered. 
The experience of Indonesia, one of 
the largest producers and exporters 
of oil in the region, serves to illustrate 
the scale of the problems encountered 
and the degree of success achieved 
in making the necessary adjustments 
through sustained policy efforts.

The Indonesian economy was 
growing at a rate of nearly 8 per cent 
before it was hit by the reverse oil 
shock in 1981. By the mid-1980s, 
when oil prices had fallen to their 
lowest level during the decade, the 
growth rate fell to around 2-3 per 
cent. After a painful period of ad- 
justment, extending over half a 
decade, the real GDP growth rate 
was recovering to an estimated 6.2 
per cent in 1989.

During the period of adjust- 
ment, although oil prices recovered 
partially, the growth stimulus to 
the economy was provided by the 
rapid expansion of the non-oil/gas 
sector, which increased its share in 
GDP from 75.7 per cent in 1981 
to 86.5 per cent in 1989. The value 
of GDP originating in the oil and 
gas sector fell from a level of 
18,740 billion rupiah in 1984 to 
13,360 billion rupiah in 1986 (in 
current prices). It rose to 17,290 
billion rupiah in 1988, which was 
still below the level of 1984. On the 
other hand, the non-oil/gas manufac- 
turing sector with a real growth rate of 
6.1 per cent and the agricultural 
sector with a growth rate of 3.4 
per cent annually  between 1983 and
1988, sustained the economy’s overall

growth and brought about a substantial 
diversification in the economy.

It was, however, in the foreign 
trade sector of the economy where 
resilience of the non-oil sector had 
the greatest impact. Earnings from 
oil and gas exports declined from 
$20.7 billion in 1981 to $7.7 billion 
in 1988, a fall of $13 billion. The 
value of total exports in 1988 was 
still $5.9 billion less than in 1981, 
which meant that $7.1 billion of 
the loss in export values of oil and 
gas was made up by non-oil exports, 
the value of which has exceeded that 
of oil and gas since 1987 (see figure). 
This pattern of change rapidly diver- 
sified the sources of export earnings 
as indicated by the rise in the share 
of non-oil/gas exports from about 
18 per cent in 1981 to 60 per cent 
in 1988 with a corresponding decline 
in the share of oil and gas (see table).

The most remarkable feature 
of Indonesia’s export performance 
in recent years was that most of the 
additional earnings from non-oil/gas 
exports came from the export of 
industrial products. Of the $7.1 
billion additional non-oil/gas exports

in 1988 over those of 1981, as much 
as $6.6 billion, or 93 per cent, were 
accounted for by industrial exports. 
Two major sources of growth of 
industrial exports are processed 
wood products, and garments and 
textiles, both of which recorded 
rapid growth particularly in 1987 
and 1988. Processed wood exports 
increased 64.7 per cent in 1987 and 
23.5 per cent in 1988, when they 
accounted for a quarter of total non- 
oil/gas exports. Garments and textile

Changes in the share of the non-oil/gas sector in the economy
(Percentage)

GDP Exports
Government

revenue

1981 75.7 17.9 29.4
1982 78.5 17.6 34.2
1983 79.2 23.7 34.0
1984 78.5 26.8 34.4
1985 79.9 31.6 42.1
1986 86.1 44.1 60.7
1987 84.3 50.1 51.7
1988 86.5 60.0 58.6
1989 59.5a 6 8 .7b

Source: National sources.
a bFirst quarter. Budget.
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in 1988 after 4.7 per cent growth 
in 1987. In the first half of 1989, 
growth slowed to 5.3 per cent, 
but was projected at 5.6 per cent 
for the year.

During the first half of 1989, 
gross value added in the agricul- 
tural sector, which contributed

exports grew at a rate of 27.2 per 
cent in 1987 and 35.8 per cent in
1988.

The recovery from the sharp 
decline in government revenues, 70 
per cent of which were provided by 
the oil and gas sector in 1981, was 
another impressive aspect of 
Indonesia’s adjustment efforts. 
However, government revenues fell 
from a level of 8,628 billion rupiah 
in that year to 6,338 billion rupiah 
in 1986 and were estimated at 7,900 
billion rupiah in 1989. Although the 
levels were somewhat higher in the 
intervening years of the decade, 
the value of government revenues 
in real terms was considerably lower 
than the value of earnings in 1981. 
Such large decreases in the amount 
of budgetary receipts brought govern- 
ment budgets under severe pressure, 
with obvious temptations for in- 
flationary finance. However, the 
government made determined efforts 
to adjust its expenditure level while 
seeking to raise revenue from other 
sources (see chapter V). As a result, 
revenue from non-oil/gas sources more 
than quadrupled between 1981 and
1989, with the percentage of non- 
oil/gas in total revenue rising from 
29.4 per cent in 1981 to 68.7 per 
cent in 1989 (see table). Among other 
fiscal measures that the government 
introduced during the period, a value- 
added tax system, which became 
effective in 1985, gave a substantial 
boost to government revenue 
resources. Value-added tax contri- 
buted an estimated 23.1 per cent of 
total revenue in 1989 compared with 
a share of 5.8 per cent of revenue 
collected in 1983 from the taxes 
which the value-added tax replaced.

It is apparent that in both the 
foreign trade sector and the govern- 
ment sector the Indonesian economy 
had coped rather well with the 
tremendous adjustment difficulties it 
had faced.

around 28 per cent to GDP, in- 
creased by 4.3 per cent on an 
annualized basis. Over the period
1984-1988, gross value added in 
the sector increased at an annual 
average rate of 2.5 per cent. 
Growth in agriculture was favour- 
ably affected by reforms such as 
the removal of export taxes on 
primary exports and some im- 
provements in support services. 
However, the tempo of expansion 
remained weak because of inade- 
quate infrastructural support, weak 
attempts at crop diversification, 
and limited price stabilization 
funds. Industrial growth at 7-8 
per cent during the period 1987-
1988 was the main source of 
economic growth. Transport and 
electrical machinery, metal indus- 
tries, textiles, paper products, foot- 
wear and food industries per- 
formed particularly well. In 1989, 
industrial growth was expected to 
be around 7 per cent, compared 
with 8.5 per cent in 1988.

However, the Philippine eco- 
nomy continued to face a number 
of serious problems. First, there 
was the foreign debt overhang and 
the associated external financing 
gap. The country was experiencing 
a net resource outflow, estimated 
at $2.6 billion in 1988. Negotia- 
tions aimed at improving the for- 
eign debt situation continued 
in 1989. Although the Government 
received pledges of substantial aid 
and credit, serious infrastructural 
bottlenecks continued to affect the 
country’s ability to fully utilize 
available funds. Second, there was 
considerable cause for concern on 
the social front. The comprehen- 
sive land reform programme prom- 
ised by the Government made 
insufficient progress in actual im- 
plementation. Poverty in the coun- 
tryside remained acute and the 
rate of population increase re- 
mained one of the highest in 
South-East Asia. Continuing deple- 
tion of forest resources at high 
rates raised serious environmental

concerns and resulted in a general 
decline in the production of 
major forest products since 1984. 
Finally, there was growing con- 
cern about inflation, which was 
running at a rate of nearly 12 per 
cent in the second half of 1988, 
the highest rate in South-East 
Asia.

Singapore’s economy conti- 
nued to experience robust growth 
in 1989, although its first half 
GDP growth of 9.2 per cent was 
considerably lower than the 11 
per cent growth attained in 1988. 
The strong resurgence of growth 
in Singapore’s economy since 1986 
was achieved through the domestic 
stabilization and restructuring 
measures which restored the com- 
petitiveness of its exports, as it 
enjoyed an edge over those of the 
region’s other newly industrializing 
economies in terms of relative wage 
increases, inflation and currency 
appreciation. Its growth was also 
sustained by the resilience of the 
economies of its principal trading 
partners: the United States, Malay- 
sia, the European Community and 
Japan.

External demand for Singa- 
pore’s exports slowed in the first 
half of 1989. After a period of 
sharp increase in world demand for 
electronic goods, it weakened and 
adversely affected Singapore’s 
exports, half of which consisted of 
such goods. In the first half of
1989, exports increased by 12 
per cent over the corresponding 
period of 1988, but this growth 
rate was well below the rates ex- 
perienced in 1988 and 1987. Im- 
ports were rising at a rate of 13 
per cent in the first half of 1989.

Recovery in domestic demand 
was based on increase in both 
private consumption and invest- 
ment. During the first half o f the 
year, private consumption rose by 
8 per cent, government consump- 
tion by 9 per cent and business 
investment by 34 per cent. For 
the first time since 1983, private

23



residential and non-residential 
construction both  registered in- 
creases together. Public investment, 
which had been declining since
1987, declined by over 20 per cent 
in the first half o f 1989. This 
reduction reflected contraction o f 
expenditure on public housing 
and other building projects, as well 
as the near completion o f the Mass 
Rapid Transit Project.

Singapore continued to have 
one o f the highest savings rates in 
the world, estimated at 42 per 
cent o f GNP in 1988. Gross 
national savings had exceeded gross 
domestic capital formation since
1986 and turned Singapore into a 
net creditor. The savings rate re- 
flected the high compulsory private 
savings through the Central Pro- 
vident Fund and government 
budget and statutory board sur- 
pluses.

As in other newly industrializ- 
ing economies, high growth over 
the period 1987-1989 resulted in 
the emergence o f labour shortages 
at all skill levels and an increase in 
dependence on foreign labour. 
As a result, concern about the 
dependence of the private sector 
on foreign labour that had become 
prominent in the period before
1985, re-emerged.

In 1989, Thailand’s economy 
was growing at a rate o f above 10 
per cent, compared to  an 11 per 
cent growth in 1988. The growth 
was less balanced than in the 
previous year, when agriculture and 
manufacturing had expanded by
8.6 per cent and 12.5 per cent 
respectively. In 1989, agriculture 
was estimated to  grow by 4.8 per 
cent whereas the industrial output 
was growing much faster than in
1988 (the index in May was up
29 per cent over the corresponding 
period o f 1988).

The investment rate had 
climbed and was expected to 
remain high through 1990. Gross 
domestic investment rose to 27.5 
per cent o f current price GDP in

1988, from 26 per cent in 1987 
and 22 per cent in 1986. The 
investment rate was expected to 
rise to  almost 30 per cent in 1989, 
which, with a domestic savings 
rate at around 25 per cent, would 
leave a savings-investment gap of 
about 5 per cent o f  GDP. To 
reduce this gap, the Government 
o f Thailand emphasized mobiliza- 
tion of higher levels o f  domestic 
savings, and reliance on foreign 
direct investment was preferred to 
commercial borrowings, which were 
subject to  annual ceilings.

Foreign trade continued to 
expand rapidly. Exports in 1989 
were estimated to  increase by 30 
per cent, and imports by 31 per 
cent. The trade deficit for the year 
was projected at a higher level 
than in 1988 but with the positive 
services balance and unrequited 
transfers, the current account 
deficit was expected to  remain 
manageable. Government finances 
were also in a healthy position, 
with revenues exceeding expendi- 
ture and treasury reserves (at the 
end o f June 1989) standing at over 
40 billion baht.

Thailand’s economy thus re- 
mained poised for continuing high 
and steady rates o f growth. Thai- 
land was among the small group o f 
developing countries which were 
able to  benefit from the changes in 
the world economic situation which 
had begun to emerge at the later 
half o f  the 1980s. These included: 
significant decline in oil prices, a 
realignment of currency exchange 
rates inducing foreign investment 
in Thailand, increasing cost pres- 
sures on the Asian newly indus- 
trializing economies, expansion of 
world trade, and stronger prices in 
commodity markets. These factors, 
from which the economy was ready 
to  benefit as a result o f a number 
o f im portant domestic policy 
changes undertaken earlier, put 
Thailand’s economy on a higher 
growth path.

Continued strong expansion

of the economy, however, gave 
rise to  policy concern in a 
number of areas. Among these 
the foremost was strain caused to 
the infrastructures, especially in 
transport and communications. 
An equally important and grow- 
ing concern was protectionism in 
the developed economies, which 
became increasingly important as 
the economy was geared more 
towards an expansion in exports. 
There was emerging concern in
1989 with rising prices. In July, 
the consumer price index was 
rising at a year-to-year rate of
6.2 per cent against a target of 
keeping the rate within a limit of 
5 per cent. The Government’s 
policy response to these issues 
was not lacking. With a fiscal 
surplus, the Government was in 
a position to use monetary means 
to control inflation. To overcome 
infrastructural bottle-necks, the 
Government, apart from using its 
own resources, was also encourag- 
ing the private sector to participate 
in the development o f infrastruc- 
tures.

After two years o f slow growth 
averaging 2.9 per cent during the 
period 1986-1987, which barely 
permitted any rise in per capita 
income in the country, Viet 
Nam’s economy displayed a strong 
performance in 1988 with a 
national income growth of 5.9 
per cent. The economic difficul- 
ties o f 1986-1987 were mainly 
related to a decline in agricultural 
output, by 3.4 per cent in 1987, 
after a slow growth o f 1.4 per 
cent in 1986. Agriculture, with 
a share o f 48 per cent o f national 
income and two thirds o f total 
employment, dominated the 
economy. Agricultural production, 
50 per cent o f  which was food 
grains, mainly rice, suffered owing 
to bad weather. Food grain pro- 
duction in 1987 fell by 4.7 per cent 
to  17.5 million tons as against a 
planned target o f 19.2 million tons, 
causing per capita food grain pro-
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duction to decline from 304 kg 
in 1985 to 281 kg in 1987.

Agricultural production revived 
in 1988, with a 4.5 per cent rate 
of growth. Food grain production 
increased to over 19 million tons. 
The improved performance was 
expected to continue in 1989, 
with food grain production likely 
to exceed 20 million tons. The 
growth in the agricultural sector 
reflected better weather conditions 
as well as agricultural reform 
measures introduced by the 
Government. The reforms included 
introduction of individual family 
farming systems, abolition of com- 
pulsory procurement quotas of 
agricultural products and their 
replacement by taxes, freedom 
allowed to farmers to sell their 
output and buy inputs for cash, 
and legalization of private trading 
in food grains.

Growth in industrial produc- 
tion remained high in both 1987 
and 1988, with rates of above 10 
per cent. Growth of light industries 
was faster, with an 11 per cent 
rate in 1988 compared with 5.4 
per cent in heavy industry. This 
pattern of differential growth 
within the industrial sector was 
a feature continuing from the 
early 1980s, which changed the 
structure of industrial produc- 
tion in favour of light industries 
with their contribution rising to 
70 per cent of total industrial 
output in 1988. In 1989, indus- 
trial production was expected to 
be at least 3 percentage points 
lower than in the previous two 
years, largely due to the sluggish 
growth of the heavy industrial 
sector. The overall GNP growth 
in 1989 was also likely to be 
slower owing to stagnation in 
industrial production.

Viet Nam’s economy conti- 
nued to encounter difficulties in 
several directions. The Govern- 
ment had already liberalized poli- 
cies to permit and encourage a 
greater role of the private sector

in economic activities, including 
the enactment of a foreign invest- 
ment code. However, these 
measures had not yet yielded 
positive results. In fact, the rate 
of fixed investment fell from 15.1 
per cent of real national income 
in 1985 to 8.3 per cent in 1988. 
During 1989, investment priority 
was being accorded to outlays 
directed at the implementation 
of targets for increasing produc- 
tion of food, consumer goods 
and exports. In general, rehabili- 
tation and improved utilization 
were given priority over new in- 
vestment in order to revitalize 
agriculture, and infrastructural 
facilities in both rural and urban 
areas.

In the foreign trade sector, 
the economy continued to face 
large structural imbalances. Over- 
all, the countries’ imports were
2.5 to 3 times higher than its 
exports. Viet Nam’s trade re- 
mained largely geared to the 
non-convertible currency areas, 
with 60 per cent of exports going 
to those areas. However, a much 
smaller proportion of imports came 
from those areas, although such 
imports were much higher in 
value than exports to them. Viet 
Nam therefore experienced large 
trade deficits, with both the con- 
vertible and non-convertible cur- 
rency areas. Whereas the deficits 
with the non-convertible areas 
could be financed with the trans- 
ferable rouble funds available for 
the purpose, financing difficulties 
were much more acute for the 
deficits with the convertible areas 
in view o f Viet Nam’s lack of 
access to both official and private 
sources of international finance.

Large fiscal deficits and high 
rates of inflation were the two 
other major problems that the 
Viet Nam economy had encoun- 
tered in recent years. During 
the period 1986-1988, the general 
price index increased by over 15 
times. During the same period,

government revenue and expendi- 
ture increased by 18 and 24 times 
respectively. As a result, the 
budget deficits increased by al- 
most 30 times. This imbalance 
arose largely from the explosive 
growth of current expenditure, 
particularly wages and subsidies 
as well as transfers to state enter- 
prises. In the absence of sufficient 
foreign resources, the principal 
burden of financing the deficits 
fell on the State Bank, whose net 
credit to the state budget rose 
by almost 20 times between 1986 
and 1988.

However, the Government re- 
cently introduced vigorous stabili- 
zation measures, cutting back on 
state subsidies and other expendi- 
ture and limiting credit expansion. 
These started to have their effect, 
as was evident from a general de- 
celeration o f inflation in the 
economy. The inflationary spiral 
which had been building up until 
mid-1988 was brought under 
control. From a monthly in- 
flation rate of about 25 per cent 
in May 1988, the rate was brought 
down to less than zero by May
1989. That could be seen to be 
one of the greatest achievements 
of various policy reforms which 
were being implemented since
1986.

3. South Asia and the Islamic 
Republic of Iran

With an estimated 10 per cent 
growth in real GDP in 1988, the 
Indian economy rebounded very 
strongly from a depressed year in
1987, when the rate o f GDP growth 
had dipped to 3.6 per cent. The 
increased resilience of the Indian 
economy was already evident in
1987 when it attained a growth rate 
of 3.6 per cent — which was above 
the average growth rate of the 
economy a decade earlier — 
despite the effects of unprece- 
dented droughts consecutively in 
both 1986 and 1987. With the
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achievement of 10 per cent in
1988, the average rate o f real GDP 
growth during the first four year 
period of India’s seventh five-year 
plan reached 5.6 per cent, ex- 
ceeding the planned target o f  a 
5 per cent rate o f growth.

The 1988 GDP growth was 
strongly influenced by the record 
growth of almost 23 per cent 
in agricultural production after two 
years o f  consecutive decline in
1986 and 1987. Industrial produc- 
tion also grew at a rate o f  8.8 per 
cent in 1988, after growing by
7.3 per cent in the previous year. 
These rates were also much above 
the achievements in the past. With 
the economic structure becoming 
more diversified over the years — 
both the agricultural and the in- 
dustrial sectors currently contri- 
buting an almost equal share of
30 per cent each in gross domestic 
product — strong performance of 
the two sectors could be seen to 
make a qualitative difference in the 
content of growth and its sustain- 
ability.

However, in 1989 the per- 
formance o f the economy was 
likely to  be less impressive, with 
the rate of GDP growth stabilizing 
to a moderate 4 to 5 per cent, a 
rate close to the target average for 
the five-year plan. Agricultural 
production in 1989 was likely to 
grow by 2 per cent over the high 
level reached in 1988. Industrial 
production, however, was likely 
to reach 8 per cent during the 
year.

India’s foreign trade sector had 
also performed much better in 
recent years. Liberalization o f 
industrial and trade policies, 
together with measures to upgrade 
technology and special efforts to 
identify thrust areas o f exports, 
contributed to acceleration in ex- 
ports growth. Buoyancy in world 
demand for India’s exports, more 
than 60 per cent o f which were 
industrial products, also helped in 
recent export performance. Im-

ports, however, also increased, 
resulting in large trade and current 
balance-of-payments deficits ex- 
ceeding $5 billion over the past 
few years. Exceptionally large 
imports took  place in 1988 on 
account o f the drought-induced 
shortages in agricultural supplies 
and the need for replenishment 
of stocks o f several essential com- 
modities. A substantial part of 
the current account deficits was 
financed by commercial borrow- 
ings, resulting in a rapid increase 
in India’s outstanding external debt 
and debt-servicing obligations in 
recent years.

A related area of concern in 
the Indian economy was a stagna- 
tion in the domestic savings rate, 
although it was the highest in 
South Asia. The savings rate 
stagnated at about 21 per cent of 
GDP in 1987 and 1988, which was 
much lower than the rate achieved 
in previous years.1 The actual rates 
achieved were lower also than the 
rates targeted in the five-year plan. 
The recent acceleration in India’s 
growth rates can be sustained only 
through increased mobilization of 
domestic savings or a perceptible 
rise in the efficacious use o f capital.

The budgetary deficit o f the 
central government increased to
11.3 per cent o f aggregate receipts 
in 1988 as compared with 9.5 
per cent in 1987. Broad money 
registered a growth o f 17.6 per 
cent in 1988 as against 15.7 per 
cent in the previous year. This was 
mostly due to  the expansion of 
bank credit to the commercial 
sector, bu t bank credit to the 
government also expanded at a 
rate o f 15.1 per cent in 1988 
after an 18 per cent increase 
in 1987.

During the current decade, 
relatively high rates o f growth in 
money supply, which averaged

1 Recent revision of data may also 
have been reflected in the apparent 
decline.

about 16-17 per cent per annum 
and to which the budgetary deficits 
contributed substantially, caused an 
average of about 8 per cent price 
inflation per annum. In 1988, 
despite the impressive output levels, 
the inflationary pressure continued. 
The wholesale price index regis- 
tered an average growth o f 7.3 
per cent, improving marginally 
upon the 7.6 per cent level o f 1987. 
The consumer price index for in- 
dustrial workers indicated an in- 
crease o f 8.6 per cent in 1988, 
which compared well with 9.8 
per cent in 1987.

The Pakistan economy had 
shown signs of deceleration in 
the last two years. The rate of 
growth o f GDP declined to 5.1 
per cent in 1989, as against 6.2 
per cent in 1988 and an average 
o f 6.8 per cent during the period
1985-1988. The 1989 slow-down 
could be attributed to the depress- 
ed growth o f 3.1 per cent in 
manufacturing output, which had 
achieved 7.6 per cent growth in 
the previous year. Value added 
in large-scale manufacturing in- 
creased only by 1.2 per cent, but 
small-scale manufactures maintain- 
ed a growth of 8.4 per cent during 
the year. Growth rates in construc- 
tion, wholesale and retail trade, 
transport and storage, and com- 
munications sectors also decelerat- 
ed. Agriculture, with an accelerat- 
ed growth o f 6.1 per cent, as com- 
pared with 2.7 per cent in 1988, 
propped up the economy’s overall 
growth. With the exception of 
rice, which suffered flood damage, 
most other agricultural crops made 
substantial gains in production.

Foreign trade and the balance- 
of-payments position continued to 
cause difficulties for the Pakistan 
economy. Merchandise exports 
were increasing by about 5 per 
cent during 1989, down from over 
20 per cent growth in 1987 and
10 per cent in 1988. Import 
growth, on the other hand, ac- 
celerated to 13 per cent in 1988,
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from 8 per cent in 1987, with 
similar accelerated growth observed 
in 1989 also. Trade deficits 
worsened as a result, with the ratio 
of imports financed by exports 
declining to 66.3 per cent in 1989 
from 69.7 per cent in 1988. A 
decline in the export prices, floods, 
and dislocation of commercial 
activities in Karachi and other Sind 
areas adversely affected the coun- 
try’s exports, while the import 
bill increased owing to unusually 
heavy imports of food grains and 
higher unit prices of several cate- 
gories of imports. Net factor in- 
come from abroad, a major support 
to the balance of payments, was 
estimated to have declined by 19.5 
per cent, mainly owing to the 
decline in remittances from over- 
seas Pakistanis, and also because 
of the cost of servicing external 
loans. The current account balance 
deficit was estimated to have 
widened by about 18 per cent 
compared with 1988.

Pakistan’s low national savings 
rate declined to 12.3 per cent 
in 1989, after a slight improvement 
in 1988 to 13.3 per cent of GNP. 
The fall in national savings was 
contributed by both a fall in 
domestic savings, from 10.7 to
10.2 per cent of GDP, and a decline 
in net factor income from abroad. 
Gross domestic investment was esti- 
mated at 17.4 in 1989, also lower 
than in previous years. However, 
a savings-investment gap of around 
5 per cent of GDP persisted. The 
strong private sector investment 
growth of 19.5 per cent, compared 
with a 2.7 per cent growth in public 
sector investment, reflected the de- 
liberate policy of the Government 
to encourage private investment in 
all sectors — agriculture, mining 
and quarrying, small-scale manu- 
factures, transport, and banking 
and insurance.

Government revenue increased 
by 19.5 per cent in 1989 over the 
previous year. Current expenditure 
increased by 16 per cent, but

development expenditure dropped 
by 4.5 per cent over the preceding 
year. The overall budget deficit 
declined, though marginally. The 
deficit was financed mainly by 
domestic non-bank borrowing, fol- 
lowed by external resources and 
borrowing from the banking 
system. Monetary expansion in
1989 was initially targeted to an 
increase of 11.5 per cent, com- 
pared with the actual increase of
12.2 per cent in 1988. A mid-year 
review revised the target to 11.6 
per cent. Information available 
indicated a deceleration in the 
growth of monetary assets during 
the nine-month period ending in 
March 1989, with an increase of
2.8 per cent as compared with 9.3 
per cent for the previous nine- 
month period. Owing to a normal 
time-lag, the excessive monetary 
expansion of the preceding year 
had accentuated the country’s in- 
flationary situation in 1989, which 
was also worsened by strains 
caused by floods, drought and 
urban disturbances. Consumer price 
indices increased by 7.1 per cent 
during the two periods indicated 
above.

In Sri Lanka, continuing poli- 
tical problems, decline in foreign 
assistance, and worsening terms 
of foreign trade resulted in low 
rates of growth in the economy, 
especially since 1987. In 1989, 
the economy was expanding 
by 3.2 per cent, compared with 
the 2.7 per cent increase in 
gross domestic product experienced 
in the previous year. The primary 
sector, which achieved a growth 
rate of 2.1 per cent in 1988, was 
to grow by 3.5 per cent in 1989. 
The food production sector was 
experiencing a lower growth rate of
2.3 per cent, mainly owing to dis- 
ruptions in input supplies for 
paddy production. Outputs of 
tea and rubber registered slower 
growth, but coconut output, which 
responded cyclically to weather 
and fertilizer application, was to

record a bumper growth of 33 
per cent in 1989. Provisional 
estimates put manufacturing 
growth at 4.1 per cent in 1989, 
as against an average of 5.3 per 
cent obtained during 1985-1988. 
Agro-processing industries which 
depended upon the production 
of the tree-crop sector could 
contract by 4.4 per cent in 1989.

International trade was of 
crucial importance to Sri Lanka, 
a relatively small economy 
with a high ratio of foreign 
trade to GDP. However, export 
earnings were growing at much 
slower rates than imports and 
the persistent deficit in the 
balance of payments was not 
likely to improve in 1989. The 
net capital inflows, both official 
and private, financed only 60 
per cent of the current account 
deficit in 1988. Inflow of foreign 
investment declined in 1988 and 
was unlikely to revive in 1989. 
With increased reliance on foreign 
loans,- debt-service payments as 
a ratio o f the export receipts, 
services and private transfers, in- 
creased from 27.7 per cent in
1987 to 28.8 per cent in 1988.

The domestic savings ratio of
Sri Lanka, at 12.8 per cent in
1988 and 1989, compared with an 
investment rate of above 23 per 
cent, left a wide resource gap. A 
reduction in gross domestic capital 
formation from above 30 per cent 
in the early 1980s to 23 per cent 
was partly the result of the lower 
level of spending in the Mahaweli 
Development Project.

In 1989, total government 
revenue was expected to increase 
by 24.8 per cent. An initial esti-
mate of a 21.4 per cent increase 
in government expenditure was 
slashed down to 6 per cent. In
1989, monetary policy was aimed 
at reducing the growth rates of 
monetary assets to prevent further 
escalation of inflation and the 
deterioration in the balance of 
payments. In 1988 increases of
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16.4 per cent in broad money 
and 28.2 per cent in domestic 
credit had taken place. Escala- 
tion of prices was experienced in
1988, with the Colombo Consumer 
Price Index (CCPI) recording an 
increase of 15 per cent; the index 
was expected to increase by about
12 per cent in 1989.

While GDP of the Islamic 
Republic of Iran had fallen during 
the period 1985-1987, oil price 
recovery in 1987 produced some 
advance. The role o f oil remained 
critical in the economic structure 
o f  the Islamic Republic o f Iran.
Oil export revenues improved from 
$8.8 billion in 1988 to an estimated 
$9.5 billion in 1989.

The Government, as part o f  its 
efforts to rehabilitate the economy 
from the effects o f war and diversify 
away from critical dependence on 
oil, was fostering industrial devel- 
opment for which foreign support 
was also being enlisted. Private 
sector producers were encouraged 
to set up contracts with foreign 
suppliers which could provide the 
country with a reliable power 
supply, broader access to imported 
raw materials, and machinery and 
spare parts. Some of the largest 
petrochemical plants, where con- 
struction was interrupted by war, 
were being revived with the co- 
operation o f Japanese and Italian 
firms. China was helping in the 
construction of a 500 MW power 
station at Rasht near the Caspian 
coast.

The achievement o f agricul- 
tural self-sufficiency, especially 
in foodstuffs, was the most 
basic objective o f  the Government. 
In 1988, production in the agri- 
cultural sector was 21 per cent 
higher than the annual average 
production during the period 1979- 
1981. In per capita terms, 
however, it was still lower by 11 
per cent.

4. The least developed and 
the island economies

(a) Least developed countries

The ESCAP least developed 
countries were among the poorest 
and most fragile economies in the 
region. The serious problems faced 
by them, discussed in detail in 
part two o f the Survey, continued 
to affect their economic per- 
formance in 1988 and 1989.

The GDP of Afghanistan de- 
clined by 6.8 per cent in 1988 
owing to a sharp fall in agricul- 
tural and industrial production. 
Compared with 1987, agricultural 
output went down by 5.5 per 
cent, largely because o f poor per- 
formance in wheat, cereals and 
livestock production. Some re- 
covery in output was expected 
in 1989. The industrial sector 
faced numerous problems, includ- 
ing power shortages, scarcity of 
raw materials and spare parts and 
transport difficulties. The decline 
in the growth rate of GDP was 
also due to the weak performance 
in the trade sector. Since 1984, 
performance in merchandise trade 
had been deteriorating. Practical- 
ly all exportables were experienc- 
ing a downward trend. Export of 
natural gas, the most important 
single item, fell to $93 million in
1988 from $314 million in 1984. 
Imports such as food, manu- 
factures, oil products and capital 
goods also showed a declining 
trend.

In Bangladesh, the real GDP 
growth rate declined from an 
average o f 4.3 per cent during
1986-1987 to 2.5 per cent in 1988 
and 2.4 per cent in 1989. The 
decline was mainly a consequence 
of the devastating floods o f 1987 
and 1988. Agriculture, which con- 
tributed a little more than 40 
per cent to  GDP, had mixed 
fortune in recent years. As its 
performance was heavily dependent 
on weather conditions, frequent

droughts and floods in the recent 
past had led to a series of crop 
failures, adversely affecting the 
macro-economic performance. A 
bumper crop harvested late in
1989 improved the economy’s 
prospects for the year, according to 
latest indications. Manufacturing in- 
dustry remained narrowly based, 
contributing less than 10 per cent 
to GDP and 9 per cent to total 
employment. Manufacturing relied 
on the agricultural sector for most 
of its raw material supply; as a 
result, the disruptions in the sup- 
ply o f agricultural raw materials 
caused by the floods and weak 
rural demand reduced its growth 
considerably in 1989.

Apart from periodic natural 
calamities and their adverse effects 
on the leading sectors of the eco- 
nomy, decreasing savings and 
investment held back the economic 
growth of Bangladesh. The share 
o f gross domestic investment in 
GDP, at 11.8 per cent in 1988, 
was lower by at least 5 percentage 
points than in the early 1980s. 
Public sector development ex- 
penditure as a proportion of 
GDP fell from above 10 per cent 
in the early 1980s to 6.8 per cent 
in 1988. In 1989, a substantial 
fall in public expenditure occurred 
as the revenue surplus dwindled 
and new restrictions were placed 
on public sector borrowing. The 
private sector also failed to pick 
up the slack, mainly owing to 
scarcity o f venture investment 
finance and lack o f entrepreneur- 
ship.

The foreign trade sector 
showed little improvement, as the 
shares o f exports and imports 
stood at 6.3 and 15.3 per cent of 
GDP respectively in 1988, com- 
pared with 6.1 and 16.6 per cent 
in 1985. However, the country 
had been able to improve its 
balance o f payments in recent 
years by reducing its current ac- 
count deficit. This was achieved 
by increasing the value o f  mer-
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chandise exports of non-traditional 
items such as ready-made gar- 
ments and frozen food, and by 
severely curtailing non-food im- 
ports. The upward trend of
workers remittances since 1985 
continued well into 1989 with an 
estimated inflow of $830 million 
which financed, together with 
export earnings, 68 per cent of 
total imports in 1989.

Bhutan was one of the region’s 
two least developed countries (the 
other being Maldives) to have 
achieved the growth target of
7.2 per cent envisaged in the
Substantial New Programme of 
Action. With 17.8 per cent growth 
in real terms in 1987, a compound 
rate of 8.7 per cent growth was 
achieved during 1980-1987. The 

deunitnoc tcejorP ledyH akuhC
to provide the spurt to growth, 
revenues from which increased 
almost eightfold in 1989 over
1986, the year in which the project 
was commissioned. The establish- 
ment of two large industrial units 
in 1988 also had a significant im- 
pact on the growth rate.

With the moderate expansion 
in the manufacturing base of the 
country, there had been some 
diversity in the composition and 
direction of trade in recent years. 
Bhutan’s exports, which covered 
only 22 per cent of imports in 
1983, increased to 60 per cent 
of imports in 1988. Almost 100 
per cent of the export trade and 
over 70 per cent of the import 
trade was conducted with India. 
In 1988-1989 calcium carbide and 
particle board were added to the 
export list o f electricity, timber, 
cement and agricultural cash crops. 
As part o f trade diversification 
efforts, some fruit and vegetable 
exports were made to Bangladesh, 
while some finished and semi- 
finished furniture was expected 
to be exported to the Federal 
Republic of Germany during 1989. 
The country still had a significant 
trade deficit, which was met out

of external assistance. External 
flows played a key role in financing 
domestic capital formation, though 
domestic resource mobilization pro- 
gressed steadily as Bhutan was able 
to meet more than 50 per cent of 
government revenue expenditure 
from domestic resources during the 
period 1988-1989.

The economy of the Lao 
People’s Democratic Republic grew 
rapidly during the period 1985-
1986. The economy contracted 
by 3.8 in fiscal 1987, as severe 
droughts had hit the country conse- 
cutively in 1987 and 1988, reduc- 
ing its paddy production by about 
17 per cent and hydropower 
generation by about 35 per cent.

The growth prospects of the 
economy appeared to have i m - 
proved since then as a series of 
policy reforms were introduced. 
The Government planned to bring 
new land under cultivation and 
rehabilitate existing irrigated land 
in order to boost agricultural 
production and diversify agricul- 
tural exports. These measures 
combined with higher procure- 
ment prices and strengthened re- 
search and extension services were 
expected to help achieve the agri- 
cultural production targets. In 
the industrial sector, greater em- 
phasis on increased capacity utiliza- 
tion and higher productivity 
through the acquisition of new 
equipment and spare parts should 
help the recovery of the sector.

The Lao People’s Democratic 
Republic continued to suffer from 
a chronic trade deficit as exports 
covered only 30 per cent of im- 
ports. As a recent move in policy 
liberalization, the monopoly of 
public enterprises in trading acti- 
vities was abolished, with the 
exception of trade with the coun- 
tries of the non-convertible cur- 
rency area. The trade deficit was 
met from external assistance which, 
after declining to $86.2 million 
in 1986, increased by about 12 per 
cent in 1987 and was estimated

to have increased by another 10 
per cent cent in 1988. About 
80 per cent of the assistance was 
used to finance imports, particular- 
ly plant and equipment.

Spurred by significant growth 
in the fisheries and tourism sectors, 
the GDP of Maldives grew by 13.9 
per cent in 1987 and moderated 

"to 8.7 per cent in 1988. Enhanced 
capital inflows, a large component 
of which was thought to be direct 
foreign investment mainly in the 
tourism sector, supplemented 
domestic savings to finance in- 
vestment. External debt went 
down from $84 million in 1984 to 
$73 million in 1988 and the debt- 
service obligation declined from its 
peak of 21 per cent of GDP in 1983 
to 8 per cent in 1988. However, 
there had been a considerable 
hardening in loan terms and an 
increase in short-term debts in 
recent years. The trade balance 
continued to show large deficits, 
rising from 38.3 per cent of GDP 
in 1986 to 40.6 per cent in 1987, 
but fell to 31.5 per cent in 1988.

The GDP of Myanmar grew 
by 3.2 per cent in 1989, indicating 
some recovery from the growth 
rate of 2.3 per cent in 1988. In- 
dustrial activity continued to suf- 
fer as a consequence o f low 
capacity utilization, shortage of 
raw materials and spare parts. In- 
flationary pressure intensified as 
consumer prices increased by 32.2 
per cent in 1988, compared with 
the 11.5 per cent increase in
1987, largely owing to increases 
in food prices, as higher exports 
and the previous year’s poor 
harvest of rice had created a 
shortage in the domestic market.

The share of exports in GDP 
was 2.5 per cent in 1987. Forest 
products represented the main 
export, followed by agricultural 
products, minerals and gems, and 
animal and marine products. Im- 
ports as a percentage of GDP 
were 6.1 per cent in 1987. The 
principal imports in 1988 were

29



machinery and equipment, tools 
and spare parts, transport equip- 
ment, and construction materials. 
As both the volume and prices 
of exports had declined, de- 
pendence on external assistance 
increased. Myanmar’s debt-service 
ratio reached 58.2 per cent in
1986. A low savings rate of 
around 9 per cent, and a net capital 
inflow of 3.6 per cent of GDP 
in 1987, could finance an invest- 
ment rate of around 13 per cent.

From a high real growth rate 
of 9.7 per cent in 1988, economic 
growth in Nepal was estimated 
to have decelerated to only 1.5 
per cent in 1989. A negative 
growth of 5.7 per cent in the 
non-agricultural sector and a 
decline in the growth of agri- 
culture from 8.6 to 6.8 per 
cent accounted for the decelera- 
tion in GDP growth. The im- 
passe with India over transit 
rights was among the factors 
which adversely affected growth 
prospects during the year, since the 
supply of essential items and 
industrial raw materials was seri- 
ously disrupted. Inadequate in- 
frastructure, small fragmented land 
holdings, slow adoption of yield- 
raising technologies, weak exten- 
sion services and lack of irrigation 
facilities had held back progress 
in the agricultural sector.

Despite some recent progress, 
the underlying trends in the balance 
of payments pointed to an increas- 
ing reliance on external flows 
as the share of exports and im- 
ports in total trade changed from 
26 and 74 per cent respectively 
in 1985 to 20 and 80 per cent in 
1989. Total imports increased 
by 16.2 per cent in 1989, mainly 
owing to the adoption of a more 
liberalized trade policy, with a 
growing deficit in the trade 
balance. External flows partly 
met the trade deficit and financed 
the bulk of the development 
expenditure, which showed a

modest growth of 0.7 per cent in 
1989.

Available data indicated that 
Kiribati’s real GDP and real per 
capita income had declined during 
the period 1985-1987. A recovery 
in 1988 was indicated. Exports 
were limited to small amounts of 
copra, fish, stamps and handicrafts. 
Fish and copra emerged as two 
principal items with earnings of 
$2 million in 1987, since Kiribati’s 
export of phosphate came to a 
halt with the cessation in its mining 
in 1979. A low domestic savings 
rate led Kiribati to depend on 
foreign aid for funding practically 
all government development ex- 
penditure, though income derived 
from the Revenue Equalization 
Reserve Fund, currently around 
$6 million, reduced its dependence 
on external budgetary support.

In Samoa, real GDP grew by
0.8 per cent in 1988, a fall from
1.0 per cent achieved in 1987. 
In agriculture, production of taro 
went up, its export volume having 
doubled in recent years. But 
the production of coconut pro- 
ducts diminished noticeably as 
production of coconut oil fell 
from a level o f 12,000 tons in 
1983 to 10,000 tons in 1988. 
This poor performance was re- 
peated in the case of cocoa, the 
production of which fell from 
2,100 tons in 1983 to 460 tons 
in 1988. Merchandise exports 
as a percentage of GDP rose from
10.9 in 1987 to 12.6 in 1988. But 
the export of cocoa and taro, two 
principal products, experienced a 
reduction in their share in total 
exports, and that of bananas 
virtually disappeared. Imports as 
a percentage of GDP rose from
56.7 in 1987 to 62.5 in 1988, 
leading to a deterioration in the 
current account deficit from 5.4 
per cent of GDP in 1987 to 5.9 
per cent in 1988. Total govern- 
ment expenditure rose from 50.7 
per cent of GDP in 1987 to 61.3 
per cent in 1988, as government

revenue remained more or less 
constant at 35.4 per cent of GDP. 
As domestic resources proved in- 
adequate, Samoa continued to 
rely heavily on foreign aid, re- 
ceiving $33 million in ODA in
1987, equal to 18 per cent of 
its GDP and 66 per cent of gross 
investment expenditure.

In Tuvalu, GDP in real terms 
showed a decline during the period 
from 1981-1985, which, together 
with a positive population growth 
rate, implied a fall in real per capita 
income. More recent information 
was unavailable. After growing 
at 6.9 per cent in 1984, the 
economy of Vanuatu slowed down 
to a 1.1 per cent growth rate in 
1985, as the price of copra, a major 
export item, declined in the inter- 
national market and earnings from 
tourism fell significantly. The 
economy suffered a negative 
growth rate of 2.2 per cent in
1986 as copra prices and tourist 
receipts decreased further. It 
recovered partially with a growth 
rate of 0.7 per cent in 1987, help- 
ed by improvement in copra 
prices, higher tourist receipts and 
increased construction activity fol- 
lowing cyclone Uma in early 1987. 
Copra production fell in 1988 as 
the cyclone of 1987 and heavy 
rains of 1988 caused destruction 
of tree crops. As prospects for 
exports looked poor, the mer- 
chandise trade balance, which had 
remained in deficit since 1982, 
rose in 1988. Much of the im- 
balance on the trade account was 
financed by external grants, which 
also provided the main source of 
government receipts for funding 
the public sector development 
programme. However, external 
grant flows fluctuated annually, 
and declined by an average of 
7 per cent between 1981 and
1986.

(b) Other Pacific island economies

Many of the other island 
economies were performing
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well in 1989, with Fiji anti- 
cipating an appreciably high rate 
of growth. Papua New Guinea 
seemed to be an exception. The 
closing of the Bougainville 
mine was having far-reaching 
effects on the Papua New Guinea 
economy in 1989. Mineral output 
was adversely affected. As a 
result, it was expected that GDP 
growth would fall and the current 
and overall balance-of-payments 
deficit worsen in 1989.

After recording a negative 
growth rate of almost 8 per cent 
in 1987, the Fiji economy showed 
signs of recovery in 1988, record- 
ing a smaller decline of 0.4 per 
cent only. The pick-up in eco- 
nomic activity continued into 1989, 
and there were positive signs that 
by year end, the economy would 
have returned to its earlier period 
of positive growth with a more than 
12 per cent rate in 1989. Accel- 
erated growth momentum in 1989 
was largely due to sound eco- 
nomic management on the one 
hand, and improved performance 
and increased investment in a num- 
ber of industries, on the other. The 
traditional mainstays, tourism and 
sugar, plus an increase in gold 
production and the new export- 
oriented manufacturing industries 
built on generous incentives, pro- 
vided the main components of 
growth. With the exception of the 
building and construction industry, 
which performed poorly, most 
sectors of the economy showed 
signs of recovery, with forestry 
recording an increase in output 
of 24 per cent over 1987.

The drought which had begun 
in 1987 and continued into the 
early part of 1988 was responsible 
for a decline in sugar output. 
Even though there was a slight 
increase in the sugar-cane harvest 
in 1988 from its 1987 level, this 
was not sufficient to offset the 
marked deterioration in the cane- 
to-sugar rate, which at 8.8 per cent 
was the third worst level recorded

in the past 20 years. As a result, 
the 363,000 tons of sugar pro- 
duced in 1988 represented a 9.5 
per cent decline over 1987 pro- 
duction. Despite the fall in pro- 
duction, Fiji maintained its sugar 
exports at previous levels by the 
use of stocks it had built up to 
satisfy all its export commit- 
ments during the year, and with 
better prices, enhanced export 
earnings.

The tourism sector, which 
was Fiji’s second largest sector 
after sugar, showed signs of re- 
covery after it had suffered a 
set-back following the political 
events of May 1987. Tourist 
arrivals declined by 26 per 
cent in 1987 but improved 
by 10 per cent in 1988. The 
Government expected the tourism 
sector to contribute largely to 
the expected full recovery of 
the economy in 1989 to its 1986 
level. The recovery of this sector 
should be strengthened by the 
generous incentives offered in the 
budget and should revive the de- 
pressed construction and building 
sector as new major hotel develop- 
ment projects should come on- 
stream to cater for the expected 
increase in tourist arrivals.

The economic downturn fol- 
lowing the political changes in
1987 resulted in severe adjust- 
ments. The main element of 
Government’s economic policy 
was the preservation of the 
country’s foreign exchange reserves, 
which had come under extreme 
pressure. Monetary conditions 
began to improve early in 1988, 
as the monetary policy measures 
introduced in the second half of
1987 had begun to have an effect. 
Foreign reserves surpassed the $300 
million mark by the end of 
October, compared with $179 
million at the end of 1987. By 
the end of 1988, the level of 
reserves stood at $327 million, 
which was equivalent to about 
seven months of imports.

Reflecting the economic re- 
covery, imports were up 40 per 
cent in 1988, with the main in- 
creases being in manufactured 
goods and fuel. On the other
hand, export earnings rose 27 
per cent, but the trade deficit 
figure of $76.9 million in 1988, 
although higher than that of 1987, 
was significantly lower than in 
previous years. This deficit was 
met largely by improvements 
on invisibles, particularly from 
tourism, which increased signi- 
ficantly.

With the attainment of a com- 
fortable level of foreign reserves, 
and the weak level of demand for 
credit, the focus of monetary 
policy shifted to the banking 
system’s excess liquidity position. 
The rise in the commercial banks’ 
demand deposits with the Reserve 
Bank was monitored more closely 
and the Reserve Bank took a 
more active but cautious approach 
to short-term liquidity manage- 
ment.

Inflation was up from 6 per 
cent in 1987 to 12 per cent in
1988, mainly as a result of the 
two devaluations but also owing 
to marked growth in money supply, 
rising economic activity, and the 
depreciation of the Fiji dollar 
against that of its larger trading 
partner, Australia.

The economy of Papua New 
Guinea performed well in 1988, 
recording an estimated 3.2 per 
cent growth in GDP compared with
5.8 per cent in 1987. This con- 
firmed the revival of economic 
growth and the reversal of negative 
trends experienced in the first 
half of the 1980s when, mainly 
owing to the adverse external 
environment, economic growth 
failed to keep pace with popula- 
tion increase. The rate of eco- 
nomic growth since 1984 was 
estimated to have averaged close 
to 4.5 per cent per annum, largely 
as a result of increases in gold and 
copper production occasioned by
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the opening of the Ok Tedi mine. 
While there was some acceleration 
of growth in agriculture, the 
average growth of the non-mining 
sector was relatively modest, 
averaging around 2.2 per cent 
per annum during the period 1984-
1988.

The implementation of the five- 
year Public Investment Programme, 
introduced in 1988, to correct, 
among other things, the imbalance 
of private investment which in the 
past had favoured the mining 
sector, had not been so satisfac- 
tory. The level of investment 
was estimated to have been around 
one third lower than budgeted 
for in the first year of its imple- 
mentation. Shortfalls appeared to 
have been experienced, to varying 
degrees, in all sectors. These short- 
falls were reflected in the draw- 
down of official loan assistance, 
which were provisionally estimated 
to have been about 55 per cent of 
those budgeted, and well below 
the level realized in 1987. The 
Government gave top priority to 
correct the disappointing results 
in 1988, addressing the problems 
such as start-up difficulties, insti- 
tutional weakness in project pre- 
paration and implementation and 
lack of familiarity with revised 
procedures. The implementation 
of the Public Investment Pro- 
gramme in 1989 was therefore 
expected to improve considerably.

The mining sector had over- 
taken the agricultural sector in 
recent years as the main foreign 
exchange earner for the country. 
In fact, with the possibilities of 
several major gold prospects2 like- 
ly to be developed by the early 
1990s, Papua New Guinea was 
on the threshold of a minerals 
boom. There were also promising 
discoveries of petroleum and 
natural gas made recently which

For details, see box III.3 in

could make further contribution 
to the anticipated minerals boom. 
The performance of the minerals 
sector therefore affected the over- 
all performance of the economy.

The closing of the Bougainville 
copper mine on 15 May 1989 was 
a major set-back to the Papua New 
Guinea economy. It would have 
adverse effects on the rate of 
growth of national income, gov- 
ernment revenue, balance of pay- 
ments and foreign exchange re- 
serves, since the Bougainville mine 
accounted for about 17 per cent 
of national income and 40 per cent 
of export revenues for the coun- 
try. The Bank of Papua New 
Guinea, on the assumption that 
the mine would reopen in 
September 1989, had estimated 
that the loss of three and a half 
months of production from 
Boungainville Copper Limited (BCL) 
would result in zero real growth 
in GDP for 1989 and that the 
mining sector would record about 
9-10 per cent negative real growth. 
The Bougainville mine, however, 
did not commence production 
in September 1989 as expected, 
and remained closed for an inde- 
finite period. The Government 
recognized that the mine shut- 
down was a major set-back and 
had initiated specific policies, 
including increased fiscal restraint 
and measures to preserve foreign 
exchange reserves.

An overall balance-of-payments 
deficit of 51 million kina was 
recorded in 1988, compared with 
only 8 million kina in 1987, bring- 
ing to a temporary end the im- 
provement in the balance of pay- 
ments recorded annually since 1985. 
The deterioration in the balance of 
payments was due to three main 
factors: the lower than anticipated 
mineral exports, a decline in the 
value of non-mineral exports, and 
a short fall in the drawdown 
of concessional finance. However, 
foreign exchange reserves at the 
end of 1988 stood at $386 million,

which was equivalent to four 
months of imports.

The year-on-year rate of in- 
flation, at 5.4 per cent in 1988, 
was marginally higher than 3.3 
per cent in 1987. The increase 
in inflation over 1988 was partly 
attributed to the increase in 
customs duties and excise taxes 
introduced in the 1989 national 
budget implemented in November
1988. The rate of inflation for 
the first six months of 1989 was
4.9 per cent and none of the 
macro-economic indicators sug- 
gested a further build-up of infla- 
tionary pressure. The year-on-year 
inflation in 1989 was expected to 
be in the region of 6-7 per cent 
due to the effects of tax measures 
implemented in late 1988.

The Solomon Islands economy 
recovered strongly in 1988, re- 
cording an estimated 5 per cent 
growth in GDP following a weather- 
related decline of 3 per cent in
1987. The improvement reflected 
the recovery of primary industry 
output from the price set-backs 
and cyclone damage of 1985-
1986 and the prolonged drought 
in 1987.

Export earnings rose in 1988 
to $167 million, 30 per cent up 
on 1987 owing to the increased 
volume of fish and palm oil exports, 
and also better prices for canned 
fish, copra and palm oil. On the 
other hand, imports (cost, insurance 
and freight (c.i.f.)) increased by 53 
per cent, thus leaving a trade 
deficit of $87 million. The overall 
balance of payments, however, 
recorded an estimated surplus of 
$12 million, largely as a result of 
a further inflow of $20 million 
in STABEX funds, bringing total 
STABEX receipts since 1985 to 
$62 million.

The Solomon Islands Govern- 
ment, like that of most island 
countries, continued to be faced 
with huge budget deficits. This 
was the result of recurrent govern- 
ment expenditure growing by a
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much higher rate than the increase 
in revenue. As a result, the deficit 
in the overall budget, including 
the capital budget, had widened 
since 1985. The deficits had 
almost tripled between 1985 and
1987.

Several adjustments were made 
to contain those deficits. The 
deficit was reduced to $32 million 
in 1988, of which 56 per cent 
was financed by overseas borrow- 
ing, while the rest was borrowed 
from domestic sources. The need 
to finance part of the deficit from 
domestic sources had kept interest 
rates high, which encouraged 
savings and dampened the effect 
on domestic demand of the rapidly 
growing money supply.

The depreciation of the 
Solomon Islands dollar, with the 
Australian dollar, drove up the 
prices of many consumer goods. 
The rate of inflation, at 17.8 per 
cent, was higher than 6.3 per cent 
in 1987. The increase in inflation 
was largely caused by rise in the 
prices of imported goods, particu- 
larly food items. The Govern-

ment, however, expected domestic 
inflation to drop to the 5-10 per 
cent range during 1989.

The prospects for sustained 
real growth through the 1990s 
looked good. Investments in 
major projects like the tuna fishing 
industry and in agricultural com- 
modities had been undertaken 
recently, which could be expected 
to sustain growth. At the same 
time, public expenditure, and by 
extension external debt, both 
public and private, would have 
to be maintained at reasonable 
levels while the exchange rate 
policy would have to preserve the 
competitiveness of Solomon Islands 
exports. These measures would 
have to be accompanied by re- 
duction in current growth of 
population, which, at 3.5 per cent, 
was one of the highest in the world. 
Otherwise, the expected sustained 
real growth of the economy would 
not be enough to raise the living 
standards of the people.

The overall prospects of 
growth of the island economies

 -mi evah ot demees s0991 eht ni
proved. Most island economies had 
undertaken large investments in 
recent years, notably in the agri- 
cultural sector. They expected 
these investments to assist them 
in sustaining economic growth in 
the 1990s. However, as they 
were price takers in international 
markets for their narrow range of 
commodity exports, their economic 
performance continued to be 
strongly influenced by the pre- 
vailing international economic 
conditions. In addition, external 
financial stability and the develop- 
ment budgets of most Pacific eco- 
nomies were underwritten by aid, 
including STABEX (system of stabi- 
lization of export earnings) grants. 
Unconditional budget aid to the 
independent island countries had 
ended, except for Papua New 
Guinea. Restraints upon spend- 
ing, particularly recurrent expendi- 
ture, and on public sector growth 
were also necessary if sustained 
growth were to be realized in 
the years ahead.
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A. AGRICULTURE

1. An overview o f developments

Despite significant structural 
changes that have taken place 

in the last four decades, agricul- 
ture continues to be the most 
important sector in a majority of 
the developing economies in the 
ESCAP region. As a result, the 
performance of the agricultural 
sector is a key determinant of 
the region’s overall economic 
growth. A sharp decline in the 
agricultural growth rate to around
2.8 per cent in 1989 from about
7.3 per cent in 1988 was one 
of the major factors in the modera- 
tion of the region’s overall GDP 
growth rate in 1989.

The sector’s performance re- 
mained largely dependent on the 
vagaries of the weather, notwith- 
standing the increasing role of 
policy-induced changes in recent 
years. Thus the high rate of 
growth in 1988 was explained by 
the return to favourable precipita- 
tion in that year following severe 
droughts in 1987 that had adverse- 
ly affected farm output in almost 
the entire region. The firming up 
of world prices of commodities, 
such as palm oil, rice and rubber, 
also had a favourable effect on 
the export crop sector. Although 
favourable weather conditions 
continued in 1989, agricultural 
production was affected by natural 
disasters which destroyed crops 
in some countries. The softening 
of the prices of commodities, 
especially palm oil and copra,

also had adverse effects on 
exports.

The continuing importance 
of agriculture in the developing 
economies of the ESCAP region 
is readily observed from its high 
share in both GDP and the work 
force (figure I .6). In almost 
all countries of the region, as 
part of the economic growth 
process during the 1980s, the share 
of the sector had declined in 
respect of both output and, to 
a much lesser extent, the absorp- 
tion of labour.1

Food production in the ESCAP 
region formed the bulk of agri- 
cultural output and, as such, there 
was a close parallel between trends 
in growth of food and of agri- 
culture (table I.7). Although 
weather induced fluctuations in 
both food and agricultural pro- 
duction were still high, the am- 
plitude of fluctuations appeared 
to have been reduced some- 
what in recent years. This was 
mainly on account of faster and 
more stable growth of livestock 
and, to a lesser extent, of fishery 
products during recent years and, 
consequently, the reduced weight 
of cereals in production (table 
I.8). Livestock and fishery out- 
puts were conditioned by the 
lower impact of climatic factors, 
and their expansions helped to

1 For detailed analysis of this 
issue see “Background paper: restruc- 
turing the developing economies of 
Asia and the Pacific in the 1990s” 
(mimeographed) (ESCAP/XLV)/INF.1 
and Survey, part two, 1987.

impart greater stability on food 
and agricultural production. 
Apart from the policy emphasis 
on the expansion of the livestock 
and poultry sector as a means to 
supplement rural incomes and 
reduce seasonal fluctuations in 
demand for rural labour, diver- 
sification of the agricultural sector 
in the developing economies of 
the ESCAP region was also a 
response to the changing demand 
patterns. With growing per capita 
incomes, the weight of relatively 
low-income-elasticity food products 
like cereals and pulses in the con- 
sumption basket tended to fall, 
whereas those of relatively high- 
income-elasticity edibles like 
livestock products, fruits and
vegetables tended to rise. In- 
creasing urbanization of the
population also induced higher 
demand for dairy, poultry, fish 
and meat products. Rising export 
demand of many of these com- 
modities also stimulated their
production.

The net impact of develop- 
ments in agriculture in the region 
in the 1980s were generally favour- 
able. First, a number of countries 
including India, the Islamic 
Republic of Iran and the Republic 
of Korea considerably reduced 
their dependence on food imports, 
while China, Indonesia, Malaysia 
and the Philippines approached
self-sufficiency. Second, as part 
of agricultural diversification, 
production of cash crops, especially 
sugar-cane, cassava, cotton lint, 
palm oil, as well as fruits and 
vegetables also increased signi-

III. DEVELOPMENTS IN MAJOR SECTORS
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duction of livestock and dairy 
products rose significantly in 
South-East Asia, India and China, 
whereas the contribution of fishery 
to value addition in agriculture 
accelerated in Bangladesh, India, 
Indonesia, the Philippines and 
Thailand (box I.4). Fourth, the im- 
portance of environmental protec- 
tion notwithstanding, production 
of roundwood in the developing

economies of the ESCAP region 
did not decline in the 1980s. As 
a result, the region’s agricultural 
sector maintained its overall growth 
momentum. Agricultural produc- 
tion for the developing economies 
of the ESCAP region (excluding 
China) expanded at an annual 
average rate of approximately 4 
per cent during the period 1980-
1987, while China achieved almost 
a 5 per cent growth.2

The developing economies of 
the ESCAP region occupied an 
important place in the world in 
the production of cereals and in 
the period 1986-1989 contributed 
87.3, 30.8, and 18.0 per cent to 
world production of rice, wheat 
and coarse grains, respectively. 
In 1988, the developing economies

2 FAO, The State o f  Food and 
Agriculture, 1987-88 (Rome, 1988).

Figure I.6. Share of agriculture in GDP and employment, 1980-1988

(a) Contribution to GDP

(b) Share of economically active population

(Percentage)

1. Republic of Korea
2. Indonesia
3. Malaysia
4. Philippines
5. Thailand
6. Bangladesh
7. India
8. Myanmar
9. Pakistan

10. Sri Lanka
11. Fiji
12. Papua New Guinea
13. Afghanistan
14. Bhutan
15. Nepal
16. Viet Nam
17. Lao People’s Democratic 

Republic
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Table 1.7. Selected developing economies of the ESCAP region. Growth in agricultural production, 1987-1989
(Percentage change over previous year)

Source: FAO computer printout, January 1990.

a National source for agricultural production.

of the region produced 0.74 billion 
tons of cereals in a world output 
of 1.75 billion tons, and against 
a 2.4 per cent decline in world 
cereals output that year, the 
region recorded an increase of
4.6 per cent. In 1989, however, 
the region’s growth performance 
was below the world average, 
as the above-average outcomes 
with regard to rice and wheat 
in the Asian and Pacific region, 
were offset by a sharp decline 
in the region’s coarse grains pro- 
duction.

2. Review o f recent 
performance

The progress of agriculture 
in the developing economies of 
the ESCAP region is heavily 
dependent on the performance of

a few major producing countries, 
including China and the major 
South and South-East Asian 
countries. Growth of the sector 
in the newly industrializing and 
Pacific island countries has only 
marginal impact on the region- 
wide outcome, although the sector 
was of overwhelming importance 
to the small island economies.

In China, agricultural growth 
was about 3.5 per cent in 1989, 
slightly above the 3.2 per cent 
growth in 1988. The improved 
performance in 1989 was the result 
of increased investments, greater 
availability of inputs and higher 
procurement prices for grain, 
cotton and oil-seeds. On the 
other hand, the 1988 outcome 
marked a decline in relation to the 
previous year’s performance owing 
to natural calamities which affected

cereal and oil crops. Outputs of 
marine products, milk, meat and 
poultry continued to increase over 
the past few years.

Agricultural growth in South- 
East Asia in 1989 was mixed, 
but showed little overall change 
from the 1988 pattern. The rate 
of growth of the sector in Indonesia 
in 1989, at about 3.7 per cent, 
was marginally lower than the
1988 achievement of 3.8 per cent; 
the" growth momentum was main- 
tained largely on account of cash 
crops, especially palm oil, which 
expanded rapidly in recent years 
as a consequence of past invest- 
ments. Government policies sup- 
ported cultivation of high yielding 
rice varieties, as well as replanta- 
tion of and diversification into 
cash crops, particularly, rubber 
and coffee. Expansion of fishery,

Agricultural production
1987 1988 1989

Food production
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Table I.8. Selected developing economies of the ESCAP region. Rates of growth in major food products, 1985- 
1988

Cereals Livestock products
Fishery products 
(nominal catches)

Sources: FAO computer printout, June 1989; FAO, Fishery Statistics: Catches and Landings, vol. 64 (Rome, 1987).

livestock and forestry outputs, 
however, was slow.

In the Philippines the growth 
rate in 1989, at 1.9 per cent, was 
lower than the 1988 achievement 
of 3.6 per cent, as coconut and 
sugar harvests were disappoint- 
ing, the latter partly due to a shift 
into more profitable lines such

as shrimp cultivation. The main 
source of growth in the Philippines 
was rice cultivation, the policy 
thrust being placed on raising 
yields per unit of cultivated land; 
institutional support to livestock 
and fisheries also contributed to 
the growth outcome. The main 
agricultural products of Malaysia

were palm oil, rubber, cocoa 
beans and sawlogs. The sector’s 
growth accelerated from 5.4 per 
cent in 1988 to 6.8 per cent in
1989, with most of the increase 
in 1989 being attributable to 
palm oil and cocoa.

Agricultural growth in 
Thailand slowed down in 1989

Table I.9. Output of selected cash crops in the developing ESCAP region, 1986-1989

Production (thousands o f  tons) Growth rate (percentage)

Source: FAO computer printout, January 1990.

1985 1986 1987 1988 1985 1986 1987 1988 1985 1986 1987

- 1.8

2.6
0.0

-3 .8
- 1.0

6.2
-1 .4

0.0
-1 .4

2.3 
0.0

- 0.1
13.5 
2.9 
3.8

-7.3
6.6

-14.6
5.7

30.6 
0.5

- 8.1
-1 9 .6

1.4

7.2
2.6
0.0

-7 .6
3.5 
4.8

29.1 
0.0

-2 .4
- 10.6

2.7
6.6
4.0
1.8 
2.8

17.1 
-0.5 
14.0

2.1 
-2 .3  
-3.1

1.6
25.9
-9.1

2.1

2.7
0.0

34.1
-1 .3

3.0 
2.2 
0.0

-5 .0
- 6.8

1.1
5.6

86.7
9.7 

-3 .6
7.0 
5.9 
4.2
4.1 

- 1.0 
72.3 

- 2.1 
-9 .9
20.8

4.9
3.9
1.7
7.2
4.9 
6.1 
1.0 
2.4 
2.0
1.3 
1.2 
2.6 
0.1
6.4
7.7 
4.2
5.1
2.2 
3.1

15.0
2.5 
0.9 
0.4 
3.3

5.1
2.2 
1.1

-0 .3
4.6
9.3 
0.9 
2.1 
6.0
1.3 

-2 .3
1.7 
0.5 
6.2
6.7 

12.0 
24.7

6.9
5.6
1.0
2.3 
0.6 
0.6
8.8

6.0

3.5
1.4 

-5.8
4.9 

11.6
0.6
4.1 

-2 .9
1.3
8.1 
1.2 
4.2
6.5
8.9 

-0 .7
-17.4
-6 .4

3.7
4.0
2.6 
0.9

-5 .4
3.0

9.2
7.1
2.4 

23.4
2.6
7.2 
1.6 
7.1

17.1
2.7 

-4 .2
2.9

- 2.6
11.7

-14.2
12.3

3.5 
14.9
9.0
5.5
3.0
2.3
1.7
3.4

3.5
-5 .4
-5.8

0.0
15.8

6.6 
- 1.8

-15.4
- 1.6

3.0
23.9

5.0 
-2.5

1.2
4.6 

11.6
16.3
23.6 

0.9
33.7 

- 0.1

20.4
1.6

- 1.2
0.4

15.2
48.4
-6.3
-0.5

4.4
-18.6

-2.7
3.1

-22.7
-3 .0
18.0

- 11.6
-4 .2
-2 .9

-17.7
-9.6
-5.5
-5 .6

0.0

116.8
1.8

1.8
0.7
3.2

19.0 
- 1.1

4.5
9.4
4.6 

-5.6
3.2 

- 2 .1  
-1 .7  
-7 .3
19.0
5.4 

- 0.6 
-2 .7  
-8 .4

0.7
-9 .8

0.0

-60.5
1.5

- 2.1

3.9 
- 0.6

-67.8
2.3
0.5

10.0
5.9 

17.9
4.7

55.7 
1.0 
1.1

- 0.6
14.4

- 2.8
10.8 
4.2 
3.0

22.3
0.0

-17.4
1.5

Developing ESCAP countries
Bangladesh
Bhutan
Brunei Darussalam
India
Indonesia
Islamic Republic of Iran
Lao People’s Democratic Republic
Malaysia
Maldives
Mongolia
Myanmar
Nepal
Pakistan
Philippines
Republic of Korea
Sri Lanka
Thailand
Viet Nam
Fiji
Papua New Guinea 
Samoa
Solomon Islands 
Vanuatu

37

19891988198719861989198819871986

346 671 
3 857 
1 577 
3 903 

43 062 
6 238 

754 
6 361

355 353 
4 420
1709
2 974 

48 080
7 017 

823 
6 543

Sugar-cane 
Natural rubber 
Tea
Jute and jute like fibres
Cassava
Cotton lint
Coffee green
Palm oil

374 562 
4419 
1796 
3 094 

52 305 
7 124 

815 
7 206

389 633 
4 581 
1 740 
3 247 

54 209 
6 894 

922 
8 391

0.3
4.7
0.3

58.0
13.3
13.4 
2.3

-6.3

2.5
14.6 
8.4

-23.8
11.7 
12.5
9.2
2.9

5.4 
- 0.0

5.1
4.0
8.8
1.5 

- 1.0 
10.1

4.0
3.7

-3.1
4.9
3.6

-3 .2
13.1
16.4



to about 4.7 per cent, almost 
one half of the 1988 rate of 8.4 
per cent; however, the 1988 per- 
formance reflected a sharp recovery 
from drought-affected agricultural

production in 1987. In 1989 a 
number of other factors also 
contributed to slower growth. 
Flooding in late 1988 adversely 
affected the production of rubber
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mental protection in the wake of 
floods induced cut-backs in logging 
activity. However, successful diver- 
sification into horticulture, aided

Box I.4. Expansion of shrimp production and exports
The interaction of improved tech- 

nology and changing tastes has trans- 
formed shrimp cultivation from a high- 
cost, luxury food with limited trade 
possibilities into a relatively low- 
cost, highly competitive export. In 
the process, many developing coun- 
tries in the ESCAP region, looking 
for new export niches, have found this 
to be a source for achieving high 
growth of exports and income.

In the past, the fresh shrimp catch 
was obtained mainly from the sea and 
large rivers. Recently, however, with 
the rapid development of aquaculture,
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counted for an increasingly larger 
share of the amount processed into 
frozen products. Output of cultured 
crustaceans expanded most rapidly in 
China and Taiwan Province of China, 
particularly during the post-1984 
period. Furthermore, in recent years, 
Bangladesh, the Philippines, Thailand 
and Viet Nam have also made signifi- 
cant strides in shrimp cultivation. 
In contrast, production has stagnated 
or grown slowly in many of the major 
shrimp-producting countries, such as 
India, Indonesia and Pakistan.

The high-yielding aquaculture 
technology responsible for growth 
rates in the cultured crustaceans 
industry emerged initially in Taiwan 
Province of China, where about 8-11 
tons of black tiger shrimps per hectare, 
or twice the level in Thailand which 
had the next highest productivity, 
were raised. The strategy was based 
on commercial production of high 
quality prawn larvae in hatcheries 
(to supply family-run shrimp farms) 
and was accompanied by develop- 
ment of large-scale shrimp feed-mills. 
In Japan, similar efforts were supple-

Output and exports o f shrimps and prawns in the developing ESCAP region

Source: FAO, Yearbook o f  Fishery Statistics, 1987, vol. 65, pp. 181 and 357.

a Far Eastern Economic Review  (5 October 1989), p. 96.
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by continuing growth in livestock 
and aquaculture, helped maintain 
the sector’s momentum.

In Viet Nam the agricultural 
output growth in 1989, at 3.0

per cent, was higher than the
2.7 per cent achieved in the pre- 
vious year, largely as a result 
of a good rice crop which ac- 
counted for about half of agricul-

tural output. Agricultural growth 
in the Lao People’s Democratic 
Republic rose to almost 10 per 
cent in 1989, after a decline re- 
corded in 1988. This was

mented by an efficient transport and 
processing network that was closely 
integrated with shrimp cultivation 
efforts and backed by export promo- 
tion drives.

In addition to raising productivi- 
ty, aquaculture has a number of 
advantages over natural shrimp cultiva- 
tion carried out in the large coastal 
areas of many of the region’s develop- 
ing countries. For example, the area 
skirting the Bay of Bengal in 
Bangladesh is regarded as the world’s 
finest natural habitat for black tiger 
shrimp but the shrimp catch in this 
natural habitat, as well as that of the 
Philippines and Viet Nam, is at the 
mercy of regular typhoons. More- 
over, unless conservation measures 
are enforced, over-exploitation will 
steadily deplete the shrimp resources, 
while pollution and destruction of 
mangrove forests are likely to create 
serious environmental problems.

At the same time, adoption of 
aquaculture technology has not been 
without problems. Thus, in India 
and Indonesia lack of sophistication 
in cultivation techniques and equip- 
ment has led to poor catches of low 
quality. Although India’s brackish 
water reserves suitable for shrimp 
cultivation extend to approximately 
1.53 million hectares, only about 30 
per cent of these reserves are exploited, 
because existing hatcheries are insuf- 
ficient to meet the demand for seed 
by shrimp farms, while the shortage 
with regard to quality feed supply 
is even more acute. Indonesia, which 
has an estimated 0.84 million hectares 
suited to shrimp-rearing, output 
growth had been held in check until 
1985 in the absence of a framework 
to encourage investment.

Appropriate policy support is 
therefore required for intensive shrimp 
cultivation. Among the successful 
countries, Thailand has emphasized 
scale economies and vertical integra- 
tion of the entire industry from pro- 
ducing inputs for shrimp farming 
to processing for export markets. The

aim is to keep production costs to a 
minimum in order to maintain pro- 
fitability of the industry even in a 
weak market. In the Philippines, 
commencing from 1984, several 
thousand hectares of land devoted 
to sugar production were converted 
into shrimp aquaculture ponds as 
per hectare margins in such ponds 
were almost four times higher. Produc- 
tion was concentrated on the black 
tiger shrimp, whose exports were 
mainly destined for Japan. In China, 
preferential treatment and price 
liberalization since 1985 have triggered 
growth of both salt-water and fresh- 
water shrimps and enabled the country 
to become one of the world’s main 
producers and exporters of fresh and 
frozen shrimps.

Export demand has been the main 
driving forces behind the growth of 
shrimp breeding in the developing
ESCAP region and the bulk of the 
shrimp output in its developing
economies is grown with exports in
view. Thus, while China’s shrimp 
output grew from 16,891 tons in 1984 
to 72,988 tons in 1987, its exports 
grew from $127.4 million to $507.5 
million during the same period.
Exports of shrimp from Indonesia 
and India in 1987 were $350.5 million 
and $328.6 million, respectively, 
although the quantity exported by 
India was about 28 per cent higher. 
Thailand, the region’s fourth largest 
shrimp exporter, earned $223.4 million 
in 1987, reflecting an almost doubling 
of both production and export 
earnings in the period between 1984 
and 1987. Although the volume of 
shrimps exported by the Philippines 
was small (14,935 tons) the higher 
quality of its produce yielded export 
earnings of $154.6 million in 1987. 
In that year, Bangladesh, Viet Nam 
and Pakistan also recorded substantial 
exports of shrimp amounting to 
$122.7 million, $122.1 million, and 
$84.9 million, respectively (see table).

The marked rise in shrimp exports 
from the region was largely spurred by 
the buoyancy of the Japanese market

immediately after 1984. Consumption 
in Japan increased when, helped by 
the soaring yen, shrimp, which had 
been an expensive food consumed 
mainly at restaurants, became an ingre- 
dient used frequently in home cooking. 
As a result, per capita consumption 
of shrimp rose from 2.5 kg in 1984 
to about 3 kg in 1987. Furthermore, 
the prices obtained in Japanese 
market (until mid-1988) for the 
standard variety of black tiger shrimps 
(which constituted most of the region’s 
produce) were about twice the level 
prevailing in the United States of 
America, the other important destina- 
tion for exports. However, towards 
the end of 1988, the Japanese market 
weakened considerably mainly on ac- 
count of intense competition among 
suppliersa despite a significant decline 
in supply from Taiwan Province of 
China due to the destruction of its 
crop by disease as well as higher 
domestic consumption.

The long-term solution for the 
region to regain its momentum of 
the mid-1980s is to diversify its 
markets away from overdependence 
on Japan, but such efforts would 
require more stringent quality control 
as the standards in the United States 
and Western Europe are more exacting. 
Moreover, there may have to be a sales 
promotion drive for black tiger shrimps 
in America and Europe where white 
prawns are still preferred, and co- 
operative efforts by the region’s 
shrimp exporting community could 
yield rich dividends. Rising per capita 
incomes in the region, coupled with 
lower prices induced by cost reduction 
efforts, are also likely to increase 
the importance of the domestic 
markets.

a China, Indonesia, the Philippines 
and Thailand had encouraged domestic 
production but had inadequate cold 
storage facilities to space out their 
market offerings.
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partly the result of diversification 
into higher value cash crops, 
while rice output was maintained 
through increased productivity. In 
Myanmar, modest gains in agricul- 
tural production were obtained, 
increasing the growth rate to 2.8 
per cent in 1989 from 1.7 per 
cent in 1988. This was largely 
a result of the return of favour- 
able monsoons which helped raise 
the output of rice.

In South Asia the general 
trend was towards a deceleration 
of the growth rate in 1989 follow- 
ing very high growth rates in 1988. 
However, in Bangladesh, the agri- 
cultural growth rate of 2.1 per 
cent in 1989, following a good 
winter crop, was higher than the 
previous year’s achievement of
0.9 per cent. In India, the agricul- 
tural growth rate was down to
5.1 per cent in 1989 from 12.1 
per cent in 1988. However, the 
apparent deceleration has to be 
viewed against the very high 
growth rate in the previous year, 
which arose after three successive 
droughts. Moreover, the con- 
tinued high growth was achieved 
without almost any increase in 
the area under cultivation. In 
Pakistan, growth of the agricul- 
tural sector in 1989 at about 5.9 
per cent was much higher than 
the 1988 outcome of 1.1 per cent, 
the latter being the consequence 
of flooding of the cotton crop in 
September 1988. In Sri Lanka, 
despite additional acreage under 
irrigation as a consequence of 
the completion of downstream 
projects under the Mahaweli 
scheme, the agricultural output 
declined in 1989 by around 5.3 
per cent (in contrast to a rise 
achieved in 1988) due to a stagnant 
paddy output and decline in tea 
production. The agricultural per- 
formance, however, fell more 
sharply in Nepal where landslides 
destroyed crops and reversed the 
annual rate of change from a 
growth of 1.7 per cent in 1988

to a fall of 1.5 per cent in 1989.
In the Pacific island economies, 

available information indicated that 
slower growth of 1.3 per cent 
was experienced by Fiji in 1989 
(as against 3.4 per cent in 1988) 
where its main crop, sugar, 
stagnated in the year. In Papua 
New Guinea, too, growth slackened 
in 1989 as the benefits of past 
investments in new plants and 
high-yield variety (HYV) seeds 
in cocoa and palm oil were 
moderated by weaker prices for 
copra and coffee. As a result, 
the 1988 growth performance of
3.6 per cent fell to 2.2 per cent 
in 1989.

3. Policy issues

Over the past few years, 
agricultural policy reforms and 
initiatives in the region actively 
supported the expansion of farm 
output and diversification of the 
sector. In China, the agricultural 
development policy stressed 
accelerated implementation of an 
extensive programme of new land 
use, consolidation of tenurial ar- 
rangements, deregulation of 
product prices coupled with 
elimination of input subsidies, and 
increased incentives for the pro- 
duction of export crops of 
high value. The Lao People’s 
Democratic Republic and Viet 
Nam also pursued similar policies 
particularly with respect to 
liberalization of marketing and 
pricing policies.

In South-East Asia, too, several 
policy changes were introduced 
in agriculture. The major focus 
of agricultural policy in the 
Philippines was enactment of a 
land reform programme designed 
to change the pattern of land 
ownership in rural areas. Steps 
were also taken to enhance agricul- 
tural productivity through changes 
in the regulations governing the 
sugar and coconut sectors and 
the distribution of fertilizers and

pesticides. Indonesian policy 
stressed drought-proofing of
agriculture through the efficient
operation and maintenance of
irrigation systems by levying
service fees to offset operation 
and maintenance costs, reduction 
in input subsidies, and extension 
of banking and credit facilities 
to the rural sector. To increase 
agricultural productivity through 
research and development, Malaysia 
announced that capital expenditure 
on agricultural ventures would be 
tax deductible. In Thailand, the 
agricultural strategy stressed con- 
tinued diversification of foreign 
markets for farm products, higher 
value addition through food pro- 
cessing, spread of intensive cul- 
tivation practices and extension 
of rural credit facilities.

In Myanmar, in an attempt to 
relieve food shortages, all restric- 
tions on private sector trading in 
foodstuffs were lifted, while expan- 
sion of output from fisheries and 
logging was sought through joint 
ventures or concessions to foreign 
companies. Prices of agricultural 
inputs, however, rose in the coun- 
try as subsidies were withdrawn.

South Asian countries have 
also persistently attached high 
priority to the agricultural sector. 
In Bangladesh, as the sequel to 
damage inflicted by repeated 
flooding of sown area, the main 
focus of agricultural policy was 
on post-flood rehabilitation of 
irrigation and other agricultural 
infrastructure in the short-term, 
while exploring long-term flood 
control measures and options. A 
National Commission on Agricul- 
ture was also set up to study the 
problems of the sector and to 
formulate policies for its long- 
term development. In India, 
the onslaught of successive 
droughts induced massive counter- 
cyclical measures to minimize the 
impact of inadequate water, as 
well as supportive schemes to 
provide incomes or employment
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particularly to peasant farmers and 
agricultural labourers. A new 
production policy to encourage 
production and development of 
quality seeds was also adopted, 
while a special unit was simul- 
taneously set up for the conserva- 
tion and improvement of produc- 
tivity in rainfed areas.

For Pakistan, the National 
Commission on Agriculture ad- 
vocated a diversification into an 
intensive, high value-added agricul- 
ture from the present primarily 
cereal-based structure. The Com- 
mission also recommended that 
the private sector be allowed a 
greater role in agriculture, domestic 
prices of agricultural products be 
kept in line with international 
prices, and research and extension 
activities be encouraged further. 
Sugar mill zones that forced 
growers to supply cane only to the 
mill of their zone were abolished. 
The rules permitting private export 
of rice and cotton were further 
simplified. Export duty on high 
quality rice was reduced. Sri 
Lanka significantly raised the prices 
of agricultural inputs by with- 
drawing subsidies, including that 
of fertilizers; it also emphasized 
development of a diversified crop 
base away from over-dependence 
on tea and paddy for its agricul- 
tural outcome.

B. INDUSTRY

1. Industrial development: 
an overview

Economic growth of the 
developing Asian and Pacific region 
in recent years has derived main- 
ly from the rapid rate of industrial 
growth in most countries (table 
I.10). The high regional indus- 
trial growth rate has been main- 
tained through vigorous ef- 
forts to restructure these eco- 
nomies, especially the industrial 
sectors. However, industrial pro- 
gress has been marked by increasing

differentiation in technological 
levels, ranging from the most 
rudimentary to the highly sophis- 
ticated, both across the region 
and within individual countries.

The region’s process of in- 
dustrial restructuring has been 
facilitated by the changing pattern 
of comparative advantage and in- 
creasing interdependence within the 
region. For instance, certain 
imperatives of industrial adjustment 
in Japan, resulting from its trade 
imbalances with the outside world, 
have led the country to relocate 
the production of certain types of 
goods elsewhere in the region. 
At the same time, the concomitant 
increase in the openness of the 
Japanese economy and the decline 
in the competitiveness of certain 
labour-intensive manufactures 
have also created opportunities for 
industrial producers in other Asian 
countries to achieve greater 
diversification. This trend towards 
greater division of labour within 
the region has been reinforced 
by continuing structural adjust- 
ments taking place in the newly 
industrializing economies (NIEs) 
of Asia and, to a lesser extent, in 
the ASEAN countries.

Most developing economies of 
the Asian and Pacific region have 
continued to make significant 
progress in industrialization. A 
number of them, besides the NIEs, 
have maintained high rates of 
industrial expansion and have seen 
their manufacturing sectors become 
the mainstay of economic growth. 
Double-digit growth rates in manu- 
facturing are increasingly becoming 
the norm. Much of the recent 
dynamic growth of this sector has 
come from exports. In many 
economies manufactured goods 
have risen significantly as a pro- 
portion of total exports.

The region’s industrial scene 
as a whole, however, was charac- 
terized by considerable diversity 
(figure I.7). The four NIEs
— Hong Kong, the Republic of

Korea, Singapore and Taiwan 
Province of China — have derived 
their continued industrial 
dynamism through upgrading the 
technical foundations of their 
industries. The Republic of Korea 
has developed a manufacturing 
sector with contribution to GDP 
among the world’s highest, and with 
most dynamic growth. Although 
its growth slowed down in 1989 
owing to a decline in exports, 
it is gearing up for resumed faster 
growth based on more sophisticat- 
ed industrial products and by 
relying more on domestic demand 
than on exports. China’s industrial 
growth, maintained at a very high 
rate during the decade, slowed 
down to about 10 per cent in
1989.

The South-East Asian eco- 
nomies, particularly those of 
Malaysia and Thailand, have conti- 
nued to broaden their industrial 
bases and maintain their industrial 
growth rates at 12-15 per cent per 
annum. In both these economies, 
the export-oriented manufacturing 
sectors have become the most 
dynamic element. Indonesia and 
the Philippines have also continued 
their efforts at industrial diversi- 
fication. In Indonesia, compared 
with other ASEAN economies, the 
manufacturing sector is small in 
relation to its GDP. In recent 
years, the government’s industrial 
policy has sought to reduce the 
country’s dependence on oil and 
gas through the promotion of 
broad-based manufacturing. The 
Philippine manufacturing sector, 
though fairly well developed, faces 
serious capacity constraints. Its 
further development is also 
adversely affected by infrastruc- 
tural bottle-necks.

In South Asia, both India 
and Pakistan maintained high rates 
of industrial growth. The ex- 
perience of India in the 1980s 
suggests that industrial expan- 
sion have moved on to a higher 
growth path. Pakistan has also,
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Table I.10. Selected developing economies o f the ESCAP region. Growth rates of value added in industry, 1986-  
1989

Total
industry

Mining Manufac-
turing

Electricity Construction

17.5 
12.8
0.0

-31.1

1.7
6.7
7.0

13.5 
-26 .2  
-23 .6

2.8
3.0

2.2
4.2

-14 .0
- 11.8

2.7
8.5

0.9
1.7 

-3 .2

6.7
12.5
4.9
2.9

-20 .9
17.6

7.5
6.3

5.0
12.7

9.4 
11.6

-22 .4
-10 .4

-5 .4
- 2.2

1.5
1.8
1.5

11.3 
22.0
26.4

7.1 
- 2.2

0.0

10.2
7.8
9.4

8.6
10.7

8.3 
8.0

3.8 
10.6

8.6

11.7 
10.1

5.9
10.5

21.4
11 . 8

5.3
8.1

25.3
12.3
6.3 

14.0

5.5
10.3 

9.2 
6.8

7.1
3.0
3.5

19.3 
-10.7  
-14 .3

9.2
7.5 
8.9

4.7
7.8

7.5 
12.8 
18.0 
13.5

- 2.6
2.3
2.7

7.5
7.5 

10.0
3.1

0.9
6.9
9.1
7.1

17.7
18.3 
13.0

1.0

8.4 
17.2
18.4
9.8

8.4
6.8 
4.7

62.5
-7 .7
33.3

10.7
4.1
7.9

4.6
-3 .7

7.5 
0.1
6.6
3.9

- 0.6
-0 .4
12.8

23.7
7.5

13.9
7.2

- 11.1
- 6.2

6.7
1.0

30.4 
- 2.1  
-1 .4  
- 6.8

-15 .3
- 1.0
-5 .7
-3 .5

5.2 
19.0

9.0

1.8
6.4
5.1

4.7
-1 .3
-9 .9

4.2

7.0
1.5

-7 .7
-4 .3

2.2
7.2
5.4

16.9
-1 4 .9
-15 .4

8.4
6.6 
8.8

4.4
1.9

4.7
6.2

13.2
10.4

- 1.2
2.8
3.2

8.1 
8.6
8.7
3.9

- 2.1
7.7
8.5
6.9

16.1
16.5 
11.7

3.0

-0 .9
10.4
13.3
7.6

6.1
6.3 
4.2

1986
1987
1988
1989

1986
1987
1988

1986
1987
1988

1986
1987 
1988a

1986
1987

1986
1987 
1988b 
1989b

1986
1987
1988

1986
1987
1988
1989

1986
1987
1988
1989 Q1

1986
1987
1988
1989 Q1

1986
1987
1988
1989 Q1&2

1986
1987
1988

Afghanistan

Bangladesh

Fiji

India

Indonesia

Malaysia

Myanmar

Pakistan

Philippines

Republic of Korea

Singapore

Sri Lanka
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Sources: ADB, Key Indicators o f Developing Member Countries o f  ADB, vol. XX (Manila, July 1989); and national sources.
a b 

Growth rate of industrial production without construction. Total industry excluding electricity.

during the period 1980-1988, main- 
tained high rates of industrial 
growth. This weakened during 
the period 1988-1989, though 
the latest indications in 1989 
were that private investment in the 
manufacturing sector was picking 
up.

The industrial performance of 
other South Asian countries fell 
considerably short of that achieved 
by India and Pakistan. Industrial 
growth in Bangladesh during the 
1980s has been lack-lustre despite 
efforts to find a niche as an 
exporter of manufactures, especial- 
ly garments. Its major industries
— jute, textiles and garments — 
have faced problems of flagging 
external demand, quota restric- 
tions and inadequate domestic 
demand, with little sign of any 
substantial change in the situation 
in 1989. In Sri Lanka, industrial 
growth during the decade has 
averaged about 4 per cent; about 
the same rate was maintained 
in 1989. The country’s security 
situation has continued to 
constrain industrial progress. This 
was also the case in Afghanistan, 
where industrial production 
declined in both 1988 and 1989. 
In Nepal, despite some progress 
over the years, manufacturing 
remains at a very rudimentary 
level, and industrial progress in 
1989 was severely handicapped 
by scarcities of fuel and raw 
materials.

2. Recent industrial performance 
and policies in the developing 

ESCAP region

(a) East Asia

The East Asian NIEs and 
Singapore continued to upgrade 
the technical foundations of their 
industries. As a result of the 
industrial progress achieved during 
the 1970s and 1980s, Singapore 
and Hong Kong reached the highest 
levels of development in the 
region.3 On the strength of its 
exports of manufactured goods, 
Taiwan Province of China recently 
became one of the world’s major 
export surplus economies. In 
the Republic of Korea, the manu- 
facturing sector with a share in 
GDP among the highest in the 
world, was one of the most 
dynamic.

China maintained a very high 
rate of industrial growth during 
the 1980s. However, as a result

performance and its role in the 
economy, reference is made to the 
broad industrial sector which in most 
cases include mining, manufacturing, 
utilities and construction. However, 
for lack of uniform and consistent 
data and to keep the discussions within 
limits, the focus is placed on manu-
facturing, which was the most dynamic 
sector of industry, and on which data 
were more satisfactory. Growth referred 
to is in terms of value added, although 
in some cases it is based on output value.

of rapid growth a variety of 
imbalances emerged in the in- 
dustrial structure. In 1989, the 
Government was grappling with 
these and other problems (for 
example, industrial inefficiency) 
that particularly affected state- 
owned enterprises.

In 1989, the industrial sector 
of China took the major brunt 
of the macro-economic policies 
aimed at taking some heat out of 
the current fast pace of economic 
growth. The rate of increase in 
industrial production decelerated 
to 10 per cent during the first 
eight months of 1989, as compared 
with the same period of 1988 
when output expanded at a rate 
of 20.7 per cent. Growth during 
1989 was spread over the light and 
heavy industry subsectors. Pro- 
cessing industries, however, grew 
much faster than the power and 
raw materials industries. There 
were also imbalances in the growth 
of state, collective and township 
enterprises. During the first eight 
months of 1989, the collective 
and township enterprises grew at 
a rate of 14.4 per cent while the 
growth rate in the state enterprises 
subsector was below 6 per cent.

This pattern of growth led to 
the emergence of imbalances within 
the country’s industrial structure, 
along with serious imbalances 
between demand and supply. 
These problems were aggravated 
by cost escalations, erosion of

Table I.10. (continued)

Total
industry

Mining Manufac-
turing

Electricity Construction

-2 .9
8.1

13.7

12.4
9.0

13.4

9.6
13.6
12.4
13.5

- 2.0
7.3

13.5

7.1
12.0
12.8

1986
1987
1988
1989

Thailand

4 3

3 In evaluating industrial growth



Figure I.7. Selected developing economies o f the ESCAP region. Size of the industrial sector in GDP

(Percentage)

economic efficiency and loss of 
profitability. In the first half 
of 1989, for example, the pro- 
ductivity in state enterprises in- 
creased only by 3.1 per cent while 
production costs increased by
18.6 per cent. Losses of state 
enterprises increased during this 
period to exceed the losses for 
the whole of 1988.

A number of measures were 
being adopted to resolve these 
problems. These included restrain-

providing raw materials, capital, 
etc., to more efficient enter- 
prises at the expense of the in- 
efficient; replacing outmoded 
equipment and improving manage- 
ment efficiency where possible; 
and rectifying imbalances in supply 
and demand of commodities. More 
than 18,000 investment projects, 
both large- and small-scale were 
“halted and suspended, while the 
number of new projects was severe- 
ly reduced” .4

In Hong Kong, manufacturing 
industries have continued to grow 
in recent years. The index of 
industrial production, in which 
manufacturing activity is pre-

4 Wang Tong and Liao Qun, “An 
overview of China’s economy in 1989- 
1991: review for 1989 and outlook for 
1990-1991” , paper presented to the 
eighth session of the Regional Seminar 
on an Interlinked Country Model 
System, Bangkok, 17-19 January 1990.

Afghanistan

Bangladesh

Bhutan

Fiji

India

Indonesia

Malaysia

Maldives

Myanmar

Pakistan

Philippines

Republic of 
Korea 

Singapore

Sri Lanka

Thailand

Vanuatu

1983
1989
1983
1988 
1983
1989 
1983
1988 
1983 
1987 
1983
1987 
1983
1989 
1983 
1989 
1983
1988 
1983
1989 
1983 
1989 
1983 
1988 
1983 
1988 
1983 
1988 
1983 
1988 
1983 
1987

a Manufacturing including mining and electricity.

c Manufacturing including electricity.

b Manufacturing including mining.

d Mining is not available.
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dominant, increased by over 41 
per cent in the period 1985-1988. 
In 1989, manufacturing activity 
expanded by 13 per cent.

However, employment in 
manufacturing has been falling 
steadily. From around 900,000 
in late 1984 it declined to about 
815,000 in the first quarter of
1989. The main reason for this 
decline lies in the relocation of 
certain manufacturing activities, 
the most important of which 
is toy-making, across the bor- 
der in China. Other labour-in- 
tensive manufacturing activities, 
especially those involving tradi- 
tional assembly-line methods have 
become unprofitable in Hong 
Kong and have moved to its low- 
cost competitors, such as China, 
the Philippines and Thailand. This 
has brought about a significant 
structural change in Hong Kong 
and has promoted complementari- 
ties with the other economies of 
the region. The typical pattern 
increasingly in evidence is that as 
certain activities are transferred 
abroad, Hong Kong remains the 
base for product design, quality 
control and manufacture of more 
sophisticated parts and com- 
ponents. Also, in many cases 
investment abroad consists of 
expansion of existing or new 
activities rather than mere reloca- 
tion.

The textile and garments sector 
still remains as the largest domestic 
exporter at $HK 83 billion in 1988. 
Increasing introduction of greater 
automation (for example, a 
computer-aided design garment 
sector) has ensured its competitive- 
ness. The garment sector has 
moved towards the more expensive 
and fashion-based range of goods. 
Its relocation outside Hong Kong 
is restricted by the country-of- 
origin rules that fix volume quotas 
in the United States and European 
Community markets. The
electronics sector is next in im- 
portance as the domestic exporter,

with $HK 55.6 billion in 1988. 
However, it offers the largest 
potential for growth of domestic 
exports.

Despite these changes, manu- 
facturing remains of critical im- 
portance to Hong Kong’s economy, 
and a substantial part of the 
services sector, which was growing 
in relative importance, was directly 
supportive of this sector. There 
was some concern, however, that 
manufacturing activity in the areas 
of high technology lagged behind 
that of other NIEs in the region 
and also in fostering indigenous 
research and development capabili- 
ty.

During the period 1986-1988 
industry in the Republic of Korea 
performed strongly, picking up 
from a 5 per cent growth in value 
added in the broad industrial 
sector in the recession year of
1985, to annual rates varying 
within the 12 to 15 per cent range, 
with the manufacturing subsector 
growing at an even higher rate of
16.8 per cent annually. Among 
the manufacturing industries, 
fabricated metal products, 
machinery and equipment showed 
the highest growth rates. Electric 
and electronic machinery grew 
by an annual rate of 39 per cent, 
other machinery grew by 26 per 
cent, and transport equipment by 
25 per cent.

Work stoppages and rapid wage 
increases arising from labour dis- 
putes, along with currency appre- 
ciation, seriously eroded the inter- 
national competitiveness of the 
Republic of Korea in 1989. As 
a result, Korean export industries 
such as footwear, automobiles, 
iron and steel and marine products 
performed badly. Growth in 
manufacturing output had dropped 
to an annual rate of 1 per cent in 
the first quarter of 1989. None 
the less, some sectors managed to 
post robust gains. Shipbuilding, 
electrical and electronic products, 
chemical products, and general

machinery grew by over 10 per 
cent during the first half of 1989.

(b) South-East Asia

In 1989 the countries of 
South-East Asia, by and large, 
sustained the momentum of their 
industrial growth of the previous 
two years.

Though from a relatively 
low base, the industrial output 
of Indonesia has been increas- 
ing at high rates in recent 
years. Value added in manufac- 
turing increased by 7.8 per cent 
in 1987 over the previous year, 
while the production index 
indicated a 15.5 per cent change 
both in 1987 and 1988. However, 
the production index changed only 
by 2.5 per cent during the first 
half of 1989 over the same period 
of 1988.

The principal products of the 
Indonesian manufacturing sector 
were consumer goods, including
processed food and beverages, 
tobacco products, textiles and 
garments and electrical appliances. 
The production of intermediate 
goods, including chemicals, cement, 
glass, fertilizers, ceramics, ma- 
chinery and basic metal products 
had increased markedly in recent 
years. The country’s industrial
development should be viewed 
against the long-term objective
of establishing a strong economic 
structure with emphasis on rela- 
tively advanced industries, sup- 
ported by balanced develop-
ment of its natural resources and 
agriculture. Priority was given 
to industries that processed agri- 
cultural and mining products, both 
for export and domestic markets, 
and industries that produced agri- 
cultural machinery. A principal 
aim has been to reduce the 
economy’s dependence on the oil 
sector and to encourage the 
development of non-oil exports.

The industrial sector of 
Malaysia has had high rates of
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growth since 1987, manufacturing 
value added growing at a rate of 
18 per cent in 1988. In 1989, 
the rate of growth was projected 
to be somewhat smaller, but 
a still high 13.5 per cent was 
indicated. Total industrial out- 
put growth in 1988 was re- 
corded at 15.3 per cent. The 
manufacturing sector, which cur- 
rently accounted for almost a 
quarter of GDP, became the 
mainstay of economic growth in 
recent years.

Electrical and electronics goods 
accounted for 55.2 per cent of 
total manufactured goods exports, 
and textiles, clothing and footwear 
for 9.3 per cent, followed by 
petroleum and chemical products 
which contributed 7.7 per cent. 
These three groups of products 
thus accounted for over 72 per 
cent of total exports of manu- 
factured goods. Rubber products 
recorded the highest annual average 
growth rate, of 30 per cent, during 
the period 1986-1988. Their 
importance in exports also 
significantly increased: in 1985 
their share in total manufactured 
goods exports was less than 1 
per cent, while in 1989 it was 
expected to be around 4 per cent.

In the Philippines, after severe 
contraction during the period 1984-
1986, the industrial sector grew 
at rates of 7.8 and 8.5 per cent 
respectively in 1987 and 1988. 
During the first half of 1989 
industrial growth was maintained 
at a rate of 7.5 per cent. The 
manufacturing sector (which had 
declined at rates of 7.1 and 7.6 
per cent during 1984 and 1985 
respectively, and stagnated in 1986) 
grew at rates of 6.9 and 9.1 per 
cent in 1987 and 1988. During 
the first half of 1989 manufactur- 
ing output increased at a rate of
6.8 per cent. Industries which 
did well included basic metals, 
machinery (except electrical), and 
transport equipment.

The manufacturing sector,

which accounted for 76 per cent 
of industrial production, faced 
serious capacity constraints. In- 
frastructural bottle-necks, partic- 
ularly in the energy and transport 
sectors, adversely affected the 
subsector. These problems and 
environmental considerations have 
led the Government to plan the 
expansion of regional industrial 
centres. Fiscal incentives were 
extended to facilitate the establish-
ment of private small- and medium- 
sized industrial estates and parks 
outside metropolitan Manila. The 
approved 1989 Investment Priori- 
ties Plan listed 234 preferred 
investment areas. These areas 
were to provide common in- 
dustrial and service facilities, tele- 
phone and telegraph services and 
improved transport facilities.

The economy of Singapore 
was heavily dependent on the 
production and export of manu- 
factures, with the manufacturing 
sector accounting for 30.2 per 
cent of GDP at current market 
prices in 1988. Since the 1985 
economic recession, in which the 
manufacturing sector recorded a
7.3 per cent decline, it staged 
a strong recovery, growing by
8.4 per cent in 1986, 17.3 per 
cent in 1987 and 18.4 per cent 
in 1988. However, growth 
decelerated to 9.7 per cent in 
the first half of 1989, largely 
due to weakening international 
demand.

Electronics, with growth rates 
of 31.6 per cent in 1987 and
28.1 per cent in 1988, was the 
fastest growing industry since 1985. 
This was due to booming export 
demand for personal computers and 
computer peripherals, office 
machinery, integrated circuits, 
semiconductor devices, telecom- 
munications equipment, and 
consumer electronics. Growth in 
electronics slowed down to 7.5 
per cent in the first half of 1989 
in the face of weakening inter- 
national demand. Other industries

with double-digit growth in 1988 
were transport equipment (21.1 
per cent), non-electrical machinery 
(20.3 per cent), electrical 
machinery and apparatus (19.9 
per cent), fabricated metal 
products (17.4 per cent), and 
printing and publishing (10.6 
per cent). The petroleum 
refining industry, which was in 
decline since 1981 as a result of 
the fall in oil prices and the growth 
of competing refining facilities in 
the region, recorded a modest 
recovery in 1988 and grew more 
rapidly in the first half of 1989 
in response to the strong global 
and regional demand for naphtha/ 
LPG (liquefied petroleum gas) 
products.

Thailand’s industrial sector has 
continued to experience high rates 
of growth since 1986, largely as 
a result of the favourable climate 
created by demand and govern-
ment policies promoting exports 
and actively aimed at taking ad-
vantage of changes in - external 
demand to support industrial 
expansion. In 1988, the rate of 
growth of industrial output was
12.8 per cent and of manufactur- 
ing output 12.4 per cent. Industry 
was expected to show a strong 
performance in 1989 as well. In 
the first half of the year manu- 
facturing output was increasing 
at a rate of 13.5 per cent. For 
the year as a whole a growth rate 
of 12-14 per cent was expected.

The high rates of industrial 
growth in the 1980s created strains 
on infrastructure and resulted in 
an unsustainable concentration of 
industries. As a response, govern- 
ment policies during the Sixth 
Plan (1986-1990) emphasized 
diversification and decentralization 
of industrial activities. Success 
on the former count was clearly 
more marked than on the second, 
as preference for locations near 
Bangkok was still very pronounced 
despite the policy to do away 
with promotional privileges for
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business and industrial activities 
in the Bangkok area. During 
the remaining period of the Sixth 
Plan government policies aimed 
to improve investment incentives 
favouring industrial locations in 
the regions.

An important challenge for 
industrial development in Thailand 
was the Eastern Seaboard Develop- 
ment Programme, a plan to develop 
an integrated industrial complex 
along the country’s east coast. 
By providing infrastructure, services 
and incentives to attract industrial 
investment, the Government was 
encouraging decentralization of 
industrial activities away from 
Bangkok while accelerating the 
pace of the country’s overall 
industrial development. There 
were already increasing industrial 
activities in the area starting with 
the construction of the first gas 
separation plant and the National 
Petrochemical Complex which 
utilizes the outputs from the gas 
separation plant. The commer- 
cial deep seaport at Laem Chabang 
was expected to be completed 
by 1991, while the industrial 
port at Map Ta Phut was to be 
completed by 1992.

(c) South Asia

In South Asia, both India 
and Pakistan maintained high rates 
of industrial growth. The ex- 
perience of India during the 1980s 
suggested that industrial growth 
had moved on to a higher level. 
Pakistan maintained a high rate 
of industrial growth during the 
period 1980-1988. However, 
during the period 1988-1989 in- 
dustrial growth weakened, though 
indications were that private in- 
vestment in the manufacturing 
sector was picking up.

Industrial sector in India and 
the economy as a whole have 
been on a higher growth trajectory 
since the mid-1980s, compared 
with performance in earlier years.

During the period 1985-1988, the 
first four years of India’s seventh 
five-year plan, the annual average 
growth rate of the manufacturing 
sector, which accounted for about 
77 per cent of industrial value 
added, came to about 8.5 per cent, 
exceeding the plan target of 8 per 
cent annual growth.

The improvement in the manu- 
facturing sector itself was fairly 
broad based. Of the 17 major 
industrial groups in this sector, 
as many as 15 (64 per cent) re- 
gistered positive growth in 1988 
as against 11 in 1987. The number 
of those showing a decline was 
only 2 as against 6 in the preceding 
year. Automotive industries ex- 
perienced a remarkably high growth 
rate, particularly in passenger cars 
and jeeps, three-wheelers, motor- 
cycles and scooters; growth rates 
ranging from 9.4 per cent to over 
30 per cent were recorded in this 
sector. There was also an all- 
round increase in the output of 
capital goods industries, reflecting 
strong investment demand in 
transport, energy and the manu- 
facturing sectors. Output of 
several basic and intermediate 
goods industries also expanded in
1988. A larger number of in- 
dustries in these categories re- 
gistered increases in output as 
compared with 1987, some 
exceeding 12 per cent growth 
rate; nitrogenous and phosphatic 
fertilizers had an output growth 
of between 22 and 35 per cent.

The improved industrial 
growth in 1988-1989 stemmed 
not only from the recovery of the 
economy from the previous year’s 
drought but also from the measures 
taken in recent years to set the 
right market environment for 
growth. A number of significant 
measures to liberalize the economy 
which were undertaken during the 
1980s were beginning to bear 
fruit towards the end of the decade 
(see box I.5).

Areas where insufficient pro-

gress was made related to regional 
distribution of industry and in- 
dustrial “sickness” — a situation 
characterized by the existence of 
a large number of unprofitable 
industrial units with large out- 
standing liabilities. The growing 
incidence of “sickness” was a 
major industrial structural problem. 
Of these a large majority (over 
90 per cent) were non-viable. 
Policies for tackling the problem 
were centred around attempts to 
rehabilitate the viable ones through 
the Board of Industrial and 
Financial Reconstruction set up 
in 1987. However, because of its 
important social dimension, the 
problem continued to be intracta- 
ble.

In Pakistan, the manufactur- 
ing sector, which maintained a 
rather high rate of growth in 
value added in the recent past, 
recorded an average growth rate 
of 7.6 per cent during the period 
1983-1988. It slackened in 1988-
1989, recording a rate of growth 
of only 3.1 per cent — the lowest 
for the decade. The performance 
of the large-scale sector, which 
accounted for about 74 per cent 
of total manufacturing value 
added, was particularly disappoint- 
ing, recording an increase of only 
1.2 per cent. The disparity in 
the growth rates of large- and 
small-scale industries was partly 
accounted for by lower rates 
of increase in investment in the 
former. During the period 1987-
1988, the large-scale sector had 
an investment increase of only
4.4 per cent while the small sector 
recorded investment growth of 24 
per cent. However in 1989, private 
industrial investment as a whole 
picked up. Some factors 
responsible for the poor per- 
formance of much of the manu- 
facturing sector in 1989 included 
excessive late summer rains and 
heavy floods, shortage of elec- 
tricity, and social and political 
disturbances in two of the
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country’s major commercial and 
industrial centres, Karachi and 
Hyderabad.

The manufacturing sector in 
Sri Lanka in 1989 recorded a 
modest rate of 4.1 per cent growth. 
Within the sector, small industries, 
a small subsector accounting for 
less than 5 per cent of the manu- 
facturing output, was the best 
performer. It achieved a growth 
rate of 13.5 per cent. It was 
followed by the cottage in- 
dustries, another small subsector

in terms of output, with a 7.5 
per cent growth. The largest 
subsector, factory industries, ac- 
counting for nearly 72 per cent 
of manufacturing output, grew by
5.1 per cent. But the agro-process- 
ing industries (tea, rubber and 
coconut) experienced negative 
growth of 4.4 per cent. The 
decline in this subsector was 
principally attributed to fall in 
tea and rubber production. The 
fall in the output of this subsector 
would have been much larger but

for the large increase in coconut 
production.

The factory industries sub- 
sector, which was equivalent to 
the modern sector excluding agro- 
processing industries, grew by 8 
per cent in 1987 and nearly 7 
per cent in 1988. Within this 
sector, the private sector provided 
the major component of growth. 
The export-oriented garment sector 
was expected to increase its output 
by 10 per cent in 1989. In fact, 
the main impetus to the expansion

Box I.5. Industrial policy reforms in India
Beginning in the mid-1980s, India 

initiated a process of industrial policy 
reforms directed at fostering greater 
competition, efficiency and growth in 
the industrial sector. Policies mainly 
aimed at reducing the number of 
regulations and administrative controls, 
thus giving enterprises much greater 
flexibility. Measures adopted were 
specifically focused on: (a) facili-
tating capacity creation, (b) stimulat- 
ing output expansion, and (c) removing 
procedural impediments.

Eliminating licensing require- 
ment for industries so as to pro- 
mote new investment, encourage- 
ment of modernization and up- 
grading of technology through the 
operation of the technical develop- 
ment fund were measures directed at 
capacity expansion and their better 
utilization. A major industrial package 
was announced in 1988, whereby only 
projects involving an investment in 
fixed assets of more than Rs 150 million 
(Rs 500 million, if located in a 
backward area) would require a 
licence, subject, however, to certain 
locational restrictions designed to 
discourage congestion in city areas. 
The number of industries requiring 
licensing, regardless of size, was also 
curtailed from 77 to 26. Under- 
takings considered “dominant” under 
the monopolies regulations were 
exempted from any restriction regard- 
ing industrial licensing for items other 
than those in which an undertaking 
happened to be “dominant”.

By 1988, “minimum economic 
capacities” were laid down for 84 
industries with several new ones 
added in 1988, while for others the

existing levels of minimum capacity 
were revised upwards. Under this 
policy, existing units were auto- 
matically allowed to expand their 
capacities up to the prescribed limits, 
while new units were sanctioned 
capacities at the defined minimum 
economic levels. These were aimed 
at preventing fragmentation at un- 
economic levels and increasing cost 
efficiency.

The Technical Development Fund 
was widened in scope to include 
import of all kinds of capital equip- 
ment, technical know-how and 
assistance, drawings and designs and 
consultancy services. The ceiling 
for imports under the Fund were raised 
to a foreign exchange equivalent of 
Rs 20 million per year. Subject to 
the ceiling, multiple applications for 
imports within a single year were 
permitted and the ceiling itself could 
be relaxed in cases where a total 
package of technology was being 
imported.

Measures to facilitate output 
expansion comprised automatic re- 
endorsement of industrial licences, 
and “broad banding” which allowed 
licensed capacity to be used for 
producing similar products. Under 
policies announced in 1988, re- 
endorsement of licensed capacity was 
substantially liberalized. Industrial 
licences were henceforth to be auto- 
matically re-endorsed at the maximum 
production level achieved between 
1 April 1988 and 31 March 1990, 
except for items reserved for the small- 
scale sector, provided that the addi- 
tional investment in plant and equip- 
ment to achieve the higher level of

production did not exceed 10 per 
cent of the book value of the existing 
capital.

The facility of broad banding 
was introduced in recent years to 
enable manufacturing units to adjust 
their product mix in response to 
changes in market conditions and 
facilitate capacity utilization. This 
was expanded in 1988 to a large 
number of industries. Forty items 
in all were brought under this scheme, 
including electrical equipment, auto- 
mobile tires and tubes, glass, cement, 
leather manufactures, a number of 
bulk drugs, fruits and vegetables 
and processed foods, among others. 
The minimum size of assets, beyond 
which a unit was declared a “ large 
house” and subjected to specially 
rigorous scrutiny, was also increased. 
This measure was intended to relax 
restrictions on enterprise growth and 
increase flexibility.

In order to simplify administra- 
tive procedures and allow sufficient 
time for implementation of invest- 
ment projects, the period of validity 
of letters of intent issued after 1 June 
1985 was increased to three years. 
The validity of registration granted 
by the Government was also increas- 
ed from 2 to 3 years after 1 June 
1985. Foreign companies were 
allowed to submit applications for 
approval of industrial licences and 
collaboration with domestic partners 
in their own names; however, they 
were required to incorporate a 
company in India to implement the 
approved projects once approval was 
granted.
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of the factory industries was 
expected from the export-oriented 
private sector. In 1988, about 
80 per cent of the manufactured 
goods exports were textiles and 
ready-made garments. The poor 
performance of the public sector 
industries, output of which 
declined by 1 per cent in 1988, 
was expected to continue in 1989.

As in most other least 
developed countries the manu- 
facturing sector in Bangladesh was 
rather small, contributing only 
about 8 per cent of GDP and 9 
per cent of total employment. 
The large-scale sector, which ac- 
counted for 58 per cent of manu- 
facturing value added, provided 
employment to only about 20 
per cent of the industrial labour 
force. The rest of the employ- 
ment was provided by the small- 
scale sector and cottage industries. 
Despite attempts at reform and 
at liberalization of policies with 
encouragement to the private 
sector, progress of the manufactur- 
ing sector remained meagre.

The poor performance of the 
manufacturing sector of Bangladesh 
could be partly attributed to weak 
demand, both domestic and 
external, and its extremely narrow 
base. Jute and cotton textiles 
had a very large weight in the 
country’s manufacturing sector.

Flagging world demand for
jute goods depressed capacity 
utilization of the industry
throughout the 1980s. Low 
domestic demand, owing to in- 
sufficient growth in real per capita 
income, depressed the production 
of cotton textiles. Quota restric- 
tions in industrialized countries 
also contributed to underutilization 
of capacity in the garment industry. 
Capacity in chemicals, engineering 
and a number of other industries 
also remained underused. The 
most disturbing feature of the 
industrial scene was the low level 
of investment, particularly by 
the private sector. The flow 
of foreign investment, favourable 
policy adjustments and opportuni- 
ties notwithstanding, remained 
meagre.

In Afghanistan, the industrial 
sector accounted for 26.7 per cent 
of GDP in 1988; this was among 
the highest in the region’s least 
developed countries. The sector, 
however, continued to face serious 
difficulties. After suffering 
contraction by 7.7 per cent in
1988, output declined by 4.3 
per cent in 1989. There were 
shortages of equipment, electricity, 
raw materials, spare parts and 
skilled workers, and there were 
serious transport problems.

The share of industrial activity

in the economy of Nepal also was 
rather small. The share of manu- 
facturing in GDP was only around
6 per cent, and that of construction 
about 8 per cent. Within manu- 
facturing, about 95 per cent of all 
establishments were cottage in- 
dustries which employed about 
90 per cent of the total manu- 
facturing labour force but contri- 
buted about 20 per cent of output. 
The remainder of the value added 
in manufacturing came from 
medium and large enterprises. 
Many of these were in the public 
sector and concentrated in the 
Kathmandu Valley and the Terai. 
During the first nine months of 
fiscal 1989 there was some increase 
in industrial production. The 
industries which experienced 
growth included those making 
soap, shoes, cement, matches, 
leather, bricks and tiles. Stain- 
less steel utensils, cotton tex- 
tiles, and plywood, on the other 
hand, stagnated or declined. Since 
the trade and transit impasse with 
India (March 1989) industrial 
output was adversely affected by 
transport problems and by shortage 
of essential materials. Further- 
more, the industries whose 
products were mainly directed 
at the Indian market were affected 
badly for lack of marketing op- 
portunities.
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IV. DEVELOPMENTS IN EXTERNAL TRADE AND  
FINANCE

1989, resulting in lower earnings 
from commodity exports. Third, 
rising domestic costs and currency 
appreciation reduced the cost 
competitiveness of exports of some 
economies of the region, espe- 
cially those of the newly indus- 
trializing economies. Finally, 
intense protectionist pressure 
tended to have a restraining effect 
on exports in a number of these 
economies. Indeed, there was 
increasing pressure on a number 
of developing countries, especially 
the newly industrializing eco- 
conomies, to reduce their export 
growth and to concentrate on 
domestic demand as their main 
growth stimulus. In other cases, 
exports were also adversely affected 
by other compulsions of domestic 
economic management.

Among the region’s developing 
economies experiencing a sharp 
slow-down in export growth in 
1989 were China, Hong Kong, 
the Philippines and the Republic 
of Korea. Although austerity 
measures in China were primarily 
expected to affect imports, their 
ultimate impact on exports was 
unavoidable. Export growth 
slowed down sharply from 27.3 per 
cent in 1987 to 20.5 per cent in
1988 and to around 10.0 per cent 
in 1989. Imports had grown at a 
slower rate than exports in 1987, 
but outpaced exports in both
1988 and 1989. As a result, the 
trade deficit of China, which had 
narrowed to $1.7 billion in 1987, 
rose sharply in 1988 and could 
have reached $8,billion in 1989.

A strikingly strong deceleration

occurred in 1989 in the foreign 
trade sector of the Republic of 
Korea, after two years of vigorous 
expansion. As a result of the faster 
growth in imports and slower 
growth in exports, the trade sur- 
plus of the Republic of Korea
was sharply reduced to about
a third of the 1988 figure. The 
current account surplus, which 
reached a record $14 billion in
1988, was likely to fall sharply 
in 1989.

The slow-down in export 
growth in the Republic of Korea
stems from both protectionist
pressure in its main export markets 
and domestic cost escalation 
eroding competitiveness. Export 
growth in 1989 was slower in both 
the United States and the European 
Community, whose combined share 
of the total exports of the 
Republic of Korea fell from 50 
per cent in 1986 to 45 per cent 
in 1989. On the other hand, ex- 
ports to Japan, the Asian new- 
ly industrializing economies and 
the ASEAN countries increased 
faster. This raised Japan’s share 
of the exports of the Republic 
of Korea from 15.6 per cent 
in 1986 to above 20 per cent 
in 1989, while that of the newly 
industrializing economies rose from 
about 6 to 11 per cent. Slow 
growth in Hong Kong’s exports 
in 1989 could also be attributed 
to both domestic and external 
factors. External demand grew 
much more slowly in 1989, espe- 
cially in China and the United 
States, the country’s major export 
markets.

A. MERCHANDISE TRADE

1. An overview

W hile the degree of de- 
pendence on foreign trade 

differs widely among the develop- 
ing economies of the ESCAP 
region, trade has been providing 
an increasingly important growth 
stimulus in almost all of them. This 
is reflected in the rise in ratios 
of exports and imports to GDP 
(see figure I .8). It is not sur- 
prising, therefore, that in many 
cases the growth deceleration dis- 
cussed in chapter II stemmed 
largely from the slower expansion 
of exports in 1989. The prospects 
for most developing economies of 
the ESCAP region are for generally 
slower export growth in 1990, 
despite continuing attempts to 
diversify their foreign trade.

After rapid trade expansion 
in the previous two years, the 
export growth of many coun- 
tries in the region slowed down 
in 1989. The average growth 
rate in the dollar value of exports 
for the developing economies of 
the ESCAP region had already 
declined to 24.5 per cent in 1988 
from 29.1 per cent in 1987; in 
1989, it fell to 14.3 per cent.

The export slow-down in 
1989 was the result of a num- 
ber of factors. First, the growth 
rate was naturally to slow down 
after economies acquired a greater 
degree of openness following years 
of rapid growth. Second, the 
prices of many of the non-fuel 
primary commodities weakened in
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tries of the region which were 
able to sustain their export per- 
formances in 1989, the most out- 
standing was Thailand. Its mer- 
chandise exports continued to 
grow at more than 30 per cent 
during the period 1987-1989 and 
are expected to continue growing 
at more than 20 per cent into 
the 1990s. The main impetus 
for export growth in Thailand 
has come from the surge in foreign

investment, which is predominantly 
directed towards export-oriented 
projects. The export performance 
of India was also steady at a 
moderately high level, although 
exports formed only 6 per cent 
of GDP. With its current export 
growth of 16 per cent in real 
terms, exports were contributing 
about 1 per cent growth to India’s 
GDP.

A number of countries in 
the region continued to face

protectionist pressure from and 
trade friction with developed coun- 
tries. A spate of anti-dumping 
measures in the United States 
and the European Economic Com- 
munity against the exports of 
developing countries of the ESCAP 
region, especially the newly in- 
dustrializing and ASEAN eco- 
nomies, have clouded their 
prospects for continuing export 
growth. Garments, electronics and 
automobiles were among the chief

Figure I.8. Selected developing economies of the ESCAP region. Changes in trade-GDP ratio, 1985 and 1988

1. India
2. Pakistan
3. Sri Lanka
4. Indonesia
5. Malaysia
6. Philippines
7. Singapore
8. Thailand
9. China

10. Hong Kong
11. Republic of Korea
12. Bangladesh
13. Myanmar
14. Nepal
15. Samoa
16. Fiji
17. Papua New Guinea
18. Solomon Islands
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targets of protectionist restrictions. 
India and Thailand were among 
countries facing possible action 
under the so-called Super 301 
provision of the 1988 US Trade 
Act.

While export growth from 
the region was experiencing a 
slow-down, growth in imports 
generally remained unabated. As a 
result, many countries were likely

to incur larger trade deficits. The 
few developing economies of the 
region which- have developed sur- 
pluses in their trade and payment 
balances in recent years, were 
likely to see their surpluses sharply 
reduced during the year. There 
was considerable variation in the 
trade performance of the develop- 
ing economies of the ESCAP 
region, although the broad pattern

was more or less similar among 
economies belonging to the same 
subregion (see table I.11).

2. Recent trade performance

(a) East Asia

The East Asian economies were 
among those which suffered the 
sharpest slow-down in export

Table I.11. Selected developing economies o f the ESCAP region. Annual rates o f change in dollar value o f exports 
and imports, 1985-1989

Sources: United Nations, M onthly Bulletin o f  Statistics, vol. XLIV, No. 1 (January 1990) (ST/ESA/STAT/SER.Q/205); Cook 
Islands Quarterly Statistical Bulletin (December 1988); IMF, International Financial Statistics, vol. XLII, No. 12 (December 1989); 
ADB, Key Indicators o f  Developing Member Countries o f  ADB, vol. XX (July 1989); Government of Niue, Quarterly Abstract o f  
Statistics (March, 1989); and Kiribati Statistics Office, Kiribati 1979-1987: A  Compendium o f  Statistics (January 1989).

a Excluding Mongolia and Viet Nam. b First quarter. c Average for those economies only for which data were available 
for the year concerned.

Exports Imports

Average
1985-1987 1986 1987 1988

1989
(first
half)

Average
1985-1987 1986 1987 1988

1989
(first
half)

23.7b
24.9
20.5

23.8b 
33. 1b
30.4

17.436.1b

-1 .7
13.2 
- l . 1b

15.9b

-41 .5
-7 .6
-2 .3

81.7

33.5

Developing countriesa
East Asia

China 
Hong Kong 
Republic of Korea

South-East Asia
Indonesia
Malaysia
Philippines
Singapore
Thailand

South Asia
India 
Pakistan 
Sri Lanka

Q
Least developed countries

Bangladesh
Bhutan
Maldives
Myanmar
Nepal
Samoa
Vanuatu

Pacific island economies0
Cook Islands
Fiji
Niue
Papua New Guinea 
Solomon Islands

17.2
24.2
20.3
27.0
25.0

8.4
-4 .0

6.7
10.7
12.1
27.3
15.8
15.1 
22.6

4.6
8.0

13.5
40.6
16.1 

-18 .5
- 1.6

- 10.6
-23 .8

16.7
60.1
14.1
-5 .1
18.7 
-4 .4

6.2

15.5
13.6 
18.0
14.6
-5 .9

-20 .3
- 12.0

6.6
-1 .4
22.9

7.4

5.0
21.6 
-7 .7

4.4

3.0
50.2 

8.7
-9 .4

-1 2 .4
- 20.0
-45 .2

15.2
55.8
11.9 

- 1.0 
17.7 
-4 .3

29.4
33.7
27.3
36.8
36.2
24.9
15.7
29.3
14.9
27.5
31.9
25.0
26.2
23.7
18.4

11 . 8

25.0
31.5
24.0 

-26 .9
10.5 

3.8 
2.3

18.1
64.5 
16.2 

-9 .0  
19.7 
-4 .5

25.2 
26.8
20.5
30.3
28.4
26.3
12.2
15.8
26.4
37.0
34.9
12.7
13.9 

9.9
12.6

6.6

12.8
31.1
29.0 

-36 .9
24.3
23.0
14.2
11.0

-47 .6
11.8

-27 .6
11.4
23.3

 b4.8
23.7

7.5

7.4b 
20.1 
14.5 
16.0
31.9b

24.2

4 . 94.1b

—24.3b

10.9 
-19 .3

4.2

48.1
— 45.0b

1.5

10.7
13.5

1.1
28.0
14.8
10.2

9.8
0.4

13.8
11.3
17.9
2.7
3.7 

- 0.6
4.1
0.2

5.6 
-9 .7  
18.2 
-2 .5
13.5
10.3 
-0 .7

3.1
23.0
-7 .4

6.6
6.8

1.9
6.7
1.6

19.6
1.4

-3 .2
4.5 

-14.1
2.5 

-2 .9  
- 1.1
-4 .7
-3 .2
- 8.8
-4 .3

0.9
-7 .2
10.7 
11.4

7.4 
0.2

-5 .9
-19.7

-1 .7
6.4

-4 .5

- 0.1
-8 .7

20.3
20.7

0.6
37.0 
29.9
25.5
15.4
17.2
26.3
27.6
40.6
10.6

11.0 
8.4

13.2
-0 .5
20.1

-26 .4
25.5 

- 11 .6
28.5
28.8 
21.8

8.1

42.2 
- 10.2

13.8
25.4

27.3
28.7
27.6
31.8
26.3
31.5

7.1
30.6 
28.2
34.7
48.5
13.2
14.0
13.1
9.7
5.8

12.8
61.2

-9 .4
15.4
20.6 

1.3
3.5
8.2 

19.8

13.2
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growth in 1989. After a decade- 
long expansion in China’s foreign 
trade (see box I.6), exports slowed 
down markedly in 1989. The 
value of China’s exports grew 
at a rate of 20.5 per cent in 1988 
after a 27.3 per cent growth in
1987, while they were likely to 
have slowed down to below 10 
per cent in 1989! On the other 
hand, imports growth at rates 
of 27.6 per cent in 1988 and 
over 20 per cent in 1989 in- 
creased the trade deficit in 1988 
and 1989. The trade deficit for 
the first eight months in 1989 
was close to the deficit for the 
whole of 1988. The austerity 
measures being implemented by 
the Government (see chapter II) 
could be expected to slow down 
imports growth later in the year, 
but since they were also likely to 
adversely affect exports growth, 
the improvement in the trade 
balance was unlikely to be 
significant.

The Republic of Korea’s 
export growth, after two years 
of vigorous expansion in 1987 
and 1988, was slowing down 
considerably in 1989. Exports 
grew at the rate of 7.5 per cent 
during the first half of 1989 com- 
pared with a 28.4 per cent annual 
growth in 1988 and 36.2 per cent 
in 1987. However, imports regis- 
tered a higher rate of 20.5 per 
cent growth during the first half 
of the year, although lower than 
the 29.9 per cent annual growth 
in 1987 and 26.3 per cent in
1988. The brake on exports and 
acceleration of imports in the 
Republic of Korea came from an un- 
favourable combination of external 
and internal factors (see box I.7). 
The country was undeT pressure 
to revalue its currency and 
liberalize its imports, while its 
exports continued to face inr 
creasing non-tariff barriers.

The slow-down in the Republic 
of Korea’s exports in 1989 was 
across the board and affected

all categories. Textiles and 
electronic goods, which together 
constituted 49 per cent of total 
exports in 1988, registered 8.8 
and 14.5 per cent growth during 
the first half of 1989, compared 
with 20.5 and 40 per cent growth 
respectively in 1988. Export 
values of iron and steel, foot- 
wear, automobiles and marine 
products, together accounting for 
another 21.7 per cent of total 
exports, actually fell during the 
first half of the year over their 
levels during the first half of
1988.

The Republic of Korea’s im- 
port trade consisted principally of 
intermediate products for industrial 
use (including crude petroleum 
which was 7 per cent of the total). 
Import of intermediate goods re- 
gistered an increase of 23.5 per cent 
in 1988, machinery and equipment 
30 per cent, and consumer goods 
25 per cent. This pattern of 
growth in imports continued in
1989. However, slower import 
of capital goods and an accelera- 
tion in the import of consumer 
goods were expected.

In Hong Kong, growth in 
exports in 1989 slowed con- 
siderably, domestic exports grow- 
ing at a rate of 5.8 per cent during 
the first eight months of the year, 
about half the rate of 1988. Hong 
Kong’s total exports, more than 
half of which were re-exports
(mainly to China) increased by 
30.4 per cent by value in 1988. 
Among major categories of
domestic exports, chemicals and 
chemical products, machinery and 
transport equipment, and food 
and beverages registered the
fastest growth, at 67.6, 27.7
and 16.5 per cent respectively. 
Light manufacturing items in- 
creased at slower rates of 5 to
7 per cent. Re-exports, however, 
remained relatively buoyant, with 
a growth rate of 26.7 per cent 
during the first eight months of
1989.

Slow growth in Hong Kong’s 
exports in 1989 could be attributed 
to both domestic and external 
factors. External demand grew 
much more slowly in 1989, espe- 
cially in the United States and 
in China. China emerged as the 
most important trading partner 
of Hong Kong in recent years, 
with exports to that country 
growing at an average rate of 36 
per cent during the period 1985-
1988. Rates of growth were 
equally high for both domestic 
exports and re-exports to China. 
China’s economic slow-down in 
1989 was affecting Hong Kong’s 
exports.

Hong Kong’s imports also 
registered fast growth recently. 
Imports increased by almost 32 
per cent in 1988 after a 37 per 
cent growth in 1987. In 1988, 
the faster increase occurred in 
the import of machinery and 
transport equipment, at a rate 
of 46.3 per cent, and in mis- 
cellaneous manufactured goods, 
growing at a rate of 31.7 per cent. 
The two categories accounted for
29 and 22 per cent respectively 
of total imports. China was a 
major source of imports for Hong 
Kong. Imports from China grew 
at an average rate of 30 per cent 
over the period 1985-1988.

(b) South-East Asia

Export growth rates for the 
ASEAN countries were generally 
lower in 1989 than the very high 
rates achieved in 1987 and 1988. 
However, import growth remained 
unsubdued, resulting in a deteriora- 
tion in the trade balances. The 
rate of growth of imports in 
Malaysia, the Philippines and 
Thailand was particularly strong, 
owing to the recent rapid economic 
growth in these countries which 
has resulted in high demand for 
capital goods imports, as well 
as for intermediate inputs for 
industrial use.
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In Indonesia, the predominant 
role of oil and gas in export earn- 
ings, which accounted for 80 
to 90 per cent in the early 1980s, 
has been greatly eroded, partly 
by steep declines in oil prices and 
partly by the emergence of new ex- 
ports (see box I.3, p. 22). The value 
of oil exports declined by 10.2 per 
cent in 1988, reversing a small gain 
in 1987. While the volume of oil

exports was in accordance with 
quotas agreed within OPEC, earn- 
ings largely reflected price move- 
ments which recorded large swings 
between 1985 and 1989. On the 
other hand, non-oil exports in- 
creased particularly rapidly during
1987 and 1988, at rates of 31 and 
34 per cent respectively. Non-oil 
exports consisted of both agricul- 
tural and manufactured products,

plywood and textiles being the 
two leading items. Prospects 
for 1989 appeared better as oil 
prices firmed up during the year, 
although earnings declined some- 
what during the first half. Total 
exports during the first half of 
1989 increased by 10 per cent 
over the same period of 1988. 
Non-oil exports rose by 20 per 
cent, while oil exports declined

Box I.6. A decade of expansion in China’s foreign trade
Since the adoption of the policy 

of “opening up” a decade ago, foreign 
trade has grown rapidly in China, with 
total trade accounting for a third of 
GDP in 1988, making its economy 
more open than other large countries 
in the world. During the 10-year 
period since 1978, exports grew at an 
annual average rate of 17.9 per cent and 
imports by 19.5 per cent. The changes 
in the rates of growth of exports 
during the decade (1979-1988) re- 
flected, to a large extent, the changes 
in the world economic environment. 
Thus the slow-down in export growth 
during the period 1982-1985 was an 
effect of the world-wide economic 
recession and declining commodity 
prices.

The expansion of imports, 
however, has been determined by both 
the availability o f foreign exchange and 
domestic economic policies. In the

first five years, 1979-1983, imports 
grew broadly in line with export 
earnings, but in the second half of the 
decade, domestic factors played a 
more important role. Trade balances 
until 1983 were close to zero, while 
large deficits emerged thereafter (see 
table and chart). The upsurge in im- 
ports was particularly noticeable after 
1984 when central control on trade 
was relaxed and foreign trade activities 
decentralized through a contract 
responsibility system. This system 
set a fixed quota of foreign exchange 
to be delivered to the central govern-
ment and thus permitted various 
production enterprises, municipalities, 
provinces and autonomous regions to 
freely undertake trading activities.

A sudden widening of the trade 
gap in excess of $15 billion in 1985 
prompted the government to restrain 
further growth of imports. As a result

Exports, imports and the trade balance

(M illions o f  U S dollars)

Trend in exports, imports and the trade balance, 1978-1988
(Millions o f  US dollars)

Source: United Nations, M onthly Bulletin o f  Statistics, various issues.

United Nations, M o n th ly  B ulletin  o f  Statistics.

import growth was virtually halted 
in 1986 and 1987 and with exports 
growing rather fast, the trade deficits 
were reduced to the level of $3.9 
billion in 1987. However, imports 
grew by 27.6 per cent in 1988, partly 
in order to reduce inflationary 
pressure. The trade deficit widened to 
$7.7 billion despite a 20.5 per cent 
growth in exports.

Since late 1988, government 
policies have aimed at restraining 
domestic demand through severe 
austerity measures in order to reduce 
the inflationary pressure created by 
high growth in the past. Some degree 
of central control on trading activities 
has also been reimposed, although the 
broad “open-door” policies are still 
being pursued.

During the decade, China 
achieved not only fast growth in 
exports and imports but also a rapid 
change in the commodity composition 
of its trade. Thus, as late as in 1985, 
more than 50 per cent of China’s 
exports were primary products, but

Year Exports Imports Trade
balance

Annual growth 
(percentage)

Exports Imports

1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988

9 747 
13 659 
18 270 
22 007
21 913
22 150 
24 871 
27 343 
31 064 
39 542 
47 650

10 889 
15 670 
19 550 
22 014 
18 939 
21 324 
26 183
42 491
43 153 
43 393 
55 361

- 1  142 
- 2  011 
- 1  280 

- 7  
2 974 

826 
- 1  312 

- 1 5  148 
- 1 2  089 

- 3  851 
- 7  711

40.1
33.8
20.5 
-0 .4

1.1
12.3 
9.9

13.6
27.3 
20.5

43.9
24.8 
12.6

-14 .0
12.6
22.8 
62.3

1.6
0.6

27.6
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their share came down to just above 30 
per cent in 1988, the remaining 70 per 
cent being accounted for by manu- 
factures exports. Electrical machinery, 
light industrial products, clothing, 
processed foodstuffs, arts and crafts, 
household electrical appliances and 
other labour-intensive products, became 
China’s staple export commodities. 
More than 80 per cent of imports 
consisted of manufactured goods, 
although the proportion came down 
from 87.5 per cent in 1985 to 81.8 per 
cent in 1988. The composition of 
imports reflected the emphasis on 
China’s drive for technological 
modernization. However, during the 
period since 1985 there have been 
more and more raw materials imports 
for the rapidly expanding industries.

China’s decade-long experience 
may prove instructive for many 
developing countries in the region 
seeking to make a rapid transition to a 
more open economy and more liberal 
trade regimes. The transition clearly 
involves a tendency towards widening 
deficits in a situation where the 
demand for imports exceeds the 
capacity to expand exports at least in 
the short term. Domestic demand 
deflation and devaluation, which China 
is currently obliged to carry out, may 
not be feasible in many countries. 
Even for China it has created serious 
domestic problems. In addition, the 
adverse external demand situation, 
including the increasing threat of 
protectionism, could reduce the 
effectiveness of devaluation con- 
siderably. For smaller and less robust 
economies, the transition period can be 
extremely painful, unless it is possible 
to finance large balance-of-payments 
deficits without creating serious debt 
servicing problems.

tinued to be primary products, 
grew at 15.8 per cent in 1988, 
compared with 29.3 per cent 
in 1987. The high rate of 
growth in 1987 partly reflected 
a recovery from a slump in the 
prices of Malaysia’s major export 
commodities experienced earlier. 
Prices of commodities such as 
cocoa, palm oil, rubber, and tin 
continued their rise in 1988, 
while in 1989 with the exception 
of tin, commodity prices tended 
to decline, with adverse effects 
on export earnings. The fall in 
prices of mineral fuels, exports 
of which accounted for about one 
fifth of total exports, also had 
a dampening effect on earnings 
in 1988. Oil export earnings 
were expected to improve in
1989 as prices recovered towards 
the 1987 levels.

As in the case of other coun- 
tries in the region, the dynamism 
in Malaysia’s export performance 
was provided largely by manu- 
factures exports, which have in- 
creased in recent years. In 1989 
growth of manufactures exports 
was expected to reach more than
30 per cent. Among Malaysia’s 
major manufactured goods exports 
were electronic and electrical 
goods, textile products, processed 
food, machinery and transport 
equipment, and chemical products. 
Notwithstanding the increasing 
concern about protectionism, the 
easing of some specific protec- 
tionist measures such as the cessa- 
tion of a campaign in the United 
States against palm oil as being 
hazardous to health, are likely 
to help Malaysia’s exports. The 
failure of an attempt to with- 
draw GSP privileges from Malaysia’s 
exports in the United States based 
on alleged insufficient protection 
of labour rights in Malaysia, also 
helped reduce concerns about 
prospects of growth in exports 
to the United States.

On the whole, the rate of 
growth in total export earnings

of Malaysia was expected to reach 
20 per cent, although primary 
commodity exports could contri- 
bute little to overall growth. Dur- 
ing the first half of the year a
20.1 per cent growth was actually 
recorded. On the other hand, 
Malaysia’s imports, which increased 
at a much faster rate of above 30 
per cent in 1988, were rising at 
the rate of 33 per cent in 1989. 
Rapid economic growth raised 
demand for imports of capital 
machinery and other goods.

The value of the total export 
earnings of the Philippines rose 
by 26.4 per cent in 1988, after a
14.9 per cent growth in 1987. The 
exports of this country are usually 
classified into a traditional and 
a non-traditional category. The 
traditional category consists mainly 
of primary products, including 
coconut products, sugar, forest 
products, and. mineral products — 
primarily copper. Although 
earnings from traditional products 
declined over the years, in 1987 
and 1988 they improved to some 
extent, largely reflecting the 
recovery in the prices of sugar, 
coconut products and copper. 
Earnings from traditional com- 
modities were projected to rise 
further in 1989 based on continued 
higher price expectations for sugar 
and copper, and an easing of 
the quota for Philippine sugar 
exports to the United States.

Non-traditional exports, which 
besides manufactures include some 
mineral products and fishery items, 
increased by nearly 28 per cent 
in 1988 and were projected to 
increase by another 15 per cent 
in 1989. Manufactures exports, 
two thirds of which comprise 
garments, electrical goods, 
electronic equipment and com- 
ponents, increased by 76.6 per 
cent in 1988. Their growth in
1989 was projected at a much 
more moderate rate of 14.5 per 
cent.

Imports of the Philippines
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by 2 per cent. For the year as 
a whole, export growth was pro- 
jected to rise by 9 per cent, non- 
oil exports accounting for 64 per 
cent of the total. Indonesia’s 
imports rose at a moderate rate 
of 8.3 per cent in 1988. In early 
1989 imports were rising at a 
faster rate of 19.9 per cent.

The value of Malaysia’s ex- 
ports, over half of which con-



rose faster than exports during
1987 and 1988 and for the first 
half of 1989 import growth was 
above 30 per cent. The largest 
category of imports consisted of

raw materials and intermediate 
goods, which registered a rise of 
about 22 per cent in 1988, while 
capital goods imports registered 
the fastest increase, at the rate

of 43 per cent in 1988. The 
import value of mineral fuel and 
lubricants went down. Since
1986 there has been a sharp ac- 
celeration in the growth of con-

Box I.7. Factors affecting slow-down in export growth 
in the Republic of Korea

The success of the Republic of 
Korea in achieving consistently high 
growth rates over the last quarter 
century has been widely acknowl- 
edged. Its highly export-oriented 
economy — wherein exports, pre- 
dominantly of manufactures, form 
40 per cent of GDP — has provided 
the main stimulus for growth. A 
major factor behind this impressive 
export-led growth performance has 
been the country’s ability to main- 
tain its export competitiveness, 
despite increasing real wages, through 
sustained productivity growth and 
suitable exchange rate adjustments.

The Republic of Korea was able 
to maintain its external competitive- 
ness through a favourable combination 
of wage rates, exchange rates and 
labour productivity. The lack of wage 
indexation and collective action on 
the part of the trade unions ensured 
that nominal wages did not rise too 
rapidly, while productivity increases 
permitted moderate growth in real 
wages. Exchange rate adjustments 
also allowed for any slow-down in 
labour productivity, without loss 
of competitiveness.

The sharp slow-down in 1989 
in the growth rates of GDP and exports 
in the Republic of Korea were partly 
the result of some erosion in the 
country’s export competitiveness 
arising from unfavourable develop- 
ments in its labour markets and 
upward adjustments of the exchange 
rate to reduce its export sur- 
plus, especially with the United 
States. The favourable relationship 
between wages, productivity and 
exchange rates, which had sustained 
export competitiveness, came under 
severe pressure from the high growth 
rates of 1987 and 1988 and became 
more difficult to maintain after recent 
social and political reforms towards 
democratization and fundamental 
changes in industrial relations. The 
quick pace of economic activity 
since 1986 in the wake of yen ap-

preciation, and decline in oil prices 
and interest rates, tightened the 
labour market and exerted sustained 
upward pressure on wages. Seasonally 
adjusted unemployment fell from 
4.0 per cent in 1985 to 2.5 per cent 
in 1988 before edging up to 3.3 per 
cent during the first quarter of 1989, 
the latter probably reflecting an 
increase in frictional unemployment 
as wage increases and widespread
labour unrest led to increased factory 
automation and reduced expansion in 
labour-intensive manufacturing activi- 
ties.

The external competitiveness of 
the Republic of Korea’s exports has 
become a central issue as both the 
won and the yen have appreciated
substantially, along with the sharp
increase in nominal wages, and as 
productivity growth has slowed 
recently. There has been a rapid 
deterioration of external competitive- 
ness since 1988. In 1988, the nominal 
exchange rate of the Korean won vis-a- 
vis the United States dollar appreciated
11 per cent on the average, nominal
wages in the manufacturing sector
rose 20 per cent, labour productivity 
in the manufacturing sector grew 
by 7 per cent and real wages rose by
12 per cent. However, unit labour 
costs measured in United States 
dollars (allowing for won apprecia- 
tion) increased by 26 per cent, com- 
pared to only 16 per cent in Taiwan 
Province of China. In 1989, the 
unit labour cost in dollar terms 
increased by 39 per cent in the first 
half of the year, with a nominal 
wage increase of 24 per cent, a real 
wage increase of 17 per cent and 
a productivity decline of 3 per 
cent.a

The developments during 1989 
indicate that exchange rates, wages 
and productivity reinforced one 
another in producing a deterioration 
in competitiveness. As a result of a 
substantial decline in economic 
growth, productivity fell, but real

wage growth continued to increase. 
The large appreciation of the nominal 
exchange rate exacerbated the real 
appreciation, which, together with 
the wage increase and slow-down 
in productivity, produced serious 
deterioration in external competitive- 
ness.

If these trends continue, the 
growth rate of Korean exports will 
fall to very low levels, around 3-4 
per cent per year, and will seriously 
threaten the continuation of the 
balance-of-payments surplus, which 
had enabled the Republic of Korea 
to play an important role as a capital 
exporter. Even with these low growth 
rates of exports, however, it is possible 
for the country to continue to grow 
at a fast rate with a greater role for 
domestic demand expansion. The 
balance-of-payments deficit that this 
may entail could easily be financed 
from external borrowing. However, 
the Republic of Korea is more likely 
to pursue policies of restructuring 
its industries with a view to raising 
productivity at a faster . rate which 
would allow the demand for increased 
real wages and social expenditure 
to be accommodated without in- 
flationary pressure. This would 
ensure the continuing competitive- 
ness of its exports.

At the same time a more sup- 
portive external environment, espe- 
cially a reduction in protectionist 
trends and in pressure to revalue 
its currency would help restore the 
resilience of its exports. Like all 
economies in the region, the Republic 
of Korea is faced with difficult 
challenges, both external and domestic, 
in the 1990s.

a See Won-Am Park, “Korea’s 
macro-economic adjustment and out- 
look,” paper presented to the Regional 
Seminar on an Interlinked Country 
Model System, eighth session, 
Bangkok, 17-19 January 1990.
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sumer goods imports, with the total 
value of imports about doubling 
in 1988 over 1986. Consumer 
goods imports were projected to 
rise at the rate of about 24 per 
cent in 1989.

Singapore experienced rapid 
growth in its external trade during 
the period 1987-1988, with exports 
rising by 27.5 per cent in 1987 
and by 37 per cent in 1988. 
Domestic exports consisted mainly 
of manufactures and services, while 
re-exports consisted of primary 
and fuel products, accounting for 
about 10-12 per cent each of 
total exports. During the period 
1987-1988, fuel exports stagnated 
or declined, while exports of 
primary products increased at the 
high rate of 20 per cent in 1988. 
Exports of manufactured goods, 
on the other hand, increased by 
36 per cent in 1987 and 41 per 
cent in 1988. However, the pace 
of exports growth was slower 
in 1989: during the first half of
1989 total exports increased at 
an annualized rate of 16.0 per 
cent. Weak commodity prices, 
and a slackening of demand for 
Singapore’s major exports, such 
as computers, electronic parts and 
components, printed circuits and 
coloured television sets, were the 
main factors causing the slow- 
down. To these must be added 
Singapore’s recent loss of United 
States GSP privileges, whose ef- 
fects are yet to be evaluated.

Singapore’s total imports in- 
creased at the rates of 27.6 per 
cent in 1987 and 34.7 per cent 
in 1988. In 1989 imports were 
expected to grow more moderate- 
ly, as 17.5 per cent growth was 
recorded for the first half of the 
year. Electronic components and 
part and electrical circuit opera- 
tors which are used as inter- 
mediate inputs in the electronic 
and electrical industries, chemicals, 
and paper products grew strong- 
ly by 37, 42 and 29 per cent 
respectively in 1988. There was

also rapid growth in imports of 
primary commodities such as 
rubber and non-ferrous metals, 
especially copper and aluminium, 
mainly for re-export.

Thailand’s foreign trade has 
expanded rapidly since 1987, with 
total exports increasing at the 
rates of 31.9 and 34.9 per cent and 
imports rising at 40.6 and 48.5 
per cent in 1987 and 1988, respec- 
tively. Primary commodity 
exports, though rapidly declining 
in importance, still accounted for 
more than 40 per cent of Thailand’s 
total exports in 1988. Sugar, rice, 
rubber, maize, tapioca products, 
prawns and tin were among the 
major primary export products. 
With the price of rice, the main 
primary export, rising since 1987, 
the value of primary exports 
also increased rapidly at 25 per 
cent in 1988. Raw materials, 
which contributed less than 10 
per cent of export earnings, also 
recorded a rise of 33 per cent 
in value, as a result partly of 
volume expansion, and partly of 
higher export prices. However, 
the main impetus to growth was 
provided by manufactures exports, 
which grew at the rate of 49 
per cent in 1987 and 41 per cent 
in 1988. Among major industrial 
exports were textiles, computer 
parts, gemstones and shoes.

Imports of manufactured 
goods, mainly machinery and 
equipment, accounted for 78 per 
cent of total imports. About 8 
per cent of imports were mineral 
fuels, the share of which in total 
declined sharply from about 23 
per cent in 1985. Imports of 
manufactured goods grew by 66 
per cent, while those of raw 
materials grew by 41 per cent.

(c) South Asia

The dollar value of India’s 
exports increased at an average 
rate of 15 per cent over the period 
1985-1987, peaking at 26.2 per

cent in 1987 and slowing down to
13.9 per cent in 1988. As in other 
developing countries, manufactures 
exports, which account for more 
than 60 per cent in India, provided 
the main stimulus to its exports. 
The major manufactures exports 
included pearls and precious stones, 
ready-made garments, engineering 
goods, leather and leather manu- 
factures, cotton fabric, and 
chemical and chemical products. 
Among these, pearls and precious 
stones, ready-made garments, 
leather and leather manufactures 
and engineering goods increased 
rapidly during the period 1987- 
1988. Exports of agricultural 
products, in which tea, coffee 
and marine products were major 
items, showed very little expansion. 
Exports of ores and metals also 
stagnated. Exports of mineral 
fuels and lubricants, which emerged 
as significant exports in the mid- 
1980s, have declined sharply in 
recent years owing to a fall-off 
in production.

Like most South Asian coun- 
tries, India’s imports grew mod- 
erately in 1987 and 1988 after 
a decline in 1986, which help- 
ed to reduce to some extent 
the large deficits in the trade 
balance. After a rise of 11 per 
cent in the dollar value of im- 
ports to 1987, the rate of growth 
rose to 14.0 per cent in 1988, 
reflecting the more liberal im- 
port policies in recent years. 
The import of capital goods, 
whose imports have recently been 
liberalized, account for more than 
a quarter of imports, while imports 
of fuel and lubricants, whose share 
fell sharply in recent years with 
the decline in oil prices, still ac- 
counted for about 15 per cent of 
imports. Imports of primary 
products such as cereals, pulses 
and edible oil went up considerably 
in 1988 to augment supply 
shortages resulting from the 
drought in 1987. Imports of inter- 
mediate goods such as fertilizer,
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non-ferrous metal, iron and steel, 
unprocessed gems and precious 
stones, and organic chemicals also 
slowed down considerably.

Pakistan’s exports expanded 
rapidly during the period 1986-
1987, with their dollar value 
rising by almost 24 per cent in
1987, after the approximate 22 
per cent increase in 1986. 
However, since 1988 exports have 
slowed down, recording a more 
moderate 10 per cent growth in
1988, and were likely to slow down 
further in 1989, since during the 
first half of the year total exports 
grew by only 4.9 per cent. Dis- 
ruptions caused by floods in 1988 
affected agricultural exports, while 
disturbance in Karachi, the coun- 
try’s largest industrial centre and 
only port, affected manufactures 
exports adversely.

Although two thirds of 
Pakistan’s exports consist of manu- 
factures exports, they are con- 
centrated heavily in cotton textiles 
and related products. Pakistan’s 
primary commodity exports are 
also heavily concentrated in two 
commodities: cotton and rice. In
1988 exports of cotton and textiles 
provided the main source of growth 
to exports, while those of rice, 
garments, carpets and other export 
products rose slowly.

Pakistan’s imports, consisting 
mainly of capital and intermediate 
goods which accounted for more 
than 60 per cent of the total, 
increased by 13 per cent in 1988. 
Imports of machinery and equip- 
ment, and iron and steel registered 
particularly high rates of growth 
during the year, while petroleum 
imports, despite lower oil prices, 
increased by only 12.2 per cent 
in 1988. Food products, mainly 
wheat, edible oil, tea, milk and 
milk products and pulses, which 
account for 15 per cent of imports, 
also increased substantially.

The export performance of 
the Sri Lankan economy was 
weighed down by the declining

value of its primary commodity 
exports which account for about 
half of its total exports. The 
value of Sri Lanka’s exports in- 
creased at the rate of 18.5 per cent 
in 1987 and 12.6 per cent in 1988. 
However, exports of primary 
products, mainly tea, coconut and 
rubber, which account for about 
one half of Sri Lanka’s exports, 
declined considerably during the 
period 1986-1987 and registered 
marginal increases in 1988. In
1989, while the value of tea and 
rubber exports were likely to 
decrease further, the exports of 
coconut products were expected 
to increase. The decrease in the 
value of primary commodity 
exports came about largely as a 
result of the decline in prices, 
although the volume of exports 
registered some increases. Vigorous 
growth in exports of industrial 
products, which accounted for 
the other half of total exports 
in 1988, contributed to the in- 
crease achieved in export earnings. 
The main increase in manufactures 
exports in 1988 came from gar- 
ments and gems. The value of 
exports in 1989 was expected to 
increase only marginally, owing 
partly to the low prices of agri- 
cultural exports and partly to 
continuing disturbance.

Sri Lanka’s imports consisted 
of manufactured goods (55 per 
cent) raw materials (13.6 per 
cent) and fuels (11 per cent) 
in 1988. Imports of manufactured 
goods, particularly investment 
goods, tended to decline and 
those of consumer goods, including 
food products, tended to increase. 
Imports of fuels and lubricants 
declined as a proportion of total 
imports from 20 per cent in 1985 
to 11 per cent in 1988. The 
volume of total imports as re- 
corded in the trade index of the 
Central Bank of Sri Lanka in- 
creased by 2.4 per cent in 1988, 
whereas import prices increased 
by 12 per cent. Import volume

was expected to increase by about
1.5 per cent in 1989 and import 
prices by about 2.5 per cent.

(d) The least developed and island
economies

The 11 least developed coun- 
tries and the small Pacific island 
economies of the region with an 
undiversified structure of exports 
continued to experience high fluc- 
tuations in export earnings. For 
most of them, a narrow range of 
commodities continued to account 
for the bulk of export earnings.1 
In contrast to most developing 
countries of the region, foreign 
trade did not expand rapidly in 
the two groups of economies. Both 
exports and imports had decreased 
recently in Afghanistan and 
Myanmar. In the case of 
Afghanistan, export earnings fell 
by 20 per cent in 1988, which 
reflected disruptions in domestic 
production and a sharp decline 
in the export of natural gas, a 
major item of exports to the USSR. 
Imports declined by almost 15 
per cent in 1988 after a fall of 50 
per cent in 1987.

In Myanmar, primary pro- 
ducts, of which the bulk comprised 
rice and forest products, accounted 
for 80 to 90 per cent of export 
trade. The volume of rice exports 
has fallen off sharply in recent 
years, which largely accounts for 
the decline in export earnings. 
Imports, predominantly of manu- 
factured goods, registered a cumula- 
tive decline of more than 20 per 
cent over the perio4 1987-1988. 
The declining trend was likely 
to have continued in 1989.

The recent export performance 
of Bangladesh, whose total exports 
during the period 1987-1988 grew 
by an average of about 18 per cent

1 For a more detailed analysis 
of structural changes in the foreign 
trade of these countries, see Survey, 
1987, part two, pp. 99-102.
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per year, has been, perhaps, the 
most impressive among the region’s 
least developed countries. This 
performance stems from successes 
achieved in exporting ready-made 
garments, which have replaced jute 
and jute goods as the country’s 
highest export earner, and in 
exporting fertilizer and frozen 
shrimps. These newer exports
have largely sustained the growth 
in total export earnings despite 
the unfavourable consequences on 
agricultural exports of two major 
floods in 1987 and 1988.

The total import of Bangladesh 
in 1988 was about double that of 
export earnings. The increase in 
imports by about 13 per cent in
1988 was mostly due to high im- 
ports of petroleum, fertilizer, sugar, 
cotton and textile yarn used for 
the manufacture of garments. The 
increase in capital goods imports 
was, however, limited to a nominal 
5 per cent.

The export performance of 
Nepal in 1988 was also impressive. 
Total exports grew by 23 per cent, 
mainly as a result of increased 
exports of carpets and ready-made 
garments to overseas markets. 
Exports to India largely consisting 
of agricultural products, declined 
sharply and were expected to 
decline further in the coming year. 
Nepal’s imports, which consisted 
predominantly of manufactured 
products, registered a rise of 15.4 
per cent in 1988.

Fiji and Papua New Guinea 
in the South Pacific made some 
steady gains in export earnings 
during the period 1985-1988, with 
their export earnings growing at an 
average of 13.5 and 16.9 per cent. 
Fiji’s exports were heavily de- 
pendent on sugar, the price of 
which became more favourable in 
the international market, giving a 
boost to the country’s exports. 
Papua New Guinea’s exports were 
more diversified into agricultural 
and mineral products. Prices of 
some of the metals such as gold,

copper, and nickel, exported from 
Papua New Guinea, have become 
more favourable over the past 
several years, which has given 
a boost to the country’s export 
earnings, although earnings from 
coffee, the major agricultural 
export, have suffered a decline.

The export earnings of 
Solomon Islands increased by 23.3 
per cent in 1988 after three 
consecutive years of decline. The 
increase was due to increased 
volume exports of palm oil and 
fish and better prices for canned 
fish, copra and palm oil. Fish 
has overtaken copra as the coun- 
try’s main foreign exchange earner 
since 1988. Imports in 1987 
increased by 25.4 per cent follow- 
ed by an increase of more than 
50 per cent in 1988, leaving a 
larger deficit in the trade balance.

During the period 1988-1989 
there was very little overall im- 
provement in the external trade 
situation of small Pacific island 
economies, characterized as they 
are by a narrow range of primary 
commodity export bases, earning 
fluctuations and imports exceeding 
exports, perpetuating deficits in 
trade balances. However, earnings 
from tourism and remittances from 
migrant nationals helped to cover 
a substantial part of the deficit 
in a number of the island eco- 
nomies.

B. RECENT CHANGES IN THE
TRADE POLICIES OF THE
DEVELOPING COUNTRIES

OF THE ESCAP REGION

The increasing role of foreign 
trade in the developing countries 
of the ESCAP region was partly 
the result of policy measures 
undertaken by them to adjust to 
the trade, investment and financial 
opportunities created by a changing 
international environment. In 
many cases this has meant a gradual 
reduction in bureaucratic controls 
and an enhanced role for market

forces in determining the pattern 
of production and trade. Correc- 
tive measures were also taken to 
reverse past policies which inhibited 
export growth by discriminating 
against export sectors and by over- 
protecting some import-competing 
sectors.2

Policies were undertaken to 
promote competitiveness of exports 
and to diversify their commodity 
structure in order to respond to 
external market conditions and 
take advantage of emerging op- 
portunities. Greater flexibility in 
exchange rate movements enabled 
both the achievement of export 
competitiveness and liberalization 
of imports, which traditionally 
have been regulated by both 
tariff and non-tariff measures. 
While in many cases the policy 
measures and the expeditiousness 
with which they were undertaken 
were in fulfilment of obligations 
undertaken in order to obtain 
financial assistance from, for 
example, IMF and the World Bank, 
there were clear and unmistakable 
signs in the developing countries 
that the perception of trade was 
changing in favour of liberaliza- 
tion.3

Countries of the region were 
using a wide variety of policy 
instruments for export promotion. 
Export-processing zones were quite 
common during the 1980s, al- 
though their importance gradually 
diminished. Many countries in 
the region also extended duty 
exemptions or duty drawbacks on 
imported inputs, tax rebates and 
pre-shipment financing on easier 
terms to exporters. Several coun- 
tries established new export 
credits, pre-shipment financing and

policy goal is found in the Medium- 
Term Philippine Development Plan 
1987-1992, p. 154.

3
John Whalley, The Uruguay 

Round & Beyond (London, The 
MacMillan Press Ltd., 1989), p. 37.
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export credit guarantee schemes. 
Many governments assisted 
exporters in market development 
and marketing products by setting 
up more trade missions and dis- 
play or sale centres abroad, and 
organizing trade fairs both at 
home and abroad.

In most countries of the region 
imports were regulated by both 
tariff and non-tariff measures. 
Tariffs served the dual purpose 
of earning revenue for the govern- 
ment as well as offering protection 
to selected domestic industries. 
The revenue function of tariffs 
remained of singular importance 
in many countries. However, 
in countries with low levels of 
quantitative controls and with 
the recent reduction of such 
controls in other countries, tariffs 
formed the principal means of 
regulating import trade. Quantita- 
tive restrictions and licensing re- 
quirements for imports were signi- 
ficantly reduced in recent years. 
The following brief survey gives 
some indication of the significance 
and importance of recent trade 
policy developments in explaining 
the export performance of selected 
countries of the region.

In the Republic of Korea, as 
a result of a long-term plan, all 
but 5 per cent of the imported 
items required no prior admin- 
istrative approval in 1988. Most 
of the items still requiring ad- 
ministrative approval are non-manu- 
factured goods. Along with the 
elimination of quantitative restric- 
tions, tariff reductions were also 
'undertaken. In 1988, the average 
tariff rate went down to 18.1 
per cent, while that for manu- 
factured goods was cut to 16.9 
from 22.6 per cent in 1983. During 
the same period, the average tariff 
for agricultural goods was reduced 
from 31.4 to 25.2 per cent. 
Further tariff cuts were planned 
during the next few years with 
the aim of bringing down the 
average tariff rate to 7.9 per cent

by 1993. Measures to reduce 
non-tariff barriers and to liberalize 
agricultural exports were also being 
undertaken.

In Indonesia, foreign trade was 
liberalized in a series of five wide- 
ranging packages adopted between
1986 and 1988. These measures 
transformed the trade regime from 
one of import substitution to 
export promotion and served to 
stimulate exports by permitting 
imported inputs or equipment 
to be imported duty free either 
directly or by obtaining duty 
drawbacks. Also, the protective 
umbrella of tariff and non-tariff 
measures for the manufacturing 
sectors was systematically dis- 
mantled through the removal or 
relaxation of non-tariff barriers and 
the simplification of import regula- 
tions.

Import regimes in countries 
such as Bangladesh, China, India, 
and Pakistan were under extensive 
control but in recent years had 
moved towards liberalization. In 
China, trade used to be centrally 
controlled by the Ministry of 
Foreign Economic Relations and 
Trade. Since 1984, China has 
relaxed its central control on 
trade and started a plan of decen- 
tralization using a contract respon- 
sibility system, which permitted 
various production enterprises, 
municipalities, provinces, and auto- 
nomous regions to freely under- 
take trading activities by delivering 
a fixed quota of foreign exchange 
to the central government. This 
policy was being modified in order 
to remove several of its weaknesses. 
China had permited rapid import 
growth after the adoption of its 
“opening up” policies; however, 
restrictions had to be reimposed 
to protect the balance of payments, 
such as in 1985 and again in 1989 
when the deficits in the trade 
balances ($15 billion in 1985) 
widened alarmingly. Imports still 
required licenses. Import tariff 
rates ranged from a minimum of

5 per cent to a maximum of several 
hundred per cent.

In Bangladesh, where foreign 
exchange scarcity has necessitated 
severe import controls, there has 
been some liberalization since the 
late 1970s, making it possible 
to use workers’ remittances for 
imports under the Wage Earners 
Scheme. The Export Performance 
Licensing Scheme allows ex- 
porters to import goods up to a 
certain percentage of the value 
of their total exports. The per- 
centage varies according to the 
priority attached by the Gov- 
ernment to each industry. The 
import entitlements are easily 
transferable to commercial im- 
porters or industrial consumers. 
Under the raw materials replenish- 
ment schemes, certain export- 
oriented industries are allowed 
to import more than their normal 
entitlement of the raw materials. 
Foreign firms engaged in manu- 
facturing in Bangladesh are also 
allowed to import raw materials, 
machinery and equipment under 
the wage earners scheme.

India has also moved towards 
a more liberal trade policy in recent 
years. The list of items import- 
able under open general licensing 
was expanded under trade policy 
announcement during 1985-1988. 
A new trade policy announced in 
March 1988, to last for a period 
of three years, further liberalized 
import and export controls. The 
new policy was to remove controls 
on imports on more than 700 
items. Import liberalization went 
furthest for capital goods. Only 
a small quota of consumer goods 
was currently licensed. Exporters 
were favoured more under licensing 
policies. Under a special scheme 
introduced recently, firms export- 
ing 100 per cent of output were 
allowed free trade zone treatment. 
The monopoly of import by 
public agencies of certain bulk 
commodities was removed. A 
series of measures rationalizing
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tariff rates were implemented, 
the overall impact of which was 
some reduction in tariff levels.

Beginning in the early 1980s, 
Pakistan liberalized trade and in- 
vestment policies considerably. 
These policies were embodied in 
the Industrial Policy Statement 
of 1984 and the Trade Policy 
Statement of 1987. The delinking 
of the rupee in 1982, by rapidly 
bringing about a less overvalued 
currency, enabled the liberalization 
of imports and the reduction, and 
then abolition of compensatory 
rebates on exports. Imports of 
certain items were banned al- 
together for religious or security 
reasons or to protect specific infant 
industries. Certain items placed 
on restricted lists could be procured 
only from tied sources of credit, 
barter trade or US PL 480 food 
aid, or could only be imported 
by public sector agencies. All 
other items could be imported 
freely. With the new trade policy 
announced in June 1987, 136 
items were removed from the 
restricted list and other items 
allowed to be imported freely 
or up to a higher monetary ceiling. 
The new arrangements were to 
last for three years so as to provide 
greater continuity of policy. 
Customs duties are levied on 
almost all imports, with tariff 
rates varying for luxuries and 
non-essentials, manufactures and 
semi-manufactures, and raw ma- 
terials. With effect from July
1988, import restrictions were 
further relaxed by cutting back 
substantially the negative and the 
restricted lists. Ceilings on the 
import of machinery were also 
raised significantly.

In Sri Lanka imports were 
liberalized drastically after 1977. 
Imports were classified into two 
schedules: one of fewer than 150 
items which required licences; the 
other of goods which were freely 
importable. Raw materials, 
machinery, spare parts and a large

range of manufactured goods came 
under the freely importable lists. 
Along with quantitative liberaliza- 
tion, the import duty structure was 
rationalized into six bands: zero, 
5 per cent, 12.5 per cent, 25 per 
cent, 50 per cent and 100 per cent. 
Essential goods were at the low 
end of the scale and luxury goods 
at the high end. The 1988 budget 
introduced proposals to be brought 
into effect in 2 to 3 years’ time, 
to simplify the tariff structure 
to four bands: 5 per cent, 15 per 
cent, 30 per cent and 50 per 
cent. As an interim measure, 
the maximum rate was reduced 
from 100 to 60 per cent and a 
minimum rate of 5 per cent ap- 
plied without exception to all 
items previously admitted duty 
free. The 1989 budget partially 
reversed this simplification process 
by raising the duty on plant, 
machinery and materials from 5 
to 10 per cent, thereby introducing 
a further band.

In spite of the diversity of 
experience in the region, it can 
be observed that by the end of 
the 1980s most developing coun- 
tries in the region had adopted 
or were moving towards more 
liberal trade policy regimes than 
in the past. In general, countries 
implemented policies which 
lowered the weight of tariffs on 
imports and imposed fewer quanti- 
tative restrictions on them. Apart 
from the free traders, such as 
Hong Kong and Singapore (import 
tariffs affected only 0.3 per cent 
of Singapore’s imports in 1988), 
the average tariff and quantitative 
restrictions were relatively low in 
the developing countries of the 
ESCAP region compared with 
those in other developing coun- 
tries, and these restrictions have 
recently been lowered further.

Next to Hong Kong and 
Singapore, Malaysia had the 
minimum of quantitative restric- 
tions and tariff burdens on 
imports. Only 5 per cent of

Malaysia’s imports (unweighted 
frequency of applications by tariff 
lines) were affected by quanti- 
tative restrictions in 1988. The 
average burden of tariffs on 
Malaysia’s imports in 1988 was 
14 per cent, which remained un- 
changed from 1985. Although 
quantitative restrictions were still 
high on Indonesia’s imports, af- 
fecting 92 per cent of them, the 
average tariff burden was re- 
duced from 20 per cent in 1985 
to 18 per cent in 1988. In the 
Philippines, imports became more 
liberal in terms of reduction of 
both quantitative restrictions and 
tariffs. Quantitative restrictions 
came down from 53 per cent in 
1985 to 43 per cent in 1988, 
while import charges came down 
from 38 to 33 per cent. During 
the period 1981-1987, imports 
of 2,185 items were liberalized. 
Further liberalization of some 
673 items was under way, which 
would leave only a small number 
of items, just above 100, on the 
restricted list. The average tariff 
burden, however, increased slight- 
ly, from 41 per cent in 1985 to 
43 per cent in 1988.

In South Asia, quantitative 
restrictions on imports came down 
markedly. In Pakistan such 
restrictions affected only 26 per 
cent of imports in 1988, compared 
with 80 per cent in 1985. In Sri 
Lanka, only 9 per cent of imports 
were affected, as against 13 per 
cent in 1985. In Bangladesh 
also, a relatively low 49 per cent 
of imports were subjected to 
quantitative restriction in 1988. 
The average burden of import 
tariffs came down in Sri Lanka 
from 43 per cent in 1985 to 41 
per cent in 1988. However, the 
average tariff burdens in Pakistan 
increased from 88 per cent in 
1985 to 98 per cent in 1988 as 
imports were being increasingly 
regulated by tariff instead of 
quantitative methods. The average 
tariff burden in Bangladesh was
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82 per cent in 1988. Quantitative 
restrictions affected 73 per cent 
of India’s imports in 1988 and the 
average tariff burden was 99 per 
cent.4

The ability of developing coun- 
tries to continue with and further 
deepen their liberalization policies 
continued to be circumscribed by 
their overall development needs 
and objectives. Both trade 
liberalization and the issues relating 
to commodity prices and terms 
of trade were important considera-

4 Most of the data used are from 
UNCTAD, Trade and Development 
Report, 1989, and John Whalley, op. 
cit., appendix F. Other information 
from national sources.

tions from the point of view of 
these objectives. A too rapid 
pace of liberalization could be 
unsustainable as the experience 
of countries such as China de- 
monstrated. Easing of protectionist 
pressure of the region’s exports, 
which the countries were eager 
to promote to improve balance 
of payments while allowing more 
liberal imports, could facilitate the 
import liberalization moves ob- 
served in the region.

C. BALANCE OF PAYMENTS

With a few exceptions, im- 
ports have grown more strongly 
than exports in most developing 
countries of the region in recent

years. As a result, many of the 
developing economies of the 
ESCAP region experienced 
deterioration in their current ac- 
count balance of payments (on 
goods, services and private 
transfers) in 1988. Indonesia, 
Malaysia, the Republic of Korea 
and Singapore, however, improved 
their current account balance 
during the year. The least develop- 
ed and the small island economies 
of the region showed mixed results, 
largely owing to the instability 
in their trade from one year to 
another (table I.12).

Since the complete balance- 
of-payments data become available 
with considerable lag, the informa- 
tion for 1989 is incomplete for

Table I.12. Selected developing economies o f the ESCAP region. Balance o f payments: principal components, 
1986-1989
(Millions o f  US dollars)

Merchandise

Exports Imports
Trade

balance

Services
and

income
balance

Private
transfers

Balance on 
goods, services 

and private 
transfers

- 1  226.1 
-1  048.5 
- 1  094.6 

-359.2
- 7  158.0 

325.0 
- 3  937.0

-10 .3
-1 5 .0
-3 .6

- 4  995.0 
- 5  563.0
- 4  099.0 
- 2  269.0 
- 1  500.0 

-520.0
-178 .0  
2 399.0 
1 618.0
-188.9
-196.4
-340.2

-1  120.0 
-980.0  

- 2  017.0

618.1
691.5 
827.1
210.5
255.0
249.0
416.0
-5 .9

- 20.8
-3 .6

2 223.0 
2 636.0

71.0
86.0
99.0
30.0

-1 9 .0
-25 .0
- 21.0

41.3
67.2
59.1

2 676.0 
2 440.0 
2 084.0

-423.5
-371 .3
-477 .3
-107 .7

1 727.0 
1 737.0

962.0
118.0

32.6 
54.3

- 1  780.0 
- 2  422.0
- 6  628.0 
- 7  029.0 
- 7  325.0 
- 1  946.0
- 3  405.0 
- 3  412.0 
- 3  920.0

63.7 
86.6 
78.0

- 1  016.0 
- 1  104.0 
- 1  494.0

- 1  420.7 
- 1  368.7 
- 1  444.4 

-462 .0
- 9  140.0 
- 1  661.0 
- 5  315.0

-122 .4
-26 .8
-54 .3

- 5  438.0 
- 5  777.0

2 458.0
4 674.0
5 726.0 
1 396.0
3 246.0 
5 836.0 
5 559.0
-293 .9
-350 .2
-477 .3

- 2  780.0 
- 2  316.0 
- 2  607.0

- 2  300.7 
- 2  445.6 
- 2  735.4 

-757 .5
- 3 4  896.0 
- 3 6  395.0 
- 4 6  369.0

-368 .2
-330 .6
-399 .9

-1 5  686.0 
-1 7  661.0
-1 1  938.0 
- 1 2  532.0 
- 1 3  656.0 

- 3  690.0
- 1 0  301.0 
- 1 1  918.0 
- 1 5  289.0

-436 .5
-512 .4
-672 .8

- 5  971.0 
- 6  254.0 
- 7  012.0

880.0 
1 076.9 
1 291.0

295.5
25 756.0 
34 734.0 
41 054.0

245.8
303.7
345.6

10 248.0
11 884.0
14 396.0 
17 206.0
19 382.0 

5 086.0
13 547.0 
17 754.0
20 848.0

142.6 
162.2 
195.5

3 191.0
3 938.0
4 405.0

1986
1987
1988
1989 (i)
1986
1987
1988
1986
1987
1988
1986
1987
1986
1987
1988
1989 (i)
1986
1987
1988
1986
1987
1988
1986
1987
1988
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Table I.12 (continued)

Source: IMF, International Financial Statistics, vol. XLII, No. 11 (November 1989).

most countries. The changes in 
the current account based on 
the data discussed here relate 
mainly to 1988. The movements 
in balance of payments are largely 
parallel to those in the merchandize 
trade balance, the largest com- 
ponent of the current account, 
which in turn, reflects the dif- 
ferential rates of exports and 
imports growth discussed in section 
A above. The other components 
of the current account, the services 
and income transactions and private 
transfers, showed relatively minor 
changes in 1988. Available data 
and information indicate that the 
current account balance for most

developing economies of the region 
would continue to deteriorate in
1989 because imports were rising 
faster than exports.

In South Asia, current ac- 
count deficits of India increased 
from about $5 billion in 1986
to $5.6 billion in 1987. This 
deterioration was the result of 
an increase in the trade deficits 

ot 7891 ni noillib 4.5$ morf
$5.8 billion in 1988 and the
services balance from $1.8 billion 
to $2.4 billion between 1986 
and 1987. However, unrequited 
private transfers increased from 
$2.2 billion in 1986 to $2.6
billion in 1987, without which

the current account deficits would 
have been much larger. As in 
the case of other countries of 
South Asia, in India private 
transfers, the major part of which 
were workers’ remittances, con- 
tinued to provide a strong sup- 
port to the balance of payments 
and more than offset the deficits 
incurred on the services and income 
accounts. Comparable data for
1988 were not available. However, 
data for the fiscal year 1988/89 
indicate that the deficits in the 
trade balance remained unchanged 
from the previous fiscal year. The 
persistent deficits in the trade 
and the current account balance

Merchandise

Exports Imports
Trade

balance

Services
and

income
balance

Private
transfers

Balance on 
goods, services 

and private 
transfers

-318.0
-529.4
-378.7

765.0 
-695.0 
-661.0
4 606.0 
9 835.0 

14 117.0 
1 250.0

-5.5
- 6.1
-9 .3

560.0
575.0 

1 682.0
-40.6
-46.0
-69.0

-594.1
-505.8
-609.8

86.0 
-490.0 

-1  859.0
-24.2
-37.7
-28.2

-78.7
-104.5
-124.5

235.0
322.0
501.0

1 028.0 
1 199.0 
1 404.0

141.0
28.4
36.4
35.5

-172.0
-170.0
-209.0

2.4
2.9
5.3

294.1 
312.8 
319.3

64.0 
100.0
46.0

7.2 
5.8
9.8

-341.2
-415.4
-492.6

732.0 
0.0

-77.0
-628.0

977.0 
1 268.0

47.0
- 1.6

1.5 
8.7

2 798.0
3 381.0
4 237.0

-42.1
-45.6
-52.7

-332.4
-346.5
-384.9
-366.0
-166.0

170.0
6.6 

- 0.1
4.5

101.9
-9.6

238.4

- 202.0 
-1  017.0 
-1  085.0

4 206.0 
7 659.0 

11 445.0 
1 062.0

-32.3
-44.0
-53.4

- 2  066.0 
- 2  636.0 
-2  346.0

-0 .9
-3.3

- 21.6

-555.8
-472.1
-544.2

388.0 
-424.0 

- 2  075.0
-38.0
-43.4
-42.5

-928.8 
-1  209.3 
-1  198.8

-5  044.0 
- 6  737.0 
- 8  159.0

-2 9  707.0 
-3 8  585.0 
-4 8  203.0 
-1 2  930.0

-42.8
-55.8
-68.5

-2 3  402.0 
-2 9  910.0 
-4 0  338.0

-66.9
-67.3

-101.7
-1  764.3 
- 1  866.0 
- 2  017.5
- 8  415.0 

-1 2  019.0 
-1 7  856.0

-46.8
-57.1
-57.9

1 030.7 
1 199.7 
1 437.2

4 842.0
5 720.0
7 074.0

33 913.0 
46 244.0 
59 648.0 
13 992.0

10.5
11.8
15.1

21 336.0 
27 274.0 
37 992.0

66.0
64.0
80.1

1 208.5 
1 393.9 
1 473.3
8 803.0 

11 595.0 
15 781.0

8.8
13.7
15.4

1986
1987
1988
1986
1987
1988
1986
1987
1988
1989 (i)
1986
1987
1988
1986
1987
1988
1986
1987
1988
1986
1987
1988
1986
1987
1988
1986
1987
1988

Papua New Guinea 

Philippines 

Republic of Korea

Samoa 

Singapore 

Solomon Islands 

Sri Lanka 

Thailand 

Vanuatu
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of payments, which were financed 
largely through long-term official 
loans as well as by frequent resort 
to  short-term market borrowings, 
have given rise to concern among 
policy makers in India.

The current account balance 
of payments o f Pakistan appears 
to have deteriorated sharply in
1988, the deficits rising from 
$980 million in 1987 to above 
$2 billion in 1988. This was the 
result of increased deficits in 
the trade balance from $2.3 billion

to $2.6 billion and in the services 
balance from $1.1 billion to $1.5 
billion. As in the case of India, 
Pakistan also experienced large 
net outgoings for freight pay- 
ments, insurance and other 
financial services and servicing 
external debt. Unlike India, 
Pakistan incurred net deficits on 
account of travel and tourism. 
Private transfers, which could 
almost fully offset Pakistan’s mer- 
chandize trade deficits in previous 
years, also declined in 1988 to

about $2.1 billion from $2.4 
billion in 1987.

The current account balance 
of Sri Lanka showed deficits of 
about $610 million in 1988, 
compared with about $506 
million in 1987. This was due to 
a change in the trade deficits 
from $470 million in 1987 to 
$544 million in 1988 and in the 
services deficits from $346 million 
to $385 million. Private transfers, 
which were also quite large in 
relation to other transactions, in-

Table I.13. Selected developing economies o f the ESCAP region. Balance o f payments and capital flows, 1986- 
1989
(Millions o f  US dollars)

Balance 
on goods, 

services 
and private 

transfers

Official
transfers

Long-term capital

D irecta 
invest- 
m ent

Others

Short-
term

capital

Error
and

omission
Overalfi
balance

Change
in

reserves

-57 .4
-120.7
-206.3

-77 .0
2 007.0 

- 4  768.0 
- 2  379.0

-49 .7
37.7 

-108 .6
263.0 

-318 .0
928.0 

-876 .0
451.0
173.0

- 1  027.0 
- 1  419.0

908.0
-29 .4
-71 .9
-33 .3

-160 .0
-33 .0

-281 .0
3.4

-33 .6
39.7

- 1  375.0 
8.0 

-874.0

124.2
196.5
197.6 
120.9

- 2  008.0 
4 923.0 
2 714.0

30.6
-48 .5
114.5

-409 .0
133.0

- 1  003.0
630.0 

- 101.0 
-1 26 .0
1 455.0 
1 119.0 
-431 .0

-32 .5
63.8

-2 5 .4
-157.0
-177 .0

122.0

3.2
- 1.6

-43 .3
1 166.0 
-231 .0  

671.0

-3 .5
-42 .5

-2 .7
16.1

-2 63 .0  
- 1  493.0 

-950 .0
20.0
19.3
23.4

197.0 
-408 .0

- 1  269.0 
-752 .0  

- 1  124.0 
-48 .0
476.0
143.0
119.0

- 0.8
-3 .6

1.1
-42 .0

17.0
66.0

-26 .0
146.7

3.8
-9 .0

-99 .0

-26 .2
-3 8 .3

-166 .3
57.9

- 2  295.0 
212.0

58.0
-10 .5
-41 .8

9.7
-504 .0  
1 223.0
1 295.0

970.0
329.0 
-1 9 .0
-1 8 .0  

-989 .0  
- 1  105.0

- 10.2
63.6
39.0

-1 83 .0
-4 3 .0
221.0
-9 .3

8.2
29.7

- 1  128.0 
-246 .0

58.0

766.1
608.8
651.6 
261.9

4 552.0 
3 044.0
3 980.0

-7 .2
-1 5 .0

6.6

4 496.0 
4 511.0
2 356.0 
2 152.0 
1 475.0

174.0
31.0

-71 .0
-9 30 .0

97.6
127.1
214.7
525.0
170.0
943.0
44.3
53.2
-4 .8

1 192.0
286.0 

0.0

2.4
3.1
1.9
0.2

3 032.0 
2 860.0 
3 560.0

23.8
-6 .4
44.7

526.0
358.0
408.0
201.0

1 088.0 
-525 .0  
-3 17 .0

189.0
242.0
296.0

99.5
115.4

89.1
140.0
326.0
986.0

611.4
713.9
807.7 
144.1

124.0 
-2 5 .0

3.0
14.8
10.5
33.7

399.0
370.0
188.0
171.0
311.0 

86.0

56.0
163.0
185.0
69.8
73.1 
60.0

475.0
418.0
614.0
212.7 
204.3 
217.6
206.0
197.0
288.0

- 1  226.1 
- 1  048.5 
- 1  094.6 

-359 .2
- 7  158.0

325.0 
- 3  937.0

-10 .3
-15 .0

-3 .6
- 4  995.0 
- 5  563.0
- 4  099.0 
- 2  269.0 
- 1  500.0 

-520 .0
-1 78 .0  
2 399.0 
1 618.0
-188 .9
-196 .4
-340 .2

- 1  120.0 
-9 80 .0  

- 2  017.0
-3 18 .0
-529 .4
-378 .7

765.0 
-6 95 .0  
-6 61 .0

1986
1987
1988
1989 (i)
1986
1987
1988
1986
1987
1988
1986
1987
1986
1987
1988
1989 (i)
1986
1987
1988
1986
1987
1988
1986
1987
1988
1986
1987
1988
1986
1987
1988

Bangladesh

China

Fiji

India

Indonesia

Malaysia

Nepal

Pakistan

Papua New Guinea 

Philippines

64



Table I.13 (continued)

Source: IMF, International Financial Statistics, vol. XLII, No. 11 (November 1989).

a Including direct investment and portfolio investment not included elsewhere. b Including exceptional financing and 
liabilities constituting foreign authorities reserves.

creased from $313 million in 
1987 to $319 million in 1988 
and helped to keep the deficits 
in the current account balance 
down.

China and Thailand experi- 
enced sharp changes in their 
external accounts in 1988 com- 
pared with the situation in 1987. 
China incurred a current account 
deficit of $3.9 billion in 1988, 
compared with a small surplus in 
1987. The change came through 
an increase in the trade deficits 
from about $1.7 billion in 1987 
to $5.3 billion in 1988. China’s 
positive balance on services and 
income was also sharply reduced 
in 1988, although private transfers 
showed the opposite trend. In 
the case of Thailand, the current

account deficits rose to about 
$1.9 billion from $490 million 
in 1987. The increase was again 
due to a sharp rise in the balance 
of trade deficits from just above 
$400 million to about $2 billion. 
Thailand’s substantial earnings from 
tourism and travel helped to off- 
set the deficits on other invisible 
accounts and left a surplus of 
$170 million on the services and 
income account, reversing the 
earlier net deficits incurred on 
this account.

While the trade and balance- 
of-payment deficits of the 
Philippines remained more or less 
unchanged between 1987 and 1988, 
at the level of about $1 billion 
and $600-$700 million respective- 
ly, Indonesia’s deficits were

substantially reduced to $1.5 
billion in 1988 from about $2.3 
billion in 1987. In 1987, there 
was an improvement from a deficit 
of $4.1 billion in 1986. This im- 
provement was largely the result 
of the improvements in Indonesia’s 
trade balance through rapid growth 
in exports led by non-oil exports 
and relatively slow growth in im- 
ports. The trade surplus increased 
from $4.7 in 1987 to $5.7 in 1988. 
The current account deficits of 
Indonesia were the result of large 
net payments on income and the 
services accounts, which showed 
a relatively small increase in 1988 
to $7.3 billion from about $7 
billion in 1987. Malaysia also had 
trade surpluses of $5.8 billion in 
1987 and about $5.6 billion in

Balance 
on goods, 
services 

and private 
transfers

Official
transfers

Long-term capital

Directa
invest-
ment

Others

Short-
term

capital

Error
and

omission
Overallb 
balance

Change
in

reserves

-165.0 
- 2  263.0 
- 3  684.0 
-1  744.0

- 1.8
- 2.8
-5 .8

-92.0 
- 2  288.0 
- 1  846.0

6.6
-8 .4
-3 .4

48.8
3.5

139.8

-952.0 
- 1  276.0 
- 2  516.0

- 10.8
-18.8

-0.5

77.0 
2 104.0 
9 316.0 
2 103.0

7.4
8.6

10.1

538.0 
1 095.0
1 659.0

0.9
8.3
6.9

-89.8
-53.5

- 101.2

714.0
945.0

2 596.0
4.8

- 1.1
-4 .9

-547.0 
1 184.0 
-591.0 
1 019.0

1.2
- 2.6

5.3

1 304.0 
-98 .0  

-509.0
-6 .3
-1 .9

1.1

-34.4 
-122.5 

. 46.7

598.0
248.0
504.0
-5.3

-15.1
-17.4

-1  422.0 
-462.0 
-847.0
1 726.0

- 0.1
0.4

- 0.2

-1  648.0 
-572.0 

-1  303.0
- 1.1

-10.5
0.0

-1 .9
126.7
-13.3

-219.0
462.0

2 361.0
-0 .9
-9.5

-17 .0

- 3  197.0 
- 8  777.0 
- 3  645.0 
- 2  047.0

-1.3
3.4
1.0

-71.0
-47.0
610.0

15.5
14.7
20.2

334.5
210.0
225.7

-144.0
72.0 

- 2 2 1 .0

11.9
15.9
16.1

626.0
305.0
238.0
152.0

411.0 
1 260.0 
1 201.0

2.1
10.4 

1.7

29.2
58.2
43.5

232.0
528.0 

1 622.0
2.0

12.9
10.8

11.0
19.0
44.0 

3.0
13.1
13.5
13.2

-19.0
- 22.0
-23 .0

31.5
41.6
52.8

176.9
179.9 
206.1

161.0
125.0
187.0
21.3
32.3
30.8

4 606.0 
9 835.0 

14 117.0 
1 250.0

-5.5
- 6.1
-9.2

560.0
575.0 

1 682.3
-40.6
-46.0
-69.0

-594.1
-505.8
-609.8

86.0 
-490.0 

-1  859.0
-24.2
-37.7
-28.2

1986
1987
1988
1989 (i)
1986
1987
1988
1986
1987
1988
1986
1987
1988

1986
1987
1988

1986
1987
1988
1986
1987
1988

Republic of Korea

Samoa 

Singapore 

Solomon Islands 

Sri Lanka 

Thailand 

Vanuatu
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1988. A large outgoing on account 
of the income and services trans- 
actions, as in the case of Indonesia, 
largely offset the trade surpluses 
of Malaysia. In 1988, this out- 
going registered an increase to 
$3.9 billion from $3.4 billion 
in the pervious year, which offset 
the surplus in the trade account. 
The current account surplus was 
thus reduced from $2.4 billion 
in 1987 to $1.6 billion in 1988.

In the case of Singapore, the 
trade deficit declined from $2.6 
billion in 1987 to $2.3 billion 
in 1988. Singapore’s positive 
balance on the services and income 
accounts also increased from about 
$3.4 billion to $4.2 billion in
1988, leaving the country with 
an increased surplus of $1.7 billion 
in the current account compared 
with $575 million in 1987.

The current account balance- 
of-payments surplus of the 
Republic of Korea, which first 
appeared in 1986 peaked to $14.1 
billion in 1988. It was likely to 
be reduced sharply in 1989 to 
just above a third of the 1988 
figure. A more than 60 per cent 
reduction occurred during the first 
three quarters of the year. During 
the first half of the year exports 
increased by 7.5 per cent and 
imports by 20.5 per cent. Exports 
growth slowed down further in 
the later half of the year, with 
the rate of imports growth re- 
maining high. The trade surplus 
was reduced sharply as a result. 
The surpluses in the balance of 
income and services transactions 
were also similarly reduced.

Among the least developed 
countries, both Bangladesh and 
Nepal experienced deterioration 
in their trade and current ac- 
count balance of payments in
1988 over 1987. In the case of 
Bangladesh, the trade deficit in-

creased from $1.37 billion in
1987 to $1.44 billion in 1988 and 
the deficits in the services and 
income accounts increased from 
$371 million to $477 billion. 
However, the deficits were 
substantially mitigated by an in- 
crease in private transfers, mainly 
workers’ remittances, from $691 
million in 1987 to $827 million 
in 1988. The trade deficits of 
Nepal increased from $350 million 
in 1987 to $447 million in 1988. 
Surpluses on services and private 
transfers were also reduced in
1988, leaving the country with 
a larger deficit in the current ac- 
count, amounting to $340 million 
in 1988 compared with $196 
million in 1987.

Among the Pacific island 
economies, payment balances im- 
proved in Fiji, Papua New Guinea 
and Vanuatu but deteriorated in 
Samoa and Solomon Islands.

The deficits in the balance 
of goods, services and private 
transfers incurred by the devel- 
oping economies in the ESCAP 
region, are financed mainly by 
three categories of financial flows: 
official grant transfers, long-term 
capital, including loans and foreign 
direct investment, and short-term 
market borrowings. Official 
transfers played an important part 
in a number of countries, including 
most of the least developed coun- 
tries and the island economies, 
in the case of which a major pro- 
portion of the deficits was financed 
by official grant transfers (table
I.13). The importance of such 
transfers seems to have increased 
in 1988 in a number of other 
countries including, Indonesia, 
Pakistan, the Philippines and Sri 
Lanka. Both China and India 
depended on long-term capital 
flows to finance their current 
account deficits. In the case of

India, long-term borrowings, main- 
ly from official sources, appear 
to have played the most important 
role, with very minor inflow of 
foreign direct investment. China 
also relied on long-term loans 
but has received a substantial 
volume of foreign direct invest- 
ment in recent years. China’s 
short-term market borrowings ap- 
pear to have been reduced 
considerably during the period 
1987-1988.

Most of the ASEAN coun- 
tries appear to have reduced loan 
financing in recent years as they 
have received a substantial volume 
of foreign direct investment. 
Malaysia and the Republic of 
Korea, with their current account 
balance-of-payment surpluses, were 
experiencing net capital outflow 
on both short- and long-term 
accounts.

In general, financing the cur- 
rent account deficits appear not 
to have posed a serious problem 
in the region except for the least 
developed and other smaller 
economies. Robust economic 
growth and current account pay- 
ment deficits which did not, in 
general, appear unsustainable over 
the short- to medium-term kept 
capital flowing on both private 
and official accounts. The 1988 
records indicate that in many 
cases the composition of capital 
flows altered in favour of foreign 
direct investment with reduced 
dependence on loan finance. De- 
pendence on loan finance remain- 
ed high in China, India and 
Indonesia. The substantial addi- 
tions by most countries to their 
foreign exchange reserves during 
the period 1987-1988 were 
indicative of a sound situation. 
The 1989 balance-of-payments out- 
come was however likely to turn 
out less favourable.
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V. FISCAL AND MONETARY DEVELOPMENTS

A s administrative controls on 
production, trade and invest- 

ment were being relaxed in many 
developing countries of the ESCAP 
region (discussed in chapters III and 
IV), monetary and fiscal instru- 
ments were beginning to play an 
increasingly important role. Not 
only were they being used in the 
traditional tasks of economic man- 
agement and stabilization, but they 
were also being used to perform 
such developmental functions as 
resource mobilization, investment 
stimulation and the efficient alloca- 
tion of resources. In addition, they 
continued to perform a useful role 
in promoting distributional equity.

Both fiscal and monetary 
instruments could, and often were, 
called upon to achieve one or 
more of the above, often conflict- 
ing, socio-economic objectives. In 
spite of their apparently distinct 
operational domains, fiscal and 
monetary policies are not always 
completely independent. They 
are often used simultaneously to 
promote a given set of objectives. 
Each could, however, either mutual- 
ly reinforce the effects of the other, 
or run counter to each other in the 
absence of an appropriate frame- 
work of policy co-ordination.

Notwithstanding the above 
possibility, recent fiscal and mone- 
tary developments are discussed 
separately in this chapter, since 
their immediate objective and 
action focus are somewhat dif- 
ferent. In section A fiscal devel- 
opments surrounding government 
revenue and expenditure activities 
are discussed from the point of

view of economic growth and 
stability, while bearing in mind the 
social responsibilities that govern- 
ment operations seek to fulfil. In 
section B, the analysis of recent 
monetary developments with focus 
on money supply variables, the be- 
haviour of the interest rates and 
financial sector reforms, is under- 
taken more from the point of 
view of maintenance of price 
stability and the efficient mobiliza- 
tion and utilization of savings 
and investment for sustained 
economic growth.

A. FISCAL DEVELOPMENTS

1. Government revenue and 
expenditure

(a) Fiscal balance

The developing economies of 
the ESCAP region presented a 
mixed pattern regarding the size 
of government operations as 
revealed by the ratios of revenue 
and expenditure to GDP (table 
I.14). Total government expendi- 
ture as a proportion of GDP in 
1988, for example, varied from 
the lowest of about 12 per cent 
in Hong Kong to the highest of 
34 per cent in Sri Lanka. The other 
countries which had a relatively 
low expenditure GDP-ratio (i.e., 
below 20 per cent of GDP) were 
Bangladesh, Myanmar, the Republic 
of Korea and Thailand, while 
among those with shares of more 
than 20 per cent of their GDP 
were China, Fiji, Indonesia, Malay- 
sia, Nepal and Pakistan. However,

there was a tendency in recent 
years for government expenditure 
as a proportion of GDP to decline 
in most economies of the region, 
as shown in table I.15.

Total revenue as a proportion 
of GDP was generally lower than 
the expenditure ratio, indicating 
the budgetary deficits that were 
run by most governments in the 
region. The revenue-GDP ratios 
were higher in those countries 
where the GDP-expenditure ratios 
were also relatively high, perhaps 
indicating the close relationship 
between the success of govern- 
ment revenue efforts and their 
ability to spend.

The observed tendency 
towards a narrowing of the gap 
between expenditure and revenues 
could reflect the success of macro- 
economic policies generally fol- 
lowed by the developing eco- 
nomies of the region in restrict- 
ing the size of their budgetary 
deficits. In many cases it was also 
the result of efforts towards 
privatization of economic activities. 
In the case of the oil-exporting 
countries, such as Indonesia, the 
drastic fall in oil revenues im- 
posed a major constraint on gov- 
ernment expenditure.

Data on the budgetary balance 
presented in table I.15 indicated 
a general improvement of the 
budget positions of economies in 
the region, with budget deficits as 
a proportion of GDP declining in 
most cases, especially in East and 
South-East Asian economies, while 
Hong Kong and Thailand, in fact, 
were running budget surpluses in
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Table I.14. Selected developing economies o f the ESCAP region. Government revenue and expenditure, 1985-1988
(Percentage o f  GDP)

Source: ADB, Key Indicators o f  Developing Member Countries o f  ADB, vol. XX (July 1989); and IMF, International Financial
Statistics, vol. XLII, No. 10 (October 1989).

1988. Although smaller in size, 
budget deficits continued to recur 
in most countries of the region. 
Their financing was met from 
both external resources and by 
mobilization of domestic credit.

Generally, countries in the 
region resorted more to mobiliz-

ing additional domestic resources 
for meeting their budgetary 
deficits. Those with greater re- 
liance on external than on domestic 
financing included the least
developed and the island eco- 
nomies. Among the larger coun- 
tries, Indonesia, Malaysia, Pakistan,

Sri Lanka and Thailand also had 
substantial dependence on external 
financing to the extent of 20 per 
cent or more of their annual 
budget deficits during the first half 
of the 1980s. These trends, 
however, seemed to have been 
moderated in recent years. Large

Table I.15. Selected developing economies o f the ESCAP region. Overall budget balance , 1981-1988
(Percentage o f  GDP)

Sources: ADB, Key Indicators o f  Developing Member Countries o f  ADB, vol. XX (July 1989); and IMF, International Financial 
Statistics, vol. XLII, No. 10 (October 1989).
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Total expenditure
1985 1986 1987 1988

Total revenue
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14.5
34.5
15.2
26.6
16.3
24.1
34.6
13.7 
18.6
24.2
33.2
12.8
15.3 
39.1 
33.9 
19.7

15.3 
29.6
13.3
25.5
17.5 
22.8
38.0
14.3
18.3
24.6
32.7
14.8
14.8

33.0 
18.7

15.1 
25.9 
12.0 
27.8
16.7
23.5
30.1
13.3
19.1
25.7
30.6
17.3
14.4

32.5
17 9

15.4
23.0
11.7 
26.9

29.8
12.4
19.5
25.2

16.6
14.2

34.1 
15 . 1

8.6
26.5
15.8
25.8
14.8
20.3
27.2 
13.0
8.8

16.6
21.4
11.3 
18.2
34.7 
22.6
15.8

8.3
28.7
14.6
23.9
15.7
16.8
27.4 
11.6
9.0

17.0 
22.2 
12.6
18.1 
34.0
21.9
15.5

8.7
25.1
15.1
24.1
15.0
18.2
22.5
11.0 
10.2 
16.8
23.5
15.5
18.5
26.4
21.4
16.4

8.3
22.3
15.3 
23.1

23.8
8.1
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17.5

14.8
16.8

18.9
17.6
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accumulation of external debt with 
important fiscal implications arising 
out of interest and amortization 
payments have engendered caution 
in increasing reliance on external 
financing among the major coun- 
tries of the region.

(b) Revenues

As for the instruments of 
government revenues, taxation 
generally continued to have a 
dominant role in the region. 
However the tax revenue as a pro- 
portion of GDP had not changed 
much since the mid-1980s (table 
1.16), reflecting a general lack of 
buoyancy in the revenue system. 
According to the latest data some 
declines in tax GDP ratios had 
occurred in Bangladesh, Myanmar 
and Sri Lanka. On the other hand, 
some upward tendencies in the 
ratio could be observed in the 
cases of China, Hong Kong, the 
Philippines and Thailand when 
compared with the earlier years 
of the decade. Temporary declines 
occurred during particular years 
in several commodity exporting 
countries when recession or weak 
prices eroded the value of their

export earnings. The lack of 
buoyancy in tax revenue in many 
cases led either to cut-backs in 
expenditure or increased reliance 
on external aid and credit.

Direct taxes, comprising es- 
sentially taxes on personal income 
or business profits, were of major 
importance in the revenue structure 
of only a few developing economies 
of the ESCAP region (figure I.9). 
However, they constituted the 
largest single source of revenue in 
Fiji, Indonesia and Papua New 
Guinea. Their importance ap- 
parently related to the size of the 
extractive sector of these eco- 
nomies. Income taxes also repre- 
sented a considerable proportion 
of total revenue in Malaysia, the 
Philippines, the Republic of Korea, 
Singapore, Solomon Islands and 
Thailand. A major proportion 
of income tax revenues was ac- 
counted for by personal income 
taxes in Bangladesh, Fiji, Nepal 
and Solomon Islands, and also in 
the Republic of Korea and 
Thailand, though to a less signi- 
ficant extent as business income 
taxes were becoming more im- 
portant in these two countries. On 
the other hand, business income

taxes were more important in 
India, Indonesia, Malaysia, the 
Philippines and Sri Lanka. In 
general, countries in East and 
South-East Asia depended more 
on income tax revenues than did 
the South Asian countries. 
However, the Pacific island eco- 
nomies derived the highest pro- 
portion of their revenue from 
income taxes. In China, the income 
tax was a new revenue source 
and returns from state enterprises 
still accounted for the major share 
of government revenues.

Despite the importance of 
income taxes in several economies, 
indirect taxes remained the pre- 
dominant source of revenue, cont- 
tributing from 50 to 80 per cent 
of total tax revenues in individual 
countries of the region. Indirect 
taxes took the form of taxes on 
goods and services produced and 
consumed domestically or as taxes 
on international trade.

The relative decline in the im- 
portance of taxes on international 
trade as a revenue source has been 
in evidence in many countries of 
the region. Two main factors seem 
to be responsible. First, the 
enlargement of the productive base

Table I.16. Selected developing economies of the ESCAP region. Tax revenue, 1981-1988
(Percentage o f  GDP)

Source: ADB, Key Indicators o f  Developing Member Countries o f  ADB, vol. XX (July 1989).
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6.9

11.2

4.1
8.5

11.4
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15.2

16.0
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7.0
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6.0
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of the domestic economy has in- 
creased the revenues from domestic 
activities. Second, the reduction 
or removal of export taxes on 
primary commodity exports which 
have declined in relative im- 
portance, along with a moderation 
in growth of revenue from import 
duties resulting from the introduc- 
tion of liberal foreign trade policies, 
caused slower growth of revenues 
from these sources. For many 
countries, these fiscal implications 
constituted a major constraint on 
the pace of trade liberalization 
which could be carried out, if these 
revenue losses could be made 
up either by larger external 
financial flows or enhancing the 
yield of current revenue sources.

(c) Expenditures

For the purpose of evaluating 
their relative importance in the 
total, government capital and cur- 
rent expenditure as a proportion 
of GDP for the period from 1983 
to 1988 is shown in table I.17 for

a limited number of developing 
economies in the ESCAP region. 
It is evident that in almost all the 
economies current expenditure has 
generally claimed a higher pro- 
portion. The lone consistent 
exception to the general rule is 
Nepal, although capital expenditure 
rates were also significantly higher 
for Bangladesh and Singapore 
during the period 1983-1985.

In many .countries of the 
region the proportion of GDP 
devoted to capital expenditure 
fell markedly between 1983 and
1988. For some the fall was con- 
centrated in the period after 1986. 
However, changes in current ex- 
penditure were relatively small, 
reflecting the fact that the brunt 
of fiscal adjustment falls on capital 
expenditure.

The declines in Hong Kong, 
Malaysia and Thailand in both 
current and capital expenditure 
were experienced partly on account 
of policy emphasis in these eco- 
nomies on the increased role of 
the private sector in economic

activity, though other factors were 
also relevant. In Malaysia, owing 
to unexpected losses in petroleum- 
related revenues in 1986, govern- 
ment expenditure, particularly 
developmental expenditure, was 
trimmed in 1987. In Thailand, a 
number of large public sector pro- 
jects were deferred in 1988 as in- 
creased cost of construction 
materials necessitated a reappraisal 
of costs and tenders. In Hong Kong 
(and to a certain extent, Singapore) 
development expenditure declined 
in importance, as a consequence 
of increased prosperity and the 
completion of large projects, such 
as the rapid transit railway systems.

Capital expenditure declined in 
Bangladesh owing to large-scale 
diversion of funds for flood relief 
and rehabilitation, a factor that 
also explained the rise in current 
expenditure in that country. The 
fall in relative importance of capital 
expenditure for Indonesia was 
mainly the result of overde- 
pendence on oil and gas for govern- 
ment revenues at a time when

Figure I.9. Major revenue sources (latest year for which complete data were available)

1. Bangladesh
2. Fiji
3. India
4. Indonesia
5. Malaysia
6. Maldives
7. Myanmar
8. Nepal
9. Pakistan

10. Papua New Guinea
11. Philippines
12. Rep. of Korea
13. Singapore
14. Solomon Islands
15. Sri Lanka
16. Thailand
17. Vanuatu

Source: IMF, Government Finance Statistics Yearbook, vol. XII (1988).
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T a b le  I .1 7 . S e le c te d  d e v e lo p in g  e c o n o m ie s  o f  t h e  E S C A P  re g io n . G o v e r n m e n t  c u r r e n t  a n d  c a p i ta l  e x p e n d i tu re ,  
1 9 8 3 -1 9 8 8
(P e rc e n ta g e  o f  G D P )

Source: ADB, K ey Indicators o f  D eveloping M em ber Countries o f  A D B ,  vol. XX (July  1989); and IMF, In ternational Financial
Statistics, vol. XLII, No. 10 (O ctober 1989).

w o r ld  o il p r ic e s  h a d  c ra s h e d ,  w h ile  
f o r  M y a n m a r  a n d  S ri L a n k a  
d o m e s t ic  so c io -p o li t ic a l  s i tu a t io n s  
h e ld  p u b l ic  s e c to r  in v e s tm e n t  in  
c h e c k .  O n  th e  o th e r  h a n d ,  s ig n i- 
f ic a n t  w ag e  in c re a s e s  t o  e m p lo y e e s  
w a s  a  m a jo r  c o m m o n  e le m e n t  in  
t h e  in c re a s e  in  g o v e r n m e n t  c u r r e n t  
e x p e n d i tu re  in  In d ia ,  In d o n e s ia ,  
M a la y s ia , th e  P h i l ip p in e s  a n d  
T h a i la n d .

C u t-b a c k s  in  th e  c a p i ta l  b u d g e t  
w e re  o f te n  in v o k e d  as a  m e a s u re  
o f  r e s t r ic t io n  o n  t o ta l  s p e n d in g  
s in c e  c u r r e n t  e x p e n s e s  w e re ,  b y

th e i r  n a tu r e ,  i r r e d u c ib le .  I t  a lso  
o c c a s io n a l ly  r e f le c te d  g ro w in g  
s t r u c tu r a l  c o n s t r a in t s  e i th e r  d u e  to  
in s t i t u t io n a l  b o t t le - n e c k s  o r  s h o r t - 
fa lls  in  c o u n te r p a r t  d o m e s tic  
re s o u rc e s  w h ic h ,  in  t u r n ,  p r e - 
e m p te d  th e  u se  o f  c o m m i t te d  
d e v e lo p m e n t  fu n d s  f r o m  e x te r n a l  
so u rc e s .

 --nrevog fo esu lanoitcnuf ehT
m e n t  c u r r e n t  e x p e n d i tu r e  is u s u a l ly  
c la s s if ie d  in to  five m a in  g ro u p s ,  
n a m e ly ,  d e fe n c e ,  e c o n o m ic  a ffa irs  
a n d  se rv ice s , e d u c a t io n  a n d  h e a l th ,  
so c ia l s e c u r i ty  a n d  c o m m u n i ty

se rv ice s , a n d  a  re s id u a l  “ o th e r  
p u r p o s e s ” .1 D e fe n c e  in c lu d e s  
e x p e n d i tu r e  f o r  th e  m a in te n a n c e  o f  
m il i ta r y  fo rc e s  a n d  f o r  s t r e n g th e n - 
in g  p u b l ic  c a p a b i l i ty  t o  m e e t  
w a r t im e  e m e rg e n c ie s ;  e c o n o m ic  
a f fa ir s  a n d  se rv ice s  c o m p r is e  t h a t  
p a r t  o f  p u b l ic  e x p e n d i tu re  a s so - 
c ia te d  w i th  t h e  o p e r a t io n  o f  e c o - 
n o m ic  a c t iv i t ie s  w h ic h  p r o m o te

1 F or definitions and details see 
IMF, A  M anual o f  G overnm ent Finance  
Sta tistics  (W ashington, D.C., 1984).
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trade- and tourism, and generate 
income and employment in energy, 
agriculture, industry, transport and 
communications, among other 
sectors. Expenditure on social 
security and community services 
involves the improvement of com- 
munity life and covers provision 
through public utilities of sanita- 
tion, water supply and housing. 
While the scope of education and 
health expenditure was self-ex- 
planatory, the component termed 
“other purposes” constituted a 
residual category that comprises 
government administrative and 
regulatory functions (such as law 
and order or tax collection) as 
also interest payments and 
transfers.

Economic affairs and services 
traditionally were the largest single 
component of government current 
expenditure in most developing 
economies of the ESCAP region 
(figure I .10). Within the category 
of economic services, outlays on

services related to agriculture were 
most substantial in respect of 
Bhutan, Myanmar and Nepal. 
Among other agro-based countries, 
Thailand allocated almost one half 
to agriculture, while India and 
Indonesia lagged a little behind, 
with proportions at about one 
third each. Among the larger 
agricultural producers, Pakistan and 
the Philippines spent the lowest 
proportion of their economic 
services outlay on agriculture; 
however, the data relating to these 
two countries and India probably 
were an underestimate as they 
did not take into account the 
expenditure undertaken by the 
provincial or local government 
administration on agricultural 
support activities, which are largely 
decentralized.

Considerable differences
among countries are evident in 
the proportion of current govern- 
ment expenditure devoted to 
education, health and social

services. The countries of East 
and South-East Asia, particular- 
ly Malaysia, the Republic of 
Korea, Singapore and Thailand 
spend around one fifth of their 
current government expenditure on 
education. Although the data on 
South Asia suffer from the ex- 
clusion of provincial and local 
government expenditure on educa- 
tion, as in the case of agriculture 
pointed out earlier, this expendi- 
ture remains generally low. The 
one country in South Asia in which 
government outlays on education, 
health and social services were 
considerable in the past, Sri Lanka, 
curtailed them considerably during 
the 1980s as part of its macro- 
economic adjustment policies.2 
However, in the case of the Pacific 
island economies expenditure on 
education and health is markedly 
higher. The reason for this is large-

2 See Survey, part two, 1987.

Figure I.10. Government current expenditure (latest year for which complete data were available)

1. Bangladesh
2. Fiji
3. India
4. Indonesia
5. Maldives
6. Myanmar
7. Nepal
8. Pakistan
9. Papua New Guinea

10. Philippines
11. Rep. of Korea
12. Samoa
13. Singapore
14. Solomon Islands
15. Sri Lanka
16. Thailand
17. Vanuatu

Source: IMF, Government Finance Statistics Yearbook, vol. XII (1988).
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 -tirehni evah seirtnuoc eseht taht yl
ed the system of social services 
from the colonial period, which 
is modelled on that established 
in Australia and New Zealand.3

The share of health expendi- 
ture was most important in the 
Pacific island economies where 
it was maintained at about one 
tenth of the current budget, al- 
though an increasing trend could 
also be discerned in some other 
countries, notably Thailand. Ex- 
penditure on the category of 
social security and community 
services (including housing) was 
generally low with a few excep- 
tions. In Sri Lanka, social wel- 
fare outlay was mainly in the form 
of food subsidies, while provision 
of housing amenities was an im- 
portant preoccupation with the 
Governments of Hong Kong and 
Singapore.

Defence traditionally consti- 
tuted an important item in the 
current budget of most develop- 
ing economies of the ESCAP 
region. While in a few countries 
the proportion allotted to military- 
related expenses exceeded 30 per 
cent, in a majority of the countries, 
defence purposes absorbed from 
10 to 20 per cent of the total 
current outlay. Thus, with a few 
exceptions, in most countries a 
greater share of resources generally 
was devoted to defence than to 
public welfare services, such as 
education or health.

The available information on 
expenditure patterns in the region 
during 1988 and 1989, though 
still of a provisional nature, 
nevertheless indicated some im- 
portant changes. In the more 
buoyant economies of East and 
South-East Asia, namely, Hong 
Kong, Malaysia, the Republic of 
Korea, Singapore and Thailand, 
growth of government capital ex-

3 For an elaboration of this phe- 
nomenon, see chap. Ill, part two, 
Survey, 1989, p. 123.

penditure slowed down, partly 
because of the policy of allowing 
the private sector a greater role 
in the economy. For the group 
of newly industrializing economies 
the share of capital expenditure 
declined as several large projects 
were completed.

In Malaysia and Thailand, 
strict fiscal management also played 
a part in restricting expenditure 
on ambitious schemes involving 
construction activities without ade- 
quate appraisal of costs and bene- 
fits. Higher growth of current 
expenditure, in contrast, for these 
two countries reflected higher 
wages and increased outlays on 
provision of social welfare and 
economic services. In Indonesia 
and the Philippines, where per 
capita incomes were lower, both 
capital and current expenditure 
tended to rise: their capital budgets 
allowed for increased outlays on 
infrastructural development, while 
the common trend of higher 
current outlays due to increased 
pay-packets was reinforced in the 
Philippines by increased expendi- 
ture on health and education.

In the low-income South Asian 
countries, owing to an overall 
resources constraint (all countries 
had budgetary deficits) and the 
inflexibility of current expenditure, 
capital expenditure could increase 
only very slowly. This tendency 
was expected to persist in 1989 
as flood relief and rehabilitation in 
Bangladesh, and a new employ- 
ment-oriented programme in India 
were to absorb large outlays. 
Higher interest payments on public 
debts was also emerging as an 
important source contributing to 
the non-flexibility of current ex- 
penditure in South Asia as well 
as in Indonesia and the Philippines.

2. Policy developments

Many of the developing eco- 
nomies of the ESCAP region made 
successful efforts in the 1980s

to adjust their fiscal systems by 
rationalizing public expenditure 
and reforming tax structures. Insti- 
tutional revamping of public sector 
operations was also stressed to 
improve efficiency of resource 
use. In several instances govern- 
ment-administered prices were 
raised to reduce losses and elimi- 
nate any subsidies that were in- 
volved. The thrust of revenue 
realization efforts was more 
towards improving tax administra- 
tion to minimize revenue leakages 
and to rationalize existing struc- 
tures rather than towards raising 
tax rates.

The main objective of fiscal 
management in the newly in- 
dustrializing economies was to 
reduce the disruptive impact of 
large current account surpluses 
on the domestic economy. The 
focus of policy was therefore on 
incurring budgetary surpluses and 
siphoning off excess liquidity 
generated by external payment 
surpluses. Fiscal policies were 
also used to address some of 
the social problems to which inade- 
quate attention was paid in the 
past. In Hong Kong, along with 
stiff penalties for tax evasion, 
personal and corporate income 
taxes were reduced to benefit 
primarily the middle-income group. 
The Republic of Korea also stressed 
increased public spending on social 
welfare to improve income distri- 
bution and equity in the country.

The larger South-East Asian 
countries — Indonesia, Malaysia, 
the Philippines and Thailand (the 
ASEAN-4) — pursued tight to 
moderately expansionary fiscal 
policies in recent years. This re- 
flected a continuation of prudent 
demand management that had 
characterized structural reform in 
this subregion. With some re- 
covery in government revenues, 
which declined with the 1986 
crash in oil prices, Indonesia, and 
even more so Malaysia, raised 
public expenditure in 1988. Ex-
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hibiting a radical departure from 
past austerity, Malaysia spent more 
on economic services while cor- 
porate taxes were reduced to 
benefit private investors. In 
Indonesia, considerable progress 
was made in implementing fiscal 
reforms including the implementa- 
tion of a value-added tax and 
system diversification away from 
overwhelming dependence on oil 
revenues into a more broad-based 
tax structure. The Philippines, 
despite a deficit budget, expanded 
fiscal expenditure to boost its 
sagging economy and rationalized 
its tax structure. The Philippines 
also introduced value-added taxes, 
raised excise duties on selected 
items and imposed ceilings on 
income tax deductions with the 
objective of improving tax elastici- 
ty. Thailand continued with a 
mildly restrictive fiscal stance and 
was assisted by increased revenues 
resulting from its robust economic 
growth.

In the South Asian countries, 
reduction of large fiscal deficits 
remained the dominant concern. 
In almost all cases tariff structures 
were rationalized to streamline 
the functioning of the economies. 
Bangladesh introduced new 
revenue-raising measures and re- 
duced subsidies on food grains. 
In India, the main thrust of fiscal 
policy was on revitalizing the 
drought-affected economy in the 
short term and promoting exports 
and encouraging savings and in- 
vestments in a longer-term frame- 
work. Drought-related surcharges 
imposed earlier were withdrawn 
but travel taxes and excise duty 
on indigenous crude oil were 
raised, while the modified value- 
added tax was extended to more 
commodities. In addition, to 
promote exports, tax exemptions 
on profits from exports were 
expanded and some excise taxes 
on capital equipment and industrial 
raw materials were reduced. Nepal 
withdrew a large number of tax

subsidies and concessions and intro-
duced reforms aimed at improving 
efficiency in the collection of 
tax and non-tax revenues. In 
Pakistan, following the recom-
mendations of the National Taxa-
tion Commission, budgetary initia-
tives were focused on increasing 
revenues by strengthening tax ad-

In recent years some of the devel- 
oping economies of the ESCAP region 
have adopted a VAT system, while 
at least two — Malaysia and Thailand 
— are contemplating similar modifica- 
tions to their tax structures in the near 
future. These reforms were spurred 
by common objectives and VAT was 
intended to replace a multitude of 
indirect taxes as a step towards 
simplification of the commodity tax 
system as well as for ensuring increased 
tax compliance.

Indirect taxation has been the 
major source of revenue in most 
developing countries owing mainly 
to its relative invisibility as well as 
the ease of collection afforded. As a 
result, domestic resource mobilization 
has relied heavily on increases in the 
rates and extensions in the coverage 
of indirect taxes. However, the plurali- 
ty of levy points has often had a 
cascading effect and created distortions 
in resource allocations which com- 
pounded inefficiency or raised pro- 
duction costs. In contrast, VAT 
based on the destination principle, 
that is, on consumption or final 
sales,a has three clear advantages. 
First, by not taxing inputs used in 
the production process through a 
system of credits, it has simultaneous- 
ly avoided (a) the distortion of choices 
between inputs, (b) the pyramiding 
impact of multi-point taxation which 
has sometimes led to inefficient 
vertical integration, and (c) the 
existence of multiple effective tax 
rates in consumer prices. Second, 
exports are not taxed and this is

a The consumption-based VAT 
is the most widely used version in 
developing countries of the ESCAP 
region. An alternate type of VAT 
is based on the origin principle and 
is applied at the manufacturing or 
wholesale level.

ministration, simplifying tax return 
procedures, improving tax audits 
and increasing penalties for tax 
evaders. With the objective of 
moving to a more broad-based 
consumption tax, the Government 
extended the sales tax to a large 
number of new items. In Sri 
Lanka, the Government instituted

of critical importance to the region. 
Third, VAT does not discriminate 
between imported goods and 
domestically produced goods in the 
home market.

The Republic of Korea was 
among the first developing countries 
to introduce VAT in July 1977, 
replacing eight different levies based 
on gross turnover: the business,
commodity, textile, petroleum, 
electricity and gas, travel, admissions, 
and entertainment and food taxes. 
Each of these taxes had its own set 
of base rates, exemptions and ad- 
ministrative procedures. In Indonesia, 
VAT replaced, in April 1985, a 
nine-rated sales tax structure rang- 
ing from 0 to 40 per cent on 
manufactures, services and imports. 
In April 1986, Taiwan Province of 
China introduced VAT as a surrogate 
for the gross business receipts tax, 
the stamp tax and the commodity 
tax on selected products such as 
paper, plastic, leather and steel bars. 
At the same point of time, India 
introduced VAT in a modified form 
(MODVAT) to replace central excise 
dutiesb on selected products and 
has expanded its coverage in successive 
years.

The case of the Philippines is 
the most recent. In January 1988, VAT 
took the place of several taxes which 
included the manufacturer’s sales 
tax, the turnover tax, the advance 
sales tax on imports, the miller’s tax 
and forest charges. Some indirect 
taxes on services, namely, the con-

b In India, originating from a 
three-tier administrative structure at 
the central (federal), state (provincial) 
and municipal (local) levels, a number 
of taxes are levied on the same good 
or service. Thus, the cascading impact 
of import duties, sales tax and octroi 
still prevail.

Box I.8. The value-added tax (VAT) in ESCAP
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measures to improve control and 
monitoring of public expenditure, 
and introduced significant reforms 
of the tax system, including 
broadening the coverage of the 
business turnover tax.

The reforms, while increasing 
revenues, also improved the in- 
centive patterns for expansion of

region
tractor’s tax, broker’s tax and tax 
on lessors of property were also 
replaced by VAT. While Malaysia 
is debating the merits of imposing 
VAT and reducing company tax, 
Thailand has completed its preli- 
minary investigations and is on the 
verge of introducing VAT to replace 
the business tax.c In the Republic 
of Korea, Taiwan Province of China 
and the Philippines, VAT is applied 
at the retail level, while in Indonesia, 
it is levied at the wholesale level, 
except for petroleum products where 
the retail point is relevant.

Computation of VAT in the 
developing ESCAP region is, by and 
large, based on the tax credit method. 
Under this system, a taxable entity 
calculates its gross tax liability by 
applying the VAT rate to its total 
sales or gross receipts. VAT paid 
on inputs is then deducted to deter- 
mine its next tax liability. Such a 
system has two merits. For one 
thing, it allows the direct crediting 
of VAT paid previously on inputs. 
For another, the tax credit method 
is potentially a self-enforcing system 
as there is a built-in demand for 
correct receipts to enable a firm to 
credit VAT paid on its purchases. 
This last aspect is, however, over 
rated and there are several possibili- 
ties for tax avoidance. First, where 
the distinction between business and 
personal use by a taxpayer is am- 
biguous, input taxes on personal 
expenses may be falsely credited. 
Second, both parties may collude in 
under-reporting or even concealing 
transactions and gain in a situation 
where the purchaser agrees not to 
demand a receipt if he is freed from 
VAT; this threat looms large where 
the production chain is short. Third,

c Bangkok Bank, Monthly Review, 
vol. 30, No. 6 (June 1989), p. 239.
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vestment and economic activity. A 
notable development in a number 
of developing countries of the 
ESCAP region was their introduc- 
tion of the value-added tax, which 
removed the cascading effects of 
excise duties, improved revenue in- 
takes and, along with reduction

exaggerated refund claims may surface, 
a problem that continues to plague 
developed country tax administrations 
too.d

Administrative costs of VAT 
are, perforce, high. As such, VAT 
is often implemented at a single 
rate of 10 per cent or at 15 per cent 
if the tax base is narrow. For ad- 
ministrative convenience a single-rate 
VAT is generally preferable. In some 
instances, however, as in the Republic 
of Korea, VAT is supplemented 
by an additional tax on consumption 
of luxury goods in order to reduce 
its regressivity. Furthermore, despite 
the complications introduced by 
exemptions, distributional objectives 
in the region have led to several goods 
or services such as agricultural produce, 
health-related expenditure or educa- 
tional materials being cast outside 
the purview of VAT. Another form 
of exemption, which is zero-rating 
(which requires refunds and therefore 
adds to administrative costs), has 
been extended extensively to export 
production. The preponderance of 
small firms in the region’s develop- 
ing economies has also prompted 
tax authorities to evolve special 
treatment for this category and, up 
to certain turnover limits, small 
traders are exempt from the VAT 
ambit. While such exemptions partly 
mitigate the regressivity of VAT, 
they are also considered to increase 
the efficiency of VAT as such traders 
may not be amenable to systematic 
record-keeping.

Although VAT had been in- 
troduced in the region on an equal- 
yield premise, it has generally had 
a positive impact on revenue collec- 
tion owing to an increased tax base.

d Alan A. Tait, Value Added Tax: 
International Practice and Problems 
(Washington, D.C., IMF, 1988), p. 307.

in high marginal income tax rates, 
improved the elasticity of the 
overall tax system (box I.8).

Improving public sector ef- 
ficiency, as part of the stabilization 
package to effect structural ad- 
justment, became yet another 
policy objective in several develop- 
ing countries of the ESCAP region

Its claim to a price-neutral stance 
is, however, in doubt and consequent 
to the introduction of VAT, an 
element of price rise has been an 
almost universal experience.e The 
main reason is that a shift in prices 
occurs as VAT is passed to an onward 
transaction and traders are prone to 
avail themselves of the opportunity 
to raise charges.

Thus, several factors impinge 
on the success of a newly introduced 
VAT system. Among these are 
issues relating to whether the coun- 
try has had previous experience 
with multi-stage taxes, the nature 
of the taxes proposed for replace- 
ment, the lead-in time, and the struc- 
ture of rates and the extent to which 
modern commercial modes prevail. 
A useful reminder to those develop- 
ing economies of the ESCAP region 
aspiring to move towards a VAT 
regime is that Indonesia, the Republic 
of Korea and Taiwan Province of 
China required preparation time 
ranging from four to six years to effect 
their VAT reforms.f It is also a moot 
issue to ponder why several of the 
world’s most developed economies
— Australia, Canada, Japan, and the 
United States of America — have 
still refrained from adopting VAT. 
A review of debates indicates that 
fears expressed about regressivity, 
high administrative costs, evasion 
possibilities, difficulties of reconciling 
federal and provincial taxes, and the 
effects on inflation have contributed, 
to varying degrees, in making these 
countries wary of VAT.

e Ibid., chap. 10. 
f

A.Q. Yoingco and M.M. Guevara, 
The VAT Experience in Asia
(Singapore, Asian-Pacific Tax and 
Investment Research Centre and the 
Asian Development Bank, 1988), p. 8.
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and a variety o f  steps were taken. 
These included privatization, m oni- 
toring o f managerial performance, 
management incentives, enterprise 
autonomy, cost controls and the 
opening up o f public sector niches 
to competition from the private 
sector. A problem, however, was 
that commercialization o f opera- 
tions often produced effects that 
ran counter to social welfare ob- 
jectives (such as employment 
generation or provision o f  basic 
goods and services at low prices) 
that public entities were expected 
to provide. Nevertheless, coun- 
tries that had limited scope for 
raising tax revenues could make 
use o f appropriate charges for 
public services to prevent any 
serious drain on government re- 
sources.

In the past, a strong disincen- 
tive to public enterprise efficiency 
in a number o f countries was the 
requirement that a large part o f 
its surplus be transferred to the 
government; at the same time, 
assured subsidization o f losses also 
induced a relaxed attitude to 
administrative efficiency. Recent 
reforms in the region, therefore, 
attempted to overcome this bo ttle- 
neck; for example, in the Lao 
People’s Democratic Republic state- 
owned units were required, after 
reforms, to respond to market 
conditions, while in China and 
Viet Nam they were accorded 
financial autonomy which allowed 
retention o f operating profits. 
Revamping o f management 
methods and operation guidelines 
stressing profitability were also 
the essence o f government policy 
towards public sector organizations 
in India, Indonesia and Sri Lanka, 
among others.

In many countries the private 
sector was being encouraged to 
play a wider role in the economy, 
especially in the development o f 
a much-needed infrastructure 
sector. In Malaysia and the 
Philippines, the policy o f  privatiza-

tion o f state enterprises was 
adopted in principle, particularly 
in transport and related services, 
although progress was still slow. 
Similarly in Thailand, private sector 
initiative was being encouraged for 
extending ports and metropolitan 
transport facilities. However, 
privatization was not always a 
panacea. In particular, divest- 
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ment in key economic under-
takings could lead to high con- 
centration o f  economic power
if  the capital markets were weak 
or oligopolistic. In such cases, 
despite providing greater flexibility 
of budgetary operations, privatiza- 
tion could only result in the 
replacement of public monopolies 
or oligopolies by private ones.

B. MONETARY 
DEVELOPMENTS

1. Money supply

Rates o f growth o f money 
supply (defined narrowly as issued 
currency held by the non-bank 
public together with demand 
deposits at commercial banks, 
otherwise known as M l) generally 
remained high, in excess o f 10 
per cent in 1988, but had decreased 
in relation to  that o f 1987 for 
most economies of the region 
(table I .18). The slow-down was 
very marked in Myanmar, the 
Republic o f Korea, Samoa, 
Singapore and Vanuatu; in fact, 
money supply fell in Myanmar 
and Vanuatu. Part of the reason 
in the case o f Myanmar could 
be ascribed to demonetization 
of its three largest denomination 
currency notes. On the other hand, 
very high monetary growth rates, 
in excess of 18 per cent, were 
recorded in China, Fiji, Nepal, 
the Philippines, Solomon Islands 
and Sri Lanka.

One explanation for the rapid 
expansion o f money supply in the 
region lay in the twin effects of

government budgetary deficits and 
lower current account deficits (or 
even surpluses) in the balance of 
payments. Thus, in the newly 
industrializing economies signi- 
ficant increases in the current 
account surpluses expanded the 
monetary base in both 1987 
and 1988. However, counter- 
action by their governments 
moderated the net impact on 
growth of money supply in 1988. 
Specific measures adopted in this 
regard are outlined in sub-section
3 below.

Growth of money supply in 
the ASEAN-4 countries ranged 
between 10 and 20 per cent during
1987 and 1988. In these eco- 
nomies the rate of money supply 
expansion slowed down by a small 
measure in 1988, except in 
Malaysia where, none the less, 
the rise was only marginal. The 
underlying reasons for the higher 
level of liquidity, however, varied 
considerably within the group. In 
Malaysia, monetary growth was 
primarily due to strong demand 
for credit by the private sector as 
the expansionary influence of the 
external sector on domestic liquidi- 
ty was neutralized by debt repay- 
ments ahead of schedule. In the 
case of Thailand, a budgetary sur- 
plus in 1988 pre-empted resort 
to borrowing from the monetary 
authorities by the government, 
but the buoyant economy en- 
couraged higher credit allocations 
to the private sector and induced 
larger inflows of foreign invest- 
ment. In the Philippines, despite 
a subdued monetary stance in 1988 
relative to the previous year, money 
supply rose owing partly to a 
deficit budget. Indonesia had 
the lowest growth o f money 
supply for 1988 in the region 
despite a vastly improved external 
sector performance, as its mone- 
tary policy remained stringent and 
exercised considerable restraint.

Money supply continuously 
expanded in China over the past
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Table I.18. Selected developing economies of the ESCAP region. Changes in the supply of money,a 1985-1989
(Percentage)

Source: IMF, International Financial Statistics, vol. XLII, No.10 (October 1989).

a Currency in circulation plus demand deposits (Ml) as of end of period.

few years owing to strong demand 
for credit arising out of several 
factors. These included demand 
pressure resulting from the raising 
of support prices for some major 
agricultural goods, as well as for 
investments and working capital 
in new industries.

In the South Asian countries, 
the prime reason for money supply 
expansion was continued reliance 
on deficit financing to support 
budgetary deficits, although in 
1988, with buoyant agricultural 
and industrial activities, bank loans 
to the private sector also increased. 
Thus improved food grains and 
cash crop production, as well as 
credit demand by industry ex- 
panded the growth of financing 
requirements. However, in most 
South Asian economies the rate 
of growth of money supply in 
1988 was lower than in 1987. 
In Bangladesh a decline occurred, 
prompted by contraction in the

level of deficit financing, in turn, 
owing to a restrictive policy; in 
Pakistan, a lack-lustre manufactur- 
ing sector utilized less credit than 
it should have done normally. The 
growth in money supply did not 
alter much in India and Nepal 
during 1988, but in that year Sri 
Lanka witnessed a worsened bud- 
getary position which induced a 
sharp escalation in monetary 
growth.

An interesting aspect of the 
observed pattern of monetary be- 
haviour in a majority of economies 
in the developing ESCAP region 
related to the high level of ac- 
cumulated time and savings de- 
posits (quasi-money) in 1988. 
From the data for the 1980s it 
would appear that sustained in- 
creases in these deposits (with 
spurts in certain years between
1982 and 1984) took place and 
the ratio of quasi-money to total 
money stock grew steadily in the

decade (figure I.11). The sole 
exception appeared to be Sri 
Lanka where uncertainties ap- 
peared to have induced a pre- 
ference for cash holdings. The 
observed quasi-money growth could 
be largely attributable to upward 
adjustments in interest rates 
payable on financial assets in many 
developing economies of the 
ESCAP region. With the generally 
moderate rates of inflation pre- 
vailing, the real rate of interest 
often became positive (tables I .19 
and I.20), a factor that stimulated 
domestic propensities to save. In 
later years, the pattern seemed 
to have been further reinforced 
by decisions in favour of a tight 
monetary stance to hold infla- 
tionary pressure in check. In fact, 
monetary policy often verged on 
stringency as several economies 
placed restraint on both the aggre- 
gate quantity of lending and 
the sectoral allocation of credit
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End o f  year (change from end 
o f  previous year)

End o f period (change from  
end o f  previous December)
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Bangladesh
China
Fiji
India
Indonesia
Malaysia
Maldives
Myanmar
Nepal
Pakistan
Papua New Guinea 
Philippines 
Republic of Korea 
Samoa 
Singapore 
Solomon Islands 
Sri Lanka 
Thailand 
Vanuatu

18.7
33.8 

8.1
16.0
14.5 

1.1
50.5 

8.8
12.5 
16.0
3.9

— 5.7
1.5 

11.7
2.6 
2.4

13.9 
0.6

14.2

14.6
22.7

6.4 
13.0 
15.9

2.1
29.5

9.1
23.8
14.4 

1.8
20.9 
12.8
4.7
3.8

16.5 
15.2
7.5 

— 2.9

26.4 
16.0
15.2
11.4 
11.1
4.8
4.1

19.5 
18.8
10.2
19.7 
18.0
24.3
18.3 
10.1
13.8
22.9
42.6

24.2 
28.6
14.0
10.0 
12.0

6.0
— 20.8

18.4
15.2
12.3 
18.9
11.5 
10.8
6.1

31.5
23.5
18.5 

—15.3

17.6
56.9 
12.1
12.6
17.5
11.4

13.6 
10.0
8.3

12.7 
— 0.2

7.2
33.9 
23.1
15.4
5.4

10.9
30.7
13.7
20.3
17.5 
9.9

18.8
9.1
8.1

15.6
14.1 
11.0
22.3
16.1 
18.8
15.7



Figure I.11. Selected developing economies of the ESCAP region. Ratio 
of quasi-money to total money stock, 1981-1988

(Percentage)

through indirect controls as well 
as austerity in budget formulation.

2. Inflation

A reasonable degree of stability 
in consumer prices prevailed 
throughout most o f the developing 
ESCAP region in 1988 and the 
first half of 1989 (table I .20). 
However, high inflationary tenden- 
cies were evident in China, 
Myanmar and Sri Lanka, each with 
double-digit inflation rates in 1988. 
Over the medium-term period

1985-1988, inflation rates were 
relatively high in Bangladesh, 
China, India, Indonesia, Myanmar, 
Nepal, the Philippines and Sri 
Lanka. Inflation rates tended to 
also accelerate in a number of 
cases where the rates were low. 
On the other hand, some of the 
highest prevailing rates such as 
in Viet Nam and China were 
brought down in 1988-1989.

For the group o f newly in- 
dustrializing economies, infla- 
tionary conditions were contained 
by a variety o f domestic policy

responses in spite o f cost-push 
factors such as a tightening of the 
labour market and higher food and 
housing costs. In the Republic 
of Korea and Taiwan Province of 
China, currency revaluation and 
liberalization of trade led to in- 
creased imports of consumer 
durables, which mitigated some of 
the excess demand which the rise 
in per capita income had generated. 
In addition, the Republic o f Korea 
also adopted price stabilization 
measures including reductions in 
energy tariffs. Singapore was 
also able to maintain price stability 
under its Wage Restraint Scheme 
whereby increases in nominal wages 
were kept in line with productivity 
increases. On the other hand, 
Hong Kong experienced an ac- 
celeration of inflationary tenden- 
cies in 1989 as wages increased 
faster than productivity in some 
sectors, while food prices rose in 
China, which was Hong Kong’s 
main source o f food imports.

Inflation in China greatly in- 
tensified in 1988 with the continu- 
ing pace o f liberalization and 
reform in the economy which 
substantially accelerated its growth 
rates. In the main, wage decontrol 
and the replacement of price sub- 
sidies by income subsidies pushed 
up consumption levels. The in- 
creasing pace o f growth created 
bottle-necks in infrastructure and 
raw materials, while production 
lags delayed the beneficial impact 
of higher investment. Expectations 
about the increasing pace of 
reforms also fuelled inflationary 
pressure. In 1989 measures to 
curtail demand and slow down the 
economy’s growth rate substantial- 
ly also brought down the infla- 
tion ra te .

In South-East Asia, the 
ASEAN-4 experienced relative 
stability o f prices, with Malaysia 
and Thailand performing con- 
siderably better than Indonesia 
and the Philippines. The price 
pressure in the ASEAN-4 emanated
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Table I.19. Selected developing economies of the ESCAP region. Nominal 
interest rates on 12-month time deposit, 1985-1988
(Percentage)

Source: ADB, Key Indicators o f  Developing Member Countries o f  ADB, vol. XX
(July 1989).

mainly from higher demand due to 
general economic buoyancy; other 
contributory factors included wage 
increases, the impact of currency 
depreciation, and a firming up of 
non-oil commodity prices in 1987-
1988.

In the Lao People’s Democratic

Republic and Viet Nam, the de- 
control of prices and wages ap- 
peared to have brought hitherto 
suppressed inflation into the open. 
The rapid growth in the level of 
investment following major 
economic reforms also fuelled in- 
flationary pressure. Through a

series of reforms, however, Viet 
Nam largely succeeded in bringing 
inflation under control by mid-
1989.

The main factor explaining 
the inflationary surge in South 
Asian countries in the last two 
years is the lagged effect of a weak 
agricultural performance in 1987 
due to a severe drought. The in- 
creased pace of monetary expan- 
sion in the recent past also played 
a contributory part.

Some of the Pacific island 
economies (with the exception 
of Papua New Guinea) exhibited 
high rates of inflation. In Fiji, 
the principal factor was the after- 
effects of a devaluation in 1987, 
while in Samoa and Solomon 
Islands prices went up consequent 
to the weather-related failures in 
crop output.

3. Monetary policies and 
financial reforms

Monetary policies pursued by 
the developing countries of the 
region during the period 1987-

Table I.20. Selected developing economies of the ESCAP region. Percentage change in consumer prices, 1985-1989

Source: IMF, International Financial Statistics, vol. XLII, No. 11 (November 1989).

a Percentage change over same quarter of previous year.
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9.5
1.5
2.5

11.0
7.0 
1.8
3.2
8.7
5.8 
0.7
9.3 

19.0
3.5
5.5 
0.8
2.8 
7.2

—1.4
13.6

8.0 
1.8

9.6 
8.8
5.7
5.3
8.8
9.3 
0.9

24.8
10.8
4.7
3.3
3.8 
3.0 
3.2 
0.5

11.0
7.7
2.6

9.4
20.7
11.8
7.4
9.4 
8.0 
2.0

16.1
9.0 
8.8
5.4
8.7
7.1
8.5
1.5 

16.6 
14.0

3.8

7.8

6.9
9.4
8.4
6.4
3.3 

32.7
8.3 

10.9

8.5
5.6 
4.5
1.3 

18.6
9.7 
4.2

10.7

6.5 
9.9

3.2
36.7

8.7
9.6

8.8
5.7 
1.6
2.4

10.6
4.5



1988 varied considerably in their 
emphasis on different objectives. 
Thus, while the newly industrializ- 
ing economies attem pted to prevent 
the strong expansionary impact 
o f  their external sectors from 
overheating their economies, policy 
interventions in the economies o f 
South-East (excluding Singapore) 
and South Asia were aimed at both 
short-term stabilization and long- 
term development goals. The 
trade-off between short-term and 
long-term objectives also had to 
be carefully balanced, since in the 
long run there was a need to  in- 
crease capital stock for self- 
sustained growth, while it was im- 
perative to attain price stability 
in the short run. Many countries 
of the region, therefore, attem pted 
to undertake financial reforms to 
mobilize additional resources, along 
with the traditional emphasis on 
monetary stability.

(a) M onetary stabilization

A rapid increase in money 
supply stemming from a current 
account surplus and an upsurge 
in demand for bank loans arising 
out of a buoyant economy caused 
some concern in the management 
o f  monetary parameters in the 
newly industrializing economies, 
particularly the Republic o f Korea 
and Taiwan Province of China. 
Thus, in addition to tightening 
o f domestic credit, monetary policy 
in these two economies emphasized 
mopping up of excessive liquidity 
in their systems. Taiwan Province 
o f China increased its issue of 
treasury bills to help curb the 
growth o f money supply, but the 
Republic o f Korea relied instead 
on selling monetary stabilization 
bonds to  financial institutions. The 
government o f that country also 
initiated steps towards increasing 
use of traditional indirect tools 
o f  monetary control such as open 
market operations and manipula- 
tion o f reserves and discount rates. 
In the case o f Hong Kong, a slight

reversal o f its free market policy 
was evident as the economy moved 
a step closer towards controlling 
interest rates by requiring the note 
issuing bank to pay interest on its 
balance with the Exchange Fund. 
Moreover, “negative interest rates” 
were charged on large short-term 
Hong Kong dollar deposits in 
a bid to deter currency specula- 
tion. In Singapore, the monetary 
authority intervened only when 
required to smoothen undue fluc- 
tuations in the foreign exchange 
and money markets.

Monetary policy in the 
ASEAN-4 countries, however, 
varied widely. Strong performance 
o f the external sector and of the 
domestic economy in Malaysia and 
Thailand resulted in generally easy 
liquidity conditions in the financial 
sector. Monetary policy in these 
two countries was aimed at streng- 
thening economic growth and main- 
taining price stability. Accordingly, 
Malaysia reduced the lending rates 
of commercial banks to encourage 
private sector demand for credit 
but neutralized the expansionary 
effect o f the external sector on 
domestic liquidity by prepayment 
o f some of its external debt. In 
Thailand, credit policy was eased 
to support economic expan- 
sion, which raised some concern 
in 1989 as inflation rates tended to 
accelerate. On the other hand, 
the inflationary situation in 
Indonesia required a generally 
tight monetary policy to restrain 
credit expansion. The central 
bank raised base interest rates on 
Bank Indonesia certificates and 
adopted measures to reduce the 
banking sector’s liquidity. In the 
Philippines, monetary policy was 
kept fairly accommodating in 1988 
to encourage private investment, 
but was subdued in 1989 to check 
rising prices; consequently, both 
the reserve requirements on long- 
term deposits and interest rates 
were raised.

Most South Asian countries

also followed tight monetary 
policies to  check inflationary 
pressure. Bangladesh supplemented 
restrictive monetary policies with 
food imports to  keep price rises 
in check. While restraining overall 
monetary expansion through in- 
creased cash requirements, the 
net credit to the Government and 
public enterprises was restricted to 
ensure that the private sector was 
not “crowded ou t” by the public 
sector. In India, strong inflationary 
pressure in 1988 compelled in- 
creases in the cash reserve and 
statutory liquidity ratios to contain 
expansion of bank credit; further, 
interest rates on short-term bank 
deposits were also raised and the 
export credit refinance limit was 
scaled down. In the case of 
Pakistan, the growth in money 
supply was kept in line with the 
nominal growth o f output in order 
to maintain inflation within target- 
ed limits. As regards Sri Lanka, 
after relaxing its stringent mone- 
tary policy in 1987, a step that 
partially fuelled inflation, the 
central bank turned around and 
raised reserve requirements in 1988 
and imposed credit restrictions to 
restrain expansion o f domestic 
liquidity.

(b) Financial sector reforms

The main longer-term objec- 
tives in financial policy were 
efficient mobilization and utiliza- 
tion o f domestic savings. The 
principal vehicles to achieve these 
objectives were deregulation of 
interest rates and credit allocations, 
and promotion o f a more efficient 
commercial banking system and 
development o f capital markets. 
A number o f developments in the 
evolution of institutional arrange- 
ments for tapping domestic savings 
in the developing economies of 
the region have taken place during 
the recent past, although the 
impact o f  the financial reforms 
on resource allocation are yet 
hard to assess.

80



In the newly industrializing 
economies, reform of the financial 
sector was one of the dominant 
planks of economic policy-making 
with a view to evolving feasible 
mechanisms for using their massive 
export surpluses to productive in- 
vestment. Towards this end, 
in recent years, the Republic of 
Korea partially deregulated in- 
terest rates on bank lending and 
deposit-taking, and abolished bank 
credit and loan ceilings. Hong 
Kong revamped the management 
of its stock exchange and allowed 
international and institutional 
investors greater decision-making 
powers, while in Singapore the 
tax holiday for the Singapore 
International Monetary Exchange 
was extended by five years to 
allow it to build up reserves and 
enhance its financial strength. In 
Taiwan Province of China privatiza- 
tion of the banking system and 
establishment of new firms deal- 
ing in securities was intended to 
introduce greater competition, im- 
prove efficiency and allow 
banks to widen the range of 
services offered. Moreover, in the 
Republic of Korea and Taiwan 
Province of China restrictions on 
capital outflows were partially 
reduced: thus, while the Republic 
of Korea permitted local securities 
firms and insurance companies to 
invest limited amounts abroad, 
Taiwan Province of China allowed 
domestic investors access to foreign 
stocks and permitted foreigners to 
invest limited amounts in local 
companies. However, much less 
deregulation was effected in the 
allocation of funds. In the 
Republic of Korea, for example, 
rediscounting facilities or credit 
controls were still used to divert 
subsidized credit to priority 
sectors.

Financial markets in the 
ASEAN-4 countries also became 
significantly competitive in recent 
years. Policy reforms enacted in 
Indonesia promoted financial

deepening through the replacement 
of direct controls and ceilings by 
open market operations. Establish- 
ment of new private or autonomous 
corporation banks, including local 
partnerships with foreign banks, 
relaxation of restrictions on new 
branches and permission to all 
banks to offer savings accounts 
(in addition to time deposits) 
contributed towards reducing the 
dominance of state banks in the 
Indonesian financial system. 
Further, the compulsion on public 
enterprises to keep funds in state 
banks was lifted and the capital 
market strengthened by the 
establishment of new stock 
markets, leasing and insurance 
companies. Malaysia also adopted 
policies that encouraged growth of 
unit trusts, venture capital firms 
and secondary markets for govern- 
ment securities. Commercial banks, 
which were private or autonomous 
corporations, competed with each 
other for deposits. As a supportive 
measure to foster competition 
between alternative forms of hold- 
ings the unequal tax treatment 
between shares and bank deposits 
was narrowed and a withholding 
tax was introduced on bank 
deposits. Interest rates were also 
freely determined in Malaysia and 
lending priorities were decided by 
the market mechanism, although 
in accordance with its Bumiputra 
policy the Government subsidized 
some key sectors in the economy.

The Philippines already had a 
commercially operated financial 
structure relatively free of govern- 
ment control, and in recent years 
the central bank gave up its credit 
allocation responsibilities to con- 
centrate only on stabilization 
initiatives. Privatization of com- 
mercial banks, which had been 
nationalized at the onset of the 
country’s liquidity crisis in 1983- 
1984, was effected. In Thailand, 
too, despite large state sharehold- 
ings, the banking sector was con- 
trolled by the private sector and

its operations were guided in- 
directly through reserve require- 
ments and interest rate ceilings. No 
general fiats were imposed on lend- 
ing apart from the requirement for 
banks to lend a certain portion of 
deposits to the agricultural sector.

In South Asia, control of the 
banking system by the Govern- 
ment was still high, but con- 
siderable relaxation of procedures 
and noticeable progress in financial 
reforms were recorded by some 
countries. In India, despite con- 
tinued public ownership of the 
largest commercial banks and 
allocation of subsidized credit to 
preferred sectors, a wide range 
of instruments in the private 
capital market was introduced 
to mobilize savings. Special
mention could be made of the 
establishment, with the increased 
scale of stock market turnovers, 
of a Securities and Exchange
Board and a Credit Rating In- 
formation Service. Financial 
liberalization also included fort- 
nightly auctions of treasury bills, 
and introduction of a discounting 
mechanism of money market instru- 
ments. Financial innovation in 
Pakistan was relatively slow. State- 
owned banks still predominated and 
competition for deposits was rela- 
tively low. However, proposals 
to partially privatize commercial 
banks and provide them with 
greater autonomy were under 
consideration. In Sri Lanka, 
although the financial sector was 
still under government control, 
competition between domestic
and foreign banks induced some 
innovation in the range of in- 
struments available in the market. 
The financial sector in Bangladesh 
and Nepal also was subject to 
significant government control. 
Measures of denationalization and 
reintroduction of the private sector 
in commercial banking starting 
since the early 1980s, however, 
imparted some flexibility to the 
system in Bangladesh.
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VI. SELECTED ASPECTS OF SOCIAL 
DEVELOPMENT

A. URBANIZATION AND THE 
URBAN PROBLEMS

1. Trends and patterns of  
urbanization

U rbanization appears to be 
inevitably associated with 

development and modernization. 
The level o f urbanization is general- 
ly much higher in the currently 
industrialized and developed coun- 
tries, with close to 80 per cent 
of their total population living

Table I.21. Urbanization trends in the developing ESCAP region

Sources: World Bank, World Development Report — 1989 (New York, Oxford University Press, 1981); and Asian Development 
Bank, Key Indicators o f  Developing Member Countries o f  ADB, vol. XX (July 1989).

a Countries or areas in order of per capita income from the lowest to the highest, excepting Afghanistan, Islamic Republic of 
Iran and Viet Nam.

in urban areas compared with 30 
per cent in the low-income
developing countries. Cross-coun- 
try comparisons suggest a close 
positive correlation between the 
level of development indicated 
by per capita income and that 
of urbanization indicated by
the proportion o f the urban
population in a country’s total 
population. The positive associa- 
tion between development and
urbanization seems to be borne 
out by the recent experience of 
the developing countries in the

ESCAP region. The level of 
urbanization has generally increased 
as development has proceeded. The 
countries which achieved higher 
levels o f per capita income are 
thus also found to have reached 
higher levels o f urbanization (see 
table I .21).

The other general phenome- 
non observable is that the rate 
o f urbanization (defined by the 
rate o f  growth o f urban popula- 
tion) tends to slow down as coun- 
tries achieve high levels of develop- 
ment. For example, the rate of
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Country or areaa
Per capita 

income 
US dollars

1987

Percentage
o f

population

1987

Urban population
A  verage annual 
rate o f  growth

1965-1980 1980-1987

Afghanistan
Iran (Islamic Republic of)
Viet Nam 
Bhutan 
Bangladesh 
Nepal
Lao People’s Democratic Republic
Myanmar
China
India
Pakistan
Sri Lanka
Indonesia
Philippines
Papua New Guinea
Thailand
Malaysia
Republic of Korea 
Singapore 
Hong Kong

150 
160 
160 
170 
230 
290 
300 
350 
400 
450 
590 
700 
850 

1 810 
2 690
7 940
8 070

53
21

5
13
9

17
24
38
27
31
21
27
41
15
21
40
69

100
93

6.0
5.2

3.9
6.4
6.4
5.2
3.2
2.3
3.9
4.3
2.3
4.8 
4.2 
8.1
5.1
4.5
5.8
1.6
2.1

4.2
3.9
4.9
5.8
7.8 
6.1
2.3 

11.0
4.1 
4.5
1.2
5.0
3.8
4.8
4.9
5.0 
4.2
1.1 
1.7



Figure I.12. Regional trends in urbanization

(Percentage o f  population in urban areas)

Source: Rafael M. Salas, “The states of world population 1986”, Populi, Journal
of the United Nations Fund for Population Activities, vol. 13, No. 1, 1986.

grow.th of population in urban areas 
in the low-income countries world- 
wide during the period 1982-1987 
was 8.8 per cent compared with 
the rate of 3.4 per cent in the 
middle-income countries and 0.9 
per cent in the high-income coun- 
tries. The higher growth rates 
of the lesser developed countries 
could be related to the small 
initial size of their urban popula- 
tions and also to higher migration 
from the rural areas. The actual 
or potential large surplus popula- 
tions in the rural areas and availabi- 
lity of urban space, albeit with a 
much lower standard of urban 
qualities, could explain the higher 
rates of urbanization in the devel- 
oping countries.

The urbanization trends in 
the developed countries, and the 
developing countries in Asia, 
Africa and Latin America, con- 
firm the above observation. 
Countries in Asia and Africa which 
had lower initial bases of urban 
population in the 1950s, in the 
decades thereafter they experienced 
much faster rates of urban growth 
than the developed countries or 
the countries in Latin America. 
It is interesting to observe that 
the rate of urbanization in Africa, 
which was lower than in Asia 
in the 1950s and the 1960s, has 
been proceeding at a faster rate 
since the 1970s (figure I.12). 
However, given the huge size of 
Asia’s total population, even 
smaller rates of urban growth 
and a relatively low proportion 
of urbanization require far more 
urban accommodation and 
facilities in Asia than elsewhere. 
The absolute numbers involved 
could limit the proportion that 
can be accommodated in urban 
locations.

In the developing ESCAP 
region the level of urbanization 
is still relatively low, with an 
average of about 30 per cent 
of the population living in the 
urban areas in 1987 — 37 per

cent in East and South-East Asia 
and 25 per cent in South Asia. 
If Hong Kong and Singapore are 
left out as special cases, the level 
of urbanization, as indicated in 
table I .21, varies across coun- 
tries from 5 per cent in Bhutan 
to 69 per cent in the Republic 
of Korea. The proportion of 
urban population in East and 
South-East Asia rose from 19 per 
cent of the total population in 
1965 to 37 per cent in 1987, 
whereas in South Asia it increased 
from 18 to 25 per cent only.1

The rate of growth in urban 
population in East and South- 
East Asia greatly accelerated in 
the 1980s, with a growth rate 
of 11 per cent during the period
1980 to 1987 compared with

1 The World Bank data indicate 
a higher level of urbanization than that 
indicated by United Nations Centre 
for Human Settlements (Habitat), Global 
Report on Human Settlements (Oxford, 
Oxford University Press, 1987) which 
are used in the subsequent text.

only 3.1 per cent during the 
period 1965 to 1980. This result 
may have been greatly influenced 
by the rapid growth of the urban 
population in China during the 
decade, when the earlier restric- 
tions on rural-urban migrations 
were considerably relaxed and 
urbanized agro-industrial com- 
plexes were developed in many 
areas in the country. During the 
same period the rate of urban 
growth in South Asia accelerated 
to 4.1 from 4 per cent.

A feature of the urbanization 
process in the developing countries 
which has drawn much attention 
is the growth of large or “mega” 
cities. A large proportion of all 
urban inhabitants live in a small 
number of large cities rather than 
in a large number of relatively 
small urban settlements. In many 
developing countries in the ESCAP 
region, large proportions of the 
urban population are concentrated 
in one or two big cities. This is 
true of Dhaka in Bangladesh, 
Beijing and Shanghai in China,
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Calcutta, New Delhi and Bombay 
in India, Jakarta and Surabaya 
in Indonesia, Kuala Lumpur in 
Malaysia, Karachi in Pakistan, 
Manila in the Philippines, Colombo 
in Sri Lanka, Seoul in the Republic 
of Korea and Bangkok in Thailand. 
Among these cities, only Calcutta 
and Shanghai had populations 
o f 5 million or more in 1960. 
By 1980, most o f  them had popula- 
tions above 5 million, which 
indicated that the population of 
these cities had grown very rapid- 
ly during the decades o f the 1960s 
and the 1970s. In the 1980s further 
growth o f these cities, which had 
already become very large, ap- 
pears to have slowed down, al- 
though some o f them were still 
growing at rates o f 4 to  6 per 
cent (table I .22).

There are two major sources 
of urban growth in the developing 
countries: natural increase and
net migration. Net migration 
from the rural areas is found 
to be the more im portant source 
of growth o f cities in the 
developing countries as fertility 
rates in urban areas tend to

decline faster, limiting the natural 
increase o f city population. These 
general tendencies are also found 
in the urbanization process in 
the developing ESCAP region. For 
instance, during the period 1971- 
1981, o f the 2.6 million increase 
in Bombay’s population 62 per 
cent was attributed to  net migra- 
tion. In Dhaka, net migration 
contributed 63 per cent o f the 
growth during the period 1961- 
1971 and nearly 71 per cent during 
the period 1974-1981. Similar 
patterns were observed in Seoul, 
Bangkok and Manila.2

Projections to  the year 2000 
and beyond indicate that urban 
population in the developing 
countries o f the ESCAP region will 
continue to grow at the relatively 
high rate o f 3-4 per cent (table

2 Department of International 
Economic and Social Affairs, Population 
Growth and Policies in Mega Cities: 
Bombay (ST/ESA/SER.R/67); Dhaka 
(ST/ESA/SER.R/69); Seoul (ST/ESA/ 
SER.R/64); Bangkok (ST/ESA/SER.R/ 
72), p. 27; Metro Manila (ST/ESA/SER. 
R/65), p. 9.

I .22), although the overall popula- 
tion growth rate was likely to 
fall below 1.5 per cent in many 
countries. Most o f the growth 
would still result from migration 
o f the existing population in 
the rural areas, in which growth 
was still likely to  remain higher 
than national averages. Urban 
growth was likely to be much 
higher in some o f the low-income 
and least developed countries in 
the region with relatively low 
current levels o f urbanization. 
There were indications that a 
large proportion o f the future 
growth would still be centred 
around the existing agglomerations, 
many o f which would have popula- 
tions between 10 million and 
16 million in the year 2000.

Considerable debate has taken 
place on the factors that determine 
rural-urban migration, the most 
im portant source o f urban growth 
in the developing countries. Dis- 
cussion usually revolves around 
“pull” and “push” factors. Wides- 
pread rural poverty originating in 
landlessness and dearth o f econom- 
ic opportunities, tends to  “push”

Table I.22. Size and growth o f the urban population in subregions and selected cities o f the ESCAP region

Source: United Nations Centre on Human Settlements (Habitat), Global Report on Human Settlements, Statistical Annex
(Oxford, Oxford University Press, 1987), table 1.

a Projections.
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Population (millions)

1980 1990a 200 0 a

Annual growth rate (percentage)
1960-1970 1970-1980 1980-1990a 1990-2000a

East Asia 
South-East Asia 
South Asia
Bangkok
Bombay
Calcutta
Colombo
Delhi
Dhaka
Jakarta
Karachi
Kuala Lumpur
Manila
Seoul
Shanghai
Singapore

330.6
86.6

220.4

5.0
8.5
9.5 
0.6 
5.9
3.4 
6.7 
5.2
1.0 
6.0
8.5 

11.8
2.4

390.8
127.3
321.5

7.4 
11.8 
12.5

0.6
9.1
6.5
9.5
8.2 
1.8 
8.3

11.7
12.0

2.7

485.2
184.4
465.6

10.7 
16.0 
16.5

0.7
13.2
11 .2
13.3 
12.0

2.6
11.1
13.8
13.3 

3.0

2.9
3.8
3.6
4.0
3.7
2.4
1.3
4.5
8.5
4.7
5.5
3.0
4.4 
8.2 
0.7 
2.2

2.2
4.0
4.0
4.2 
3.6 
2.9 
0.5
4.8
7.9
4.0
5.0
7.3
5.0 
4.5 
0.3 
4.2

1.7 
3.9
3.8
4.0
3.3
2.8 
0.7
4.4 
6.7
3.6
4.6
6.1 
3.3
3.2 
0.3
1.2

2.2
3.7
3.8
3.7
3.1
2.8
1.5
3.8
5.6 
3.4
3.9
3.7
2.9
1.7 
1.0
1.1



people to look for means of live- 
lihood outside their rural com- 
munities. On the other hand, 
cities which are centres o f industry, 
commerce and civil administration, 
provide, besides employment op- 
portunities, a variety of social 
services — education and health, 
for instance — which act as power- 
ful “pull” factors. As development 
takes place, transport and com- 
munications improve and, thus, 
travel and migration are facilitated.

Perhaps the most important 
and general factor driving rural- 
urban migration is the higher level 
of productivity in the modern, 
urban-based industrial-cum-com- 
mercial sector than in agriculture 
and related activities in rural areas, 
owing to differences in capital- 
intensity and the availability of 
physical and human infrastruc- 
tures. As long as one sector is 
more dynamic than the other 
it will continue to attract factors 
of production that are mobile from 
other sectors. If cities provide 
generally better opportunities and 
wider horizons than those in rural 
areas the forces making for rural- 
urban migration will be further 
strengthened.

Concern has often been 
expressed about the rapid pace 
of urbanization in the develop- 
ing countries. It is estimated 
that by the year 2000 more than 
half of the world’s population 
will live in urban settlements, 
compared with just about one 
third in 1965. About two thirds 
of the world’s urban dwellers in 
the year 2000 will be living in 
the developing countries. In 
Asia, over the span of four decades 
between 1960 and 2000 the num- 
ber of urban dwellers would have 
increased from around 360 million 
to more than 1.2 billion, with many 
of the Asian cities growing beyond 
the size of 10 million, as indicated 
above. The concern, however, is 
not about urbanization as such, 
for “urbanization, after all, is

primarily a process of structural 
transformation from an agrarian 
to an industrial-based urban 
society” .3 The concern is more 
about the manageability of the pace 
and the pattern of urbanization.

The problems arise with 
over-urbanization — when urban 
population growth outpaces the 
growth of the urban economy, 
and the infrastructure and public 
services become seriously over- 
burdened. High urban unem- 
ployment and poverty, along with 
overcrowding and inadequate 
housing and the concomitant 
growth of urban slums and squat- 
ter settlements, are among the 
associated consequences of rapid 
urban growth. Infrastructure facili- 
ties such as water supply, sewerage 
and transport, as well as educa- 
tion, health care, nutrition and 
family welfare services, all of which 
contribute to the quality of urban 
life, become acutely inadequate. 
A number of environmental 
problems, such as air, water and 
noise pollution, and the need to 
dispose of solid wastes become 
commonplace problems in the 
cities.

A brief review of these 
problems, which are prevalent in 
various degrees in the develop- 
ing countries of the ESCAP region, 
is undertaken below using the 
limited amount of data and in- 
formation that were available. The 
problems of the cities named in 
the following selective review are 
illustrative examples and do not 
imply any judgement on the 
relative degree or intensity of 
the problems of any of them 
vis-à-vis others.

2. Selected urban problems 
and policy responses

The description of Asian 
cities as overcrowded, noisy and

3
Aprodicio A. Laquian, “Popula- 

tion growth and the cities of Asia”, 
Populi, vol. 13, No. 1 (1986), p. 20.

polluted perhaps captures the 
essence of the problems of urban 
life in Asia. A quarter to a half 
of the people in Calcutta, Manila, 
Dhaka, Jakarta, Bombay and 
Karachi were found to be living 
in fetid slums or illegal squatter 
settlements in the mid-1980s. 
Clean water, toilets, garbage col- 
lection, electricity, telephones and 
other urban services barely worked. 
Traffic was heavy and chaotic, 
and the air and rivers were 
polluted.4

In order to be able to cope 
with these afflictions of urban 
life, Asian planners and policy 
makers have been trying a variety 
of programmes and policy options. 
Area-wide metropolitan govern- 
ments have been set up, where 
they did not already exist, to 
allow more decentralized and 
democratic management of city 
and urban affairs. The earlier 
approaches of closing off the big 
cities to rural migrants or sending 
such migrants back to the villages, 
and the forced relocation of 
squatters and slum dwellers to 
outlying areas, have been modified 
by more accommodating ap- 
proaches, with the adoption of 
slum improvement programmes 
and the granting of tenurial 
rights in property to slum dwel- 
lers and squatters. However, 
the approach to the solution of 
urban problems remains piece- 
meal in most cases, indicating 
the need for a more comprehen- 
sive approach to urban planning 
or at least better co-ordination 
of the efforts of the various 
agencies of central and local gov- 
ernments dealing with specific 
aspects of the problems.

(a) Urban unemployment and
underemployment

The most basic urban problem 
in developing countries is the 
problem of unemployment and
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underemployment associated with 
poverty, although this is not a 
problem specific to the urban 
areas. In fact, urban poverty is, 
to a greater or lesser degree, a 
reflection o f rural poverty. Most 
o f the rural-to-urban migrants are 
job seekers in urban occupations 
or vocations. Their numbers 
are often too great for urban 
economies to readily absorb them .5 
The urban labour market develops 
a character o f dualism, commonly 
delineated as a formal and an 
informal market. The formal 
market is characterized by a 
modern sector which generally 
consists of physical and human 
capital-intensive industrial and 
service activities, and pays rela- 
tively high wages. The informal 
labour market, on the other hand, 
is characterized by a traditional 
sector consisting of labour-intensive 
small manufacturing or services, 
with self-employment opportuni- 
ties, typically requiring few skills 
and little capital, and paying
relatively low wages or returns.

Rural-urban migration is 
dominated by the movement of 
young adults between the 
ages o f 14 and 30 years. Most
o f them  have only primary
education, if any, and come from 
farm households. They find it 
difficult to enter the formal labour 
market because of their lack of 
skills. Large proportions o f them 
therefore undertake informal
activities such as small businesses, 
petty trades, sidewalk vendoring 
and pushcart operations, which 
result in an expansion of the in- 
formal sector employment at low 
wages or earnings.

The evidence on the extensive 
prevalence o f these conditions in 
many o f the urban areas through- 
out the ESCAP region is con- 
siderable. Open unemployment

5 G. Rodgers, ed., Urban Poverty 
and the Labour Market (Geneva, Inter- 
national Labour Office, 1989), p. 2.

rates in the cities are found to be 
persistently higher than the 
overall national rates of unem- 
ployment, although this may 
reflect a more accurate statistical 
coverage of the phenomenon in 
the urban areas than in the rest 
o f a country. Open unemploy- 
ment rates in Metro Manila, for 
example, were found 2 to 3 times 
higher than the overall national 
unemployment rates in the 
Philippines during the period 1980- 
1986.6 A Metro Manila com- 
mission estimated underemploy- 
ment rate in that city at about 
35 per cent in 1983.7 In Bangkok 
the open unemployment rate in 
1985 was found to  be twice as 
high as the national unemploy- 
ment rate. According to United 
Nations studies, low-paid informal 
sector employment accounted for 
65 per cent o f employment in 
Dhaka, 63 per cent in Delhi and 
up to 70 per cent in Madras and 
Calcutta.8

With the acceleration of eco- 
nomic growth in recent years — 
mostly centred in urban areas — 
the overall employment situation 
in many countries of the region 
was likely to have improved. 
Continued emigration o f workers 
from a number o f countries in 
the region also helped in reducing 
some o f  the slack in the labour 
market. Most countries have also 
been implementing special pro- 
grammes to promote labour-in-

6 R.P. Alonzo, “Trends in poverty 
and labour market outcomes in the 
Metro Manila Area” , G. Rodgers, ed., 
in Urban Poverty and the Labour 
Market, op. cit., pp. 173-199.

7 Metro Manila Commission, “Em- 
ployment” Technical Paper 5 (Manila, 
Office of the Commissioner for Planning, 
1985).

8
Department of International 

Economic and Social Affairs, Population 
Growth and Policies in Mega-Cities: 
Dhaka (ST/ESA/SER.R/69); Madras 
(ST/ESA/SER.R/75); Calcutta (ST/ESA/ 
SER.R/61).

tensive and employment-generating 
activities in both  urban and rural 
areas. Most rural development 
policies and programmes aim at 
increasing agricultural production 
and improving the capacity of 
villages and small towns to provide 
basic services and infrastructure. 
These policies are also intended to 
improve living conditions in rural 
areas so as to retain the popula- 
tion in rural areas, thus slowing 
the pace of migration to large 
cities.

In addition, special pro- 
grammes are implemented in the 
urban areas to tackle the specific 
problems o f urban unemployment. 
For example, the Government 
of Indonesia has set up centres for 
handicraft and other small indus- 
tries in a number of urban sites; im- 
proved marketing facilities have 
been provided to assist small busi- 
ness and transient traders, such as 
sidewalk vendors. Governments 
in Malaysia, the Republic o f Korea 
and Thailand have adopted a 
human resources and labour market 
development approach for the 
solution o f the urban unemploy- 
ment problem. Similar policies 
and programmes have been adopted 
by other countries. However, with 
the continuing high growth in cities 
such as Dhaka, Calcutta, Delhi, 
Madras, Jakarta and Manila, the 
trends towards “informalization” 
or “casualization” o f large segments 
of their populations were likely 
to continue.

(b) Land and shelter

The quality and quantity of 
housing available in urban areas 
is another important aspect 
o f the Urban problems. Urban 
housing is generally more expensive 
and the urban poor usually live 
in the worst housing. Housing 
includes no t only shelter structures 
bu t also the land and the services 
provided, including water and 
sewerage. Experience in the
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developing ESCAP region tends 
to suggest that during the 1980s 
housing for low-income urban 
dwellers has become more dif- 
ficult to obtain, particularly 
in the inner city areas. The 
result has been a swelling of slums 
and squatter populations in many 
cities of the region. Increasing 
commercialization of the urban 
land market and use of land for 
lucrative commercial purposes, 
associated with a thriving specula- 
tive business in land, has made 
the situation a great deal worse. 
Many of the poor city people 
become victims of commercial land 
development schemes and specula- 
tive land transfer deals.

The United Nations studies 
on the mega-cities cited above 
use the terms “most serious” , 
“critical” and “severe” to describe 
the housing problems of most of 
the cities, especially for the low- 
income and poor sections of their 
populations. These studies also 
took note of the existence and/or 
growth of urban slums and squatter 
settlements in many of the cities 
and their outskirts. Thus, a basic 
feature of the housing situation 
is the large proportion of the 
population living in squatter and 
slum conditions. About one third 
of the Calcutta Metropolitan Dis- 
trict population was found to live 
in overcrowded settlements of 
single-storey huts of temporary 
construction. Dhaka, where most 
of the housing was being provided 
by the private sector, was also 
found to have a serious housing 
shortage. Private landlords have 
built Kutcha housing structures with 
rudimentary services and rented 
them to low-income households. 
Because of this development and 
the government policy of removing 
squatters who encroach on public 
areas, little outright squatting was 
found in Dhaka.

In Madras the population living 
in slum areas was found to be 
growing at an annual average

rate of 4.5 per cent on an initial 
base of 200,000 households in 
1976. Another 306,000 house- 
holds were estimated to be living 
in overcrowded tenements, bring- 
ing the total number of persons 
living in substandard housing in 
the early 1980s to more than three 
quarters of the city’s total popula- 
tion. With more than 20 per cent 
of its housing stock comprising 
temporary structures which were 
generally expected to last less 
than 5 years, Jakarta’s housing 
problem was described as one of 
the most serious.

The national housing authority 
of Thailand identified 1,501 slum 
settlements in Bangkok at the end 
of 1988, with a total population of 
about 1.3 million. Between 1984 
and 1988, 296 new slums appeared, 
providing housing to 80,000 peo- 
ple .9 It was found that 314 of these 
settlements, housing more than
62,000 people, faced eviction or 
the threat of eviction. Such invol- 
untary movement of the people out 
of their already established settle- 
ments, poor though they may be, 
is found to make the economic 
situation of the people concern- 
ed worse even when they are 
provided alternative accommoda- 
tion which is usually away from 
the city areas.10

In order to tackle the housing 
problem, some kind of govern- 
ment intervention in urban housing 
and land markets has been a com- 
mon practice in the region. Most 
governments have undertaken hous- 
ing projects either through their 
public works departments or spe- 
cialized agencies such as a national 
housing authority. However, the 
public housing estates and units 
have, in most cases, catered for 
only a small proportion of the 
total housing needs in urban 
communities and have benefited 
the better-off sections of society 
rather than the urban poor. More 
recently greater attention has 
been paid to the housing needs 
of low-income households and 
special slum upgrading and sites- 
and-services development pro- 
grammes have been taken up 
in many cities in the region.

Such an approach was adopted, 
for example, in the Sixth National 
Economic and Social Development 
Plan of Thailand, with additional 
housing needs estimated at
500,000 units during the plan 
period. The National Housing 
Authority adopted an approach of 
greater co-operation with the 
private sector to provide the bulk 
of the new housing production in 
Bangkok and to provide greater 
assistance to the private sector in 
the production of low- to high- 
income housing as a means of 
reducing the need for public sector 
intervention in the housing market. 
The National Economic and Social 
Development Board recommended 
the removal of restrictions on 
private developers catering for 
low-income households, together 
with complementary measures by 
the government housing bank to 
expand housing finance for slum 
upgrading. The policy does not

10 Prapapat Niyom, “Income and 
cost of living of slum families in 
Bangkok” (mimeographed) (1986).
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9 Statement by the Governor of
the National Housing Authority at 
the Seminar on Housing Policy for 
Low-income Groups (Bangkok, 10-11 
July 1989). See also United Nations, 
Population Growth and Policies in 
Mega-Cities: Bangkok (ST/ESA/SER.R/ 
72). In 1985 it was found that 19 per 
cent of the housing units in Bangkok 
were slum and squatter settlements 
and 3 per cent klong houses. During 
the period 1974-1984 more than 200 
slums were totally or partially cleared. 
Yet the number of slums and squatter 
settlements in Bangkok increased from 
780 in 1974 to 1,003 in 1984, with 
their populations increasing from 
890,000 to 1.1 million, implying an 
average annual rate of 2.1 per cent 
growth.



seem to have worked entirely 
satisfactorily, and the need has 
been felt for the establishment 
of a national-level agency to super- 
vise slum development and for 
the government to legislate to 
allow authorities to expropriate 
land for slum residents.

In Bombay, the Affordable 
Low Income Shelter Programme 
has been implemented by agencies 
under the Maharashtra government 
since 1982 to cater for the chronic 
housing deficit in that city. The 
Bombay Urban Development Pro- 
ject, extending for the period 
from 1983/84-1989/90, was 
adopted to support the Programme 
and shifted public sector invest- 
ment from subsidized high-unit- 
cost apartment constructions to 
programmes aimed at producing 
a large number of residential, 
commercial and industrial service 
plots. The project aimed at pre- 
venting further slum growth and 
eventually reducing the absolute 
number of households living in 
slums. Through the sites-and- 
services components of the pro- 
ject an attem pt was being made 
to develop vacant land and provide 
serviced plots for housing construc- 
tion with provision for access 
roads, piped water supply, sewerage 
and electricity connections, storm- 
water drains, street lighting and 
garbage boxes. Similarly, in Cal- 
cutta the emphasis has gradually 
shifted from bustee clearance to 
bustee improvements, focusing on 
the provision o f four basic 
physical amenities in each bustee: 
internal roads; electricity on the 
internal roads; the supply o f 
potable water, and conversion o f 
privies into sanitary latrines. The 
focus o f programmes in the hous- 
ing sector in Calcutta has been 
to provide housing to people 
within their ability to pay.

In Dhaka also, government 
housing policy has gradually shifted 
from the construction o f high- 
quality completed housing units to

the provision of serviced land, the 
adoption of lower standards and 
the introduction of measures for 
improved cost recovery. Following 
a study on integrated urban de- 
velopment, a number o f projects 
were undertaken, including slum 
upgrading in old Dhaka, and a 
major new site development project 
at the periphery of Dhaka for the 
resettlement of evicted squatters 
from the city.

In Manila, the National Hous- 
ing Authority has been under- 
taking sites-and-services pro- 
grammes for low-income house- 
holds, under which serviced plots 
are provided for the recipients 
to build their own houses. Such 
plots are also provided for the 
relocation and resettlement o f 
squatters who are made hom e- 
less in the course o f carrying 
out other developmental projects 
in the city. Low-cost housing 
is provided in many Indonesian 
cities under an ongoing kampung  
improvement programme which 
has been in existence for many 
years.

The programmes and policies 
mentioned above have made their 
contribution to the improve- 
ment in the housing situation 
o f the cities and other urban areas 
of the countries concerned. 
However, the problems remain 
acute, and the governments’ tech- 
nical, financial and managerial capa- 
cities to deal with the problem ef- 
fectively permit only slow improve- 
ments. In many countries private 
ownership o f most urban lands, 
with legal and procedural com- 
plications for land expropriation, 
create further difficulties and limit 
the government’s capacities to 
implement programmes and pro- 
jects for housing and related 
infrastructural developments.

(c) Other issues

Limitations o f research and 
also o f  the space available for

this report do not permit a 
detailed consideration o f many 
of the other pressing problems 
o f urban life in the ESCAP region. 
However, the lack o f adequate 
urban transport infrastructure and 
services, and the growing environ- 
mental pollution with adverse 
effects on the health and well- 
being o f  urban residents, deserve 
special mention.

One natural result o f the con- 
tinuing high growth of the urban 
population in the region has been 
an extension of urban boundaries. 
Many countries have adopted such 
extension as a policy parameter 
in order to reap several benefits 
that it could confer for longer- 
term planning. Thus, since the 
1960s many large Asian cities 
have extended their jurisdiction 
several times, integrating smaller 
cities, towns and villages into 
metropolitan structures. While 
from a long-term perspective 
such expansion confers several 
advantages for planning city in- 
frastructure and services, it has 
tended to make the transport 
problems more serious, especially 
for the urban poor, by increasing 
their commuting distance beyond 
the area adequately served by 
public transport systems.11

In the transport field, most 
of the large cities in the ESCAP 
region lack a mass transit system 
such as an underground or an 
overhead railway. A city bus 
service is the most common 
form of public transport in urban 
areas in the region. The dilapi- 
dated condition o f city buses, 
many of them belching out 
voluminous black smoke into the 
atmosphere, and their excessive 
overcrowding, are a common sight, 
testifying to the plight o f urban 
transport systems. The state of 
the public transport systems has 
been a factor in encouraging the 
growing use of privately owned
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motor vehicles, whose numbers 
have been increasing faster than 
the expansion of the city road 
infrastructure to accommodate 
them. The result has been the 
common sight of congestion and 
traffic snarls in most Asian cities.

Even China, which until 
recently deliberately limited the 
growth of motor vehicles under 
private ownership, appears to 
face the problem of city traffic 
jams similar to those experienced 
in cities elsewhere in Asia. 
Thus, a report on the traffic 
situation in Shanghai indicated 
that 0.3 yuan renminbi/hour could 
be saved from a reduction in 
traffic jams, which would have 
resulted in a total savings of over 
a billion yuan renminbi annually 
from an estimated 21.7 million 
trips made per day in 1986.12 
A study on the Bangkok 
transport system indicated that 
an average person spent 44 days 
per year in commuting.13 If 
the size of the working popula- 
tion is assumed to be 2.5 million 
(half the size of the total city 
population) a loss of a total of 110 
million work days in a year would 
result. A money value on the 
time lost, besides costs of addi- 
tional fuel loss, can be put at 
billions of baht. Similar findings 
have been reported for many other 
cities, including Colombo, Dhaka 
and even Hong Kong.

As indicated above, the urban 
transport problem is more acute 
for the low-income households, 
which have been, for one reason 
or another, forced to locate them- 
selves at the periphery of the

1 2 Lu Xi-Ming, “Shanghai transit 
model study” , paper submitted to 
Seminar on Urban Transport in 
Yokohama (Japan, 1989).

13 C. Virabalin, “Transport in 
developing countries: case of Bangkok 
metropolis (mimeographed), Bangkok 
Metropolitan Administration (Bangkok, 
1989).

cities, where job opportunities 
do not exist, requiring them to 
commute to inner cities for work 
purposes. Consequently they 
spend more of their time in com- 
muting, and also spend more 
money on daily trips, which cuts 
into a significant proportion of 
their usually low income.

The deterioration of urban 
air, soil, and water pollution 
has been yet another consequence 
of rapid urbanization. Unplanned 
growth of dwellings, factories and 
other business establishments, 
which are inadequately served by 
sewerage and garbage disposal 
systems, is a major source of 
pollution of water and the neigh- 
bourhood sanitation of the natural 
environment. Burning of carbon 
fuels by factories and transport 
vehicles, often wastefully, is a 
major source of air pollution. 
The disposal of untreated wastes 
into waterways around the cities 
is a major source of water pollu- 
tion, the effects of which extend 
beyond the cities themselves and 
their immediate hinterlands. The 
release of such waste and polluted 
water into the larger water bodies, 
such as canals, rivers and coastal 
waters in many countries have 
polluted those water bodies. 
Destruction has thus been caused 
to coastal forestry and fishing 
grounds. Thus, the environmental 
impact o f urban pollution in- 
cludes damage not only to human 
health and urban property but 
also to surrounding vegetation 
and other natural resources.

The solution of the multi- 
farious urban problems requires 
an integrated approach to plan- 
ning, including physical planning 
within the framework of overall 
socio-economic development plans 
that most countries continue to 
use in their development efforts 
(see box I.9). All major cities of 
Asia have urban plans. Planning, 
however, often remains piece-meal 
and lacks adequate co-ordination.

In this regard the establishment 
of many area-wide metropolitan 
governments in the region, with 
legally conferred powers and 
authorities to manage urban af- 
fairs, has been a step in the right 
direction. However, their ad-
ministrative and financial capacities 
are still too limited in many cases 
for them to be able to function 
effectively as units of urban local 
government and to tackle the
problems facing them. While the 
national governments would require 
to guide the development of the 
overall frame of policies, more 
could perhaps be achieved by 
strengthening the administrative 
and financial capacities of auto- 
nomous and representative local 
government units which could
be more sensitive and responsive 
to the needs of the concerned 
cities and urban areas.

B. NUTRITION AND HEALTH

Undernutrition and malnutri- 
tion are common causes of poor 
health. While population growth 
and urbanization, and per capita 
income levels and distribution pat- 
terns, are some of the general 
factors having bearing on the 
health and nutrition of a country’s 
population, feeding practices of 
infants, food intake (which may 
be influenced by factors other 
than income), literacy, water 
supply and sewage disposal are 
some of its other specific but 
interrelated determining factors.
Therefore, conditions relating to 
health and nutrition are not 
governed by policies in the health 
sector alone. The wide disparities 
in nutritional and health condi- 
tions, as measured by some com- 
monly accepted indicators, exist 
in the region.

1. Nutrition

The nutritional status of a 
population is an important deter- 
minant of the state of its health,
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since a nutritious diet can be 
an effective shield against disease. 
The child population tends to 
be particularly vulnerable to under- 
nutrition and malnutrition. It 
has been estimated that at least 
50 per cent o f all children in

developing countries suffer from 
protein or calorie malnutrition. 
The impairment o f their mental 
and physical development as a 
consequence is a particularly 
serious problem.14 In the case o f 
adults, deficiencies in iron and

iodine lead to reduced resistance 
to diseases such as goitre and

14 James E. Austin, Nutrition Pro- 
grammes in the Third World: Case and 
Readings (Cambridge, Massachusetts, 
Gunn and Ham, 1981).

Box I.9. A new decade of planned development: the tasks ahead
 -poleved cificaP dna naisA tsoM

ing countries have undertaken some 
degree of planning in attempting 
to achieve defined development ob- 
jectives and targets within a medium- 
term time frame, usually of five-year 
duration. The cumulative experience 
based on these plans provides a useful 
perspective against which future 
planned efforts to meet emerging 
challenges can be based.

A broad generalization about 
planned development in the ESCAP 
region is that although economic 
growth in most countries have not 
been unsatisfactory, it is difficult 
to make the same assertion about 
social progress, especially in areas such 
as poverty alleviation and income 
distribution. Consequently, the social 
consensus required to remain on 
a path of sustained economic growth 
has come under greater strain in 
many countries which have pursued 
development in a planned way. Many 
countries of the region are in the 
process of taking stock of the achieve- 
ments made in the past, the short- 
comings that remain and the new 
challenges that have to be met in the 
1990s. These concerns are being 
reflected in the new plans being 
undertaken or under preparation in 
many countries of the region, as 
articulated in their objectives, targets 
and strategies.

Bangladesh has drawn up a 
draft five-year plan (1990-1995) 
within the framework of its 20-year 
(1990-2010) perspective plan. While 
the achievement of higher levels of 
national per capita income remains 
the principal objective, the plan 
introduces alleviation of poverty and 
human resources development as 
explicit goals. Since unemployment 
is considered to be one of the major 
factors behind poverty, creation of 
employment opportunities is seen as 
generating the necessary income for

the poor and having a beneficia. 
effect on income distribution. This 
process is expected to be further 
strengthened through human resources 
development and absorption of skilled 
and semi-skilled manpower in an 
expanding array of economic activi- 
ties.

In Nepal, rising population, 
sluggish economic growth and dis- 
parity in asset and income distribution 
left more than two fifths of the 
population below the poverty line 
in 1989. The country has set itself 
the objective of meeting the basic 
needs of food, clothing, housing, 
education, health and security by 
the year 2000 and it launched a Basic 
Needs Programme in 1985. The 
Seventh Plan (1985-1990) had drawn 
up a strategy to fulfil the main ob- 
jectives of the Programme in which 
increasing the income of the poor 
was identified as the only viable route 
to poverty alleviation. It is expected 
that by the time the Programme 
is completed in the year 2000, the 
bottom 43 per cent of the population 
will have a 23 per cent share of per- 
sonal disposable income.

Indonesia has launched its 
Repelita V (1989/80-1993/94) with 
emphasis on meeting basic needs and 
expanding the role o f the industrial 
sector. Priority is given to creating 
employment opportunities for a fast- 
growing work-force requiring the 
creation of almost 12.5 million addi- 
tional jobs during the plan period. The 
plan also aims at increasing the produc- 
tivity and income of those who are em- 
ployed at low wages or are under- 
employed. A shift of emphasis on 
redistribution of the fruits of growth 
was clearly discernible in recent 
policy pronouncements, such as during 
the announcement of the 1990/91 
budget.

The medium-term development 
plan (1987-1992) of the Philippines

identified the persistent problem of 
poverty and income inequality, un- 
employment and underemployment, 
urban/rural and regional disparities 
as factors contributing to slow and 
negative growth in the preceding 
period. The plan set the goals of 
increasing employment opportunities 
and incomes, particularly in the rural 
sector, alleviating the poverty situa- 
tion in the country and improving 
the spatial distribution of growth.

In Thailand, despite the 
phenomenal speed with which the 
economy has been growing in recent 
years, concerns about distributional 
issues have been widespread. The 
seventh five-year development plan 
to be launched in 1991 is expected 
to reflect some of these concerns 
and to adopt appropriate measures. 
The planners have pledged to empha- 
size income distribution, development 
decentralization, and human resources 
development in the seventh plan. 
Rural poverty and environmental 
degradation have surfaced as key 
issues. Experts have felt that the 
seventh plan needs to go beyond 
income distribution and provide for 
a redistribution of resources in favour 
of rural areas, as rural poverty is 
perpetuated, among other things, by 
the lack of access of the poor to pro- 
duction factors and education.

The economy of the Republic 
of Korea, after years of spectacular 
growth, is faced with competing 
pressures, and improving distribu- 
tional equity has appeared as a key 
concern of policy makers. Greater 
need is being felt to pay attention to 
rising demand for equity in the distri- 
bution of gains from growth. Policies 
are being laid out to address regional, 
rural-urban, and personal income dis- 
parities, in response to expressions 
of public opinion under the country’s 
recently implemented democratic 
reforms.

90



cretinism.15 While some vita- 
min and mineral deficiency di- 
seases that were scourges in 
former decades have been brought 
under control in the world as 
a whole, others, such as vitamin 
A deficiency, which can lead 
to blindness, continue to be a 
major concern in many of the 
developing economies of the 
ESCAP region.

15 Margaret Biswas and Per Pinstrup 
Andersen, eds., Nutrition and Develop- 
ment (Oxford, Oxford University Press, 
1985), p. 121; and S. Basta and A. 
Churchill, Iron Deficiency Anemia and 
the Productivity o f  Adult Males in 
Indonesia (Washington, D.C., World 
Bank, 1974).

 -lam fo noitacifitnauq ehT
nutrition is not easy and alter- 
native techniques provide dis- 
parate conclusions. In the poorer 
or least developed ESCAP eco- 
nomies, per capita dietary energy 
supplies are low and fall short of 
minimum nutritional standards in 
several instances. The lack of any 
marked increase (marginal falls 
were also recorded for some coun- 
tries), at least during the first 
half of the 1980s, was a major 
cause for concern (table 1.23). An 
estimated 340 million people in 
the developing countries world- 
wide had an energy intake in 1980 
which was insufficient to prevent 
stunted growth and serious health 
risks; 730 million, by the same

standards, could not have an active 
working life.16 In the ESCAP 
region, excluding the centrally 
planned economies, the correspond- 
ing figures were 220 and 510 
million people: almost three fifths 
of the world’s undernourished 
were located in Asia and the 
Pacific. Between the period 1967- 
1971 and 1979-1981 in some of 
the region’s developing economies 
per capita dietary energy supplies 
decreased, while in most of the 
others per capita nutrition either 
stagnated or increased modestly, 
at under 2.5 per cent annually.

16 World bank, Poverty and Hunger 
(Washington, D.C., 1986), table 2-3, 
p. 17.

Table I.23. Nutritional status in selected developing economies of the ESCAP region

Sources: Asian Development Bank, Key Indicators o f  Developing Member Countries o f  ADB, vol. XX (July 1989), table 2; and 
FAO, The Fifth World Food Survey (Rome, 1987), table 2.4.

a Estimate.
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Daily per capita calorie 
supply (calories)

1970 1980 1985 1970 1980 1985

Daily per capita protein 
supply (grams)

Average annual 
growth o f  per 
capita dietary 
energy supply 
(percentage) 

(1969-1971 to 1979-1981)

Bangladesh
China
Democratic Kampuchea 
Fiji
Hong Kong 
India 
Indonesia 
Kiribati
Lao People’s Democratic Republic
Malaysia
Maldives
Myanmar
Nepal
Pakistan
Papua New Guinea
Philippines
Republic of Korea
Samoa
Singapore
Solomon Islands
Sri Lanka
Thailand
Tonga
Vanuatu
Viet Nam

2 100 
2 110

2 390 
2 690 
2 000 
1 970
1 940
2 130 
2 530 
1 800 
2 180 
2 070 
2 2 1 0  
2 200
1 960
2 580 
2 100 
2 800 
2 130 
2 400 
2 260 
2 540 
2 430 
2 250

1 820 
2 290 
1 820 
2 740 
2 710 
2 010 
2 420 
2 670 
2 100 
2 640
1 980
2 360
1 960
2 190 
2 180 
2 380 
2 810 
2 400 
2 650 
2 120 
2 240 
2 320 
2 850 
2 420 
2 040

1 922
2 560e 
2 170e 
2 901 
2 778 
2 204 
2 513 
2 936 
2 320e 
2 723
1 950e
2 592 
2 050 
2 244 
2 140e 
2 353 
2 875 
2 462 
2 854 
2 163 
2 436 
2 328 
2 942 
2 344 
2 280e

45 
50 
50 
50 
80 
50 
41 
37 
57
52
57 
55 
50
58
46
47 
64
53 
74 
41 
47 
49 
41 
62
54

39
55
43
65 
85 
48
50 
67
56 
58 
54 
62
51 
58
45
53 
75 
58 
71
54
44
46 
73
66 
46

41
59e
49e
64
85
54 
53 
68 
6 l e 
61

70
52 
59

53
78
63
79
55
48
49 
70
64 
48e

—0.8
1.5

2.3
0.1
0.3
2.1
3.8

0.5

1.2
—0.1

0.7
—0.8

1.7
1.7 
2.0 
1.0

—0.3
—0.3

0.7
2.2



This stood out sharply when 
contrasted to the 12 per cent 
global increase during the same 
period.17

The principal factor governing 
differences in the level o f dietary 
energy supplies between the devel- 
oped and developing economies was 
the pattern of food intake. On 
average, during the period 1979- 
1981 against direct consumption 
o f cereals at 26 per cent and of 
animal products at 32 per cent 
in the developed economies, the 
corresponding proportions were 58 
and 8 per cent in the low- 
income countries. In the South 
and South-East Asian economies 
a notable development in the 
1970s was the decline in the 
contribution of pulses to calorie 
intake, while that o f cereals and 
other foods (mainly vegetable 
oils) rose correspondingly. The 
reason was that population growth 
reduced per capita supplies, and 
the concern for food security 
was reflected mainly in increased 
food grain production. As re- 
gards the Pacific island economies, 
rapid urbanization resulted in a 
change in food habits, with a diet 
heavily reliant on processed and 
imported foods, which was often 
more accessible, convenient to 
prepare and consume, and also 
cheaper. The new diet was not 
always nutritionally better, since 
the traditional foods contain less 
animal fat and salt and more 
vegetal protein.18 As a result,

both protein deficiency and 
obesity became common.

Wide disparities in food con- 
sumption, undernutrition and mal- 
nutrition existed within each 
country between urban and rural 
areas, between the sexes and 
among different income groups. 
Hence, despite an overall calorie 
supply in excess o f minimum 
requirements, the problem of 
equitable access to food among 
and within households remained 
formidable as a variety o f factors 
(including income) governed the 
entitlements.19 Individual food 
entitlements within a household 
were affected by family size and 
many other socio-cultural variables, 
including intra-family food sharing, 
food preparation methods, socio- 
cultural determinants of food 
habits and child-rearing practices. 
The type, quality, nutritional value 
and handling o f the available food 
were also important. In general, 
deprivation in the form o f mal- 
nutrition was widely prevalent in 
the backward and rural regions 
o f the developing countries of 
the ESCAP region and, the more 
so, among female children. But, 
in addition to food itself, another 
set o f entitlements to goods and 
services, such as housing, water 
supply, sanitation, fuel and health 
care, also had substantial effects 
on health conditions and food 
utilization or absorption capacities. 
In turn, these factors impinged 
on individual nutritional levels. 
The nature and impact o f  selected 
determinants o f m alnutrition, such 
as, food production, social, cul- 
tural and environmental factors 
are examined below; some policy 
issues related to the possibility 
of nutritional improvement are 
also discussed.

1 9 For a detailed exposition of the 
theme, see A. Sen, Poverty and Famines: 
A n  Essay on Entitlem ent and Depriva- 
tion (Oxford, Clarendon Press, 1981).

Although it is recognized that 
the level of income is not the 
only cause o f variability in food 
intake, it was clearly by far the 
greatest single cause, especially 
among the poorest sections of 
the population. Several studies 
in low-income developing coun- 
tries have confirmed the link 
between income and nutrition. 
But in spite o f such evidence, 
greater economic resources did 
not necessarily reduce the risk 
of malnutrition, especially in 
children and women, as many 
non-economic variables intervened 
in the allocation of household 
food supplies. Moreover, whereas 
in rural areas income from home- 
produced food and payments re- 
ceived in kind was generally more 
im portant than cash income in 
determining food availability for 
the household, in urban areas 
food availability was determined 
primarily by cash income.

The importance o f seasonality 
in production or demand, and the 
corresponding fluctuations in 
earnings, were also im portant deter- 
minants o f nutritional levels. Such 
amplitudes were hazardous for low- 
income households as they often 
precipitated malnutrition in those 
with marginal food intakes and 
aggravated the conditions o f the 
already undernourished. In
particular, this factor was critical 
for agricultural labourers with 
limited opportunities for off-farm 
employment, as well as for the 
poor in the urban informal sector 
who offered or specialized in 
particular services. Families with 
steady employment or salaried 
members were, on the other hand, 
able to plan commitments and 
provide for unforeseen contingen- 
cies. In fact income security, 
even at fairly low levels, helped 
people to avoid the fluctuations 
in nutritional status that some- 
times damaged health when
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17 For an elaboration, see Survey 
1986, part two, pp. 120-121 and FAO, 
The Fifth World Food Survey (Rome, 
1987).

18 R.R. Thamann, “Deterioration of 
traditionai food systems, increasing 
malnutrition and food dependency in 
the Pacific islands” , Journal o f  Food 
and Nutrition, No. 3 (1982). See also 
Darton-Hill, J. Badcock, R. Taylor, 
“Nutrition problems in the Pacific — 
an overview” , paper presented at the 
Second International Symposium of 
Clinical Nutrition (Sydney, Australia, 
1985).

(a) Food production



pushed to extreme limits.
Although the transition from 

subsistence farming to commer- 
cial agriculture was a factor that 
provided opportunities for nutri- 
tional improvement and safe- 
guarding the family’s food 
availability, the overall effect of 
this conversion depended on house- 
hold income and food prices. The 
impact of cash cropping on nutri- 
tion was positive when the income 
it provided more than offset not 
only the food production that 
was foregone but also any rise 
in food prices resulting from 
the inability of the local market 
to meet the increased demand 
for purchased food. At the same 
time, cash cropping had a negative 
impact to the extent that care- 
ful management was required of 
incomes that tended to come 
in large sums on fewer occasions, 
whereas subsistence production 
normally ensured a regular flow 
of food and some element of 
cash.

(b) Social and cultural factors

Among social changes in 
developing countries which had a 
bearing on nutrition, rapid urbani- 
zation was in the forefront. Migra- 
tion to urban areas increased the 
dependency ratio in the rural 
sector in most developing eco- 
nomies, with the result that the 
nutritional levels of those left 
behind were heavily dependent 
on the regularity of remittances. 
However, it was also by no means 
certain that the nutrition levels 
of those moving to urban centres 
increased. In fact, nutritional 
deprivation appeared to be greater 
for the urban poor and the un- 
employed among recent migrants 
living in urban slums and shanty- 
towns; for one reason, the food 
purchases of the urban poor were 
affected by competing demands 
of unavoidable non-food expendi- 
ture from their limited incomes;

 -lausu roop nabru eht ,rehtona rof
ly had to buy food in small quanti- 
ties at higher prices from local 
shops as their incomes precluded 
the purchase of essentials in 
economic quantities.

A related curious phenomenon 
was the evidence that while food 
consumption tended to be lower 
in urban than in rural areas, mal- 
nutrition in young children was 
markedly worse among the rural 
population. One possible explana- 
tion was that food intake in rural 
areas was less varied and thus 
more affected than urban diets 
by crop failures or seasonal scar- 
cities. Another important factor 
could be the diversion of food 
to the productive members of 
rural households at times of peak 
seasonal labour demand, at the 
children’s expense. In addition, 
less adequate access to medical 
services also explained partly 
why rural children appeared to 
be more vulnerable to malnutrition 
than their urban counter-parts.

Other factors influencing the 
nutritional content of food in- 
cluded cultural food beliefs and 
taboos, as well as the time alloca- 
tion for food preparation: the
former determined the food com- 
bination, whereas the latter had 
a bearing on digestibility. Further- 
more, environmental conditions 
(principally housing, sanitation and 
water supply) also affected food 
utilization and, consequently, the 
nutritional status. For one thing, 
overcrowding led to an increase 
in respiratory infections; for 
another, poor sanitation and inade- 
quate water supply raised the 
severity and incidence of soil- 
and water-transmitted diseases. In 
turn, infections reduced appetite 
as well as the absorption of 
nutrients into the body; of greater 
concern, however, was the threat 
that a closely paced series of 
common infections could become 
the main cause of persistent mal- 
nutrition.

(c) Policy issues

In assessing the possibilities 
of nutritional improvement in 
developing countries in the future, 
several corrective initiatives may 
be identified. Broadly, a com- 
bination of four alternate types 
of measures may be envisaged: 
(1) measures to increase overall 
food production, (2) measures 
to improve income distribution 
and, thus, the effective demand 
for food among the poorest income 
groups, (3) direct nutrition-inter- 
vention programmes, and (4) intro- 
duction o f nutritional considera- 
tions into rural and agricultural 
development strategies. In the 
present context, nutrition-interven- 
tion programmes are most relevant.

The most direct method of 
meeting the needs of those with 
inadequate access to food in the 
right quantities and qualities is 
through specific nutrition inter- 
vention programmes targeted 
directly at them. These fall 
generally into one of the four 
main categories: (1) nutrition
education; (2) special feeding pro- 
grammes; (3) promotion of im- 
proved infant-feeding modalities 
and foods; and (4) food fortifica- 
tion and the distribution of specific 
nutrient supplements. However, 
it has been observed that nutri- 
tion interventions were most ef- 
fective when combined with 
primary health care programmes, 
immunization drives, and provision 
of sanitation and drinking water 
facilities. Furthermore, related 
to nutrition education, and often 
an integral part of it, were schemes 
to improve food handling, pre- 
servation and preparation at com- 
munity or household levels. Such 
efforts supplemented food avail- 
ability substantially by reduc- 
ing waste and spoilage, or by 
enhancing its nutritional content.

The undertaking of these tasks 
would require international 
financial and technical assistance
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as an essential input into the 
ESCAP region’s low-income and 
least developed economies in their 
efforts to  improve their nutri- 
tional standards. Policies or pro- 
jects that strive not only to sti- 
mulate production but also to 
alleviate poverty and improve 
nutrition should receive the priority 
attention of donors and the inter- 
national community. It is 
necessary not only to preserve 
past gains in the field o f nutrition 
but also to reinforce poverty 
alleviation and supplement 
domestic nutrition surveillance 
efforts.

2. Health conditions

The health o f a nation, al- 
though desirable in itself and 
determined by a host o f environ- 
mental and hereditary factors, 
is closely related to  economic 
development. The relationship 
is not unidirectional bu t m utual- 
ly interdependent. With economic 
growth, investment in modern

technology for the health sector 
and access o f the population 
to  basic health services are in- 
creased. Good health, in turn, 
contributes to more rapid 
economic development by reducing 
absenteeism as well as by increasing 
worker participation and pro-
ductivity. Evaluating the health 
condition o f a given population 
is, however, no t a simple task. 
For one thing, precise statistical 
indicators summarizing health 
condition are not easily available. 
For another, translating medical 
concerns into a more general 
understanding o f social concerns 
encompassing the health condition 
o f the population and the overall 
living environment is no t concep- 
tually easy. None the less, this 
section attem pts to present the 
major trends in health-related 
indicators for the countries of 
the ESCAP region during the last 
decade, as well as an evaluation 
o f access to health services in 
the region and the role o f health 
expenditure.

(a) Main trends

In terms o f average life ex- 
pectancy at birth, infant mortality 
and crude death rates (table I .24), 
almost all developing economies 
o f the ESCAP region recorded 
an improvement during the 1980s. 
In several countries, life expec- 
tancy increased by 5 years or 
more, w ith Indonesia, the Lao 
People’s Democratic Republic and 
Nepal recording the more im- 
pressive improvements in 1987 
from the levels o f 1980. In India, 
Malaysia and Myanmar, life ex- 
pectancy improved by more than 
5 years during the period. As a re- 
sult of the improvements, life ex- 
pectancy at birth in 1987 was close 
to or over 60 years in most coun- 
tries. However, in many of the least 
developed countries the prevailing 
level was much lower.

Similarly, significant improve- 
ments have been effected in infant 
mortality rates and crude death 
rates. Between 1980 and 1987 
the crude death rate and infant

Table I.24. Health status in selected developing economies o f the ESCAP region, 1980 and 1987

Sources: World Bank, World Development Report 1982, tables 18 and 21; and World Development Report 1989, tables 27 and 
32 (New York, Oxford University Press).
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Bangladesh 
Bhutan 
China 
Hong Kong 
India
Indonesia 
Iran (Islamic Republic of)
Lao People’s Democratic Republic
Malaysia
Myanmar
Nepal
Pakistan
Papua New Guinea
Philippines
Republic of Korea
Singapore
Sri Lanka
Thailand
Viet Nam

Life expectancy 
at birth 
(years)

1980 1987

46
44
64
74
52
53 
59
43 
64
54
44
50
51
64
65 
72
66 
63 
63

51
48
69 
76 
58 
60 
63 
48
70 
60 
51 
55 
54
63
69 
73
70
64 
66

Infant mortality 
rate (per thousands o f  

live births)
1980 1987

136
150
56
13

123
93

108
129

31
101
150
126
105

55
34
12
44
55
62

119
128

32 
8

99
71
65

110
24 
70

128
109
62
45
25 

9
33 
39
46

Crude death 
rate (per thousands o f  

population)
1980 1987

18
19 

8 
5

14
13 
11 
21

7
14
20 
16
15 

7 
7 
5
7
8 
9

15 
17

7 
6

11
9
9

16 
6

10
15
12
12

8 
6 
6 
6
7
8



mortality rate declined in all 
developing countries of the ESCAP 
region. In some cases the decline 
was dramatic, such as in the Islamic 
Republic of Iran and Papua New 
Guinea where the infant mortality 
rates fell, respectively, from 108 
to 65 and from 105 to 62. Size- 
able declines in the infant mortali- 
ty rates during the period were 
also effected in Bhutan, China, 
India, Indonesia, Myanmar and 
Nepal. However, of the 50 devel- 
oping countries with the highest 
infant mortality rates in 1987, 
9 were located in the Asian and 
Pacific region. The rate of mortali- 
ty remained well above the level 
of 100 per thousand live births 
in Bangladesh, Bhutan, the Lao 
People’s Democratic Republic, 
Nepal and Pakistan. Infant mortali- 
ty rates seem to be significantly 
influenced by female literacy that 
bears on the mothers’ knowledge 
and ability to take care of the 
infant health and nutrition needs 
(see box I .10).

The crude death rate is a 
less accurate indicator of pre- 
vailing health conditions than 
the infant mortality rate but 
generally reflects, with some 
distortion, changes in the lat- 
ter. In 11 out of the 19 coun- 
tries for which data are com- 
pared, the crude death rate was 
reduced to below 10 and, in many 
other cases also the improvement 
was significant.

While these changes were 
induced partly by improvements 
in living conditions and extension 
of medical facilities, communicable 
diseases remained widespread in 
most of the regions’ developing 
economies. For example, in 
the South Asian countries of 
Bangladesh, India and Pakistan, 
infectious diseases dominated 
morbidity and mortality patterns 
and, in fact, accounted for more 
than two thirds of the total 
reported cases in India.20 In 
the Pacific island economies, too,

communicable diseases were the 
main cause of high rates of mortali- 
ty and morbidity. In Thailand, 
while mortality from diseases such 
as pneumonia, tuberculosis and 
malaria declined sharply over the 
past two decades, the incidence 
of diarrhoea, measles and typhoid 
was a major concern and a signi- 
ficant cause of morbidity.21

Although the range of diseases 
that the developing ESCAP region 
was vulnerable to was wide, a few 
typical afflictions that pervaded 
the region could easily be identi- 
fied. For example, tuberculosis 
remained a major health problem 
in much of the region and in
1983 about 0.7 million cases 
were reported in the group com- 
prising Mongolia, the South Asian 
countries, Indonesia and Thailand; 
similarly, 5 million cases of leprosy 
(about one half of the reported 
cases in the world) were identi- 
fied in 1982 from this group. 
Diarrhoea was an important cause 
of illness and death of infants 
and young children in Bangladesh, 
Indonesia, Nepal and Sri Lanka, 
whereas, for the region as a whole, 
diphtheria, measles, tetanus and 
poliomyelitis persisted as major 
problems. In rural areas, visual 
impairment and dental problems 
affected a large proportion of 
the population. What was par- 
ticularly disturbing was that 
malaria, which was considered 
to be well under control in the 
region during the decade of 1970s, 
witnessed a resurgence in Indonesia, 
Sri Lanka and Viet Nam; in India 
and Thailand, too, close surveil- 
lance was required to check its 
spread. Part- of the responsibility, 
in this regard, has been apportion- 
ed to the rising resistance of the 
vector to insecticide and of the

2 0 Government of. India, The
Seventh Five-Year Plan, 1985-1990 
(New Delhi, Planning Commission, 
1985), vol. II, p. 275.

21 Survey, 1986, p. 125.

parasite to treatment, but some 
blame could also be apportioned 
to the expansion of irrigation 
projects for cultivation of high- 
yielding crops.22

Compared with other regions, 
in the developing ESCAP region 
AIDS is not as yet perceived as 
a serious public health problem. 
As of March 1989, out of a total 
of 146,569 cases reported to 
the World Health Organization 
world-wide, there were only 360 
cases in Asia and 1,360 in Oceania, 
as compared with 101.8 thousand 
in the Americas and 23.2 thousand 
in Africa. Although the infec- 
tion rate was relatively low in 
Asia, it was gradually on the 
increase, at least in some coun- 
tries, and thus deserved particular 
attention, and therefore public 
authorities have launched pro- 
grammes for the prevention and 
control of AIDS.

(b) Access to basic amenities and
health services

Health was also influenced 
by living conditions and, in this 
regard, there was considerable 
evidence of the inadequacy of 
basic facilities in several develop- 
ing countries of the ESCAP region; 
in particular, statistics relating to 
access to safe drinking water 
supplies revealed that large 
percentage of the population 
was deprived of this basic need, 
especially in rural areas. Informa- 
tion for 1985 compiled by the 
World Health Organization on a 
subregional basis indicated that 
only 53.5 per cent of the 
population in South Asia had 
safe drinking water facilities 
whereas for South-East Asia the 
coverage was even lower, at 48.8 
per cent.23 Not only in the ag-

22 WHO, Health Care in South- 
East Asia, (New Delhi, 1985), pp. 
16-29.

2 3 United Nations General Assembly 
(A/43/554), tables 41 and 42.
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gregate, but also with respect 
to rural and urban populations 
separately, a higher proportion 
of population in South Asia had 
access to safe drinking water

than in South-East Asia, the 
urban and rural sector coverage 
in South Asia being, respective- 
ly, 74.3 and 46.9 per cent against 
corresponding levels of 59.4 and

43.9 per cent in the South-East. 
However, the position with respect 
to availability of adequate sanita- 
tion was different, as 51.1 per 
cent of the population in South-

Box I.10. The elusive goal of universal literacy
Although developing countries in 

Asia and the Pacific have assigned 
high priority to the goal of achieving 
universal primary education, many are 
still far from achieving that goal. As 
a result, many of them are fighting 
a losing battle against the scourge 
of, adult illiteracy. Notwithstanding 
a decrease in the aggregate regional 
literacy rate from 46.4 to 36.3 per 
cent between 1970 and 1985, the 
absolute number of illiterates increased 
during the period by over 80 million, 
raising the total number of illiterates 
in 1985 to 618 million.a The obvious 
explanation is that gains from the 
spread of education have been out- 
stripped by population growth, while 
low enrolment rates at the primary 
school level and retention later, have 
swelled the ranks of adult illiterates.

The available information on 
illiteracy reveals that the problem 
is most acute in the South Asian sub- 
region, except in Sri Lanka. The 
illiteracy rate of Bangladesh, India
and Pakistan (which contain over 
one half of all illiterates in the Asian 
and Pacific region) was an average 75 
per cent in 1960 and remained at

tnec rep 55 tuoba fo level hgih eht
in 1990.b In the three other least 
developed countries in the subregion 
(Afghanistan, Bhutan and Nepal), 
a mean of 72 per cent illiteracy pre- 
vailed, only 5 per cent less than in 
1960.

In contrast, the newly in-
dustrializing economies as well as 
Indonesia, Malaysia, the Philippines 
and Thailand were able to reduce 
significantly the adult illiteracy rates, 
which ranged from an average of

a UNESCO, Asia-Pacific Pro- 
gramme o f  Education fo r  A ll 
(APPEAL) (Bangkok, 1986), p. 10.

b The information is drawn from 
UNESCO estimates and projections as 
assessed in November 1989 (Bangkok, 
1989).

27 to 50 per cent in 1960, to an 
estimated average of 9 per cent for 
the newly industrializing economies 
and 14 per cent for Indonesia, 
Malaysia, the Philippines and Thailand 
in 1990. During the last three decades, 
China and the Islamic Republic of 
Iran have also been highly successful 
in reducing the proportion of the adult 
illiterates. In China illiteracy rates 
fell from 70 per cent in 1960 to 
around 26 per cent in 1990, while 
in the Islamic Republic of Iran they 
fell from 94 per cent in 1960 to an 
anticipated 39 per cent in 1990. Al- 
though the Pacific island countries 
generally have high literacy rates, 
there is a wide range of variation. The 
illiteracy rate of Fiji was only 14 per 
cent, while in Papua New Guinea 
about half of the adult population 
is illiterate, according to the latest 
available data. Illiteracy rates have 
been relatively low in some of the 
region’s centrally planned economies
— the Lao People’s Democratic 
Republic, Mongolia and Viet Nam.

The figures on female adult 
illiteracy were even more distressing 
as throughout the region female- 
illiteracy rates were higher than male 
illiteracy rates by at least one and a 
half times (only in the Philippines 
were adult literacy ratios equally 
balanced with respect to gender).c 
The gender imbalance, moreover, was 
much greater in rural areas. Thus, 
in 1981, female illiteracy rates were 
the highest, at over 70 per cent, in 
Afghanistan, Bangladesh, Bhutan, 
India, Nepal and Pakistan; in rural 
areas, the rates exceeded 80 per cent 
in Bangladesh and India, and 90 
per cent in Pakistan.d These high 
rates were due mainly to low income

c ESCAP, Background to an In te- 
grated Plan o f  Action on Human 
Resources Development fo r the ESCAP 
Region (ST/ESCAP/601), p. 200.

d See Survey, 1988, p. 124.

levels as, despite free primary educa- 
tion, related expenses of text books 
or clothing discouraged hard-pressed 
families from educating their 
daughters. Another relevant factor 
was the opportunity cost to the 
family in terms of contribution of 
girls to household activities. In East 
and South-East Asia female illiteracy 
rates, although lower, ranged between 
20 and 40 per cent. As regards China, 
about 45 per cent of its adult female 
population and 53 per cent of the 
rural womenfolk remained illiterate. 
This was, in part, the consequence 
of a large section of the rural popula- 
tion residing in remote areas where 
educational facilities were lacking, 
but was also, to a large extent, due 
to the assignment of farm duties 
from an early age.

Many empirical studies have 
found a correlation between education 
of women and lower infant mortality,e 
so that the region’s highest infant 
mortality could be expected among 
the South Asian countries. A plotted 
relationship between female literacy 
and mortality in the under-five age 
group (see figure) for the region’s 
developing economies supports this 
assertion. Each country in the South 
Asian subregion with female literacy 
rates of less than 30 per cent has high 
mortality rates of over 150 per 1,000 
in the under-five age group. At the 
same time, the newly industrializing 
economies and Malaysia, the 
Philippines and Thailand, with high 
female literacy rates of over 65 per 
cent, have relatively lower mortality 
rates in the under-five age group of 
below 75 per 1,000. The behaviour 
of m ost' other nations in the sample 
(with the notable exception of the 
Lao People’s Democratic Republic)

e For example, see S.H. Cochrane, 
The Effects o f  Education on Health, 
World Bank Staff Working Papers 
No. 405 (Washington. D.C., World 
Bank, July 1980).

96



East Asia had adequate sanitation 
as against only 10.5 per cent in 
South Asia, with much larger 
urban-rural disparities in South 
Asia. Thus, while in South-East

also lends significant support to the 
hypothesis of a linkage between 
the two parameters.

The main explanation is that 
female literacy prompts better 
standards of basic hygiene and nutri- 
tion as well as immunization of 
children against disease such as 
measles, diphtheria, pertussis and 
tetanus although free availability of 
such preventive care from the govern- 
ment was also a relevant factor. 
Despite relatively low female illiteracy 
rates, there was high mortality in 
the under-five age group in the Lao 
People’s Democratic Republic and, 
to a much lesser extent, in Indonesia, 
Myanmar and Viet Nam. Indonesia 
had to prune government outlays 
(including those on health) conse- 
quent to structural adjustment efforts, 
while in the Lao People’s Democratic 
Republic, Myanmar and Viet Nam 
income levels were low and health 
care relatively neglected owing to 
other competing needs.

The evidence underscores the

Asia the access rate in urban 
and rural areas was 66.2 and
33.6 per cent, respectively, in 
South Asia it was 44.0 and 3.1 
per cent respectively.

fact that literacy of mothers is a 
critical factor influencing child 
mortality rates. Thus, policy initiatives 
are essential to promote adult literacy 
for women and would require govern- 
ment or community-sponsored pro- 
grammes to raise primary school 
enrolment rates for women. Primary 
school enrolment ratios for females 
in the region are the lowest in South 
Asia (below 65 per cent in 1981 
for each country in the group) and 
unless remedial action is taken, low 
adult female literacy levels will per- 
sist for yet another generation in 
this subregion. This has severe policy 
implications, since lack of opportuni- 
ties perpetuate themselves. Not only 
does illiteracy result in poorer health 
conditions for women and their 
children but it also places limits on 
women’s economic participation, 
aggravates their lower status in society 
and tends to confine them to tightly 
circumscribed lives centred on their 
reproductive roles and household 
activities.

Although wider availability 
of potable water or efficient 
sewage disposal systems and 
higher levels of nutrition induce 
greater ability to resist disease 
as well as prevent its spread, 
improvements in health conditions 
are critically dependent on access 
to health services. In this regard, 
it is notable that only some 
countries in the developing ESCAP 
region have been able to provide 
more than 80 per cent of their 
population the benefit of medical 
care (table I .25). The limited 
data also revealed that the situa- 
tion was particularly precarious 
in the least developed countries 
of the South Asian subregion, 
where access to medical facilities 
was often limited to even less than 
one half of their inhabitants.

It has been indicated else- 
where in this Survey that for 
most of the developing ESCAP 
region health was an important 
component of central (federal) 
government expenditure in the 
first half of the 1980s.24 As a 
result, access to medical and
health facilities had widely in- 
creased in that period and was 
reflected by decreases in the 
number o f persons per hospital 
bed and per physician between 
1980 and 1985 (table I .25).
In a few cases, such as Solomon 
Islands and Sri Lanka, a rise in 
the number of persons per
physician tended to suggest a 
worsening of the situation in 
these economies. Increases in 
the number of persons per hospital 
bed between 1980 and 1985 
was, however, a more frequent 
occurrence and was evidenced in, 
among others, China, Nepal, 
Pakistan, Thailand, some of the 
Pacific island economies and 
Singapore.

Despite such improvements, 
the number of persons per

24 This Survey, chap. V, p. 67.

Female literacy and mortality rates in the under-five age group in the 
developing ESCAP region

Mortality rate in the under-five age group 
(per thousand)

Female literacy rate (percentage)
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T a b le  I .2 5 . S e le c te d  d e v e lo p in g  e c o n o m ie s  o f  t h e  E S C A P  re g io n . I n d ic a to r s  o f  h e a l th  fa c ili tie s  in  t h e  1 9 8 0 s

Sources: ESCAP, Statistical Yearbook fo r  Asia and the  Pacific, various issues; Asian Development Bank, K ey Indicators o f  
D eveloping M em ber Countries o f  AD B, vol. XX (July 1989); and World Bank, Social Indicators o f  D evelopm ent 1988  (Baltimore and 
London, The Johns Hopkins University Press, 1988).

a Refers to years between 1980 and 198 6. b 1984. c Government hospital beds only. d 1979. e Government
hospital beds for Peninsular Malaysia only. 1981. g 1977.

p h y s ic ia n  r e m a in e d  p a r t ic u la r ly  
h ig h  in  B a n g la d e sh , B h u ta n ,
In d o n e s ia ,  N e p a l,  P a p u a  N e w
G u in e a ,  S o lo m o n  Is la n d s  a n d  Sri 
L a n k a . T h a i la n d  a n d  th e
P h il ip p in e s  a lso  c a m e  c lose  to
th is  g ro u p .  T h e  n u m b e r  o f  p e r s o n s  
p e r  h o s p i ta l  b e d  in d ic a te d  re la t iv e - 
ly  h ig h  levels f o r  B a n g la d e sh , 
B h u ta n ,  In d o n e s ia ,  In d ia ,  N e p a l 
a n d  P a k is ta n .  T h e  s i tu a t io n  in  
B h u ta n  a n d  N e p a l  re f le c ts  th e i r  
lo w  d e v e lo p m e n t  levels, w h ile  fo r  
In d o n e s ia  a n d  S o u th  A sia , th e  
p e rs is te n c e  o f  h ig h  ra t io s  d e sp i te  
s ig n if ic a n t  e x p e n d i tu r e  o n  h e a l th  
se em s to  b e  a  c o n s e q u e n c e  o f  
h ig h e r  d e m o g ra p h ic  p re s su re . 
A v a ila b i l i ty  o f  n u rs e s  p e r  p h y s ic ia n  
w as  in d ic a t iv e  o f  t h e  n u m b e r  o f

p a ra m e d ic a l  p e r s o n n e l  in  e a c h  
c o u n t r y  a n d ,  in  S o u th  A sia  
p a r t ic u la r ly ,  n u rs in g  p e rs o n s  w e re  
e v e n  ra r e r  th a n  d o c to r s .25 L o w  
a v a ila b il i ty  o f  n u rs e s  in  S o u th  
A sia  w a s  p a r t ly  th e  re s u l t  o f  
e m ig ra t io n  b y  t r a in e d  p e r s o n n e l  
d u e  t o  m e a g re  sa la rie s  f o r  th is  
p ro fe s s io n  in  th e s e  c o u n tr ie s  a n d  
p a r t ly  th e  re s u l t  o f  th e  c o n t in u in g  
so c ia l b ia s  a g a in s t  th e  p ro fe s s io n .

T h e  in f o r m a t io n ,  h o w e v e r ,  
h a d  severe  l im i ta t io n s  a n d  s h o u ld ,  
th e r e f o r e ,  b e  i n t e r p r e te d  w i th  
c a u t io n .  F o r  o n e  th in g ,  p r a c t i - 
t io n e rs  o f  t r a d i t io n a l  m e d ic a l  t r e a t - 
m e n t  w e re  n o t  r e f le c te d  in  th e s e

25 (E/ESCAP/DSD(1)/15), pp. 12-
13.

s ta t i s t ic s ,  a n d  th e i r  n u m b e r s  c o u ld  
e v e n  e x c e e d  th o s e  o f  th e  p h y s ic ia n s  
o ff ic ia lly  r e p o r te d .  F o r  a n o th e r ,  
th e  n u m b e r  o f  p e rs o n s  p e r  h o s p i ta l  
b e d  w as  n o t  in d ic a tiv e  o f  th e  
i n te n s i ty  o f  use  o f  th e s e  fa c ili t ie s  
o r  o f  th e  n a tu r e  o f  il lness; i t  is 
q u i t e  c o n c e iv a b le  t h a t  th e  n u m b e r  
o f  d a y s  s p e n t  in  h o s p i ta l  b y  
p a t i e n ts  s u f fe r in g  f r o m  d ia r rh o e a  
o r  u p p e r  r e s p ir a to ry  in f e c t io n s  
( ty p ic a l  o f  d e v e lo p in g  c o u n tr ie s )  
w a s  m u c h  fe w e r  t h a n  b y  th o s e  
w i th  h e a r t  d iseases  a n d  n e rv o u s  
s y s te m  a i lm e n ts  ( ty p ic a l  o f  
d e v e lo p e d  c o u n t r ie s ) .26 F u r t h e r - 
m o r e ,  th e  av a ilab le  d a ta  w e re  in  
te r m s  o f  n a t io n a l  averages o n ly

9 8

East Asia (NIEs)
Hong Kong 
Republic o f Korea 
Singapore

South-East Asia
Indonesia 
Malaysia 
Philippines 
Thailand 
China 

South Asia 
Bangladesh 
Bhutan 
India 
Myanmar 
Nepal 
Pakistan 
Sri Lanka

Pacific islands
Fiji
Papua New Guinea 
Solomon Islands 
Vanuatu

242
983
299c

1 720d 
6 68e 
550 
654 
490

4 290d

1 9 4 0  
1 422d

1 3 7 3
5 293b
1 719 

349

380g
240
150d
150g

200
588
318c

1 800 
400 
625 
700 
500

3 600

1 300 
1 100 
5 700 
1 800 

300

400
200
200
200

Persons per 
hospital bed

1980 1985

Persons per 
physician

1980 1985

Percentage o f  popula tiona w ith access to

Safe water

Urban R ural
Health

care

80.0
100.0

45.0
50.0
75.0 
44.6

64.0
90.0

100.0
93.0

95
61

32
49
43
63
40

43
5

47
15
11
28
26

66
10
20
53

100
86

100

40
90 
65 
65 
81

29
50
80
38
71
84
76

94
55
91 
65

1 1 1 7
1 284b

972

7 952 
3 174

5 978

6 723 
11 300

3 722 
24 104

2 263
7 364

8 438

1 387
1 493 
1 222

11 408
3 800
7 970
6 839 
1 810

8 195 
18 160

3 600
4 591 

30 060
3 480
7 170

2 230 
16 880

7 700
5 364

26 Ibid., para. 29, p. 12.



and, as such, masked wide varia- 
tions in the quantity and quality 
of health services available to 
people in different parts of each 
country and to different eco- 
nomic and social groups.

(c) Expenditure on health

Provision of better and 
enlarged access to health services 
is determined largely by total 
expenditure on health services. 
Data on outlays on health care, 
however, are generally available 
only on government expenditure. 
Detailed data relating to private 
expenditure on health are seldom 
available, although spending on 
private medical services forms a 
large part of total expenditure 
on health and often exceeds public 
sector health expenditure.

In fact, a study based on a 
sample of 10 Asian developing 
countries (excluding China, Western 
Asia and the Pacific islands)27 has 
estimated per capita government 
health expenditure in 1980 for 
the group as a whole at $3.03 
(table I .26). The per capita pri- 
vate outlay on health of the 
group in that year was much higher, 
at $8.05. Even when analysed 
by subregions, per capita private 
expenditure remained consistently 
higher than per capita public 
outlays. It was also observed that 
per capita expenditure on health, 
both private and public, was 
strongly correlated to per capita 
income levels; moreover, as income 
levels rose, the relative importance 
of private facilities in total health 
care (as reflected by its share in 
total health expenditure) increased 
rapidly.

Thus, the East Asian newly 
industrializing economies had the 
highest per capita levels of both 
government and private sector 
health expenditure, at $7.75 and

27 Ibid., table 43 and 44, pp. 127- 
128.

$57.31 respectively. The South- 
East Asian group had much lower 
corresponding spending levels of 
$5.08 and $12.65, so that dis- 
parities were more marked with 
respect to expenditure on private 
sector health care. In the low- 
income South Asian economies, the 
per capita health care expenditure by 
the government and private sources 
was respectively, $2.16 and $3.69. 
While part of the explanation 
for the public-private sector dif- 
ferential lies in higher expenditure 
on the purchase of quality phar- 
maceuticals in the private sector, 
to some extent the high market-

determined cost of limited available 
private nursing facilities was also 
a responsible factor. Higher per 
capita private health expenditure 
could also be partly ascribed to 
the significant prevalence in 
the low-income countries (and 
particularly in the rural sector) 
of practitioners of indigenous 
medicines and herbal remedies.

In contrast to the general 
trend in the rest of the continent, 
per capita expenditure on health 
in China followed a different 
pattern. For 1980, the data

 -nrevog atipac rep taht delaever
ment outlay in China at $5.71 
was more than double the per 
capita private expenditure of 
$2.68 on medical care. The under- 
lying reason, of course, was the 
predominant role of the State 
in the Chinese economy and 
especially in social welfare activi- 
ties.

Information on the behaviour 
of per capita health expenditure 
after 1980 is available only for 
the public sector in selected coun- 
tries. It is seen (table I .26) that 
for the group of Asian countries 
(excluding China, Western Asia 
and the Pacific islands) referred 
to earlier, per capita public out- 
lays increased from $3.03 in 
1980 to $3.93 in 1985. The 
subregional rise was most marked 
in South Asia (45 per cent) and 
remained significant for the East 
Asian newly industrializing eco- 
nomies too (34 per cent). In 
the case of South-East Asia, 
however, the increase (16 per 
cent) was below the regional 
average. The main explanations 
surface easily. In South Asia, 
where dependence on government- 
provided health systems was high,

Table I.26. Government and private expenditure per capita on health in 
selected developing country groups in the ESCAP region
(In 1980 US dollars)

Sources: Department of International Economic and Social Affairs of the United 
Nations Secretariat, based on country data from United Nations Statistical Office, 
National Accounts, Statistics data bank, tables 2.1, 2.3, 2.5; International Monetary 
Fund, Government Finance Statistics Yearbook (Washington, D.C., 1987), p. 98; and 
World Bank, Financing Health Services in Developing Countries (Washington, D.C., 
1987), table 3, p. 16.

Figures in parentheses indicate number of countries in groupings.
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Country group
Government outlay Private expenditure

1980 1985 1980

Asia (excluding
Western Asia and China) 
of which:

South Asia 
East Asia (NIEs) 
South-East Asia 
China

3.03 (10)

2.16 (4) 
7.75 (2) 
5.08 (4) 
5.71 (1)

3.93 (9)

3.13 (4) 
10.39 (2) 
5.91 (3)

8.05 (11)

3.69 (3) 
57.31 (3) 
12.65 (5) 

2.68 (1)



public expenditure had perforce 
to increase significantly given the 
low per capita income levels. As 
regards the East Asian newly 
industrializing economies, increas- 
ing prosperity induced greater 
devotion to social welfare aspects 
o f development as a consequence 
o f which the health sector 
benefited. In South-East Asia, 
on the other hand, slow growth 
of income in the first half o f the 
1980s held expansion o f social 
welfare expenditure in check.

A related issue that may 
no t be overlooked is that the 
severe funding difficulties en- 
countered by public health systems 
in most o f the region were com- 
pounded in the 1980s by economic 
problems which forced some 
developing countries o f the region 
to embark upon structural adjust- 
ment programmes. These efforts, 
under the influence o f multilateral 
donors, usually included restraint 
on public expenditure to  reduce 
their fiscal imbalances and often 
resulted in a deceleration in the 
rate o f growth o f expenditure 
on social welfare sectors, includ- 
ing health services.

The inadequacy o f the per 
capita expenditure levels, especial- 
ly in South Asia, is brought into 
sharp focus when contrasted with 
the WHO estimate o f $10-15 per 
capita cost requirement for 
providing primary health care in 
the developing countries.28 The 
numbers imply that even the total 
o f  governmental and private health

expenditure (leaving aside for the 
moment the question o f effecting 
a more equitable pricing and 
distribution o f existing services) 
would be insufficient and require 
increased spending, in the range 
o f $3-$8 per capita, to  achieve 
the minimal standards. In addi- 
tion, a wider delivery system 
to reach a larger segment o f the 
rural and low-income urban 
population would have to be 
developed; this would also 
necessitate additional expenditure. 
Given the abysmal levels o f per 
capita income prevailing in this 
highly populated subregion, the 
intensity o f the effort to raise 
the resources required can easily 
be perceived.

In this setting, the mobiliza- 
tion and management o f financial 
resources emerges as the critical 
factor in determining the speed 
with which health care facilities 
may be made accessible to  all. 
While fiscal austerity presents 
major problems in the short run, 
over a longer horizon the search 
for additional domestic resources 
and making the most efficient 
use o f them offers the best options 
for financing expanded efforts 
towards the protection o f health 
and cure of disease. Therefore,

2 8 United Nations General Assembly 
“Overall socio-economic perspective of 
the world economy to the year 2000” 
(A/43/554), p. 126, para. 277.

even if health is accorded high 
priority in national development 
plans, the relative effectiveness 
of alternative allocations of 
limited resources among the various 
elements constituting health care 
would have to be carefully 
evaluated.

An im portant issue, in this 
regard, is whether or no t attempts 
should be made to raise sufficient 
revenues from taxes and user 
charges to cover costs (in full or 
in part) o f providing such health- 
related services since the invest- 
ment requirements are large. Con- 
currently, it has been widely 
advocated that the cost recovery 
framework should not be totally 
inadequate as it is both equitable 
and efficient to  charge the upper- 
and middle-income groups for 
curative services and potable water. 
One obvious merit o f  this approach 
is that excessive consumption of 
otherwise free services would be 
prevented, while limited public 
funds could be directed for the 
benefit of the low-income popula- 
tion. However, as an over- 
whelmingly large proportion of 
the people in the developing 
ESCAP region are poor, it is im- 
probable that the demand on 
government funds to meet the 
costs o f  freely provided health 
care facilities will be fully satisfied 
by the end o f the 1990s. Health 
for all by the year 2000, as enun- 
ciated by WHO, may therefore 
remain an elusive dream in most 
o f the developing ESCAP region.
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Part Two

PATTERNS OF ECONOMIC GROWTH AND 
STRUCTURAL TRANSFORMATION 

IN THE LEAST DEVELOPED AND PACIFIC 
ISLAND COUNTRIES OF THE ESCAP REGION: 

IMPLICATIONS FOR DEVELOPMENT 
POLICY AND PLANNING FOR THE 1990s





I. THE INITIAL CONDITIONS OF GROWTH AND 
STRUCTURAL TRANSFORMATION

A. INTRODUCTION

T he influences that bear upon 
structural transformation as 
an integral element in the economic 

development process have long 
been emphasized, even if only 
implicitly, in the choice of topics 
for special study in part two of 
the annual ESCAP Survey. In 
recent years these have included 
fiscal policy, international com- 
modity trade, trade policies, 
financing development and human 
resources development. Against 
the background of the profound 
structural changes that have oc- 
curred over the past two decades 
in many developing economies of 
the ESCAP region, the Commis- 
sion chose “Restructuring the 
developing economies of Asia and 
the Pacific in the 1990s” 1 as the 
theme topic of its forty-fifth 
session.

The theme study, together 
with a substantial background 
paper of the same title, examined 
structural change and adjustment in 
general terms in the context of the 
experience of different groups of 
countries in the developing ESCAP 
region. However, relatively little 
attention could be given in that 
study to the particular cir- 
cumstances of the least developed 
countries or the Pacific island 
developing economies in the 
ESCAP region. In many respects 
these economies face special impe- 
diments to the achievement of 
changes in the structure of their

1 E/ESCAP/648.

 -moc eht ni sa hcus ,seimonoce
position of production or foreign 
trade, that are essential if the goal 
of sustainable economic growth 
and structural transformation is to 
be achieved.

The main aim of part two in 
the present Survey, therefore, is to 
consider the patterns and charac- 
teristics of the growth and restruc- 
turing process in these groups of 
economies during the past two de- 
cades or so, and related issues along 
with implications for development 
policy and planning. It may 
be noted that the secretariat is 
also preparing documentation for 
the second United Nations Con- 
ference on the Least Developed 
Countries to be held in 1990. 
Insofar as it relates to the least 
developed countries in the ESCAP 
region, part two of the Survey is 
also to be regarded as comple- 
mentary to that work.

Chapter I of this study dis- 
cusses the basic constraints and 
major exogenous developments im- 
pinging on the development pro- 
cess of the least developed and 
Pacific island countries. Chapters 
II and III examine at some length 
the process itself, in terms of both 
aggregative changes and major 
sectoral trends, in the Asian least 
developed countries and the 
island developing economies (in- 
cluding the four least developed 
countries) in the Pacific subregion. 
Chapter IV draws out a number 
of important policy issues, im- 
plications and requirements for 
sustainable growth and transforma- 
tion in the 1990s. Part two con- 
cludes with a discussion on the

development options available to 
these two groups of countries.

The separate analytical treat- 
ment of the Asian least developed 
countries and the Pacific island 
developing economies (in chapters 
II and III) is necessary. In several 
crucial aspects, the evolving 
economic changes and future 
development options pertaining to 
each group of countries are dif- 
ferent in both nature and scale. 
In particular, the strong historical 
or special relationships between 
many islands and the metropolitan 
countries in the ESCAP region, 
especially Australia and New 
Zealand, deserve special treatment. 
At the same time, many of these 
islands are very small in terms of 
both population size and financial 
requirements. These special factors 
have shaped many Pacific islands’ 
economic growth, transformation 
and development options in the 
past and will continue to do so in 
the future.

It should also be noted here 
that the discussion in part two of 
the Survey does not extend in any 
detail to social development and 
environmental matters and issues, 
except insofar as these have a direct 
bearing on the economic develop- 
ment patterns and characteristics 
under consideration; such a limita- 
tion is necessary to reduce the 
scope of this study to a manage- 
able level. Second, the necessary 
serial data on aggregate economic 
and sectoral changes are not al- 
ways available, and when available 
may not always be strictly com- 
parable or consistent. These 
considerations have necessitated a
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more restricted analytical approach
— including a certain degree of 
selectivity in the subject matters 
discussed as well as in the details 
o f such discussion, and a greater 
focus on the qualitative dimensions 
o f the issues surveyed.

B. SPECIAL DEVELOPMENT 
CONSTRAINTS

1. Overview

The group o f developing coun- 
tries designated by the United 
Nations as the least developed are 
42 in number with a combined 
population of about 340 million. 
Eleven o f these countries are 
located within the ESCAP region 
(with four in the Pacific island 
subregion) and their population, 
at around 180 million, is just over 
one half of the group’s total;2 
The population o f Bangladesh alone 
is about 104 million, that of 
Myanmar, 39 million. There are 
13 Pacific island members and 
associate members of ESCAP — in 
addition to the four Pacific least 
developed countries o f Kiribati, 
Samoa, Tuvalu and Vanuatu, Papua 
New Guinea, Fiji and Solomon 
Islands are the largest countries, 
with a combined population o f al- 
most 4.5 million, or about 87 
per cent of the total island popula- 
tion. Other major indicators of 
the great diversity in physical, 
population, economic and financial 
characteristics among the least 
developed and Pacific island eco- 
nomies are presented in table II.1.

The Asian least developed 
countries have very low levels 
o f per capita income and, with 
the possible exception o f Maldives 
and to a lesser extent Bhutan, a

2 For a detailed description of the
special characteristics of the least devel-
oped countries, see UNCTAD, Trade and 
Development Report, 1989  (United 
Nations publication, Sales No. E.89.II. 
D.14), pp. 143-175.

very slow rate o f expansion in 
such income over time. By com- 
parison, per capita income in many 
Pacific island economies puts them 
in the middle or even high income 
group on a global scale. However, 
the relatively high per capita 
gross national product o f Pacific 
islands is a misleading indicator 
of their levels o f development 
as well as prospects for future 
growth. With few exceptions, a 
large proportion o f such income 
comes from external savings, most- 
ly in the form of grants and other 
largely gratuitous financial infows. 
Most of the Pacific islands, for 
which several macro-economic data 
are available, sustained rather 
modest economic growth in the 
1970s; development became blunt- 
ed during the 1980s, however, 
causing a significant fall in real 
per capita income, and hence the 
standard o f living, in many island 
countries.3

Partly due to poor economic 
performance, many least developed 
and some Pacific island economies 
continue to be caught in the 
vicious circle of poverty which 
is perpetuated by physical, struc- 
tural and institutional barriers 
to their development. These in- 
clude a predominant share of 
agriculture in, and limited contribu- 
tion o f industrial activities to, gross 
domestic product (GDP) or net 
material product (NMP), grossly 
inadequate national savings and 
low levels o f capital formation 
(relative to development needs), 
high rates o f unemployment or 
disguised unemployment among 
unskilled labour, and persistent 
and heavy dependence on external 
assistance.

Among other constraints on 
economic growth and structural 
transformation are a narrow and

3 “Special problems faced by the 
Pacific island countries: the Com-
mission’s activities in the Pacific” 
(E/ESCAP/687), pp. 1-7.

relatively inflexible resource base 
(partly reflecting inadequate tech- 
nological capabilities) compounded 
by high rates o f population growth. 
A small internal market — due to 
limited effective demand, small 
population size and severe 
geographical (market) isolation — 
together with gross deficiencies 
in basic infrastructures (transport 
and communications especially) 
give rise to significant diseconomies 
o f scale and higher production 
costs. These factors put acute 
and continuing pressure on foreign 
exchange resources and often 
necessitate disruptive compression 
of imports. Other weaknesses 
include extreme vulnerability to 
exogenous shocks, and a limited 
range of policy options and insti- 
tutional capabilities.

The nature and severity of 
these formidable development 
constraints are far from uniform 
or comparable among the least 
developed and Pacific island 
economies. However, they are 
by no means different from those 
faced by other developing countries 
as well, except in the intensity 
and simultaneity o f occurrence in 
one country or at a particular 
point o f time.

2. Profile o f structural problems

The six Asian least developed 
countries (except Maldives), as well 
as the large and high islands in 
the Pacific subregion4 have relative- 
ly sizeable agro-based economies 
and, in varying degrees o f richness 
and utilization, a wide range of 
primary (agriculture, forestry and 
fishery), mineral and hydro-energy 
resource endowments. The devel- 
opment process o f Bangladesh and 
Nepal, however, has been addi- 
tionally weighed down by a large,

4 Including Papua New Guinea, 
Fiji, Solomon Islands, Vanuatu, Samoa 
and Tonga.
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 -nu ylevitaler dna gniworg tsaf
skilled population; a sharp and 
extended fall in the volume and/or 
terms of trade of their major 
traditional export (jute products); 
and poor agricultural performance, 
attributable partly to  a high in- 
cidence o f calamitous natural 
disasters, particularly in the case 
o f Bangladesh, and extensive farm- 
ing and soil degradation, in the 
case of Nepal.

Most, if not all, least developed 
and Pacific island countries suffer 
from an acute shortage o f financial 
and skilled human resources, and 
basic infrastructure. This has 
served to prevent the fuller ex- 
ploitation o f their natural resource 
endowments, especially the rich 
fisheries harvestable within the 
Pacific islands’ vast exclusive 
economic zones (table II.1). In 
addition, Afghanistan, Bhutan, the 
Lao People’s Democratic Republic, 
Nepal, Solomon Islands, Vanuatu 
and, to a lesser extent, Myanmar 
have extensive inhospitable or 
rugged terrain which limits further 
commercial agricultural possibili- 
ties, and retards considerably the 
pace o f internal development and 
integration.

Economic integration and 
development, however, are more 
severely handicapped in virtually 
all small, atoll economies in the 
Asian (Maldives) and Pacific sub- 
regions,5 except Nauru. Most of 
these economies suffer from the 
serious disadvantage of very small 
population, highly limited supplies 
of water and cultivable land, poor 
soil quality, greater geographical 
isolation from the main trading 
partners, and wider geographical 
dispersion among the component 
islands. Eleven island economies 
have fewer than 100,000 persons.

Tuvalu, with a population o f about 
8,400 persons, has a land area of 
only 26 sq km among its nine 
widely dispersed atolls. These, 
however, cover an exclusive 
economic zone o f 900,000 sq km. 
The 68,000 persons in Kiribati 
subsist on only 690 sq km of 
land surface. Yet the distance 
between the two most separated 
islands in the north-south axis is 
almost 3,900 km and in the east- 
west direction over 2,000 km 
(table II.1).6

Agriculture dominates income 
and employment generation in 
many least developed and Pacific 
island countries. The notable 
exceptions include Maldives, where 
the fisheries subsector is of com- 
parable importance to its agricul- 
ture counterpart, and Kiribati (until 
1979) and Nauru, where phosphate 
mining is a dominant activity. 
Subsistence production remains a 
major element, and root and 
perennial tree crops predominate 
in the Pacific islands rather than 
rice, wheat and the mostly annual 
tree crops in Asia. The export 
surpluses tend to be limited in 
range and domestic value added. 
Several countries have none the 
less achieved considerable export 
expansion and diversification o f the 
commodity structure into semi- 
skilled manufactures during the 
1980s. Generally, however, mer- 
chandise import spending exceeds 
export earnings by a wide margin 
and the substantial current ac- 
count deficits would be unsustain- 
able w ithout sizeable external 
assistance in most least developed 
and Pacific island countries.

The bulk of merchandise ex- 
ports has long come from two or 
three categories o f tropical primary 
products with little processing — 
except garments (Cook Islands, 
Bangladesh, Fiji, Maldives, and 
Nepal), cement (Bhutan), elec-

6 Survey, 1985, p. 53.

 -oeP oaL eht dna natuhB( yticirt
ple’s Democratic Republic), and 
sugar (Fiji). Export o f factor and 
non-factor services, however, has 
become increasingly im portant for 
Bangladesh and Niue (remittances); 
the Commonwealth o f the 
Northern Mariana Islands, Fiji, 
Guam, and Maldives (tourism); 
and Cook Islands, Nepal, Samoa, 
and Tonga (tourism and rem it- 
tances). Trade relationships are 
heavily concentrated with the two 
or three largest markets account- 
ing for upwards o f two thirds of 
commodity export earnings.

Other inadequacies, common 
to virtually all least developed and 
Pacific island countries, include 
the widespread deficiencies in basic 
infrastructures — transport, com- 
munications, power generation faci- 
lities, and water availability and 
distribution, particularly in small 
islands and atolls. Added to  this 
is the persistently acute shortage 
o f skilled human resources. This 
is attributable in some countries 
to  emigration or the failure to  a t- 
tract the return o f persons educated 
overseas. Though external migra- 
tion is the source o f substantial in- 
ward remittances for a number o f 
economies (including Bangladesh, 
Cook Islands, Niue, Nepal, Samoa 
and Tonga), a negative consequence 
is the relatively poor level of 
management and administrative 
capabilities, and the adoption and/ 
or retention of relatively low- 
level and outdated technologies.

The latter constraint can be 
remedied through the use o f 
expatriate personnel, mainly drawn 
from neighbouring countries, whose 
presence is sizeable in many 
economies — including Bhutan, 
Maldives, Nepal, Papua New 
Guinea, Tonga, Vanuatu and the 
former Trust Territory o f the 
Pacific Islands. This option, 
however, has not always been 
practical or feasible and is at best 
only a stopgap arrangement, until 
local human resources and basic

106

5 Including the Commonwealth of
the Northern Mariana Islands, Cook 
Islands, Federated States of Micronesia, 
Kiribati, Niue, Republic of the Marshall 
Islands, Republic of Palau, and Tuvalu.



infrastructures are put in place. 
But these are long-run measures, 
requiring substantial investment 
and hence future claims on re- 
sources in the form of mainte- 
nance expenditure and repayment 
of debt (even though currently 
the latter is largely concessional 
in nature). In several least devel- 
oped and Pacific island coun- 
tries, external debt is becoming 
an increasing financial burden, 
putting further constraints on 
their growth and transformation.

In virtually all least developed 
and Pacific island countries the 
Government, along with public 
sector enterprises and statutory 
bodies, are another major source 
of income and employment genera- 
tion in the monetised sector of the 
economy. Their influence on the 
local patterns of consumption and 
production is generally very per- 
vasive. This, in turn, often reflects 
a wide range of regulatory policy 
measures — subsidies, price 
controls, and other trade and 
financial regulations, in particular
— and the fact that government 
sector wages and salaries set de 
facto  bench-marks for remunera- 
tion for the rest of the economy.

There is, moreover, the exten- 
sive operation of public sector 
enterprises which can be found 
in virtually all activities outside 
the traditional utilities and other 
public monopolies. Generally, 
however, many of these enter- 
prises tend to make heavy demands 
on the government budget. Private 
enterprise is poorly developed by 
comparison. The need to pro- 
mote increased private sector 
participation in economic activities, 
and to improve public sector per- 
formance have been recognized and 
wide-ranging reform measures have 
been instituted in many of the least 
developed Pacific island countries.7

Many of the difficulties faced 
stem from the relatively short 
historical experience in modern 
development planning, management

and administration. Many Pacific 
island countries gained indepen- 
dence or self-government only from 
the mid- or late 1970s. A formal 
budget and taxation system 
emerged in Bhutan, for example, 
only in the early 1970s. More 
generally, the basic fiscal system, 
financial institutions, planning 
framework and capabilities for the 
effective mobilization and utiliza- 
tion of domestic resources and 
external assistance are by and 
large poorly developed in many 
least developed and Pacific island 
countries. However, substantial pro- 
gress has been made in recent 
years, particularly in the larger 
countries in the Asian and Pacific 
subregions. Nevertheless, the scope 
for independent macro-economic 
and financial policies is somewhat 
restricted particularly in those 
having common, porous borders 
with relatively advanced neighbour- 
ing countries, with heavy trade 
dependence on or using as their 
own legal tender the currency of 
the latter.

C. IMPACT OF CHANGES IN
EXTERNAL ENVIRONMENT

The severe constraints on 
economic growth and transforma- 
tion in the least developed and 
Pacific island countries were further 
aggravated in the last one and a 
half decades by a series of destabi- 
lizing shocks, which have exerted 
a profound impact on global as 
well as regional growth and restruc- 
turing.8 Among other disruptive 
effects, these events have neces- 
sitated unplanned claims on re- 
sources, thus adding further pres- 
sure on government budgets, infla- 
tion and balance of payments.

The most serious external 
shocks to many of the least devel-

7 Survey, 1984, pp. 171-183; and 
UNCTAD, The Least Developed Coun- 
tries -  1988 Report (United Nations 
publication, Sales No. E.89.II.D.3).

oped and Pacific island countries 
(except Afghanistan, and to a lesser 
extent, Myanmar) were perhaps the 
adjustments in the cost of hydro- 
carbons. Prices of crude oil were 
raised by about 400 per cent during 
1973/74 and by a further 200 per 
cent in 1979/80. The import bill 
for energy, for example, about 
doubled in Cook Islands, Fiji, 
Kiribati, the Lao People’s Demo- 
cratic Republic and Nepal, and 
went up threefold or over in 
many other least developed and 
Pacific island countries between 
1970 and 1980.

The oil price increase coin- 
cided with a pronounced upswing 
in most non-oil commodity prices, 
which contributed to an expansion 
by 140 per cent in the nominal 
export receipts of the developing 
economies of the ESCAP region 
during the period 1973-1974, and 
by 65 per cent during the period 
1979-1980. The increase benefited 
mostly the oil exporters and the 
East and South-East Asian eco- 
nomies.9 Apart from the long- 
term decline in real prices, most 
commodities of importance to 
the ESCAP region (excluding 
hydrocarbon products) registered 
generally adverse terms of trade 
over the past two decades owing 
largely to rising productivity and 
supplies, especially in agriculture 
since the 1970s, more modest 
economic growth and lower ex- 
ternal demand in industrial coun-

8 For relevant details, see S.W. 
Black, “The impact of changes in the 
world economy on stabilization policies 
in the 1970s” in W.R. Cline and S. 
Weintraub, eds., Economic Stabilization 
in Developing Countries (Washington,
D.C., The Brookings Institution, 1981), 
pp. 43-62; S.S. Bhalla, “The transmission 
of inflation into developing economies” 
in W.R. Cline and Associates, eds., 
World Inflation and the Developing 
Countries (Washington, D.C., The Brook- 
ings Institution, 1981), pp. 52-101; 
and Survey, 1977, pp. 37-47.

9 Survey, 1982, pp. 182-183.
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tries after the second oil price 
shock, and stagflation in several 
o f these countries in the early 
1980s.10

The narrow and less flexible 
production base in the least devel- 
oped and Pacific island countries, 
among other structural constraints, 
is illustrated by two striking 
characteristics. First, their mer- 
chandise export earnings, on a year- 
to-year basis, were three to four 
times more unstable than those 
experienced by the newly in- 
dustrializing economies (NIEs) 
and ASEAN during the period 
1964-1985. Secondly, the long- 
term trend growth in such earnings 
was, by and large, less than one 
half of the rates achieved by East 
and South-East Asian economies.11

In many least developed and 
Pacific island countries the impact 
o f external economic environment 
is compounded by a high incidence 
o f natural disasters — principally 
cyclones, floods, drought, earth- 
quakes and volcanic eruptions, plus 
associated tidal waves.12 The 
vulnerability o f these countries is 
extreme since a single event may 
endanger a sizeable segment of the 
population, create critical food 
shortages, destroy a large part of 
the export crops — which, in the 
Pacific islands, may take years 
to  replace because o f their largely 
perennial nature — and destroy 
costly infrastructure.

The 1980s, for example, 
witnessed a series o f appalling and, 
in several single years, multiple 
cyclones which passed through 
Fiji, Solomon Islands, Tonga and 
Vanuatu, among other Pacific

10 Survey, 1987, pp. 135-141. See 
also Survey, 1985, pp. 167-171.

1 1 Ibid.
1 2 For details, see E. Dommen, 

“Some distinguishing characteristics of 
island States” , World Development, vol. 
8, No. 12 (December 1980), pp. 933- 
935; and Survey, 1985, p. 55.

islands. Apart from causing loss 
o f life, several of them wiped out 
a significant proportion of these 
countries’ housing stock and other 
infrastructures, subsistence and 
export crops and livestock. Direct 
losses were equivalent to several 
percentage points o f GDP (Tonga 
in 1982; Fiji in 1980, 1983 and 
1985; and Solomon Islands in 
1986) up to nine tenths in the 
case o f Vanuatu during 1987. The 
construction and rehabilitation, 
which took  several years to com- 
plete, produced an adverse im- 
pact on these countries’ long-term 
capital development programmes.

In the least developed coun- 
tries o f South Asia the main source 
of economic instability arises from 
the performance o f the agriculture 
sector, accounting for two fifths 
o f GDP, a predominantly high 
proportion o f which consists of 
food product.13 Adverse climatic 
conditions during the period 1970- 
1973, for example, contributed to 
a decline in food output by an 
annual average o f 1.25 per cent in 
the South and West Asian sub- 
regions, compared with a fall of 
0.20 per cent for the developing 
ESCAP region; the jum p o f over 
20 percentage points in the food 
price index pushed up significantly 
the overall inflation in these sub- 
regions in 1973-1974.

Bangladesh, in particular, in- 
curred substantial expenses for 
food grain imports which, at 2.82 
million tons (or 23 per cent of 
domestic cereal production) in 
1973, was the highest volume 
during the 1970s.14 The country 
suffered from bad weather condi- 
tions also in the early 1980s with 
adverse impacts on domestic pro- 
duction. More recently, the 
devastating floods contributed to 
the fall o f  about one third in the

13 Survey, 1982, p. 172.

1 4 Survey, 1982, pp. 176-177.

GDP growth rate in fiscal 1987/88. 
Bangladesh, however, went through 
an even worse flooding in the third 
quarter o f 1988, with an estimated 
cost of reconstruction and rehabi- 
litation equivalent to  4.4 per cent 
o f GDP.15

The slow-down in economic 
growth o f industrial countries in 
the early 1980s also affected the 
performance o f the least developed 
countries and the Pacific island eco- 
nomies, principally through reduced 
flows o f net ODA in real terms.

These exogenous shocks and 
other difficult circumstances have 
had an impact on both the pace and 
pattern o f economic growth and 
transformation in the least devel- 
oped and Pacific island economies. 
Among other disruptive effects, 
Bangladesh, Myanmar, Nepal, 
Samoa and, to  a lesser extent, 
Cook Islands, Guam, Niue, Tonga 
and Vanuatu, were recording 
annual inflation rates averaging 15- 
48 per cent in the mid-1970s, 
and/or 14-24 per cent in the early 
1980s. The acute pressure on the 
budget and balance o f payments, 
and hence financial stability, 
necessitated the imposition of 
austerity measures and short-term 
(stabilization) adjustment pro- 
grammes, designed largely to  com- 
press aggregate demand in many 
countries — including Bangladesh, 
Fiji, Nepal, Papua New Guinea, 
Samoa and Vanuatu — during 
the 1980s. Such developments 
illustrate clearly the wide range 
o f binding constraints on the 
process o f  economic growth and 
transformation, as well as the 
fragile structure and great vulnera- 
bility of the least developed and 
Pacific island countries.

15 O.H. Chowdhury, “Bangladesh” , 
paper presented at the Expert Group 
Meeting in preparation for the United 
Nations Conference on the Least 
Developed Countries (DP/EGM/LDC/9), 
p. 49; and Survey, 1988, p. 18 and p. 38.
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II. GROWTH AND TRANSFORMATION PROCESS 
IN THE ASIAN LEAST DEVELOPED COUNTRIES

T
he macro-economic perform- 
ance of the Asian least devel- 
oped countries exhibits great diver- 

sity, and, apart from Afghanistan, 
none of these countries experienced 
a negative growth trend, as have 
some heavily indebted countries 
of Latin America or sub-Saharan 
Africa. The small countries of 
Bhutan and Maldives achieved an 
impressive growth rate during the 
period 1980-1988, though from a 
narrow production base; they were 
the only least developed countries 
in the ESCAP region to have ex- 
ceeded the average growth target of
7.2 per cent per annum envisaged 
in the Substantial New Programme 
of Action for the 1980s for the 
Least Developed Countries. During 
the same period Nepal’s economy 
experienced a sharp upswing from

the modest expansion registered 
in the previous decade. However, 
the larger countries (Afghanistan, 
Bangladesh and Myanmar) re- 
gistered a deceleration in eco- 
nomic growth in the 1980s. 
Generally, the agricultural sector 
remained dominant (except in 
Maldives) although the slow in- 
crease in output, of food grains 
in particular, relative to popula- 
tion growth, had adverse implica- 
tions for non-agricultural activities 
in several Asian least developed 
countries.

A. AGGREGATE AND 
SECTORAL PERFORMANCE

Bhutan and Maldives are the 
smallest Asian least developed 
countries. Their impressive rates

of economic growth in the 1980s, 
averaging almost 9 per cent an- 
nually in Bhutan and 11.5 per 
cent in Maldives (table II.2), owed 
much to the export sector, among 
other stimuli. Production in the 
dominant agricultural sector ex- 
panded at a relatively fast rate (of 
almost 6 per cent per year), and 
the cereal situation had become 
almost self-sufficient in Bhutan. 
There was, at the same time, a 
growing surplus of foodstuffs 
(potatoes in particular) and fruit 
products for export mostly to 
India. Growth in industrial pro- 
duction, averaging over 23 per cent 
annually in the 1980s, was largely 
export-led, with cement, electricity 
and, to a lesser extent, wood pro- 
ducts being the leading foreign 
exchange earners. The comple-

Table II.2. Least developed countries in the Asian subregion of ESCAP. Average annual growth rates of population, 
real gross domestic product/net material product and the major sectors, 1970-1980 and 1980-1988
(Percentage)

Population

1970- 1980-
1980 1988

GDP

1970- 1980-
1980 1988

Agriculture

1970- 1980-
1980 1988

Industry

1970- 1980-
1980 1988

Services

1970- 1980-
1980 1988

Afghanistan 
Bangladeshb 
Bhutanc 
Lao People’s

Democratic Rep.d 
Maldivese 
Myanmar 
Nepalf

Sources: ESCAP, Statistical Yearbook for Asia and the Pacific, various issues; and Asia-Pacific in Figures 1990 (forthcoming); 
and national sources.

a 1974-1980. b 1973-1980 for the earlier period. c 1980-1987 for the later period. d 1982-1988 for the later period; 
depreciation allowances included in services. e Aggregate and sectoral production data are for the periods 1976-1980 and 1981- 
1988 respectively. f 1975-1980 for the earlier period; industry data refer to all non-agricultural production.
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2.6a
2.7
2.1

1.4
3.3
2.2
2.1

1.9
2.5
2.0

2.4
3.4 
2.0 
3.2

1.9b
5.9

13.8
4.3
2.4

—0.4
3.8
8.9

4.9 
11.5
3.8
5.2

1.2b
3.6

3.4
4.0

-1.0

—2.4
1.9
5.9

2.7
4.6
3.9 
5.0

4.5b
12.7

48.0
4.7
9.0

3.1
5.2 

23.4

13.0
11.6
4.3 
5.6

1.4b
7.7

16.4
4.4

1.4
5.6 
7.0

7.3
17.2
3.6



tion o f the massive Chukha 
hydroelectricity project in the late 
1980s would provide another con- 
siderable stimulus to growth and 
improvement in the living standard 
in Bhutan in the next decade. The 
partial coming onstream o f this 
project expanded power generation 
and government revenue on power 
sales over sixfold in 1987; the 
relative share o f electricity in 
GDP consequently went up from
4 to 11 per cent.

The increased exploitation o f 
its comparative advantage in fishery 
and tourism was behind Maldives’ 
average growth rate o f 11.5 per 
cent per year in the 1980s, and 
per capita income of almost $400 
in 1987; these were by far the 
highest among those o f the Asian 
least developed countries. Since 
the mid-1980s, large-scale public 
investment in fishery infrastruc- 
tures and the increased number 
of mechanized fishing boats and 
processing facilities had helped 
double the annual volume of fish 
landings (to  over 60,000 tons) and 
export earnings. At the same
time, tourism had grown into the 
most im portant activity, surpassing 
that o f fisheries in 1985, since the 
establishment o f the first resort 
hotel in Maldives in 1972. There 
was significant investment in 
tourist facilities, including the
opening up o f new resorts, coupled 
with extensive overseas prom otion 
campaigns and the increased availa- 
bility o f flights. These factors
were behind the substantial 
upswing in tourist arrivals and 
earnings on tourism from the 
mid-1980s. The sector contri-
buted about 17 per cent to  GDP 
during the period 1986-1987, com- 
pared to about one tenth  over the 
period 1978-1979.

In Afghanistan, the decelera- 
tion in the overall growth rate 
from an annual 1.9 per cent in 
the 1970s to  a decline o f 0.4 per 
cent in the 1980s was largely owing 
to  the disturbed political condi-

tions in that country. Agricultural 
output was particularly affected, 
its decline being a consequence 
o f inadequate availability o f labour 
due to  population displacement 
and migration to  urban areas; 
shortage o f irrigation water (from 
lack o f maintenance), fertilizers and 
other inputs; increasing costs and 
delays in transport and communica- 
tions thus affecting all production 
activities; and shortage o f inputs 
(labour, electricity and spare parts) 
and damage to industrial facilities. 
However, the production o f natural 
gas was sustained and helped to - 
wards achieving positive growth in 
the industrial sector.

There were no such extra- 
economic forces behind the slow- 
down in the annual rate o f  GDP 
growth in Bangladesh from 5.9 
per cent in the 1970s, to 3.8 per 
cent in the 1980s. Inspite o f  its 
heavy dependence on weather, the 
agricultural sector posted a credit- 
able performance in the 1970s 
(figure II.1). O utput expanded by 
just under 4 per cent annually 
owing largely to  increased cropping 
intensities and yields. A series o f 
unfavourable climatic seasons, com - 
bined with other adverse external 
conditions to  decelerate annual 
agricultural growth to less than 2 
per cent in the 1980s. Industrial 
growth also slackened considerably 
from 12.7 to 5.2 per cent during 
these tw o decades (table II .2).

Given the very low industrial 
base from which Bangladesh began 
as a sovereign State in the early 
1970s, the high growth rate in the 
initial decade was by no means 
unusual. However, the size o f its 
industry was still quite small, and 
hence a mere continuation o f the 
recent growth rate was unlikely 
to bring about any pronounced 
structural change in the foreseeable 
future. The service sector, by 
contrast, was the most dynamic 
sector in the 1980s, although here 
again the growth m om entum  had 
weakened in recent years.

Neighbouring Myanmar also 
experienced a slowdown in annual 
GDP growth from 4.3 per cent 
in the 1970s to 3.8 per cent in 
the 1980s. The higher growth 
during the 1970s was due to rising 
agricultural production and pro- 
ductivity as a consequence o f the 
introduction of high yield varieties 
and higher fertilizer offtake, fuller 
capacity utilization and improved 
performance in industry and 
transport, and rapid and substantial 
increases in public sector invest- 
ment. Such investment rose 
significantly, especially in manu- 
facturing, mining and energy pro- 
duction. However, large external 
borrowings became necessary in 
the late 1970s and early 1980s. 
From 1983, public investment had 
to  be trimmed drastically in 
response to falling export prices 
and earnings, and the growing debt 
service burden; the gap between 
public investment and domestic 
savings, for example, fell to 3.5 per 
cent o f GDP (a decline of 5 per- 
centage points) in one year. In- 
vestment and import cut-backs 
affected production adversely 
throughout the economy. Oil 
output fell sharply from 1985, 
which further constrained domestic 
activities. At the same time, in 
addition to the effects o f storage 
and processing constraints, stimulus 
to agriculture from the Whole 
Township Programme began to 
subside, blunting agricultural per- 
formance. All these factors served 
to  slow down appreciably domestic 
economic growth particularly in 
the latter half o f the 1980s.

In the Lao People’s Democratic 
Republic, GDP growth was rather 
unstable: sharp economic expan- 
sion o f between 6 and 9 per cent 
in the mid-1980s alternated with 
periods o f stagnancy or contrac- 
tion in the other years. Uneven 
growth reflected, in part, a rela- 
tively less diversified structure of 
domestic production and external 
trade. The agriculture sector alone
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contributed over 60 per cent of 
GDP in the mid-1980s. Subsistence 
cropping dominated agriculture, 
and favourable weather conditions 
coupled with an expansion in 
irrigated land resulted in both 
higher paddy output and produc- 
tivity (figure II.1), and in domestic 
rice self-sufficiency. Improved agri- 
cultural performance, together with 
higher earnings from hydroelectri- 
city exports, was behind the 
robust GDP growth particularly 
during the period 1984-1986. 
However, GDP contracted sharply

in 1987 owing to a drought- 
induced fall o f 18 per cent (to 
1.18 million tons) in paddy output 
and lower earnings from exported 
energy. Although agricultural pro- 
duction did not recover from the 
adverse after effects of the drought 
a year later, expansion in other 
sectors helped raise GDP growth 
to over 7 per cent in 1988.

Nepal achieved a sharper 
upswing in annual GDP growth,
averaging 5.2 per cent during the 
1980s, compared with 2.4 per 
cent in the 1970s. This creditable

performance owed much to both 
agricultural and non-agricultural 
activities, including a significant 
increase in tourism earnings and 
in workers remittances over the 
years 1985-1987. Farm output 
turned from an average decline to a 
fairly robust expansion rate, averag- 
ing 5 per cent annually in the 1980s, 
due largely to improved cropping 
intensities. There was a rise of 68 
per cent in food crop production 
and about one third in the area 
under cultivation. Output of 
cash crops more than doubled in

Figure II.1. Selected least developed countries in the Asian subregion of ESCAP. Indices of production and 
productivity o f major agricultural crops, 1971-1988

(1971=100)

Afghanistan Bangladesh Bhutan

Lao People’s Democratic Republic Myanmar Nepal

+  Production — Productivity
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the 1980s although the cultivated 
area expanded by just only 12 
per cent. These trends were made 
possible, in spite o f soil degrada- 
tion problems among other 
constraints, through a significant 
increase in the use o f modern 
inputs such as fertilizers, both 
small- and large-scale irrigation, 
and higher yield varieties, and 
through greater access to agricul- 
tural credit and extension services. 
Although non-agricultural (industry 
and services) expansion slackened 
significantly in the 1980s, the 
larger non-agricultural base

rendered the annual growth rate 
o f about 9 per cent highly cre- 
ditable. The growth reflected 
increased availability o f inputs, 
due to stronger agricultural per- 
formance, and facilitating govern- 
m ent policies; there was, however, 
room for greater capacity utiliza- 
tion in several major industries 
(box II. 1).

The overall economic growth 
rates, by no means impressive in 
the Asian least developed coun- 
tries, result in rather low rates of 
increase in per capita incomes, 
given high rates o f growth o f

population. Except for Bhutan and 
Maldives, where the rate o f  im - 
provement ranged from 7 to  8 per 
cent per annum during the 1980s, 
the GDP per capita growth has been 
generally low or negative. In 
Afghanistan, for example, with high 
population growth well in excess 
o f  the rate o f economic growth, 
per capita income fell in the 1970s 
and, despite a fall in the population 
growth rate, fell further in the 
1980s because o f negative 
economic growth (table II .2). In 
Myanmar, per capita income in- 
creased at average annual rates

Box II. 1. Capacity utilization in manufacturing industry in Nepal
The level of capacity utilization 

in major manufacturing industries 
in Nepal, averaging just under seven 
tenths during the period 1987-1988, 
is a matter of considerable concern 
for a least developed country where 
capital is a very scarce resource. The 
utilized capacity in eight major manu- 
facturing activities, which together ac- 
count for over 70 per cent of all indus- 
trial output, shows considerable year- 
to-year fluctuations. This reflects the 
impact of both external trade and 
domestic developments. Robust agri- 
cultural growth in most of the 1980s 
(except 1980, 1982 and 1987) enlarged 
supplies of raw materials and consumer 
demand. There were also significant 
increases in power supplies, with 
industrial energy consumption growing 
by 16 per cent a year between 1984 
and 1988. Changes in industrial and

trade policies designed to promote 
greater industrial growth and efficiency 
constituted another facilitating 
element (box II.2). These favourable 
factors contributed to higher capacity 
utilization, particularly in the construc- 
tion materials, sugar and beer 
industries in the second half of the 
1980s.

After an appreciable rise in the 
mid-1980s, however, sharp declines 
in capacity utilization were registered 
in the manufacture of jute products, 
cigarettes, matches and shoes. Overall 
manufacturing production was esti- 
mated to fall by 4.5 per cent, thus 
causing a commensurate rise in excess 
capacity in 1989. This decline was 
in a large part due to considerable 
disruptions in the supply of raw 
materials and commercial energy (coal 
and petroleum products in particular),a

which arose in consequence of the 
expiry of existing trade and transit 
agreements, and the adoption of trade 
relations on the most favoured nation 
basis, between India and Nepal.

A low capacity utilization rate 
raises the cost per unit of output and 
hence affects the competitiveness and 
growth of not only the directly af- 
fected activities but also those which 
use the products of those activities 
as an input. Since most of the in- 
dustrial products are intermediate 
products, the indirect effects on the 
general level of domestic economic 
efficiency, productivity and, hence, 
growth could be considerably large. 
The underutilization of industrial 
capacity also reflects not only the 
lumpiness of physical capital but 
also the bottle-necks to an adequate 
and regular supply of essential inputs, 
particularly skilled human resources 
and energy, in Nepal. These bottle- 
necks are largely structural in nature, 
and they can be removed only through 
long-term measures to bring about 
balanced structural changes in the 
economy, involving, among other 
things, human resources development, 
substantial public investment in 
ancillary infrastructures and facilities, 
as well as related technology transfers 
and upgrading.

a Ministry of Finance, Nepal, 
Economic Survey — Fiscal Year 
1988/89, pp. 15 and 39.

Percentage capacity utilization in selected industries

Source: Ministry of Finance, Nepal, Economic Survey — Fiscal Year 1988/89,
statistical table, p. 17.

a Increased capacity due to the establishment of additional production units.
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Jute products
Sugar
Cigarettes
Cement
Bricks and tiles
Shoes
Beer
Matches

107
72

103
84
74
79
74
83

101
49

118
9a

45
91
39a
91

60
36
53
25

6a
69
72
68

67
58
62
47
74
74
88
69

73
73
67
76
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61
81
70



of 2.1 and 1.8 per cent per year 
respectively during the two periods. 
In Nepal, there was only a slight 
increase in 1975-1980, followed 
by an increase of 2 per cent a year 
in the 1980s; over the 13-year 
stretch from 1975 to 1988, per 
capita income rose annually by a 
little under 1 per cent. The per 
capita income of Bangladesh grew 
at over 3 per cent per year dur- 
ing the 1970s but grew more 
modestly, at an annual average
1.3 per cent, during the present 
decade.

In general, the record of 
income growth, both aggregate and 
per capita, in the larger Asian 
least developed countries was less 
than satisfactory over the last 
two decades. Their fragile 
economic performance certainly 
compares poorly with those of 
other developing countries of the 
region, especially o f East and 
South-East Asia. The newly in- 
dustrializing economies sustained 
an average GDP growth rate of over
9 per cent per annum over the 
difficult period 1973-1987. The 
countries of the ASEAN region 
(except Brunei Darussalam and 
Singapore) registered an average 
rate of about 7.5 per cent during 
the period 1973-1980, and about
5 per cent over the period 1980-
1987 (excluding the Philippines).1 
Even the large South Asian develop- 
ing countries, India and Pakistan, 
did much better with GDP growth 
averaging 5.2 and 6.6 per cent 
respectively during the years 1980-
1987.

Slow growth in agriculture, 
which remained by far the most 
important source of livelihood in

1 ESCAP secretariat, “The global
economic environment and restructur-
ing” , a paper prepared for the Expert 
Group Meeting on Restructuring of the 
Developing Economies of Asia and the 
Pacific, Bangkok (DP/EGM/RDEAP/2), 
p. 79; and Asian Development Bank, 
Asian Development Outlook 1989 
(Manila, 1989), p. 178.

all the Asian least developed 
countries, excepting Maldives, 
continues to be the main cause of 
their structural weakness. Thus 
in the 1970s, only Bangladesh 
and Myanmar had a positive growth 
in per capita agricultural net 
output; for other Asian least 
developed countries growth was 
negative, ranging from —3.0 per 
cent in Nepal to —1.4 per cent in 
Afghanistan. However, while 
growth in per capita output fell 
drastically by over 4 per cent per 
annum in Afghanistan and declined 
also in Bangladesh, there was con- 
siderable improvement in the 1980s 
in other Asian least developed 
countries which were able to re- 
cover some of the ground lost in 
the 1970s. In Bhutan, especially, 
the growth rate of agricultural 
output greatly outstripped that of 
population growth.

Thus, in all the large Asian 
least developed countries (leaving 
aside Myanmar), the agricultural 
sector had apparently been unable 
to keep up with the demands 
of a rapidly rising population. This 
had an adverse impact on per 
capita food consumption, as well 
as on domestic demand for non- 
agricultural goods and services. In 
particular, the daily calorie intake 
had largely stagnated over the last 
two decades in Afghanistan, 
Bangladesh, the Lao People’s 
Democratic Republic and Nepal. 
Bangladesh and Nepal, however, 
had lower calorie consumption per 
head o f population (around the
2,000 mark) than most other 
Asian least developed countries, 
or than the developing countries 
as a whole (about 2,350 calories 
during the 1980s).2 Agricultural 
production in Myanmar had ex- 
panded at a much faster rate than 
population growth (figure II. 1), 
facilitating a steady improvement 
in per capita food intake, which

2 UNCTAD, The Least Developed 
Countries -1988 Report, p. A-80.

averaged over 2,500 calories daily, 
in the 1980s.

Given the necessary stimuli, 
especially proper price policies for 
both outputs and inputs to  give 
incentives to sustain further agri- 
cultural growth and diversification, 
Myanmar could re-emerge as an 
exporter o f food and other primary 
commodities, a possibility that 
existed also for the Lao People’s 
Democratic Republic. Nepal, 
which ceased to be a net exporter 
of foodstuffs in the mid-1980s, 
would, however, require con- 
siderable efforts to overcome the 
constraints on agricultural growth, 
especially due to environmental 
factors. In Afghanistan, the 
prospects for food self-sufficiency 
would have improved with the 
cessation of hostilities. Such 
prospects, however, appeared to 
be rather remote in the case of 
Bangladesh;3 the devastating 
impact of recent natural disasters 
(in 1987-1988) clouded such 
prospects in the medium term.

The pace of structural change 
has been highly uneven, with 
Maldives exhibiting the fastest 
rate of transformation. Its agri- 
cultural share in GDP fell from over 
two fifths in the early 1970s to
27 per cent by 1988. Bangladesh 
also experienced a marked decline 
in the relative importance of 
agriculture. The change, however, 
was more pronounced in the 1970s 
(from 56 per cent to just under 
one half), and the share went down 
further to 45 per cent in the mid- 
1980s (figure II .2). Nepal register- 
ed a similar pattern of sectoral 
transformation, although the rate 
of change was less pronounced. 
Non-agricultural activities contri- 
buted about one third to GDP in 
the early 1970s, and just over two 
fifths in the mid-1980s. However, 
there was, by and large, only a 
modest decrease in the contribution

3 UNCTAD, Trade and Develop- 
ment Report, 1989, p. 170.
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of agriculture value added to GDP 
in Afghanistan, Bhutan, the Lao 
People’s Democratic Republic and 
Myanmar.

The manufacturing sector had 
been a relatively more dynamic 
sector of the economy of Nepal, 
growing twice as fast as GDP and 
five times faster than the agricul- 
tural sector since the mid-1970s. 
The production index o f Nepal’s 
manufacturing industry had shown 
a continuous increase from 1975 
to 1988 with an average growth 
rate of almost 12 per cent a year 
during the period 1983-1988. 
Manufacturing output slowed down 
considerably to 8.5 per cent in
1988 and was estimated in 1989 
to have declined for the first time 
since 1975 (see box II. 1).

There was only a modest 
decrease in agriculture value added 
in Afghanistan, Bhutan, the Lao 
People’s Democratic Republic and

Myanmar. In the Lao People’s 
Democratic Republic this sector 
was the largest (in relative im- 
portance) among the Asian least 
developed countries, accounting 
for about three fifths o f aggregate 
output. In Myanmar the agricul- 
tural sector was the lowest, at 
37 per cent (except for that of 
Maldives). Agriculture still provided 
upwards o f one half o f domestic 
production in Afghanistan, Bhutan 
and Nepal, although the recent 
completion o f Bhutan’s massive 
Chukha hydroelectricity project 
had substantially increased the 
relative share o f energy in GDP 
as discussed earlier.

The fall in the share o f the 
agricultural sector, particularly in 
the 1980s, was accompanied by 
expansion in industry and services, 
although the patterns tended to 
vary among countries (figure II.2). 
In the 1970s, Bangladesh succeed-

ed in raising the industry sector 
share in GDP by almost one third 
(to 15 per cent), and the service 
sector share by about 12 per cent; 
however, the rates of change be- 
came more modest in the 1980s, 
with services expanding faster than 
industry. In contrast, the share of 
industrial activities and output in 
total production went up by 
between two fifths and about 30 
per cent in Afghanistan, Bhutan, 
and the Lao People’s Democratic 
Republic during the same period. 
The service sector, and tourism 
especially, acted as a growth 
pole in Maldives with the relative 
share rising by almost one third 
(to 57 per cent o f GDP) during 
the 1980s, while the industry 
share contracted slightly. Sectoral 
composition remained largely 
unchanged in Myanmar and Nepal 
over the same period.

Serial data on employment

Figure II.2. Least developed countries in the Asian subregion of ESCAP. Average percentage sectoral shares in gross 
domestic product/net material product, various periods
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structure, if available at all, were 
far less reliable than production 
statistics to permit any definite 
observation about changes over 
time. Generally, the bulk of the 
labour force (upwards of two 
thirds) was engaged in primary 
activities in most Asian least 
developed countries, except 
Maldives. The pace and pattern 
of aggregate and sectoral growth 
discussed above would give the 
impression that the process was 
not likely to have absorbed a 
larger segment of the rising labour 
supply pool into gainful employ- 
ment, particularly in the current 
decade. The most notable example 
was provided by Maldives, where 
the strong expansion in labour- 
intensive tourism might have con- 
tributed to a sharp fall in unem- 
ployment and a commensurate 
increase in the service labour 
force.

The relative share of services 
in domestic output has grown in 
most Asian least developed coun- 
tries (except Afghanistan, the Lao 
People’s Democratic Republic, and 
Myanmar) but the phenomenon 
is quite different from those exhi- 
bited by advanced economies where 
modern service activities arise due 
to the increased sophistication of 
their economies, technological 
developments and modern in- 
dustrial organization. In most 
least developed and other low- 
income developing countries, how- 
ever, the phenomenon is associated 
more with the inability of agricul- 
ture and industry to absorb surplus 
or underemployed labour force. 
The expansion of the service 
sector, including increasing em- 
ployment in government and 
related public sector undertakings, 
far from being a sign of economic 
maturity and sophistication of the 
least developed countries, often 
reflects the increasing marginaliza- 
tion of significant sections of the 
rural population, and more 
generally the labour force.

The new industries or products 
that drew forth effective demand 
from the better-off sections locally 
and/or from the external world 
tended to require not only massive 
investments relative to national 
savings but also a high content 
of factor and commodity im- 
ports in the form of capital equip- 
ment, technologies and ancillary 
marketing services. The constant 
pressure on budgetary resources, 
inadequate private savings, and 
the tight foreign exchange situation 
in most Asian least developed 
countries had often led to dis- 
ruptive import compression or 
stagnation in the 1980s. As a 
result, industrial growth and 
diversification were among the 
main casualties and would be 
likely to remain so without the 
catalytic assistance of a more 
accommodating international 
climate and domestic policy 
environment as regards resource 
mobilization and use. Bangladesh 
and Nepal were among the Asian 
least developed countries which 
had attempted to deal with this 
situation by the structural adjust- 
ment process undertaken with 
the assistance of the International 
Monetary Fund and the World 
Bank (box II.2, p. 116).

B. INVESTMENT PATTERNS

A high share of domestic 
investment in GDP is generally 
considered a necessary precondi- 
tion for making rapid structural 
transition in an economy. How- 
ever, this ratio is typically very 
low in the Asian least developed 
countries. The rate of capital 
formation ranged from about 7 
per cent in Bangladesh to around 
16 per cent in Nepal during the 
1970s. The corresponding rates 
for the newly industrializing 
economies and ASEAN (excluding 
Brunei Darussalam and Singapore) 
averaged almost 32 and 23 per 
cent respectively and those for

the other South Asian countries, 
19 per cent.4 The average invest- 
ment rate of Bangladesh went up 
sharply to about 12 per cent in 
the early 1980s but had shown 
a slightly downward trend since. 
The investment rate of the Lao 
People’s Democratic Republic, 
Myanmar and Nepal reached the 
17-20 per cent range, but 
constrained by falling export earn- 
ings and a heavy debt-service 
burden, Myanmar’s rate started 
to fall noticeably to 14 per cent 
during the mid-1980s. The rate 
of gross investment in Nepal, 
although rather variable, showed 
modest progression in the 1980s.

A high proportion of gross 
investment in most Asian least 
developed countries, averaging 
about 40 per cent in the 1970s, 
has been financed by foreign 
savings. In the 1980s, although 
there was a general improvement 
in the ratio of investment to 
GDP, it was not accompanied by 
a commensurate growth in aggre- 
gate savings. In fact, there was 
a general deterioration in the 
contribution of domestic savings 
to total investment in a number 
of countries, especially the Lao 
People’s Democratic Republic, 
Bangladesh and Nepal, in spite 
of substantial inward remittances 
by overseas workers in the 
latter two.5 In Myanmar, where 
domestic savings financed just 
under 80 per cent of capital forma- 
tion, they fell from around 16 
per cent of GDP during 1981- 
1982 to about 10 per cent over
1986-1987.

Much of the foreign savings 
required to cover the resource 
gap in the Asian least developed 
countries have come largely in

4 Asian Development Bank, Asian 
Development Outlook 1989, p. 184.

5 Such transfers are estimated to 
range from 2.5 to 3.5 per cent of gross 
national product for Bangladesh in the 
current decade.
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the form of ODA. For example, thirds o f investment needs during Nepal and just over 20 per cent in
in Bangladesh, such external the 1980s. The ratio o f ODA to Myanmar; and similarly high ratios
finance covered approximately two investment was about one half in were expected to have prevailed in

Box II.2. Restructuring versus structural adjustment: tale of two least 
developed countries of the ESCAP region

The last two decades have seen 
significant changes in the external and 
internal conditions facing the least 
developed countries of the ESCAP 
region. The declining concessionary 
external flows, falling commodity 
prices, rising interest rates and in-
creasing resort to protectionist 
measures in the developed economies 
have produced continuing difficulties 
in the external accounts of these 
countries. The severe constraints 
imposed by climate and geography, 
the low growth rate, sluggish agricul- 
tural performance and intense popula- 
tion pressure have also generated acute 
imbalances in their domestic eco- 
nomies, giving rise to serious problems 
in mobilizing sufficient internal re-
sources for growth and development.

In the wake of severe resource 
constraints and a fast-changing external 
environment, many least developed 
countries of the ESCAP region in 
recent years have had to undertake 
a series of policy reforms towards 
restructuring their economies. Al- 
though restructuring is an inseparable 
part of the development process,
involving continuous structural 
changes, the major preoccupation in 
the 1980s has been with short-term 
stabilization and adjustment pro- 
grammes, through significant policy 
reforms aimed at improving the short- 
term and medium-term growth 
prospects of national economies.e
The experience of two major least 
developed countries, Bangladesh and 
Nepal, which have undertaken wide- 
ranging structural adjustment pro- 
grammes with the assistance of the 
International Monetary Fund (IMF) 
and the World Bank, helps to illustrate 
the limitation of short-term adjustment 
programmes to achieve the long-term 
restructuring objectives.

The structural adjustment policies 
undertaken by Bangladesh consist 
of several measures, including in- 
dustrial and trade liberalization, tariff 
reforms, financial sector reform as

a See E/ESCAP/648 and “Back- 
ground paper: restructuring the
developing economies of Asia and the 
Pacific in the 1990s”

well as agricultural price and subsidy 
reforms. In the early 1980s, the 
economy of Bangladesh experienced 
a 30 per cent deterioration in its 
terms of trade, falling export earnings 
and diminishing external assistance. 
Combined with a series of natural 
calamities, these events put a great 
strain on the limited resources of 
the country and produced unsustain- 
able budgetary and external im- 
balances. These developments led 
to the adoption of a comprehensive 
adjustment programme in mid-1983 
with World Bank and IMF support. 
In 1985/86, a stabilization pro- 
gramme under a stand-by arrangement 
with IMF was undertaken, followed 
by the Structural Adjustment Facility 
of SDR 183 million for the period 
1986/87 to 1988/89, later extended 
to 1989/90.

Under the New Industrial Policy, 
initiated in 1982, and subsequent 
measures, over 650 state-owned enter- 
prises have been transferred to the 
private sector, increasing its share of 
fixed industrial assets from 15 per 
cent in 1981 to over 60 per cent. 
The 1982 Policy was further 
strengthened by the Revised Industrial 
Policy in 1986 which virtually ended 
all restrictions on private investment. 
In the area of trade and tariff reforms, 
the Wage Earners Scheme and the 
Export License Scheme have been 
allowed to finance the import of a 
greater number of capital goods and 
industrial raw materials with the aim 
of assisting the development of export- 
oriented industries, improving revenue 
flows and reducing inflationary 
pressure in the economy. To achieve 
these objectives, the country shifted 
to a negative list of imports in fiscal 
year 1986, and introduced measures 
to reduce the negative and restricted 
lists by lifting restrictions on 140 
items. Another aspect of the struc- 
tural adjustment programme of 
Bangladesh involved the reform of the 
exchange rate system under which the 
taka has been allowed to depreciate 
in the official market gradually to re- 
flect the relative rate of inflation ob- 
taining in its trading partner countries.

However, the effects of the

policy measures are yet to be fully 
evaluated, a task made extremely 
difficult given the persistence of 
natural calamities and other exogenous 
shocks to the economy. The budget 
deficit came down to about 8 per 
cent of GDP in 1986/87, from around 
9-11 per cent in the early 1980s, 
and the current account deficit came 
down from 10-12 per cent of GDP 
to about 6 per cent, largely owing 
to stringent demand management 
measures, the squeeze in imports 
and fast growth of non-traditional 
exports and workers’ remittances.b 
But the programme seems not to 
have advanced the transition of 
Bangladesh to self-sustained develop- 
ment over the longer term as the 
growth performance in the 1980s 
remained much below the potential 
of the economy. Gross domestic 
investment fell from 17 per cent 
of GDP in 1979/80 to about 10 per 
cent in 1988/89 and the contraction 
of public investment impeded progress 
in areas such as agriculture and human 
resources development.

In late 1985, Nepal introduced 
a medium-term structural adjustment 
programme with support from IMF 
through a stand-by arrangement 
amounting to SDR18.7 million, aimed 
at containing the economy’s internal 
and external imbalances and im- 
proving its growth performance. The 
main elements of the programme 
consisted of public expenditure 
restraint and revenue enhancement, 
monetary restraint and reform of the 
financial sector, improvement in the 
financial position of the public sector 
enterprises, increased effectiveness in 
debt management, devaluation of the 
Nepalese currency by 14.7 per cent 
and introduction of a flexible exchange 
rate system, and institutional reforms 
in areas such as trade, exchange rate 
and import-licensing systems.c The 
1985 programme was designed to

b UNCTAD, The Least Developed 
Countries — 1988 Report, p. 12.

c IMF Survey (Washington, D.C., 
International Monetary Fund, 7 March
1988), p. 66.
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the case of the Lao People’s Demo- 
cratic Republic and Bhutan.6 
The patterns, issues and implica-

perform as a short-term stabilization 
measure and was not meant to address 
the more serious underlying weak- 
nesses of the economy. In 1987, 
the country launched a three-year 
economic programme with support 
from IMF under its Structural Adjust- 
ment Facility in order to overcome 
some of these weaknesses. The adjust- 
ment programme was essentially a 
medium-term framework to achieve 
macro-economic stabilization by 
positing an average rate of over 4 
per cent growth in real GDP between 
1987/88 and 1989/90 and by con- 
taining the external deficit to about
8 per cent of GDP a year. Other 
objectives included increased resource 
mobilization, higher investment 
efficiency, improved performance of 
public sector enterprises, and a greater 
participation of the private sector 
in agriculture, forestry, trade and 
industry.

Although a complete evaluation 
is still premature, the restructuring 
measures adopted by Nepal in 1985 
and 1987 appear to have produced 
mixed results. The overall budget 
deficit between 1984/85 and 1986/87 
as a proportion of GDP declined, ac- 
companied by a contraction in net 
domestic financing.d Despite an 
initial slow-down in the growth of 
broad money supply as expected, 
inflationary pressure continued 
unabated, rising from 13.2 per cent 
in 1986/87 to 14.3 per cent in 
1987/88, largely owing to an increase 
in credit to non-financial public 
enterprises and price developments 
in India. With increased aid utilization 
and a deterioration in the terms of 
trade, the current account deficit 
continued to widen, though higher ex- 
ternal resource inflows in the form of 
foreign aid and remittances have pro- 
duced a comfortable balance-of-pay- 
ments surplus. The country succeeded 
in effecting a greater diversification in 
its exports, particularly in garments, 
but additional investment in this non- 
traditional export item remained 
constrained by serious entry barriers 
in developed markets.

d Ibid.

tions of external resource transfer 
are discussed at some length in 
chapter IV.

C. EXTERNAL TRADE

The export performance of 
the Asian least developed coun- 
tries has been mixed. Maldives 
had an impressive export record 
in the 1980s, with annual growth 
averaging over 21 per cent, com- 
pared with less than 8 per cent 
in the previous decade. The export 
receipts of Bangladesh accelerated 
by an average growth rate of 8 
per cent in the current decade, 
although that of Nepal’s growth 
rate slowed down somewhat to 
just 8.3 per cent (table II.3). The 
available data indicate that since 
the early 1980s, export earnings 
by Bhutan had been on a high 
trend which was expected to 
continue, particularly with the 
coming onstream of the massive 
Chukha hydroelectric project7 
and, to a lesser extent, other 
manufactured primary products. 
These rates of export growth com- 
pared very favourably with the 
average rate of 4.9 per cent a year 
achieved by all least developed 
countries as a whole.8 In contrast, 
Afghanistan, the Lao People’s 
Democratic Republic and Myanmar 
experienced a reduction of various 
magnitudes in export earnings 
which, in the case of Myanmar, 
was most severe, averaging over
10 per cent per year.

As was the pattern among 
many developing countries else-

6 The financing of Bhutan’s sixth 
plan (1987-1992) outlays was expected 
to come from India (30 per cent) and 
other donors (another 30 per cent).

7 The project’s four generators 
have a combined capacity of 336 mega- 
watts, compared with the pre-Chukha 
installed hydro-capacity of only 3.5 
megawatts.

8 UNCTAD, The Least Developed
Countries -1988 Report, p. A-14.

where, the structure of trade of 
the Asian least developed coun- 
tries showed a high degree of 
commodity and market concen- 
tration. Until the beginning of 
the 1980s, exports were mostly 
primary products with little pro- 
cessing. A few of these commo- 
dities, moreover, accounted for the 
bulk (upwards of two thirds) of 
export earnings in most Asian least 
developed countries.9 Among 
the exceptions were Bhutan’s 
exports, which had been increasing- 
ly dominated by manufactures 
(cement, electricity, and wood 
veneer and particle board), while 
electricity had been a major export 
item from the Lao People’s Demo- 
cratic Republic.

The early 1980s witnessed a 
pronounced transformation in the 
structure of exportable products 
from Bangladesh and, to a lesser 
extent, Nepal. In Bangladesh, 
for example, earnings from garment 
exports shot up from $7 million 
to $434 million (or 35 per cent 
of total merchandise export value) 
between 1982 and 1988; the cor- 
responding figures for frozen 
shrimps were $53 million (8 per 
cent) and $145 million (12 per 
cent). The traditional importance 
of jute products was halved (to 
31 per cent of merchandise export 
earnings in 1988) during the 
period. In Maldives, expansion 
in the fishing and tourism in- 
dustries produced an acceleration 
in export earnings from $24 million 
in 1982 to $72 million in 1988; 
net receipts from travel were 
equivalent respectively to, 63 and 
102 per cent of the negative trade 
balance (or the import surplus) 
during the same years.
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nuts, and carpets for Afghanistan; 
jute products, leather and hides for 
Bangladesh; fishery products in Maldives; 
rice and teak for Myanmar; and rice, 
carpets, jute goods, leather and hides for 
Nepal.



Table II.3. Least developed countries in the Asian subregion of ESCAP. 
Values and average annual growth rates o f external trade, various periods
(Values in millions o f  US dollars and grow th rates in percentage)

Merchandise exports

Sources: UNCTAD, The Least Developed Countries -1988 Report, pp. A-12, A-14 
and A-16; Asian Development Bank, Key Indicators o f  Developing Member Countries 

;)9891 yluJ( B DA fo  and national sources.

a 1986 and 1980-1986.

In Nepal, earnings from the 
export o f woollen carpets grew 
from $6 million (or 6 per cent 
o f total export value) to $56 
million (or 30 per cent) during 
1982-1986; export receipts from 
garments climbed dramatically 
from $1 million to $42 million 
(or 22 per cent o f total export 
earnings) between 1984 and 1988. 
Receipts from travel and factor 
services had not expanded that 
fast but they were equivalent 
to 17 and 33 per cent o f the 
merchandise trade balance in 1982 
and 1988 respectively (table II.4).

Such expansion in export 
capabilities was most striking: the 
growth rates of non-traditional 
exports in Bangladesh and of 
commodity earnings in Maldives 
were much comparable to that 
of the Asian newly industrializing 
economies in the 1980s. Their 
sustainability over time was another 
issue. Nevertheless, those were 
creditable developments in the 
largest and poorest, and smallest 
and most fragmented o f the least 
developed countries in Asia and 
gave ground for cautious optimism. 
They clearly illustrate their latent

 -sid si sihT .msimanyd tropxe
cussed further in chapter IV.

The geographical destinations 
o f the exports of the Asian least 
developed countries remained 
heavily concentrated. India and 
the Union of Soviet Socialist Re- 
publics had been the principal 
markets for Afghanistan, Bhutan 
and Nepal. However, in recent 
years Nepal’s exports had found 
demand in the United States and 
the European Community, which 
together accounted for two fifths 
o f Nepal’s earnings in 1986-1987. 
Japan and the United States were 
the major destinations for the non- 
traditional exports (frozen shrimps 
and garments) o f Bangladesh. The 
markets for the exports o f the 
Lao People’s Democratic Republic 
and Myanmar were located mostly 
in Asia (China, Japan, Singapore 
and Thailand).

The structure of merchandise 
imports revealed the importance of 
manufactured goods, including 
capital equipment and, to  a lesser 
extent, hydrocarbons, to the Asian 
least developed countries. Several 
of them also spent significant 
amounts on foodstuffs, although

the relative importance o f such 
expenditure had declined in the 
case of Bangladesh (to  around 27 
per cent in the mid-1980s) and 
Maldives (to around 30 per cent). 
However, for Nepal the value of 
foodstuffs in total imports had 
tended to  rise, thus rendering it 
a net food im porter in the mid- 
1980s.

The limited information 
available shows a deterioration in 
the terms o f trade by Bangladesh, 
Myanmar and Nepal throughout 
the 1980s, except in the year
1982 for Myanmar and 1985 
for Bangladesh. The adverse 
trend was also quite pronounced 
in the case o f Bangladesh and 
Myanmar, with an exchange ratio 
averaging 79 and 83 per cent 
respectively for 1981-1987 from 
the 1980 base. Equally significant 
was the decline in the average 
rate o f im port growth by  up - 
wards o f one half in most Asian 
least developed countries during 
the 1980s (compared with those 
o f the earlier decade). The im- 
port compression was less severe 
in Afghanistan and Maldives; 
expenditure on imports, however, 
fell in absolute terms in the Lao 
People’s Democratic Republic and 
Myanmar, largely owing to poor 
export performance and lower in- 
vestment (see table II.3). The rela- 
tively high rates o f export expan- 
sion sustained by Bangladesh and 
Nepal appeared insufficient to  nar- 
row down the import surpluses. 
The persisting pressure on foreign 
exchange and other demand 
management measures combined to 
lower the annual rate o f growth in 
im port spending to less than 4 
and 1 per cent respectively in 
Bangladesh and Nepal during the 
1980s.

The merchandise trade deficit 
had been substantial in the Asian 
least developed countries, except 
possibly in Myanmar (figure II.3). 
This gap was largely bridged in 
Maldives by the sharp rise in
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Merchandise imports

Value
1987

Growth rate 
1970- 1980-
1980 1987

Growth rate 
1970- 1980-
1980 1987

Value
1987

Afghanistan 
Bangladesh 
Bhutan 
Lao People’s

Democratic Rep. 
Maldives 
Myanmar 
Nepal

552a
887

61

49
31

219
151

21.2
6.3

19.1
7.7 

14.3
9.8

—4.7a 
8.0 

30.8

—2.9
21 .1

—10.2
8.3

1 044a
2 680 

110

219
58

268
570

19.4
16.4

2.4
15.3

8.8
18.2

8.7a
3.8

15.5

—8.6
13.3
—3.8

0.9



Table II.4. Selected Asian least developed countries of ESCAP. Foreign exchange earnings on export of goods, 
services and factor services as a percentage of merchandise exports and merchandise trade balance, various years
(Values in millions o f  US dollars)a

Sources: National sources.
a Figures in brackets denote percentages. b Estimates. c Including frozen fish. d As percentage of merchandise trade 

balance (without minus sign).

earnings from tourism in the mid- 
1980s. Other countries had relied 
appreciably on private transfers 
and/or ODA to cover the import 
surplus. Workers’ remittances had 
been an important resource in 
Bangladesh and, to a lesser extent, 
Nepal. The inflows, although 
rather uneven, helped cover ap- 
proximately two fifths of the 
negative merchandise trade balance 
incurred by Bangladesh in the 
mid-1980s. Bhutan and Maldives, 
however, had a considerable net 
outflow of private unrequited 
transfers owing to the presence 
of a sizeable number of expatriates 
in these countries.

D. SOME MAJOR ASPECTS OF 
RESTRUCTURING IN THE 

LARGER COUNTRIES

People’s Democratic Republic, 
Myanmar and Nepal, require a 
separate discussion in view of the 
similarity of the structural policies 
faced by them and the range of 
policy options available to them 
which are considerably different 
from those relevant to the smaller, 
least developed economies. Some 
of the problems faced by these 
economies are highlighted in this 
section to enable a more focused 
subsequent discussion of their 
policy options in chapters IV and 
V.

Within their large agricultural 
sectors, cereal production, espe- 
cially of rice (and wheat in 
Afghanistan), predominates in the. 
use of land and other factor inputs. 
The overriding importance of the 
agricultural sector in the economy 
and of cereal production within 
the sector, has meant that GDP 
growth has almost invariably 
depended on how good the harvest 
of the main cereal crop is in a 
particular year. The relatively 
undiversified nature of these

economies makes the analysis of 
their growth experience less com- 
plicated and reveals several com- 
mon, persistent problems and 
constraints.

Despite large fluctuations in 
domestic production and yields of 
rice and other agricultural crops 
(figure II. 1, p. 111), there seems to 
be a rising trend in paddy output 
and productivity in several Asian 
least developed countries — in- 
cluding Bangladesh, Myanmar and, 
to a lesser extent, Bhutan and 
Nepal — between the mid-1970s 
and the early 1980s.10 Within the 
Asian least developed countries, 
however, Myanmar has achieved 
the highest yield of rice which, 
at an average of almost 3 tons 
per hectare during the period 1986-
1988, was between two fifths and 
30 per cent higher than that

10 Asian Development Bank, Key 
Indicators o f  Developing Member Coun- 
tries o f ADB, vol. XX (July 1989), 
pp. 16-18.

The problems of structural 
transformation of relatively large 
agricultural economies, such as 
Afghanistan, Bangladesh, the Lao
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1982
(Millions (Per-

o f US centage)
dollars)

1984
(Millions (Per-

o f US centage)
dollars)

1986
(Millions (Per-

o f  US centage)
dollars)

1988b
(Millions (Per-

o f  US centage)
dollars)

Bangladesh
Jute products
Garments
Shrimpsc
Private transfers (net)d

Maldives
Fish products 
Garments 
Travel (net)

Nepal
Woollen carpets 
Garments 
Travel (net)
Private transfers (net)

394
7

53
394

6
3

18

6
1

37
34

63
1
8

18

57
34
63

6
1
9
8

474
32
77

627

10
7

26

16
1

36
35

58
4
9

41

57
40
69

16
1
9
9

417
131
113
586

15
9

33

19
41
54
41

51
10
14
38

62
35
91

12
26
17
13

382
434
145
788

28
11
44

56 
42 
76
73

31
35
12
45

67
26

102

30
22
17
16



realized by other least developed 
countries in South Asia.

However, agricultural output 
has not expanded faster than the 
pace of population growth in the 
larger least developed countries 
in Asia, except in Myanmar. 
Despite considerable efforts to 
increase agricultural investment and 
introduce institutional and policy 
changes, the productivity level 
of major food grain crops in several 
of these countries has remained 
significantly lower than that pre- 
vailing in the developing economies 
in East and South-East Asia. A 
major reason for this significant 
disparity lies in the large pro- 
portion of rainfed, upland and 
flood-prone areas under cropping. 
In these areas, owing to a variety 
of constraints, the impact of 
green revolution has been weak

and existing technologies are not 
in harmony with environmental 
conditions. The development of 
appropriate technologies and 
cropping patterns is a prerequisite 
for not only accelerated agricultural 
growth but also a more sustainable 
pace of domestic development and 
restructuring.

Inadequate and unstable agri- 
cultural growth has contributed to 
stagnant levels of demand and 
consumption by large sections of 
the rural economy, creating serious 
adverse welfare effects. With rising 
environmental concerns and undi- 
minished population pressure, the 
availability of cultivable land, 
which averages less than 0.5 
hectare per farm worker, is be- 
coming more scarce. This, in turn, 
is aggravating the problems facing 
landless labourers and marginal

farmers, two large but heavily 
disadvantaged and poor sections 
of the rural community.

Intensive agricultural develop- 
ment, therefore, appears to be the 
only available alternative in the 
medium term in the large agricul- 
ture-based least developed coun- 
tries which must rely on food self- 
sufficiency. Apart from price 
incentives, they need a more 
widespread dissemination of im- 
proved inputs and extension 
services, and the expansion of 
credit, storage and marketing faci- 
lities for large groups of sub- 
optimal farming communities 
which have not as yet fully derived 
the benefits of the green revolu- 
tion.

The development of new tech- 
nologies, which are less capital 
intensive and are suited to a variety

Figure II.3. Least developed countries in the Asian subregion of ESCAP. Percentage ratio of merchandise export 
over import value, 1975, 1980 and 1987

a 1986.
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of local cultivation conditions (for 
example, upland and flood-prone) 
and practices, would require a large 
amount of physical and human 
resources; it is thus apparently 
beyond the means of most, if not 
all, Asian least developed coun- 
tries. However, there is consider- 
able, if largely unexplored, scope 
for diversification of agricultural 
output through export to both 
neighbouring countries and else- 
where. Apart from the develop- 
ment strategy in Maldives, varying 
degrees of success with this possibi- 
lity have been enjoyed by Bang- 
ladesh, Bhutan and Nepal. Never- 
theless, in these countries ex- 
perience is limited in the reorienta- 
tion of policies and practices for 
the shifting of resources from food 
grain production to other export- 
able crops as well as to allied 
activities such as fishing and 
aquaculture, and in their promo- 
tion and marketing overseas. In 
these aspects, the potential for 
subregional and regional co- 
operation should be substantial, 
and deserves commensurate at- 
tention in the coming decade.

Industrial development is of 
even more critical importance to 
the larger and more populous 
least developed countries in Asia. 
It provides a source not only of 
future employment, given the 
inability of the predominant sector 
to generate an increasing economic 
surplus, but also of foreign ex- 
change to finance restructuring 
needs and provide for debt service. 
As expected, the structure of 
industrial output, particularly 
manufacturing, has differed notice- 
ably among the Asian least devel- 
oped countries over the last 
decades; the potential for further 
growth and diversification is also 
equally dissimilar among these 
countries.

The limited available informa- 
tion indicates a significant struc- 
tural change in industrial output 
in Bangladesh since the mid-

1970s. The manufacturing value 
added has shifted away from light 
consumer goods (for example, 
textiles and food processing) 
towards the production of inter- 
mediate goods (including iron, steel 
and industrial chemicals) and 
capital equipment, most notably 
electrical machinery. The relative 
share of consumer goods in total 
value added thus fell from about 
70 per cent in 1975 to just under 
55 per cent a decade later; the 
corresponding figures for inter- 
mediate goods being 24 and 36 
per cent.11 In comparison, the 
structure of manufacturing output 
in Myanmar and Nepal still shows 
a heavy concentration, upwards 
of 80 per cent of total value added, 
on agro-based and light consumer 
goods manufactures.

Nevertheless, the relative im- 
portance of the industrial sector has 
remained highly limited and overall 
sectoral growth sluggish over the 
past one and a half decades (figure 
II.2, p. 114). In this context, there 
appears to be considerable room 
for greater industrial efficiency and 
competitiveness in several coun- 
tries, both least developed and 
developing, in South Asia, among 
other developing subregions of 
ESCAP. The hindering factors 
include protection against both 
foreign and domestic competition, 
through a restrictive policy frame- 
work and administrative controls. 
There is also the lack of moder- 
nization which appears quite acute 
among several traditional and key 
industries producing light consumer 
or exportable goods and services. 
The proliferation of manufacturing 
plants and enterprises below the 
minimum economic scales, more- 
over, has tended to aggravate the 
problems of mismatched factor 
proportions, excess capacity 
together with inefficient fragmenta-

tion of capacity, and inappropriate 
technologies. Such a development 
is partly the result of administra- 
tive encouragement given to small- 
scale operations, particularly those 
in engineering goods subsectors, 
which has also apparently inhibited 
greater linkages between small and 
large enterprises.

In the light of the above, 
Bangladesh and Nepal are among 
the developing countries in the 
ESCAP region which have initiated, 
since the early 1980s, a series of 
wide-ranging policy reforms, and 
institutional improvements and 
strengthening designed to liberalize 
their economic and trade regimes 
and to effect greater administrative 
deregulation, as discussed at some 
length previously. These measures 
should continue to form an integral 
part of their restructuring policies 
for enhanced industrial efficiency 
and competitiveness, improved 
public sector enterprise per- 
formance, and modernized and 
upgraded technologies in manu- 
facturing production and diver- 
sification.

Given the prevailing conditions 
of low agricultural productivity, 
large population, and limited 
export base, the process of in- 
dustrial and technological trans- 
formation in most Asian least 
developed countries is likely to face 
insurmountable barriers, particular- 
ly without access to the necessary 
concessional external capital (and 
modem technologies) and other 
forms of international co-opera- 
tion. Most of these countries 
have benefited little from private 
foreign investment although there 
are areas in which such investment 
can be of mutual benefit if under- 
taken as a package of inter- 
dependent capital projects for sub- 
regional development.

The fuller exploitation of 
water resources is an important 
issue in this context. Bhutan, 
the Lao People’s Democratic 
Republic, Myanmar and Nepal
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possess vast hydro-energy resources, 
only a small fraction of which 
(less than 2 per cent) has been 
tapped. The fuller utilization of 
this bountiful endowment should

provide a great stimulus to the 
productive sectors, including 
industrial modernization and diver- 
sification in these and other coun- 
tries. However, this is conditional

on the successful resolution of 
complex technical, financial,
marketing and other important 
matters with the neighbouring and 
consuming countries.
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III. GROWTH AND TRANSFORMATION PROCESS 
IN THE PACIFIC ISLAND ECONOMIES

T he available statistical data 
suggest that the pace of eco- 

nomic expansion in most of the 
Pacific island subregion during the 
past two decades or so has been 
rather modest, with a general decline 
in the standard of living in a large 
part of the subregion being wit- 
nessed in the 1980s. Growth has 
been accompanied by considerable 
fluctuations, particularly in several 
large island countries where strong 
expansion in domestic production 
in the first half of the 1970s 
was followed by much lower 
growth rates on the average during 
the early 1980s, and then by some 
recovery more recently. With few 
exceptions, domestic output in the 
small islands and atolls has tended 
to stagnate or increased only 
marginally.

The major foundations of 
growth in the Pacific island coun- 
tries were laid during the colonial 
period through the integration of 
a number of economies in world 
export markets of primary com- 
modities; several island economies 
have also benefited significantly 
from the resource rents derivable 
from their strategic locations. The 
introduction of large-scale, modern 
production for the export of 
primary commodities, which had 
been greatly facilitated by the 
existence of a substantial latent 
surplus in the subsistence eco- 
nomy (see box II.3), constituted 
the principal economic stimulus 
in the larger islands. In atoll 
economies, however, commodity 
exports were not an engine of 
growth in the colonial past and

are even less so now, except 
Kiribati (until 1979) and Nauru 
in respect of phosphates. Many 
island economies (both large and 
small) have earned substantial 
amounts of foreign exchange to 
finance their large import surplus 
through the development of recrea-
tional resources in the form of 
tourism (see box II.4, p. 130), and 
the establishment of major migra- 
tory links with several metropolitan 
countries (box II.5, p. 136). Another 
distinctive feature of many Pacific 
island economies, dating back to 
the colonial period, is the establish- 
ment and continuation, largely 
through ODA flows, of administra- 
tive structures to provide certain 
basic social services, especially 
education and health, and to 
facilitate the development of local 
agriculture and industry.

A. AGGREGATE AND 
SECTORAL PERFORMANCE

Though overall growth has 
been modest in the Pacific island 
subregion over the past 20 years 
and has hardly allowed any basic 
structural changes to take place 
in many subregional economies, 
there is a wide diversity of ex- 
perience in both respects. Not 
surprisingly, the large countries, 
with more diversified and favour- 
able resource endowments have 
generally shown a better record 
of economic growth and structural 
change. Their growth experience, 
however, has been somewhat 
unstable, partly because of the 
extent of their exposure to world
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1 Nevertheless, about 80 per cent o f  
the work-force is engaged in subsistence, 
cash cropping or plantation agriculture. 
Comparable data on sectoral shares o f  
output are not available after 1980.
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cause of other, often non-economic 
factors, including a high incidence 
of natural disasters, particularly 
hurricanes and droughts, which 
have had serious effects on major 
export crops.

In Papua New Guinea, for 
example, economic growth 
averaged about 4 per cent per 
annum in the 1970s, largely be- 
cause of major discoveries in 
mining which helped at that time 
to overcome the adverse effects 
of the first oil shock (table II.5). 
But growth was comparatively 
much more subdued in the late 
1970s (except 1978) and early 
1980s owing to poor commodity 
prices, some fall-off in both agricul- 
tural and mining output, the second 
oil price shock and the world 
economic recession, and also as a 
consequence of domestic policies 
to curtail inflation. However, 
increased agricultural and mineral 
output and favourable prices helped 
to lift GDP growth to around 4-5 
per cent per annum during the 
period 1985-1987.

Structural changes in the Papua 
New Guinea economy are largely 
a reflection of developments in the 
mining and agricultural sectors. The 
relative share of agriculture in 
GDP fell from 43 per cent in 1970 
to 29 per cent in 1975 but in- 
creased to about 33 per cent in 
1980.1 Thereafter there was



some decline as new developments 
in the mining sector came 
onstream. The shift towards 
mining has been the principal 
feature of the economy in the last 
15 years: the relative share of

mining rose from virtually nothing 
in the early 1970s to about 13 
per cent of GDP during 1980. 
The influence of mining on other 
sectors of the economy is also 
seen in the declining share of

industry in total output, from 18 
per cent in 1970 to about 13 
per cent in 1980. The construc- 
tion sector was the most volatile 
component; manufacturing as such 
showed some modest increase

Box II.3. “ Communal” land tenure system: an institutional factor 
in economic restructuring in the Pacific

One o f  the m ost striking aspects  
o f the econom ic developm ent and 
transform ation in the Pacific, particu- 
larly in the larger islands, relates to  
the large-scale, indigenous participation  
in com m ercial agriculture. Am ong  
other facilitating factors, this im plies 
a certain level o f  productive surplus 
w ithin  the subsistence sector, and this 
is w ell portrayed in a w idely  quoted  
description b y  Professor E.K. Fisk:

“E xcept in the atolls and 
one or tw o smaller territories 
w hose populations have 
outgrow n their land areas,
... land is still available to  
m ost o f  the self-subsistent 
indigenous peasants o f  the  
Pacific* in relative abun- 
dance, and many o f  them  
live in a state o f  w hat I have 
called (subsistence) af- 
fluence. This m eans that 
they are able to produce  
from  their ow n resources as 
m uch as they  can consum e  
o f  the normal staple food s  
that they  are used to , 
together w ith  a reasonable  
surplus for entertainm ent, 
display and em ergency, and 
a standard o f  housing, 
clothing, and entertainm ent 
requisites ... that is tradi- 
tionally acceptable, w ith  the  
em ploym ent o f  a relatively  
small part o f  the total 
potential resources o f  labor 
and land available to them .
This m eans that w ithin their  
self-subsistent, non-m one- 
tary production system  the  
productivity o f  their labor is 
very high, and it is quite  
com m on in these regions to  
find substantial groups o f  
peasants able to  sustain this  
level o f  consum ption from  
their ow n resources at the  
cost o f  an average labor

input o f  about three hours 
per m an-day or less .* * ” 
(F ootn otes*  and ** om itted  
and the bracketed word  
inserted) .a

A t the same tim e, land abundance  
and the significant am ount o f  surplus 
resources to w hich it gave rise sub- 
stantially reduced the need for addi- 
tional investm ent governm ent in agricul- 
ture and instead provided considerable  
support to the m obilization o f  dom estic  
resources for public capital form ation. 
The traditional land tenure and owner- 
ship system , w hich was significantly  
different from  that o f  the Western 
world, explains this distinctive role  
o f  Pacific agriculture.

The tenure system  in the Pacific  
evolved essentially to accom m odate  
subsistence agriculture.b Rights to  
land in m ost cases are vested in groups 
(for exam ple, extended fam ily, 
lineages, clans, tribes and so on), 
and for any one piece o f  land there  
exists a hierarchy o f  rights at several 
levels. Land rights are retained not by  
inheritance alone but also by residence  
and active participation in the local 
com m unity; they w ill w eaken or 
wither away for those absent for too  
long. The sale o f  land was traditionally  
unknow n in m ost Pacific islands and  
is still forbidden by law in m any o f  
them .

The attachm ent to  land has very

a Cited in N .V . Lam, “ A note  on  
the nature and ex ten t o f  subsistence  
surplus in Papua N ew  G uinea,” Pacific  
V iew poin t, vol. 2 3 , N o. 2 (O ctober  
1982), p. 174

b The follow ing discussion draws 
heavily from  R. C rocom be, The Sou th  
Pacific — A n  In tro d u c tio n  (Suva, 
U niversity o f  the South Pacific, 19 8 9 ),  
pp. 105-118; see also the references  
quoted therein.

deep social, cultural and econom ic  
roots in the Pacific island subregion; 
it is well expressed by Professor  
C.D. R ow ley:

“The New G uinea villager 
shares w ith  m ost others that 
special attachm ent to the  
land characteristic o f  those  
w hose land rights are their 
hold on life itself. These  
rights are based on the  
tradition o f  inheritance, 
which m ay be m atrilineal or 
patrilineal. The ancestral 
spirits m ay help him to  
guard the land; at tim es, 
jealous o f  the living, they  
m ay interfere w ith  his 
enjoym ent o f  it, and their 
attitudes m ay need to  be  
controlled through proper 
ritual. Before the European  
cam e, there was no concept  
o f  individual ownership, nor  
o f  land as a com m odity .
Land belongs to  the w hole  
group, and the villager’s 
rights are those o f  user only.
This relationship involves the  
m ost deep-seated em otions, 
and is different from  that o f  
the ow ner to  his personal 
property. N o right o f  a 
person to dispose o f  land  
was recognised; for the  
ancestral spirits m ust have 
their place, and the unborn  
generations must be 
provided fo r .”c

A ny schem e for m odernization  
and developm ent o f  the Pacific island 
subregion w hich does n o t sufficiently  
take in to  account the basic institu- 
tional factor o f  the land tenure system  
is likely to  prove unrealistic.

c The N e w  Guinea Villager — A  
R e tro sp e c t fro m  1 9 6 4  (Sydney, F.W. 
Cheshire, 196 5 ), p. 115.
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during the period 1970-1980 but 
remained very small in terms of 
relative GDP share.

Changes in the composition of 
exports also reflect the dominance 
of mining in Papua New Guinea 
development. Until the early 
1970s, agricultural products com- 
prised virtually 100 per cent of 
exports, but five years later they 
were down to 50 per cent; mining 
products — mainly copper and 
gold-bearing ore — comprised the 
other 50 per cent. By 1985, 
agricultural exports were down 
to 46 per cent of the total. Mining 
products accounted for 54 per 
cent of merchandise export re- 
ceipts and nearly two thirds of 
these were accounted for by 
gold as against virtually nothing 
10 years earlier (table II.6,p. 129). 
As for services, which can normally 
be expected to rise with economic 
development, this sector contri- 
buted only slightly more to output 
in 1980 than it did in 1966, before 
the main mineral developments 
occurred.

Solomon Islands has also 
witnessed notable changes since 
1970, in both total output and 
the structure of production. As

with Papua New Guinea, about 80 
per cent of the work-force is 
engaged in agriculture, either sub- 
sistence or monetary sector, but 
in terms of output the contribu- 
tion of agriculture (including 
forestry and fishing) declined from 
about 63 per cent in 1970 to 
50-53 per cent in the 1980s. The 
contribution of manufacturing, 
though increasing marginally, re- 
mained small at under 10 per cent 
during the 1980s. Services, on the 
other hand, have increased their 
share by about the same amount 
as the agricultural share has 
declined, reaching two fifths of 
GDP in the late 1980s (figure II .4).

Even so, much of that shift 
towards services such as whole- 
sale and retail trade reflects the 
important structural changes that 
occurred in primary production, 
which has been the chief source 
of growth in Solomon Islands 
since 1970. During the 1980s, 
average growth was around 7 
per cent per annum with sustained 
increases in output of fishery 
products, timber and the establish- 
ment of the palm oil industry 
and rice growing. Foreign in- 
vestment and development as-

sistance played a major part in 
most of these developments. 
Copra, which in former times 
had been the principal export 
product, declined in relative im- 
portance, though the absolute 
decline in plantation output was 
more than compensated for by 
increased smallholder production.

The strong growth in Solomon 
Islands of the 1970s, however, 
was not sustained subsequently, 
reaching less than 2 per cent per an- 
num on the average over the period
1980-1988 (table II.5). There are 
two principal reasons. First, with 
the onset of the world recession 
prices for Solomon Islands exports 
fell steeply in 1980-1981 and the 
rise in oil prices intensified the 
decline in the terms of trade. 
During the period 1984-1985 
export prices recovered strongly 
but then fell again in 1986. 
Second, agricultural output, espe- 
cially copra, cocoa, and palm oil, 
suffered severely from a cyclone 
in 1986. Rice production, which 
had a promising start in 1973, 
reached a peak of 14,000 tons in 
1980 but fell steadily thereafter 
and, damaged by the cyclone, 
was largely abandoned by 1987

Table II.5 . Selected island countries in the Pacific subregion of ESCAP. Average annual growth rates of population, 
real gross domestic product and the major sectors, 1970-1980 and 1980-1988
(Percentage)

Population

1970- 1980-
1980 1988

GDP

1970- 1980-
1980 1988

Agriculture

1970- 1980-
1980 1988

Industry

1970-  1980-
1980 1988

Services

1970-  1980-
1980  1988

Sources: ESCAP, Statistical Yearbook fo r  Asia and the Pacific, various issues; Asian Development Bank, K ey Indicators o f
Developing M em ber Countries o f  ADB, various issues; and national sources.

a  GDP and sectoral data deflated by the consumer price index; 1972-1979 for the earlier period. b Average rate o f  annual 
changes between the periods 1980-1982 and 1984-1986 only. c 1975-1980 for the earlier period. 1983-1987 for the later
period.
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Fiji
Kiribatia
Papua New Guinea 
Samoa
Solom on Islands
Tongac
Vanuatu

2.0
0.7
2.2
0.9
3.3
1.5
2.7

1.9 
1.7 
2.1 
0.4
3.9 
0.4  
3.0

5.1
3.8
4.0

7.1 
6.3

0.8
- 1.0

2.5
- 0.1

1.4
3.0
2.0

2.6
7.9

5.8

1.0
- 1.0

- 3 .7 b
3.8
7.6
0.9

7.0
22.9

24.9

- 1 .4
1.5

3.3b
2.9
1.6 

13.8

3.9
27.1

8.1

3.0
1.0

— 1.9b 
1.4 
8.8 

- 0 .4
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quence of these developments, real 
GDP declined in four out of eight 
years after 1980.

Fiji, in many respects, has 
the most advanced developing 
economy in the Pacific island sub- 
region. Its development since the 
late nineteenth century has been 
governed by the sugar industry, 
which is almost entirely geared 
to export markets and involved 
the importation of labour from 
India as smallholder cane growers 
leasing land from the indigenous 
owners. The sugar industry re- 
mains dominant today, though 
diversification into other types 
of exports, especially tourism (see 
box II .4), and the development 
of the commercial and business 
sectors and, to a lesser extent,
manufacturing, has made notable 
progress since the achievement of 
independence in 1970.

The early 1970s were greatly 
favourable for Fiji, with good 
sugar prices and a rapid expansion 
of tourism supported by foreign 
investment which, in turn,
generated strong demand in the 
construction sector. Economic
growth of around 10 per cent 
per annum was achieved during 
the period 1970-1973. That
pace was not sustained in subse- 
quent years (except in 1978) 
because of the influence of un- 
favourable external events. Never- 
theless, for the 1970s as a whole, 
economic growth averaged just 
over 5 per cent per annum. In 
the 1980s, however, growth ex- 
perience was much less favourable; 
indeed, GDP growth was negative 
in six out of nine years over the 
period 1980-1988, resulting in 
an average rate of about 1 per 
cent per annum and, given a higher 
rate of population growth, in 
a commensurate decline in the 
living standard for the period 
(table II.5, p. 125).

There were several reasons 
for this poor performance. First,

there were the effects of weak 
sugar prices especially in the early 
years of the decade and the world 
recession on tourism. Second, 
the effect on sugar production 
of hurricanes in 1983 and 1985 
and a severe drought in 1987 
was disastrous. Economic activi- 
ties in 1987 were affected further 
by political instability, which 
also adversely affected tourism. 
Sugar-cane production recovered 
somewhat in 1988, but owing to 
a massive drop in the sugar-to- 
cane ratio sugar output fell by
9.5 per cent.

In terms of output composi- 
tion, the structure of the Fiji 
economy has changed relatively 
little since 1970, although the 
range of economic activities is 
generally more balanced in Fiji 
than elsewhere in the Pacific. 
During the latter part of the 1960s 
there was a shift towards the 
service sector, whose share rose 
from about 40 per cent in 1965 to 
about 50 per cent in the early 1970s 
with the expansion of tourism, 
while that of agriculture dropped 
from 35 per cent to around 26 
per cent, with the industry share 
remaining constant at 25 per cent 
of GDP. But since 1970 there 
has been relatively little structural 
change, with agriculture contribut- 
ing approximately 22 per cent, in- 
dustry 20 per cent and services 57 
per cent to GDP in the late 1980s 
(figure II.4). Within the industrial 
sector, manufacturing has maintain- 
ed a fairly constant share at 11 per 
cent, the fall in the total industry 
share being due to the relative 
decline in the construction industry 
as the boom in tourism tapered off. 
The increase in the services share 
over this period has been con- 
centrated in transport and com- 
munications, and financial services.

Similarly, the export structure 
of Fiji has shown relatively modest 
change since 1970. Agricultural 
products comprised over 70 per 
cent of domestic exports in 1987

as against 86 per cent in 1970;sugar 
alone accounted for nearly 56 per 
cent in 1987 as against 65 per 
cent in 1970 (table II.6, p. 129). 
There has also been some widening 
of the export range with fishery 
products, a number of minor 
agricultural products (for example, 
ginger), a few manufactured goods 
(for example, clothing) and gold 
becoming more prominent in recent 
years.

Among the smaller islands, 
Vanuatu exhibits in marked form 
the duality in economic structure 
that is commonly encountered in 
the Pacific. The agricultural sector 
(including forestry and fishing) in 
this least developed country is a 
mixed subsistence/cash crop system 
yielding, in addition to traditional 
subsistence food supplies, products 
such as copra, coffee, cocoa and 
beef which account for over 90 per 
cent of export income. The planta- 
tion mode of production is still 
important (though declining) but 
most output originates from small- 
holders. However, though agricul- 
ture occupies about 80 per cent 
of the economically active popula- 
tion it contributes only about 25 
per cent of real GDP. More im- 
portant in these terms is the 
“modem” sector of the economy, 
primarily service activities such as 
tourism, financial and government 
services which are concentrated 
in the two principal urban areas 
and together accounted for over 65 
per cent of GDP in the late 1980s.

Though GDP data are available 
only from about 1980 onwards, 
general evidence points to modest 
economic growth in the 1970s. 
The production of copra and beef, 
the main export items, improved 
in response to favourable prices; 
but coffee and cocoa output tended 
to decline. The main source of 
growth was in the service sector, 
especially from tourism and the 
development of offshore financial 
services and government services. 
However, in 1980, real GDP fell
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sharply, in part because of a fall 
in export prices and a decline in 
the terms of trade, and in part 
as a consequence of political 
instability following independence 
which led to a fall in agricultural 
exports and a decline in tourism 
and investment.

The economy recovered in 
1981-1983 as the political climate 
became more settled and export 
prices improved; growth of 2-3 
per cent per annum was achieved. 
Growth was even better in 1984 
at nearly 7 per cent under the 
influence of high copra prices and 
increased export volume, buoyant 
tourism and the strong performance 
of the financial services sector. 
After 1984, however, a number of 
factors combined to produce a 
lower growth rate during the 
period 1985-1987. These included 
a drastic fall in copra prices from 
their 1984 peak, two hurricanes 
in 1985 and another in 1987

which severely affected agricultural 
output, especially of copra, the 
main export earner. Tourism also 
suffered as tourist arrivals declined 
with a downturn in the Australian 
economy and the depreciation of 
the Australian dollar (box II.4). 
For the 1980s as a whole, the 
average growth rate of GDP, at 
around 2 per cent per year, was 
lower than that of population, 
implying a fall in living standards 
(table II.5, p. 125).

Structural change in Vanuatu 
was quite limited during the 1980s. 
The share of agriculture fell from 
26 per cent of total output in 
1983 to 24 per cent in 1987; 
the industrial share rose from under 
8 per cent to nearly 12 per cent, 
primarily reflecting the high growth 
of the construction sector over 
the period 1986-1987, arising from 
the need to repair the hurricane 
damage. The service sector remain- 
ed the dominant component of

real GDP with a relative share of 
around 65 per cent on the average 
over the period 1985-1987. Much 
of the structural change in Vanuatu 
thus took place during the 1970s 
with the development of tourism, 
offshore financial services and the 
expansion of government ad- 
ministration during the colonial 
period. Even so, the indigenous 
population of Vanuatu remains 
overwhelmingly engaged in agricul- 
ture, at the core of which are 
subsistence activities.

That is the case also for Samoa, 
another least developed country 
where 60 per cent of the eco- 
nomically active population are 
engaged in agriculture, which in the 
late 1980s accounted for about one 
third of GDP (though this figure 
may not allow sufficiently for sub- 
sistence production). The agricul- 
tural products are coconuts, cocoa, 
root crops (such as taro) and a 
variety of fruits, vegetables, beef

Figure II.4. Selected Pacific island economies in the developing region of ESCAP. Average percentage sectoral 
shares in gross domestic product, various periods

a GDP adjusted by the consumer price index; industry including mining.
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and other meat for domestic con- 
sumption. The sector is also the 
principal source of exports with 
coconut products and taro together 
accounting on the average for 65-75 
per cent of total merchandise 
exports during the 1980s. Eco- 
nomic growth varied considerably 
in this period but in total it was 
virtually non-existent; though data 
on economic performance of the 
economy as a whole are lacking, 
the indications are that this was 
true also for much of the 1970s.2 
Notwithstanding stagnant levels of 
domestic output and even allowing 
for low population growth at less 
than 1 per cent during the 1970s and 
1980s (because of emigration), the 
living standard did not fall in Samoa, 
principally because of the very high 
level of remittances to Samoan 
families from relatives abroad.

In addition to the subdued 
pace of economic growth in Samoa, 
there has been very little trans- 
formation of the structure of 
production. With the growth 
of tourism, some shift towards 
the service sector is likely to 
have occurred during a large part 
of the 1970s and the second half 
of the 1980s. The expansion of 
manufacturing activities (consist- 
ing principally of copra processing, 
beer, cigarettes and a few other 
consumer products) also contri- 
buted to a considerable increase 
in the relative share of industry 
in GDP during the 1980s. As 
regards agriculture, copra is still 
the dominant product, although 
output has fallen in the 1980s 
as has the output of other tradi- 
tional products, such as cocoa 
and bananas; taro production for 
export has increased substantially.3

In comparison, Tonga has 
shown perhaps the most consistent 
economic growth performance in 
the Pacific subregion during the 
past two decades. Real GDP 
growth averaged over 6 per cent 
per annum in the second half 
of the 1970s, and about 3 per 
cent per annum in the 1980s. 
Agriculture, in which subsistence 
production remains dominant, 
continues to be the major sector, 
contributing about 42 per cent 
to GDP during the period 1985- 
1987, and employing about 43 per 
cent of those actively engaged. 
Services of various kinds, espe- 
cially in the fields of trade, 
restaurants and hotels, public ad- 
ministration and community 
services, contributed a relatively 
unchanged share of about 40 per 
cent to GDP between 1975 and
1987.

Manufacturing activity is still 
relatively limited; however, in 
the last decade or so, there has 
been some expansion of small- 
scale manufacturing enterprise for 
local consumption and for export, 
so that the share of manufacturing 
has risen from about 10 per cent 
of GDP in the mid-1970s to nearly 
18 per cent in the late 1980s. The 
processing of agricultural products, 
especially copra, nevertheless con- 
tinues to account for the bulk of 
manufacturing output. Similarly, 
the composition of exports remains 
largely unchanged, being almost 
exclusively agricultural in origin, 
with coconut products accounting 
for 29 per cent and vanilla beans, 
bananas and fish for nearly 50 
per cent in 1987.

The structure of many very 
small, atoll or micro-islands (for 
example, the Cook Islands, Kiribati, 
Niue, Tuvalu and the former 
Trust Territory of the Pacific 
Islands) reflects the almost in- 
evitable outcome of historical, 
political and economic circum- 
stances that involved the pro- 
gressive integration of their

economies with those of the 
colonial powers or nearby metro- 
politan countries. The evolving 
relationships are particularly im- 
portant because most, if not all, 
atoll economies have few doors of 
opportunity open to them within 
the confines of their geographical 
location and resource base. Two 
critical aspects of these relation- 
ships are continuing budgetary and 
capital development support under 
the terms of post-independence or 
self-government agreements, and 
the opportunities for emigration 
to the territory of the former
colonial powers. But not all the
atoll economies enjoy the same
kind of relationship, and this re- 
flects the considerable diversity 
in their experience o f economic 
growth and structural change.

The available data, although 
severely limited, indicate an annual 
growth rate of domestic output 
averaging 8-10 per cent in the 
Commonwealth of the Northern 
Mariana Islands and the Cook
Islands in the 1980s. Among the 
common denominators behind this 
creditable performance were the 
substantial earnings from tourism 
and related services (see box II.4), 
and high levels of public spending. 
The Cook Islands also benefited 
considerably from large inflows of 
remittances and a sharp rise in 
export production of garments 
induced through renewed foreign 
investment in the second half 
of this decade; the value of such 
exports, for example, went up 
from $NZ 2.3 million in 1985 to 
$NZ 8.1 million in 1987.

By comparison, the atoll 
economies o f Kiribati and Tuvalu 
have not been doing as well; indeed, 
these least developed countries 
have the lowest per capita incomes 
in the Pacific island subregion. 
Owing to the exhaustion of de- 
posits, phosphate mining on Banaba 
Island of the Kiribati island group, 
the principal commercial activity 
for nearly 80 years, ceased more
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or less at the same time as Kiribati 
(formerly known as Gilbert Islands) 
achieved political independence 
in 1979; Tuvalu (formerly Ellice 
Islands) had achieved indepen- 
dence a year earlier.4 Both coun- 
tries therefore entered a new 
phase of development with eco- 
nomies whose production base 
hardly went beyond the minimal

level that was possible in an atoll 
environment. In addition, the main 
features of such an environment 
(for example, remoteness from 
world markets and internal frag- 
mentation) are, for Kiribati and 
Tuvalu, probably the most extreme 
of all archipelagic atoll States.

The brief economic boom in 
the 1970s, brought about by high

phosphate prices, allowed Kiribati

4 Tuvalu (largely Polynesian in 
ethnic origin) opted to separate from  
Kiribati (largely Micronesian) but in- 
herited a negligible part o f the sub- 
stantial financial reserves built up since 
the late 1940s from the phosphate  
revenue o f  the (joint) colony o f  Gilbert 
and Ellice Islands o f  the United Kingdom  
o f Great Britain and Northern Ireland.

Table II.6. Selected island economies in the Pacific subregion of ESCAP. Relative importance of major 
commodities in export trade, 1975,1980 and 1987

Percentage o f  merchandise export value E xport value

1975 1980 1 9 8 7 1 9 8 7

117.8
32.0  
15.9 
10.4

281.9
422.9  
134.7
110.9

3.1 
0.9 

52.6
37.1

8.3 
6.9

2.3 
1.5

0.7

0.3
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8.7
70.0

55.8
15.1 

7.5 
4.9

55.4

38.9

23.1
34.6  

9.1

12.2
34.4  

43.4
30.6

6.8 
5.7

28.9
18.6
14.8
13.7

47.9
13.8 
16.7

40.0
26.0

73.9
5.3 
6.5 
2.2

90.4

7.9

21.7
26.9 
18.6

7.2

5 1 .8a

8.1

38.2
24.5
17.3
10.9

60.0

4.4
3.4

78.9  

62.3
13.5

81.7
7.4

0.9

3.5
96.3

55.9

2.6

57 .6a

25.4  
1.7

24.6
27.8
41.2

78.3 
8.4  
2.3 
1.0

Cook Islands (millions o f  $NZ)
Fresh and canned fruit 
Garments and clothing 

Fiji (millions o f SDR)
Sugar
Gold
Fish products 
Forest products

Kiribati (millions o f  $A)
Copra
Phosphate
Fish

Papua New Guinea (millions o f  kina) 
Copper 
Gold
Coffee
Forest products

Samoa (millions o f SDR)
Coconut cream 
Coconut oil 
Cocoa 
Taro

Solom on Islands (millions o f  $SI) 
Fish products 
Timber 
Copra 
Palm oil

Tonga (millions o f $P)
Coconut products 
Banana 
Vanilla beans 
Manufactures

Vanuatu (billions o f  vatu)
Copra
Cocoa
Beef

Sources: Asian Development Bank, K ey Indicators o f  Developing M em ber Countries o f  ADB, vol. XX (July 1989); and C. 
Browne with D.A. Scott, Econom ic D evelopm ent in Seven Pacific Island Countries (Washington, D.C., IMF, 1989).

a  b
Copra only. Mainly knitted clothing, sporting equipment and handicraft.

SDR = special drawing rights.



to put substantial sums into the 
Revenue Equalization Reserve 
Fund (RERF), in anticipation of 
the imminent cessation of mining. 
By 1979, GDP had dropped by

nearly one half and virtually 
remained stagnant for a decade. 
Since 1980 in the monetized sector 
of the economy, agriculture 
(mainly copra), though showing

little sustained improvement, has 
regained its importance with signi- 
ficant contraction of industry 
(including phosphate mining) 
from 45 per cent to less than 10

Box II.4. Role of tourism in Pacific island economies
The tourism  industry has con- 

tributed significantly to the econom ic  
growth and m odernization o f  a large 
part o f  the Pacific island subregion in 
the last tw o decades. Apart from  
the French dependencies o f  French  
Polynesia and New Caledonia, the  
main tourist destinations in the  
Pacific are the C om m onw ealth o f  
the Northern Mariana Islands, the  
C ook Islands, Fiji, G uam , Samoa, 
Tonga and Vanuatu. Most other  
Pacific countries have also made 
efforts to develop the tourist industry  
but have faced serious problem s, 
especially in attracting visitors to  
small islands and atolls. Many Pacific  
island countries face severe com peti- 
tion in offering natural attractions  
and in providing ease o f  access to 
tourist destinations. The develop- 
m ent o f  tourism on a sufficiently  
large scale also requires substantial 
investm ent in capital and infrastruc- 
ture facilities (especially transport and  
accom m odation) and in m anpower  
training for the provision o f  associated  
services. There are also serious con - 
cerns about the im pact o f  tourism  
on the local environm ent and cultural 
values.a D esp ite these d ifficu lties, 
m any countries in the Pacific have 
managed to  attract a growing number  
o f  tourists.

Tourism in Fiji took  o f f  in the  
1960s, w ith visitor arrivals growing  
by nearly 20 per cent per annum  
from  1 5 ,0 0 0  in 1960  to 186 ,0 0 0  
in  1973; but growth thereafter was 
severely affected  by the global 
energy crisis and a high exchange  
rate w hich m ade Fiji a less com peti- 
tive destination. Arrivals picked

a ESCAP, D eve lo p m en t o f  
Tourism  in Pacific Island Countries  
(ST /E S C A P /540); and Larry Dw yer, 
“Tourism  in the South Pacific” in 
R.V. Cole and T.G. Parry, eds., 
S e lec ted  Issues in Pacific Island  
D e ve lo p m en t (Canberra, Australian 
N ational University, 1986).

up after 1978 and continued to  grow  
to  2 5 8 ,0 0 0  in 1986 . In 1987 they  
fell to 1 9 0 ,0 0 0  as a result o f  the  
political instability  in that year.

Tourism  provided considerable  
support to  the developm ent o f  F iji’s 
econ om y. Annual tourism  receipts 
were equivalent to 14 per cent o f  
m erchandise im port value in 1965 and  
about one third during the  tw o  decades  
thereafter; average travel receipts  
am ounted to  $F  165 m illion over the  
years 1986-1987 . A n estim ated
7 ,6 0 0  persons were directly engaged  
in the tourism  industry in Fiji during
1985 , w ith  about one half in the hotel 
sector, alm ost 30 per cent in the dis- 
tribution sector, and 20 per cent in 
the tour/transport sector. Including  
indirect em ploym ent generation, the  
industry provided about 1 8 ,0 0 0  jobs, 
or around 22 per cen t o f  the formal 
labour force in 1985.b

A lthough tourism  is o f  m inor  
im portance in term s o f  direct em - 
ploym ent in Sam oa, em ploying about  
8 0 0  persons or just under 3 per cent 
o f  the labour force during 1985, 
it has. considerable im portance as a 
source o f  foreign exchange earnings. 
Annual foreign exchange receipts from  
tourism  rose steadily from  the mid- 
1960s, w hen they were equivalent 
to  about 8 per cent o f  m erchandise  
im port spending, to  reach $5.3 m illion  
or 22 per cent o f  im port value in 
1974 . A fter a considerable decline  
in the late 1970s, earnings from  
tourism  grew steadily to $9.5 m illion  
or 17 per cent o f  im port expenditure  
in 1987 . Their significance, as a 
supplem ent to m erchandise export  
receipts, is even greater. On average, 
earnings from  tourism  were equivalent 
to about 38 per cent o f  m erchandise  
export receipts during the period  
1 980-1987 .

In Tonga, gross foreign exchange

b ESCAP, D eve lo p m en t o f  
Tourism  in Pacific Island Countries  
(ST /E SC A P /540), p. 132.

earnings from  tourism  averaged $P 5.3  
m illion per annum  as against $P 6.6  
m illion for com m odity  export re- 
ceipts over the years 1981-1985 .  
But the grow th rate in tourist arrivals 
was only  about 5 per cen t per annum , 
probably because o f  constraints on  
the supply o f  suitable accom m oda- 
tion  and other facilities, including  
airport facilities and operating times. 
There were about 9 5 0  persons engaged  
in the industry, or 11 per cent o f  salary 
and wage earners, in 1985 as against 
4 0 0  in 1980. T he size o f  the work- 
force in the tourist industry is fore- 
cast to  rise to 1 ,655 persons by the  
end o f  1990  if proposed invest- 
m ent in accom m odation facilities 
materializes.

In Vanuatu in 1986 the contri- 
bution  o f  tourism  to  foreign exchange  
earnings was alm ost equivalent to  
that o f  m erchandise exports. However, 
there has been considerably fluctuation  
in tourist arrivals and receipts. The  
num ber o f  tourist arrivals grew  
erratically from  about 9 ,0 0 0  in 1972  
to  over 3 0 ,0 0 0  in 1979 and, after a 
sharp decline in the early 1980s, 
peaked at over 3 2 ,0 0 0  in 1983; the  
volum e o f  arrivals declined in the last 
several years. Travel earnings averaged 
$22 m illion a year over the period  
1 982 -1 9 8 4  and then fell to  $14 m illion  
in 1986 . Tourism is one o f  the  
principal sources o f  paid em ploym ent  
in Vanuatu, providing jobs for an 
estim ated 20  per cent o f  the formal 
labour force.

D evelopm ent o f  the tourism  in- 
dustry in the Cook Islands has been a 
relatively recent phenom enon which  
only  began after the building o f  
suitable infrastructures, particularly  
in air transport and luxury class 
accom m odation , in the m id-1970s. 
V isitor numbers, w hich were about
7 ,5 0 0  in 19 7 6 , grew rapidly to  19,000  
in 1980  and, after a brief period o f  
decline, to around 2 7 ,0 0 0  in 1985. 
T hey have continued to  rise since  
then. Estim ated spending by tourists  
in 1985 was in excess o f  $NZ 20
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per cent of GDP. In addition, 
the share of government services 
has declined, with a fall in revenue 
receipts from phosphate mining.

Significant changes occurred in

million or over four times the value 
o f exports and over two fifths o f  
merchandise import spending. Direct 
em ploym ent attributable to tourism  
(820 persons) and indirect em ploy- 
ment (930  persons) accounted for 
about 30 per cent o f the economically  
active population in 1985.c

While visitors from Australia, 
New Zealand and North America 
dominate the volume o f arrivals in 
m ost South Pacific destinations, those  
from Japan constitute the large bulk 
(upwards o f  80 per cent) o f  tourists 
in the Commonwealth o f the Northern 
Mariana Islands and Guam. The 
former received over 233 ,000 tourists 
in fiscal 1988, compared to 51,000  
in 1976. Direct tourist spending 
(excluding transport) was estimated 
at $240 million, or about 110 per cent 
o f  com m odity import value and 54  
per cent o f aggregate incom e generated 
in the Commonwealth during 1988. 
The number o f visitors to Guam grew 
from 4 ,500  in 1967 to almost 484 ,000  
in 1987; annual growth in tourist 
arrivals was sustained at almost 8 
per cent in the last 10 years. Esti- 
mated earnings from tourism went 
up from $314 million in 1986 to 
$373 million a year later; by com- 
parison, gross island product in 
Guam amounted to $1.16 billion 
in 1985, while expenditure on im- 
ports was $636 million in 1983. 
Tourism-related employment ac- 
counted for 13,000 jobs or about 
one third o f the private sector labour 
force in 1986 .e

c ESCAP, D evelopm ent o f
Tourism in Pacific Island Countries 
(ST/ESCAP/540), p. 122.

d Commonwealth o f  the Northern 
Mariana Islands, Overall Econom ic  
D evelopm ent Strategy 1989  (Saipan), 
pp. 3, 34 and 71.

e Guam, Annual Econom ic
R eview  and Statistical A bstract 19 8 7  
(Tamuning, Guam, Economic Research 
Center, 1987), pp. 85, 150 and 194.

the structure of foreign trade. 
Prior to the cessation of phosphate 
mining, Kiribati had a trade surplus 
with phosphate exports comprising 
over 90 per cent of total export 
value and copra virtually all the 
remainder. In 1979, for example, 
receipts from merchandise exports 
were nearly $A 22 million but fell 
to an average of $A 3.8 million 
over the years 1980-1987, with 
copra accounting for over 71 per 
cent and fish exports another 27 
per cent. At the same time, the 
value of imports continued to 
increase in response to the rise 
in consumption demand, and as 
a reflection of higher imports 
of construction materials and 
machinery and transport equip- 
ment financed from foreign aid. 
Thus, in contrast to the trade 
surpluses of the 1970s and earlier 
(averaging $A 6.3 million in 1978- 
1979), the trade accounts were 
in substantial and increasing deficit, 
averaging $A 17 million over the 
years 1980-1987. However, there 
are a number of available avenues 
for financing the deficit. These 
include fishing licence fees, re- 
mittances from Kiribati seamen 
employed by foreign shipping lines 
and from phosphate workers in 
Nauru, interest on overseas in- 
vestment (principally on the 
RERF) and most important, 
external aid, almost all of which 
is in the form of grants.

The Tuvalu economy is even 
more precariously based, with a 
marked dualism between the sub- 
sistence and the monetized sectors. 
The former employed thrice as 
many people as the latter in 1979. 
The monetized economy is based 
almost exclusively on the main 
island of Funafuti, while the 
economies of the outer islands 
are almost wholly subsistence- 
based. GDP estimates, which do 
not adequately account for sub- 
sistence activities, showed that 
in the mid-1980s the primary 
sector contributed 9-11 per cent

to GDP, manufacturing about 2-3 
per cent, construction 10-11 per 
cent and the service sector well 
over 70 per cent. Government 
services alone contribute nearly 
half of GDP, and much of this 
is concentrated in Funafuti. 
Overall, GDP growth has been 
negligible or even negative during 
most of the 1980s.

As for external trade, com- 
modity exports are minimal and 
confined largely to small amounts 
of copra and fish along with 
philatelic sales; the latter is the 
principal item and accounted for 
nearly 90 per cent of merchandise 
exports over the years 1980- 
1984. But in total these averaged 
only $A 1.2 million per annum, 
whereas imports averaged $A 3.3 
million. As with Kiribati, however, 
the deficit on goods and services 
was more than matched by official 
aid and by remittances from 
Tuvaluans living or working abroad 
so that the balance on current 
account averaged about $A 1.7 
million during the period 1981-
1984.

An important development in
1987 was the establishment of 
the Tuvalu Trust Fund of $A 27 
million with contributions from the 
Governments of Australia, Japan, 
New Zealand, the Republic of 
Korea, Tuvalu and the United 
Kingdom of Great Britain and 
Northern Ireland. The Fund is 
invested abroad and is intended 
to provide (from investment 
income) a form of entitlement 
to external income that reduces 
the degree of uncertainty in 
external sources of finance. In 
Kiribati and Tuvalu, the scope 
for earning foreign exchange 
through the export of labour 
services or generating migrant re- 
mittances is a good deal more 
restricted than is the case for 
other atoll economies, whose 
citizens have rights of emigration 
to New Zealand or the United 
States of America. Besides, most
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remittances from external sources 
come from Tuvaluans working in 
Kiribati and Nauru, or as ship 
crew. The flows could be im- 
paired by changes in the employ- 
ment policies of foreign compa- 
nies or in world economic 
conditions.

The development experience 
of these two structurally weak 
economies points to the need for 
continuous, stable and dependable 
flows of income and foreign 
exchange receipts in order to 
undertake viable policies of restruc- 
turing. The important role played 
by the trust funds in the two 
economies indicates the need for 
similar schemes in other economies 
in order to stabilize their levels 
of income and foreign exchange 
and to conserve the occasional 
windfall gains experienced by 
them.

B. SOME SPECIAL ASPECTS 
OF STRUCTURAL CHANGE IN 

SMALLER ISLAND ECONOMIES

Almost all Pacific islands have 
a history of colonial relationships 
with European or Pacific rim 
States. These relationships have 
probably been the strongest deter- 
minant of subregional economic 
structures although their influences 
differ in nature and intensity 
among the island economies con- 
cerned. With Western contact 
came the introduction, at various 
stages, of commercial agriculture 
and the cash economy, which 
were grafted on to an essentially 
subsistence production base, and 
the provision of public goods and 
infrastructure, which, from a social 
welfare standpoint, were relevant 
more to the resource capacities 
of a metropolitan country than 
to those of the island countries. 
As a consequence, the large gaps 
between export earnings and im- 
port expenditure (figure II.5), and 
between domestic government 
revenue and expenditure, which

emerged after independence or 
self-government, had to be met by 
grant aid.

Another aspect of the rela- 
tionships concerns the migration 
nexus between many Pacific islands 
and several metropolitan countries 
and former colonial powers. The 
link is not equally open across the 
subregion, however. Fiji, Kiribati, 
Papua New Guinea, Solomon 
Islands, Tuvalu and Vanuatu do not 
have the same rights of emigration 
for their citizens as those accord- 
ed to the peoples of the former 
Trust Territory of the Pacific 
Islands as regards the United 
States, and of the Cook Islands, 
Niue and Tokelau in respect of 
New Zealand; special arrangements 
exist for citizens of Samoa and 
Tonga to emigrate to New Zealand. 
Over the years there have been 
substantial migration outflows from 
many Pacific islands, with profound 
effects on the structural evolution 
and related financial needs of the 
economies concerned.5

The significance of the above 
relationships, and the relevant in- 
fluences and conditions for future 
development in the Pacific island 
subregion are considered further in 
chapter V. In the following dis- 
cussion, attention is focused on 
a few salient issues relevant to 
a number of smaller island eco- 
nomies.

5 A substantial literature o n  this  
subject has developed in recent years. 
See especially J. Connell, M igration, 
E m p lo y m en t an d  D eve lo p m en t in the  
Sou th  Pacific, country reports 1-22, 
(N oum ea, South Pacific C om m ission  
1983); also J. C onnell, “Paradise left?  
Pacific island voyagers in the m odern  
w orld” in J.T. F aw cett and B.V. Carino, 
eds., P acific B ridges: The N e w  Im m igra- 
tion  fro m  A sia  an d  th e  Pacific Islands  
(N ew  York, Centre for M igration Studies  
and H onolulu, East-West Center, 1987);  
and also I.G. Bertram and R .F. Watters, 
“The MIRAB econ om y in South Pacific  
M icrostates” in Pacific V iew poin t, vol. 
26 , N o. 3 (O ctober 198 5 ), pp. 49 7 -5 1 9 .

1. Trade dependence and 
the import gap

Pacific economies are fairly 
open and through their trade and 
payments systems have strong links 
with the outside world. Typically, 
their merchandise exports are al- 
most wholly raw materials and 
minerals or commodities of agri- 
cultural origin, mostly perennial 
tree crops, which are sold on 
world markets; export income is 
thus sensitive on the production 
side to the vagaries of weather 
and on the income side to 
fluctuations in external com- 
modity prices. As a proportion 
of GDP, exports are relatively 
high at about 40 per cent for 
Papua New Guinea and Solomon 
Islands and reflect, in particular, 
the export orientation of their 
productive (non-service) sectors 
that have developed since the early 
1970s (table II.7). The lower 
degree of export dependence in 
others — Fiji, Samoa, Tonga and 
Vanuatu in particular — is due to 
the relative importance of addi- 
tional sources of foreign exchange 
earnings, including tourism and 
private unrequited transfers.

Import dependence is also 
typically high with import ex- 
penditure equivalent to two fifths 
of GDP; the proportion is con- 
siderably higher in smaller eco- 
nomies such as Kiribati, Tonga, 
Tuvalu or Vanuatu where the 
productive base in terms of trade- 
able goods is comparatively less 
developed. Moreover, sources of 
imports tend to be somewhat 
narrowly confined to and con- 
centrated in those countries which 
were formerly the colonial powers 
or with which, because of 
geographical proximity or availabi- 
lity of transport services, strong 
commercial links have become 
established over a long period of 
time. For these reasons and be- 
cause of the high ratio of imports 
to GDP, island countries are often
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Figure II.5. Selected island economies in the Pacific subregion of ESCAP. Percentage ratio of merchandise export 
over import value, 1975,1980 and 1987

 -alfni detropmi ot elbarenluv yrev
tion, especially in those cases (such 
as in Kiribati and Tuvalu in relation 
to Australia; the Cook Islands and 
Niue as regards New Zealand; 
and the former Trust Territory of 
the Pacific Islands vis-à-vis the 
United States) where they are in- 
cluded in the monetary system 
of the metropolitan countries and 
cannot therefore operate inde- 
pendent monetary and fiscal poli- 
cies.6

The substantial import surplus 
and the commodity composition 
of import are significant pointers 
to the structural difficulties faced 
by most Pacific island economies. 
In the smaller islands and atolls — 
particularly the Cook Islands,

6 See, for example, ESCAP, D om es-
tic Stabilization o f  International Trade 
Instability in the South Pacific 
(ST/ESCAP/222).

Kiribati, Niue, Tokelau and Tuvalu
— the merchandise trade deficit 
developed around the mid-1950s 
not only because of increased 
imports but also because com- 
modity exports remained fairly 
static or declined. In the case of 
Kiribati, the gap did not emerge 
until the end of phosphate mining 
in 1979, as non-mining economic 
activities could not yield export 
income anywhere near the level 
of commodity import requirements.

From positions of approximate 
balance or export surplus in the 
1920s and 1930s, commodity im- 
ports per capita in the early 1980s 
were about five times greater than 
exports for the Cook Islands and 
Kiribati, seven times for Niue, 
nearly eight times for Tokelau, 
and 22 times for Tuvalu (though 
comparable data for an earlier 
period are not available in this 
latter case).7 For Samoa, the

value of commodity exports was 
equal to two thirds of imports in 
1965, and to 19 per cent in 1975 
and 1987; and for Tonga the com- 
parable figures are 75 per cent in 
1965, 35 per cent in 1975 and 
about 16 per cent in 1987 (figure
II.5).

The structure of merchandise 
imports indicates considerable 
reliance on foodstuffs and hydro- 
carbons in the Pacific island sub- 
region, although the extent of 
dependence on food imports is not 
easy to assess in the absence of 
adequate data on domestic food 
supplies and consumption. The 
share of food in total import 
spending is less than 20 per cent 
for the larger island countries

7 I.G. Bertram, “ ‘Sustainable devel- 
opm ent’ in Pacific micro-economies” , 
World D evelopm ent, vol. 14, No. 7 
(July 1986).
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and, as expected, ranges between 
around 30 per cent and upwards 
for the smaller ecnomies (figure
II.6). Kiribati, Niue, the Republic 
of the Marshall Islands, Tonga and 
Tuvalu are among those with the 
highest degrees of imported food 
dependence; the lower relative 
share of food imports in Guam 
and the Territory of American 
Samoa is due largely to substantial 
expenditure on imported commer- 
cial energy.

In comparison, all Pacific 
island economies are dependent 
on oil imports although the extent 
of such import reliance is, by and

large, less than that associated with 
imported foodstuff.

The two principal sources 
of energy in the Pacific island 
subregion are imported petroleum 
fuels and domestically produced 
biomass (wood, coconut husks 
and residues); hydroelectricity and 
solar power play a relatively minor 
role. Though biomass usage is 
common throughout the Pacific, 
quantitative data are rather 
sketchy. A rough measure of its 
importance can be judged by the 
fact that, in most of the countries 
where such data are available, 
biomass accounts for about one

half to two thirds of total energy 
use. Nearly all of this is for 
cooking purposes in the rural/ 
village economy, though in Fiji 
bagasse (sugar-cane residue) is of 
importance as a fuel in the sugar 
industry.

Hydropower generation has 
played an important role in three 
Pacific economies, Fiji, Papua New 
Guinea and Somoa, where towards 
the mid-1980s, it formed 67, 16 
and 12 per cent, respectively, of 
total energy supplies. In Fiji and 
Samoa, hydropower has been 
developed since the late 1970s 
and has helped to reduce reliance

Table II.7. Selected island economies in the Pacific subregion of ESCAP. Ratios of merchandise trade dependence, 
various years
(Percentage)

F o o d  im p o r ts /  
to ta l im ports

Sources: ESCAP, S ta tis tica l Y earbook  fo r  A sia  a n d  th e  Pacific, various issues; Asian D evelopm ent Bank, K e y  Indicators o f  
D evelop in g  M em ber C ountries o f  A D B , vol. XX  (July 1989); and Christopher Brow ne w ith  Douglas A . S cott, E con om ic  D eve lo p m en t 
in Seven Pacific Island Countries  (W ashington, D .C ., IMF, 1989).

a 1983.

F o o d  im p o r ts /  
GDP

Im p o rts/ GDPE x p o rts/G D P

18.6
17.4  
15.8

34 .2
32.6
27 .7

26 .2  
21.0
27 .8

17.5 

15.2

24 .9  
29 .0  
20 .2a

20 .7
14.5
15.2

29.3  
2 7.4
22 .5

31 .8
29 .2
26 .6

16.3
13.4

5.2

7.2
19.6

6.0

6.7

7.3
6 .4  
6.6

14.8
16.6

24 .2

7.8

4 7 .2  
39 .4  
37 .9

3 0 .0
68 .3

34.3
33 .8  
38 .2

49 .1

35 .0
4 4 .0
43 .6

41 .6
53 .9
73.7

80 .0  
77.6

6 2 .0
58.1

32.5
25.3  

65 .9
19.9

14.9  
40.1
39.7

15.4

24 .9
24 .0
43 .7

19.0  
9.7

16.7
28.8

29 .0  
14.8

1970
1975
1985

1970
1975
1985

1970
1975
1984

1970
1975
1985

1970
1975
1985

1970
1975
1985

1970
1975
1985

1975
1980
1984

1983
1987

Fiji

Kiribati

Niue

Papua New Guinea 

Samoa

Solomon Islands 

Tonga 

Tuvalu 

Vanuatu
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on imported feedstocks. Thus, 
in Samoa, total production of
electricity rose by 21 per cent 
over the years 1982-1986, while 
petroleum imports for electricity 
generation fell by 27 per cent.

However, as a whole, the
Pacific island subregion is still 
very heavily dependent upon im- 
ported fuels for its commercial
requirements. A relative 50-70 
per cent share of imported fuels 
is used for transport, while most 
of the remainder is used for 
electricity generation. Energy 
imports accounted roughly for 
12-18 per cent of total import 
spending in the mid-1980s (except 
in the cases of Guam and the
Territory of American Samoa dis-

 -eb yllareneg dna ,)reilrae dessuc
cause of the fall in oil prices, this 
was a good deal lower than it had 
been five years earlier. But that 
simply points up the great 
vulnerability of island economies 
to fluctuations in world oil prices. 
However, in view of the limited 
possibilities of substitution of im- 
ported fuels by other forms of 
energy, especially for transport 
and electricity generation, these 
economies remain vulnerable to 
any upward increase in oil prices, 
which is a likely possibility in 
the 1990s.

Following the rise in oil prices 
in 1979/80, considerable attention 
was given to alternative energy 
sources such as wave power,

geothermal, wind power, ocean 
thermal energy conversion (OTEC) 
and large-scale biomass conversion. 
But apart from hydroenergy devel- 
opment, none of these technologies 
shows much promise of reducing 
energy import dependency. Re- 
moteness, difficulties of access, 
transport problems and diseco- 
nomies of scale mean that the 
costs of energy to many Pacific 
island economies, and especially 
to the smaller and more inaccessible 
atolls, are much higher than they 
are for other developed or devel- 
oping countries in the ESCAP 
region.

That, in itself, is an incentive 
towards not only efficiency in 
energy use but also the search for

Figure II.6. Selected Pacific island economies in the developing region of ESCAP. Percentage ratios of expenditure 
on food and energy imports in total import spending, 1970,1980 and 1987a

a Consisting o f  SITC categories o f  0 ,1 ,22 and 4 for food and 3 for fuels.  

b 1975. c 1985. d 1977.
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 -fe devorpmi sa hcus sevitanretla
ficiency in the use of biomass. 
For the larger countries, where 
forest resources are still abundant, 
this is less of a problem than it 
is for island economies where, 
for example, the use of mangroves 
for firewood may endanger the 
habitat of food sources and also 
reduce the protection they offer 
against erosion, by winds and 
tides, of limited coastal lands.

2. Government expenditure 
gap and government 

employment

Another aspect of the Pacific 
islands development paradigm, 
especially in smaller economies and 
atolls, is the large and, in many 
cases, growing gap between govern- 
ment spending over locally generat- 
ed revenue. With few exceptions, 
such revenue underwrites general- 
ly between 50 to 75 per cent of 
public outlays in the subregion. 
In almost all cases, the expendi- 
ture surplus has been met principal- 
ly by budgetary support or project 
aid from donor countries. The 
scope for enhanced domestic re- 
source mobilization necessarily 
varies with individual island eco- 
nomies. This policy issue and 
relevant implications are examined 
at some length in chapter IV.

Related to the large gap 
between government spending and 
internal revenue generation is the 
extent to which Government 
dominates the non-subsistence 
sector as the provider of employ- 
ment, especially in smaller islands 
and atoll economies with close 
economic and/or political ties with 
former colonial or trusteeship 
powers. In the early 1980s, for 
example, government employment 
(central and local in most instances) 
as a percentage of total salary 
and wage employment was over 
four fifths for Niue, Tokelau and 
Tuvalu; between 50 and 70 per cent 
for the Cook Islands, Federated

States of Micronesia, Kiribati, the 
Republic of the Marshall Islands 
and the Republic of Palau. In 
the Commonwealth of the 
Northern Mariana Islands, the 
figure was 40 per cent for all 
employees but 62 per cent for 
Micronesian employment (as

against 12 per cent for non- 
Micronesian).

It needs to be noted also that 
formal sector employment for 
all of these economies (as well 
as others in the Pacific subregion) 
tends to be concentrated in the 
few principal urban centres; and

Box II.5. Remittances in the Pacific
R em ittances from  relatives and 

friends living or working abroad 
have becom e a major source o f  foreign  
exchange and com ponent o f  national 
incom e in a num ber o f  the smaller 
Pacific island econom ies. Even if  
som e adverse effects on dom estic  
agricultural and other outp ut can  
be established, such rem ittances help  
raise personal incom es above what 
they m ight otherw ise w ou ld  be. They  
have also provided a major source  
o f  finance for the persistent, sub- 
stantial deficits in the trade ac- 
count on  good s and services, and thus  
have served to  cushion the effects o f  
fluctuations in world market prices 
for the lim ited range and volum e o f  
com m od ity  exports, and in tourism  
earnings in the recipient islands.

Estim ates o f  the number o f  
Pacific islanders resident overseas and  
m aintaining contact w ith  their source  
com m unities in the practical form  o f  
rem ittances are n o t easily available. In 
several Pacific islands, the num ber o f  
people resident abroad o ften  exceeds  
that o f  local residents. Thus, for  
exam ple, it was estim ated that about
2 6 ,5 0 0  persons from  the C ook Islands 
were resident in  N ew  Zealand (m ostly ),  
Canada, Australia and the United  
States o f  Am erica in 1 9 8 1 , as against 
a resident population o f  1 6 ,9 0 0  in 
the Cook Islands. For Sam oa, the  
com parable figures were 6 7 ,0 0 0  
(1 5 7 ,0 0 0 ) , for Tonga 2 3 ,0 0 0  (9 8 ,0 0 0 ) ,  
N iue 8 ,4 0 0  (3 ,1 5 0 ), and Tokelau
2 ,6 0 0  ( l ,5 8 0 ) .a

Estim ates o f  the size o f  the rem it- 
tance flow s are also som ew hat uncer- 
tain. One reason is that the trans- 
actions do n o t go through the banking  
system . The m easurem ent problem  
is m ade m ore d ifficu lt in the cases o f  
the Cook Islands and Niue, where

a J. Connell, M igration, E m p lo y - 
m en t a n d  D e ve lo p m en t in th e  Sou th  
Pacific, Country Reports 1-22, table 
16.1.

the N ew  Zealand dollar (or Australian  
dollar in Kiribati and Tuvalu) is 
the m edium  o f  exchange. A n indica- 
tion  o f  the size can be gained from  
officia l balance o f  paym ents data  
on private transfers. Thus for Samoa  
net private transfers, w hich averaged  
$3 m illion (equivalent to  45  per cent  
o f  m erchandise export value) per 
annum  for the period 196 5 -1 9 7 5 ,  
rose sharply after the m id-1970s w ith  
increased m igration to  reach an 
average o f  $15.5  m illion (1 0 8  per 
cen t) for 1975-1985  and $36 .6  m illion  
or 310  per cent o f  export earnings 
in 1987 .

For Tonga, the grow th in the  
rem ittance has been even more  
dramatic since the early 1970s. Net  
private transfers averaged $3 m illion  
per annum  over 1971 -1 9 7 4  (8 5  per 
cent o f  m erchandise export value) but 
increased rapidly thereafter, reaching  
$12 .7  m illion (nearly 2 0 0  per cent) 
over 1975-1985  on  average and $23 .4  
m illion (3 1 6  per cent) in 1987 . For  
Kiribati, rem ittances from  seam en and 
from  workers in Nauru were estim ated  
at $A 2 .4  m illion  per annum over  
1980 -1 9 8 7  or about 70  per cen t o f  
exports in  an average year.b For the  
C ook Islands rem ittances in 1985  
were estim ated at $NZ 2 .3  m illion  and 
$NZ 0 .2  m illion for N iue, or about 
100 per cen t and 2 5 0  per cent o f  
exports respectively in  that year.c

Elsewhere in the Pacific, net 
private transfers are m uch m ore  
m odest or even negative. T hey are 
strongly negative for Papua New  
G uinea because o f  a large number  
o f  expatriate workers there and also 
negative for Fiji.

b K irib a ti 1 9 7 9 -1 9 8 7 : A  C om - 
p en d iu m  o f  S ta tis tics,  Statistics Office 
(Tarawa, Kiribati, 1989).

c R egional E con om ic  Issues, 
Report to New Zealand Ministry of 
Foreign Affairs, PA Consulting Group 
(Wellington, May 1988).
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thus in the outer islands where 
possibilities of private cash em- 
ployment seldom go much beyond 
distributive or hotel/restaurant
activities, the relative importance 
of government employment is even 
higher. In the Cook Islands, for 
example, government employment 
accounts for around 80 per cent 
of total employment in the 
northern group of islands and 
only a little less in the southern 
group (excluding Rarotonga). 
Much the same is true for Kiribati, 
the Republic of the Marshall Islands 
and Tuvalu, among others.

In constrast, for the larger 
Pacific countries and for some 
of the high islands, for various 
reasons, such as the concentration 
of population and greater oppor- 
tunities for private activity, the 
proportion of government employ- 
ment is generally lower. Thus in 
Samoa and Vanuatu government 
service provided about 40 per cent 
of monetary sector employment 
in 1986, while in Papua New 
Guinea, Fiji and Solomon Islands 
it was 25-30 per cent, excluding 
public enterprises.

The reasons for the high pro- 
file of government as a provider 
of employment in the monetary 
sector are familiar enough. A 
general point, already touched 
upon, is that colonial and trustee 
administrations, driven by per- 
ceptions derived from their own 
countries about what public or 
“merit” goods should be provided 
by government, tended to con- 
centrate on establishing not only 
modern general administrative 
services and public utility infras-

tructures but also labour-intensive 
activities such as public education 
and health services. Moreover, it 
was not simply a question of the 
range of such services but also 
of providing such services at a 
standard comparable to those 
provided in the metropolitan centres 
with which, through migration 
especially, island peoples had be- 
come familiar. Further, because 
of the nature of many such public 
goods, private capital is not forth- 
coming, while the minimum scale 
of many such goods is high in 
relation to the small populations 
to be served. This serves to explain 
why facilities have tended to be 
concentrated in main population 
centres rather than spread through- 
out the many small islands consti- 
tuting most of the Pacific subregion. 
This is a problem faced by any 
country, developed or developing, 
in trying to meet demands for 
equity in access to public or private 
goods where significant economies 
of scale exist and the population 
is scattered.

A further point to note is that 
in the smaller Pacific island 
economies, where alternative 
avenues of employment are lacking, 
there has been a tendency to use 
the government sector, including 
public enterprises, as a kind of 
“welfare” employment mechanism. 
This situation, however, is becom- 
ing increasing untenable in the 
absence of assured high levels of 
budgetary support from external 
sources, and/or of adequate 
domestic surpluses mobilized 
through taxation and other means. 
The high levels of government

employment also provide a conduit 
through which cash incomes can 
be distributed throughout an island 
economy by means of family links 
and internal remittances.8

The distribution aspect of 
government employment is thus 
something that needs to be taken 
into account in considering to 
what extent a lower profile for 
government should be sought. It 
is also relevant, however, to the 
general question of efficiency and 
equity in the distribution of money 
incomes and material facilities, 
which most governments assert 
as an objective of development 
policy.

3. The migration nexus

The resident population of 
many Pacific island economies has 
also benefited considerably from 
cash and other kinds of support 
from the large number of relatives 
living and working overseas. This 
is another aspect of income distri- 
bution that should be taken into 
account in the general context of 
international co-operation, resource 
mobility and development as- 
sistance. The importance of private 
unrequited transfer is discussed 
further in box II.5.
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8 Data from Kiribati and the Cook
Islands, for example, show that most 
families in outer islands receive cash 
support from relatives who have a 
government job, where frequently the  
wage levels are significantly above those  
that could be obtained in the private 
monetary sector and are even more in 
excess o f  what could be obtained in cash 
cropping in the agricultural sector.



IV. SELECTED ISSUES IN THE GROWTH AND  
TRANSFORMATION PROCESS

A. DOMESTIC RESOURCE
MOBILIZATION

1. General trends

In most of the region’s least 
developed countries and in many 

Pacific island economies, the rate 
of domestic savings is typically 
both low and highly variable. It 
ranged during the 1980s from 
negative or very low magnitudes 
(Kiribati, the Lao People’s 
Democratic Republic and Samoa) 
to around 10 per cent or less for 
a large number of other countries; 
the relatively larger island eco- 
nomies of Fiji and Papua New 
Guinea exceptionally attained 
domestic savings rates averaging 
upwards of 15 per cent annually 
in the mid-1980s (figure II.7).1 
The addition of net factor income 
and net private transfers (essential- 
ly from migrants and workers 
abroad) doubled the annual 
national savings rate of Bangladesh 
to around 6 per cent per annum, 
and raised substantially that of 
Samoa to about 20 per cent. 
However, savings rates have shown 
marked year-to-year variations, and 
appear to have been stagnant 
generally or to have declined from 
the levels attained in the 1970s 
in the large majority of least

1 UNCTAD , The L east D eve lo p ed  
C ountries —1 9 8 8  R ep o rt, pp. 9-15; 
C. Browne w ith  D .A. Scott, E conom ic  
D eve lo p m en t in Seven Pacific Island  
C ountries (W ashington, D.C., IMF, 
1989); and Asian D evelopm ent Bank, 
A sian D eve lo p m en t O u tlo o k  1 9 8 9  
p. 183.

 -nuoc dnalsi cificaP dna depoleved
tries, the main exception being 
Papua New Guinea.

The generally unfavourable 
record of domestic/national savings 
in least developed and Pacific island 
countries necessarily reflects not 
only the low levels of income per 
capita but also unfavourable 
external circumstances, variations 
in private remittances, and the 
high incidence of natural disasters 
and adverse weather conditions on 
agricultural production and income 
over the years. Nevertheless, on 
occasion a number of these coun- 
tries (including Bangladesh, 
Myanmar and Nepal) have managed 
to achieve higher rates of savings, 
in spite of their relative per capita

incomes. This suggests, on the 
one hand, the existence of some 
untapped savings potential in some 
countries and, on the other, the 
need for an appropriate fiscal 
and financial intermediation frame- 
work and related instruments for 
the mobilization of domestic sur- 
pluses.

National savings can, in 
principle, be generated in both the 
public and private sectors. Those 
from the public sector have two 
sources: surpluses of Government 
revenues over expenditure (which 
are often negative) and those from 
public enterprises. Private savings, 
on the other hand, can be divided 
into corporate and household 
savings (including private unre-

Figure II.7. Selected least developed and Pacific island countries in the 
ESCAP region. Gross domestic savings rate, various years

(Percentage)

a 1980 for Samoa. b 1987 for Samoa and Solom on Islands.
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quited transfers).2 The relative 
importance of savings from each 
sector has tended to vary among 
countries and over time and, in a 
number of least developed and 
Pacific island countries, private 
savings have generally been the 
source of the large bulk of the 
national surplus. Within the 
private sector itself, however, 
surpluses from households tend 
to predominate.3

2. Savings mobilization through 
fiscal means

Governments have typically 
played an important role in the 
resource mobilization process in the 
least developed and Pacific island 
countries. Small internal markets, 
great geographical isolation, and 
the more limited availability of 
entrepreneurship, financial inter- 
mediation and related financial 
services in the private sector render 
such a role unavoidable. Many 
economies — most notably the 
Lao People’s Democratic Republic, 
Maldives, Nepal, Samoa, and 
Vanuatu during the 1980s (table
II.8) — have secured a rise of 
varying magnitudes in domestic

Asian least developed countries

Pacific island countries

Sources: Asian Development Bank, K ey  Indicators o f  Developing M em ber Coun- 
tries o f  ADB, vol. XX (July 1989); C. Browne with D.A. Scott, Econom ic D evelop- 
m ent in Seven Pacific Island Countries (Washington, D.C., IMF, 1989); and Asian 
Development Bank, Asian D evelopm ent O utlook 1989  (Manila, 1989).

a b1981 for savings rate except for Samoa. 1987 for Pacific island coun-
tries, except Kiribati and Tonga; 1988 for savings rate o f  Fiji and Papua New Guinea. 
c 1977. d 1986.

revenue performance also reflected 
short-term .stabilization or adjust- 
ment programmes (e.g. in Samoa) 
which had to be undertaken to

revenue (as a proportion of GDP), 
despite lower growth in GDP and 
export earnings. In several of 
these countries, the improved

Table II.8. Selected least developed and Pacific island countries of ESCAP. 
Gross domestic savings (S), government revenue (G) and tax revenue (T) 
as percentage shares of GDP, various years

1975 1980a 1985 19 88 b

Bangladesh: S
G 
T

Bhutan: G
T

Lao People’s Democratic
Republic: G

T

Maldives: G
T

Myanmar: S
G 
T

Nepal: S
G 
T

7.2
4.3

12.3C 
6 .4 c

11.2
9.6

5.1

3.2
8.7
7.1

10.0
5.2

12.4
5.0

13.8
5.1

17.9
16.4 
10.6
10.9

8.8
7.3

3.1 
8.6
6.9

10.1
5.9

24.5
3.3

27.4
15.6

10.9
13.3
7.8

11.5
8.8
7.1

3.0
9.1
7.5

11.7d
6.5

31.0
3.0

2 8 .1d
14.8

9.0  
11.6

7.3

10.9  
13.3 
10.5

Fiji: S
G 
T

Kiribati: G
T

Papua New Guinea: S
G 
T

Samoa: S
G 
T

Solom on Islands: S
G 
T

Tonga: G
T

Tuvalu: G
T

Vanuatu: G
T

20.2
15.5

62.6 
60.0

17.3
13.5

20.6
16.3

15.2
12.3

32 .8c
12.6C

21.1
21.6
18.2

70.6
28.5

13.3
23.4
19.2

-

24.2
19.8

7.2
21.4
16.8

26.6
17.9

53.9
19.9

17.1
12.8

10.4
25.6
21.3

45.8
15.3

7.7
21.9
18.3

-8 .3
37.4
30.6

7.8
22.3
20.3

27.6
19.8

52.3
15.9

23.7
18.3

15.9
23.4
18.9

56.7
20.9

21.9
23.0
18.0

-1 4 .8
41.4
32.8

7.5
24.5
22.5

30.0
20.7

27.7  
20.4
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2 There are serious methodological
problems in the estimation o f  dom estic/ 
national savings and their component 
sources. Furthermore, the relevant 
serial data are not always available, and 
where available are not always com - 
parable. For a detailed discussion o f  
some major problems and issues, see 
Survey, 1984, pp. 131-133 and the 
references cited therein.

This is attributable to the small 
size o f the corporate sector, in manufac- 
turing and other industrial activities 
in particular, and hence the small size 
o f corporate retained earnings and depre- 
ciation provisions in gross private 
savings. Some available data indicate  
that corporate surpluses ranged from  
1.5 to 2.5 per cent o f  national product. 
Even in industrial countries, the cor- 
responding rates varied from about 2.3 
per cent in the United States o f America 
to 4.7 per cent in Japan during the 
1960s. Survey, 1984, pp. 139-140.



correct the financial imbalance 
resulting from a period of 
unsustainable domestic growth and 
unfavourable external environ- 
ment.4

The large increase in resource 
transfers through taxation has not 
been accompanied by an upward 
trend in the total domestic savings 
rate. This is a matter of concern. 
The available evidence from the 
last two decades indicates generally 
that government savings (i.e. the 
excess of revenue over current 
spending) in many developing 
ESCAP economies have been 
insignificant or negative, and have 
shown considerable yearly fluctua- 
tions.5 In addition, government 
savings out of additional revenue 
are appreciably lower than the 
marginal propensity to save of the 
private sector; the latter is also 
more stable over time.

The need to minimize adverse 
repercussions from increased re- 
source transfer to the public sector 
on the volume and composition 
of private savings is an important 
issue.6 In this context, greater 
attention to the efficiency of the 
tax system is imperative. In 
particular, the buoyancy and

4 The range o f  taxation , expendi- 
ture and m onetary measures im ple- 
m ented are reported at som e length  
in Survey, 19 8 2 , pp. 39-51; 19 8 4 , pp. 
106-114; and 1986 , pp. 68 -74 .

5 This im plies the existence o f  the  
“Please e ffe c t” , nam ely a rise in govern- 
m ent revenue has tended to  be accom - 
panied by a com m ensurate change in  
current outlays. More significantly, 
there is evidence that developm ent/  
capital spending has borne the brunt 
o f  expenditure restraints in tim es o f  
budget austerity. See Survey, 1982 , 
pp. 123-126; 1984 , pp. 157-160; and  
1986 , p. 173 and the relevant references 
cited therein.

6 The net im pact o f  taxation policy
on private sector and aggregate savings
is a m atter o f  som e controversy. For  
an elaboration on  this issue, see Survey,
1 98 2 , pp. 122-140  and the references  
to the literature cited therein.

elasticity of the existing tax system 
can be improved through enlarged 
tax bases, coverage and structures, 
through better design o f tax instru- 
ments and regulations consistent 
with administrative capabilities, 
and through more efficient tax 
administration particularly as 
regards compliance and enforce- 
ment. These are indeed standard 
fiscal prescriptions but their 
potential for raising the efficiency 
of fiscal systems has not been 
exhausted even in the middle- 
income countries which face less 
severe constraints on physical and 
human resources, and institutional 
capabilities.7

There are striking differences 
in the tax burden (or revenue/ 
GDP ratio), which is particularly 
heavy in most of the Pacific island 
subregion. Government revenue 
reached two fifths to one half of 
GDP in Kiribati, Samoa and Tuvalu 
in the mid-1980s; the ratios ranged 
upwards of 23 per cent in most 
other island economies (except 
in the Commonwealth of the 
Northern Mariana Islands and the 
Federated States of Micronesia). 
Per capita, the amount of tax 
collected is very substantial in 
the Pacific islands. Though the 
scope for any significant transfer 
of resources through further widen- 
ing and deepening of the tax base 
in the Pacific least developed 
countries appears to be highly 
limited, the scope for efficiency 
gains is much greater.

By comparison, the propor- 
tion of resources mobilized through 
taxation, clustering around 10 
per cent of GDP, is more modest 
in the Asian least developed coun- 
tries; the exceptions include the 
Lao People’s Democratic Republic 
and Maldives where tax revenue 
approached three tenths of GDP 
in the mid-1980s. The lower

7 For details, see Survey, 1984 , 
pp. 60-62; and World Bank, World 
D eve lo p m en t R e p o r t 19 88 , pp. 83 -104 .

nominal income per head of 
population is one factor behind 
the appreciable differences between 
these two groups of countries. 
Nevertheless, the potential for 
revenue enhancement may be 
considerable in many Asian least 
developed countries. Among other 
things, the average revenue/GDP 
ratios among the developing ESCAP 
economies have not reached ex- 
cessive proportions; those of most 
Asian least developed countries, 
and several Pacific island economies 
for that matter, are well below 
these averages as well as the ratios 
realized by sub-Saharan and Carib- 
bean economies.8

In terms of composition, a 
notable feature common to all 
countries of the developing ESCAP 
region has been the rising share of 
indirect tax revenue. During the 
1980s, for example, the propor- 
tion of indirect to total taxes 
reached upwards of two thirds to 
three quarters in many Asian 
least developed countries and 
several Pacific islands (including 
Samoa and Vanuatu).9 It has also 
been rising in other island coun- 
tries, notably Fiji, Papua New 
Guinea and Solomon Islands. 
Given the constraints of narrow 
tax bases, low income levels and 
other administrative considerations, 
reliance on indirect taxation to 
meet urgent expenditure needs 
appears unlikely to diminish in 
the near future.

Though it is administratively 
more cost-efficient and feasible to 
reach a far larger number of payers 
in both the monetary and sub-

8 A .A . Tait, W.L.M. Gratz and 
B.J. Eichengreen, “International com - 
parisons o f  taxation for selected develop- 
ing countries, 1 9 7 2 -1 9 7 6 ”, IM F  S ta ff  
Papers, vol. 26 , N o. 1 (March 1979), 
pp. 124-156; Survey, 19 8 2 , pp. 126- 
127; and World Bank, World D eve lo p - 
m en t R e p o r t 1 9 8 8 ,  pp. 80-83.

There is no direct taxation in 
Maldives and Vanuatu, and no personal 
incom e taxation in Bhutan.
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sistence economy through taxes 
on items of mass consumption 
rather than through the taxation 
of income or wealth, commodity 
taxes may have serious distor- 
tionary effects and also may raise 
questions of equity. The regressive 
impact of indirect taxes may be 
modified through increased pro- 
gressivity in tax schedules by 
differentiating among goods in 
rates of taxation. However, this 
is precisely the opposite of what 
is required to minimise distor- 
tionary effects, i.e. a single value 
rate covering all items of con- 
sumption.10

In contrast with the experience 
elsewhere in the developing ESCAP 
region, however, non-tax revenue 
is relatively important with a share 
ranging from 40 per cent to up- 
wards of 50 per cent of domestic 
revenue in most Asian least 
developed countries, and around 25 
to 30 per cent in many Pacific 
island countries though the tenden- 
cy is for it to decline.11 Non-tax 
revenue comprises primarily the 
net operating surpluses of public 
sector enterprises, property income 
and user charges. Its failure to 
reflect the real opportunity cost 
of rising levels of public sector 
spending and investment has not 
gone unnoticed.12 In the former 
context, the base as well as the

10 Relevant implications and issues 
axe examined at greater length in Survey, 
1982, pp. 116 and 137-140;and p. 161.

11 Such receipts form less than one  
fifth o f  government revenue in the  
majority o f  the developing ESCAP 
econom ies.

12
A detailed discussion o f relevant 

developments and issues can be found in 
Survey, 1984, pp. 171-183; World 
Bank, World D evelopm ent R eport 1988, 
pp. 168-181; UNCTAD, The Least 
D eveloped Countries — 19 8 8  R eport, pp. 
129-221; and D. Heald, “Privatization; 
policies, methods and procedures” in 
Asian Developm ent Bank, Privatization  
-  Policies, M ethods and Procedures 
(Manila, 1985), pp. 57-107.

level, structure and the auto- 
maticity of adjustments to user 
charges needs examining. The 
growing experience with the sale 
of publicly provided goods and 
services, and with adjustment in 
related charges and fees in develop- 
ing countries generally reveal con- 
siderable revenue potential.

The contribution to national 
savings of public sector enterprises, 
which often occupy an important 
place in not only the utilities 
subsector, but also manufacturing 
and the provision of tertiary 
services, is generally limited. Far 
from being a source of government 
savings, public enterprises in many 
of these economies have often 
generated sizeable demands on 
government budgets to cover 
operating losses; they are also 
provided with privileged access to 
domestic capital markets or foreign 
borrowings, often at concessional 
terms, which involve an implicit 
subsidy.

The generally poor financial 
performance of public enterprises 
has given rise to serious concerns 
about operational efficiency and 
financial discipline. Recognizing 
these weaknesses, a series of 
reforms have been instituted in 
most least developed and Pacific 
island countries, along with many 
other developing economies.13 
These range from greater opera- 
tional autonomy, precise specifica- 
tion of objectives and performance 
criteria, rationalization of pricing 
policies and enhancing financial 
transparency and accountability, 
to divestiture and a reappraisal 
of the environment and scope of 
public sector enterprises themselves 
(see box II.6). Although the im- 
pact of these reforms cannot yet 
be judged, the reform initiatives

13 Details pertaining to reforms in 
individual countries can be found in 
UNCTAD, The Least D eveloped  
Countries -  198 8  R eport, and Trade 
and D evelopm ent R eport, 1989.

represent a useful step forward 
in meeting the requirements of 
social imperatives, and promoting 
more effective public expenditure 
controls and domestic resource 
mobilization. In the longer term, 
they should lead to greater ef- 
ficiency in the overall allocation 
and utilization of the available 
national resources.

Other options for raising 
government savings include careful 
control of current expenditure 
which, as a proportion of GDP, 
has tended to grow in the large 
majority of least developed and 
Pacific island countries. With 
few exceptions (Bangladesh, 
Kiribati, Myanmar, Nepal and 
Tuvalu), current outlays are 
equivalent to about one quarter 
of GDP. The rate of current 
expenditure expansion, however, 
was relatively fast in most Asian 
least developed countries and in 
Fiji during the 1980s. Current 
expenditure growth was contained 
in the Lao People’s Democratic 
Republic, Papua New Guinea, 
Samoa, Tonga, Tuvalu and 
Vanuatu, while Kiribati managed 
to reduce current spending to 
one half of GDP in the mid-1980s, 
compared with over seven tenths 
of GDP in 1975.

The scope for containing 
current outlays appears to be more 
limited in the least developed and 
Pacific island countries than else- 
where in the developing ESCAP 
region.14 Interest payments have 
become a heavy drain on the 
government budget, owing to 
greater external and domestic 
indebtedness and the higher cost 
of borrowings. As a proportion 
of spending during the period 
1975-1987, for example, these 
payments doubled in Bangladesh, 
Fiji, Nepal and Papua New Guinea; 
the rate of growth was much 
steeper, from less than 1 per cent

14 See, for example, Survey, 1982, 
pp. 109-114; and 1984, pp. 163-169.
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to around 5 per cent in Maldives 
and Solomon Islands. Another 
matter of concern is the rising 
share of wages and salaries in 
recurrent expenses, despite con- 
certed efforts for their contain- 
ment by many of these countries. 
Moreover, governments are under 
continued pressure to increase ex- 
penditure on social services — espe- 
cially health, education, housing —

and on infrastructure such as 
transport and telecommunications. 
An alternative would be to secure 
higher payments from recipients of 
these services. Measures in this 
direction have been initiated and 
implemented in several countries.

3. Financial intermediation

An important contribution to 
changing the level and composition

of investible resources and the 
efficiency of their mobilization 
and allocation, can be made 
through the design and implementa- 
tion of appropriate financial 
policies — including measures for 
the widening and deepening of 
sound financial markets, institu- 
tions and instruments. Household 
savings, which generally form the 
bulk of the national surplus, may

Box II.6. Enhanced private sector participation
The continuing em phasis on  

greater roles for market so lutions and 
private initiatives as a m eans o f  
infusing dynam ism  into econom ies has 
taken m any forms. A number o f  the  
region’s least developed countries have 
undertaken partial or com plete  transfer  
o f  ownership and control o f  public  
sector assets to  the private sector. A  
review o f  the measures adopted and  
the success achieved in som e o f  the  
least developed and island countries in  
the ESCAP region reveals interesting  
contrasts.3

The divestiture programme o f  
Bangladesh under the N ew  Industrial 
P olicy o f  1982 was one o f  the largest o f  
such efforts in a developing country.  
Over 6 5 0  public sector enterprises 
in ju te , textiles, chem icals, food ,  
steel and engineering w ere transferred  
to  the private sector, thus reducing  
the public sector share o f  fixed  in- 
dustrial assets from  about 85 to 40  
per cent betw een 1981 and 1986. 
Since 19 8 7 , 49  per cent o f  the equity  
in 16 selected enterprises has also 
been offered for public subscription  
under the Revised Industrial Policy

a See UNCTAD, The L east D evel- 
o p e d  C ountries — 1 9 8 8  R e p o r t  (N ew  
York, U nited N ations, 1989); Tech- 
niques o f  P riva tiza tion  o f  Sta te-  
O w n ed  E nterprises  (W ashington, D.C., 
T he World Bank) 3 vols.: vol. I, C. 
V uylsteke, M eth ods an d  Im p lem en ta - 
tion ;  vol. II, H. Nankani, S elec ted  
C ou n try  Case S tudies;  vol. I ll , R. 
Candoy-Sekse w ith  the assistance o f  
A .R . Palmer, In ven to ry  o f  C ountry  
E xperien ce a n d  R eferen ce M aterials; 
and C. Feinstein , P rivatiza tion  
P ossibilities am ong Pacific Island  
Countries, Pacific Islands D evelopm ent  
Programme Research Report Series 
N o. 2 (H onolulu , East-West Center,
1986).

o f  1986 . Private sector participation  
is planned to reach about 35 per 
cent o f  investm ent under the third 
five-year plan (fiscal 1 9 8 6 -1 9 9 0 ),  
com pared w ith  11 per cent during 
the first plan.

R ecent po licy  reform s and 
initiatives in Afghanistan, the Lao 
P eop le’s D em ocratic R epublic and 
Myanmar have included the prom ul- 
gation o f  new investm ent laws designed  
to  prom ote, am ong other activities, 
jo in t ventures w ith  foreign partners. 
In D ecem ber 1987 the G overnm ent o f  
Afghanistan approved 11 new  invest- 
m ent projects in the private sector, 
w hich w ou ld  raise the share o f  the  
private sector in aggregate incom e  
generation to  25  per cen t in fiscal 
1 9 8 7 /8 8 . Another area in which  
privatization is playing an increasing  
role is dom estic trade and financial 
services. In Bhutan, the Lao P eop le’s 
D em ocratic Republic and Myanmar, 
this has led to higher prices for rice  
and other staples and as a result o f  
liberalization, the benefit o f  higher 

.srecudorp ot no dessap si secirp
Im proved access to  credit and other  
incentives in Bhutan and Nepal are 
being provided through th e  participa- 
tion  o f  private enterprises. The
G overnm ent o f  Nepal has also
prom oted  gradual privatization  
through, am ong other avenues, the  
flo ta tio n  o f  shares o f  som e public  
sector industrial enterprises (including  
textiles , leather, cem ent, tea and
air services).

In the Pacific island subregion, 
the Territory o f  Am erican Sam oa  
is the relative front runner, having  
com pletely  privatized shipyard, repair 
and food-processing facilities through  
com petitive leasing bids in  early 
1985 . There have since been several 
other initiatives, including the sale o f  
a hotel and the awarding o f  contracts

for the provision o f  som e public  
services (m otor vehicle fleet m ainte- 
nance, garbage co llection  and disposal, 
am ong others).

The G overnm ent o f  the Federated  
States o f  M icronesia has alm ost entire- 
ly withdraw n from  areas where private 
businesses are w illing to  operate, w ith  
several activities (vehicle repair, and 
sand and coral dredging) successfully  
transferred to  the private sector. Addi- 
tional activities envisaged for privatiza- 
tion  include the provision o f  water, 
pow er and sewerage, som e public  
works, and transport facilities and 
services. In Fiji, the m anagem ent 
o f  airline services and television broad- 
casting (to  be set up) was awarded  
to  private bidders, w hile privatization  
is either under w ay (governm ent  
shipping fleet and shipyard) or under  
consideration (pow er, post and te le- 
com m unications). G overnm ents in 
several other island econom ies (includ- 
ing N iue, Sam oa and Solom on Islands) 
are also planning for greater private 
participation in the provision o f  
public and other services, including  
housing, som e public works, com - 
m unications and pow er. The privatiza- 
tion  program me in Papua N ew  Guinea, 
endorsed b y  the G overnm ent in 1987 ,  
has so far resulted in the sale o f  three  
small enterprises. Plans for the sale 
o f  eight others are fairly advanced, 
w hile those for another six w ill be  
drawn up shortly. In Tonga public  
enterprise activities are conducted  
largely on  a com m ercial basis and 
their financial position  is m ostly  satis- 
factory. No proposals for privatization  
are under consideration at present.

The small size o f  the market, 
geographical iso lation , high risks 
and lack o f  opportunities to  raise 
capital are am ong the several factors  
inhibiting the grow th o f  private 
sector participation in m any least
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be held in real or financial assets. 
The evidence clearly shows that 
the proportion of private savings 
held in the form of real assets 
declines with the spread of financial 
intermediation.15

A fairly well defined trend 
is the sharp rise in the ratio of M2 
(consisting of currency in cir- 
culation and demand deposits (Ml), 
plus non-demand deposits at bank-

developed and Pacific island coun- 
tries. To some extent these factors 
are less operative in the case o f foreign 
investors, who can integrate their 
activities globally. However, fears o f  
expatriate econom ic domination, and 
o f possible ethnic or regional concen- 
tration o f capital and entrepreneurial 
expertise, result in the imposition o f  
restrictive laws against foreign 
participation. Although some o f  these  
concerns may seem justified, the 
im position o f global restrictions is 
unlikely to achieve the objective.

The private sector can play a 
catalytic role in identifying privatiza- 
tion options and opportunities, and 
put forward realistic bids. This would  
help governments reconcile the con- 
flict between efficiency and equity, 
given clearly defined objectives and 
mandates o f  privatization policy. At 
the same time, the prospective poor 
proceeds or returns from a con- 
templated sale or bid should not in 
themselves deter privatization. The 
im position o f management and other 
reforms on a state enterprise at a 
sufficient time prior to its disposal 
or lease could raise its attractiveness 
to potential entrepreneurs. The 
granting o f  a m onopoly, or o f  restric- 
tive conditions on com petition, would  
artificially raise the value o f  activities 
under privatization. This could prove 
counter-productive in the long run 
because, at its worst, it may involve 
the substitution o f  inefficient private- 
ly owned m onopolies for publicly 
owned ones, and may feed corrup- 
tion.

Generally, however, the privatiza- 
tion process is likely to be long and 
twisting, and some trade-offs are 
inevitable given the special develop- 
ment circumstances and barriers in 
m ost least developed and Pacific 
island countries.

ing institutions) to GDP, as well 
as the increasing proportion of 
non-demand deposits over M2 
among most of the least developed 
and Pacific island countries over 
the last two decades or so (figure
II.8).16 These imply the faster
accumulation of financial assets, 
and a shift of asset portfolios in 
favour of semi-liquid wealth, 
relative to aggregate income growth
— two importance characteristics 
of growing financial widening and 
deepening (through, principally, the 
expansion of banking services, and 
the development of new financial 
institutions and innovative financial 
instruments).

Official intervention continues 
to exist in credit allocation and 
pricing. Directed credit, often at 
concessional interest rates, is 
frequently targeted in favour of 
public sector enterprises and 
priority economic sectors in most 
least developed and Pacific island

15 Asian Development Bank, 
Dom estic Resource M obilization through  
Financial Developm ent, vol. 1: Main 
R eport (Manila, 1984); and Survey, 
1984, chap. 2, pp. 137-153. See also 
World Bank, World D evelopm ent R eport 
1989, pp. 54-69; H.T. Patrick “Financial 
development and economic growth in 
underdeveloped countries” in W.L. Coats 
Jr. and D.R. Khatkhate, eds., M oney and  
M onetary Policy in Less D eveloped  
Countries (New York, Permagon Press, 
1980), pp. 40 ff.; M.J. Fry, “Saving, in- 
vestment, growth and the cost of 
financial repression,” World D evelop- 
ment, voL 8, NO. 4 (April 1980), pp. 
323-324; and W.S. Kim, “Financial 
development and household savings; 
issues in domestic resource mobilization 
in Asian developing countries,” Asian 
D evelopm ent Bank Econom ic S ta ff  
Paper 10  (July 1982), pp. 29-50.

16 During the period 1975-1987, 
for example, the M2/GDP ratio expand- 
ed from around 10-25 per cent to about 
one third up to one half in the majority 
of these countries; the corresponding 
M1/M2 percentages fell from around 
60-80 per cent to about 35-50 per cent, 
except in Afghanistan where the per- 
centage remained largely unchanged 
(at around 80 per cent).

economies. It can be useful as a 
way around the inadequacies of the 
domestic financial markets but this 
has not always been the case. In 
addition, large and influential bor- 
rowers within the priority sectors 
often benefit most from subsidized 
and directed credit.17

However, there has been an 
increasing emphasis on market 
signals in many of these economies 
over the years. The available 
evidence from the developing 
ESCAP region reveals a positive 
relationship between the rate of 
interest and private savings — 
through changes in both the com- 
position and volume of financial 
assets, and hence in the efficiency 
of credit allocation and use. In- 
terest rate reforms have been in- 
troduced on several occasions over 
the past two decades, resulting 
in substantial increases in nominal 
rates and positive real interest 
rates in varying magnitudes in 
Bangladesh, Fiji, Kiribati, Nepal 
and Papua New Guinea, among 
others.18 The maintenance of 
real interest rates has also been

17 World Bank, World Developm ent 
R eport 1989, pp. 55-61.

18 There has been apprehension that 
high real interest rates may deter in- 
vestment. A more crucial determinant, 
however, is the marginal productivity 
of capital. Besides, increased savings 
flows and the consequent greater effi- 
ciency in intermediation would lower 
the cost of loanable funds over time. 
Moreover, to the extent that the 
enlarged organized market is able to 
accommodate credit demand previously 
satisfied in the informal markets, the 
average cost of funds would fall. See 
D.R. Khatkhate, “Analytic basis of the 
working of monetary policy in less 
developed countries” in W.L. Coats, 
Jr. and D.R. Khatkhate, eds., M oney and  
M onetary Policy in Less D eveloped  
Countries, op. cit., pp. 139-145; M.J. 
Fry, “Saving, investment growth and 
the cost of financial repression”, World 
D evelopm ent, op. cit., pp. 323-324; 
and Asian Development Bank, Dom estic  
Resource M obilization through Financial 
Developm ent, vol. 1: Main R eport, 
p. 18.
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Figure II.8. Radio of quasi-money over money supply (M2), 1971-1987

Selected least developed countries 
in the Asian subregion of ESCAP

(Percentage)

Selected Pacific island economies 
in the developing region of ESCAP

(Percentage)

helped by measures to control 
domestic inflation which, owing 
to a variety of factors, has been 
much more modest throughout 
most of the developing ESCAP 
region in the 1980s, compared 
with the more turbulent previous 
decade.

More attractive rates of returns 
on deposits, adjustment in the 
exchange rates, and the granting 
of premiums in the secondary 
foreign exchange market have con- 
tributed, in particular, to the 
mobilization of substantial re- 
mittances from migrants and con- 
tract workers abroad. Such an 
inflow more than doubled the rates 
of domestic savings (to about 5 
per cent in the early 1980s and
6.5 per cent in the mid-1980s) in 
Bangladesh; it also contributed 
substantially to national savings in 
several island countries, most

 -retnI .agnoT dna aomaS ylbaton
nationally competitive rates on 
large-scale time deposits were intro- 
duced by Kiribati in 1984 and 
resulted in the repatriation of 
considerable funds that had pre- 
viously been held abroad.19 There 
remains, however, considerable 
scope for channelling overseas 
remittances into more productive 
purposes, rather than largely for 
the purchase o f real estate and 
luxury consumer items. A better 
understanding of the determinants 
of the recipients’ decisions as 
regards end uses of remittances 
is necessary before the policy and 
institutional disincentives can be 
further identified and removed.20

19 C. Browne w ith  D .A . Scott, 
E con om ic  D eve lo p m en t in  Seven Pacific  
Island Countries, o p .c it.,  p. 28.

2 0  Survey, 1984 , p. 140.

B. EXTERNAL RESOURCE 
TRANSFER

The inward flows of foreign 
savings have played a crucial role 
in the growth and transformation 
process of the developing countries 
in general.21 External resources 
thus serve as a means of supple- 
menting inadequate domestic 
savings, of relaxing the acute

21 T he aggregate volum e consists o f  
officia l and private com ponents. The  
officia l com ponent is dom inated by  
developm ent grants-in-aid and loans, 
largely at concessional term s and condi- 
tions, plus other o fficia l transfers from  
b oth  bilateral and m ultilateral sources. 
T he private flow  is com posed o f  invest- 
m ent capital (both  direct and p ortfo lio ),  
short-term export credits, and com m er- 
cial m arket loans norm ally although  
n ot always guaranteed by the Govern- 
m ents concerned.
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foreign exchange constraint, and of 
gaining access to imported capital 
and technology essential for a 
faster rate of economic develop- 
ment.22

22 The relationship between external 
resources and domestic savings, as well 
as that between cyclical export instabi- 
lity and the rates o f domestic capital 
formation and econom ic growth has 
been a highly controversial subject in 
the literature on development eco- 
nomics, particularly in the 1970s and 
early 1980s. See, for example, Survey, 
1985, p. 193 and the references cited  
therein.

1. Overall trends

The total volume of net 
financial disbursements in favour 
of the least developed and Pacific 
island countries, as reported by 
the Organisation for Economic Co- 
operation and Development 
(OECD), has generally expanded 
at a sharp, although varying, rate. 
In absolute terms, the net inflow 
has been by far the most substantial 
in Bangladesh, Myanmar, Nepal 
and Papua New Guinea. During 
the period 1985-1987 these coun- 
tries accounted for an annual

average of $2.34 billion, or nine 
tenths, of the total development 
financial flows to the 11 least 
developed countries and 13 island 
economies in the ESCAP region 
(table II.9).

Bangladesh has been the largest 
recipient with inward flows of 
development finance rising from 
an annual average of just over $300 
million in 1971-1974 to almost 
$1.4 billion in 1985-1987. The 
exceptionally high rate of growth 
of external resource transfers to 
the smaller, least developed and 
Pacific island countries, reaching

Table II .9. Least developed countries and Pacific island economies in the ESCAP region. Annual average of overseas 
financial inflows from all sources, various periods
(Millions o f  US dollars)

Sources: Organisation for Economic Co-operation and Development, Geographical D istribution o f  Financial Flows to Develop- 
ing Countries (Paris) various issues; South Pacific Commission, South Pacific Econom ies 1982: Statistical Summary  (Noumea), 
various issues; and Asian Development Bank, K ey Indicators o f  Developing M em ber Countries o fA D B  (Manila), various issues.

a In United States dollars. b 1971-1974. c 1972-1974. d 1985-1986. 0 1976-1978. f  1980 and 1984 only.
g The Trust Territory o f  the Pacific Islands comprised the Commonwealth o f  the Northern Mariana Islands, Federated States o f  
Micronesia, Republic o f  the Marshall Islands and Republic o f  Palau.
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39.5f 
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5.2
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158.6
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3.4
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6.4
220.9  

79.4

7.1

40.8
55.1

7.2 
0.7 
3.6

301.7

21.2
23.2  
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9.8
2.5

28.2
95.9

302.1b
0.4

68.9

56.0
29.4

5.5c

19.1

3.7 
- 0.6

2 .0c
314.6

3.5
10.5

1.6

8.8 
60.0

Asian least developed countries
Afghanistan
Bangladesh
Bhutan
Lao People’s Democratic Rep.
Maldives
Myanmar
Nepal

Pacific island economies
Commonwealth o f  the Northern Mariana Islands 
Cook Islands
Federated States o f Micronesia
Fiji
Guam
Kiribati
Nauru
Niue
Papua New Guinea 
Republic o f  Marshall Islands 
Republic o f  Palau 
Samoa
Solom on Islands
Territory o f  American Samoa
Tonga
Tuvalu
Vanuatu
Trust Territory o f  the Pacific Islandsg
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over tenfold in several instances 
(Bhutan, Maldives, Samoa, Tonga), 
is attributable to the small start- 
ing base; besides, the relevant 
amounts are comparatively minor 
in absolute terms. Nepal was the 
only large least developed country 
in Asia with a sizeable volume of 
resource transfer to receive a 
commensurably fast rate of 
external savings inflow. The net 
flow to Afghanistan and the Lao 
People’s Democratic Republic has 
been stagnant or falling in absolute 
terms since the mid-1970s.23 The 
net flow to Fiji and Papua New 
Guinea declined steeply in the mid- 
1980s, reflecting the completion 
of substantial investment projects 
in Fiji and Papua New Guinea 
which had caused an appreciable 
expansion in resource inflow during 
most of the period 1970-1985.

The most striking characteristic 
of external finance inflow in the 
Pacific island subregion is that, 
by global standards, its levels 
per head of population (except 
in the larger countries of Fiji and 
Papua New Guinea) are among 
the highest in the world. In 
particular, nine economies received 
external resources of from around 
$500 to over $3,000 per capita 
during the period 1985-1987. 
Even for Fiji and Papua New 
Guinea the amounts obtained were 
far larger per capita than was the 
case for the least developed and 
other low. income countries in 
Asia, except Maldives (table II.9).

2 3 One reason for this trend  
probably is the inadequate data as 
regards the net flow s from  m em bers o f  
the Council for Mutual E conom ic  
Assistance (CMEA). The available 
inform ation on total com m itm ents o f  
assistance from  all sources (as reported  
in OECD, Geographical D istribu tion  
o f  Financial F low s to  D eve lop in g  
C ountries (Paris), various issues) gives an 
average annual volum e o f  $289 m illion  
for Afghanistan and $190  m illion for  
the Lao P eop le’s D em ocratic Republic  
during the period 198 5 -1 9 8 7 .

The high levels of external 
resource transfer per head of 
island population is attributable, 
in part, to the lumpy nature and 
other diseconomies of scale faced 
by island Governments in the 
provision of essential infrastruc- 
tures and basic services for widely 
dispersed groups of small popula- 
tion. They also reflect the his- 
torical and other special relation- 
ships between many Pacific islands 
and the metropolitan countries — 
notably Australia, New Zealand 
and the United States, among 
others.24 With few exceptions, 
bilateral sources provide, on the 
average, between two thirds and 
upwards of four fifths of the 
inflow of external resources to 
the Pacific island subregion (figure
II.9). In addition, a predominant 
share of such resources consists 
of budgetary grants-in-aid.

Bilateral sources, in com- 
parison, provide a much lower 
proportion of total resource 
transfers in the Asian least devel- 
oped countries (see box II.7). 
Their relative importance, however, 
has increased somewhat, from 
about one half to three quarters 
in the past 10 years or so; the 
bilateral share has remained large- 
ly constant in the case o f Myanmar 
during the same period. With few 
exceptions, however, the bulk of 
external resources has been 
allocated for the funding of

24 There are, in particular, long-term  
aid agreem ents betw een Australia and  
Papua New G uinea. Other island  
econom ies — including the C ook Islands, 
N iue, the Federated States o f  
M icronesia, and the Republic o f  the  
Marshall Islands — have entered, in  one  
form  or another, in to  com pacts o f  free  
association w ith  N ew  Zealand or the  
United States w hich entails, am ong  
other provisions, substantial budgetary  
funding and other developm ent assis- 
tance. The C om m onw ealth o f  the  
Northern Mariana Islands is a com - 
m onw ealth o f  the U nited States; the  
United States also adm inisters Guam  
and the Territory o f  Am erican Samoa.

development projects and, to a 
much lesser extent, food aid.

2. Official development 
assistance

Official development assis- 
tance (ODA), in the form of 
grants and loans, generally pre- 
dominates in the external resource 
transfers to the least developed and 
Pacific island countries. During 
the 1980s, in most cases, it 
amounted to upwards of nine 
tenths of the total inflow. The 
absence of any sizeable or sustain- 
ed transfer o f private sector capital 
is thus most conspicuous, except 
in the case of Papua New Guinea 
and, to a much lesser extent, Fiji. 
However, separate data are not 
available for many Pacific islands, 
including the Commonwealth of 
the Northern Mariana Islands and 
Guam, where there is also a large 
tourist industry.25 By comparison, 
ODA constituted less than one 
third of external resource inflows 
to members o f ASEAN (exclud- 
ing Brunei Darussalam and 
Singapore) in the mid-1980s.26

As a whole, ODA was also 
equivalent to 5-10 per cent of GNP, 
and hence a much larger propor- 
tion as regards domestic capital 
formation, in the Asian least 
developed countries (except the 
Lao People’s Democratic Republic 
and Maldives) and a number of 
Pacific islands including Fiji, Guam 
and Papua New Guinea. Elsewhere, 
the ratio ranged from around one

25 Foreign direct investm ent (m ost  
substantially in  m ining but also in several 
agricultural projects) accounted annually  
for about 10 per cent o f  the net financial 
in flow  o f  Papua N ew  G uinea in the late  
1970s and, together w ith  large am ounts  
o f  export credit and m inor portfolio  
investm ents, was equivalent to  alm ost  
one quarter o f  the annual inflow  in  
198 2 -1 9 8 4 . Foreign direct investm ent  
contributed 8 per cent to  the annual 
resource transfer to  Fiji in  1 9 78-1982 .

26  Su rvey, 1984 , pp. 19 4 -1 9 5 .
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fifth (Commonwealth of the 
Northern Mariana Islands, the Lao 
People’s Democratic Republic, 
Maldives, Samoa and Territory of 
American Samoa) to between one 
half and three quarters in several 
other Pacific islands (table II. 1, 
p. 105).27 In these latter cases 
especially, it appears that ODA has 
served not only to supplement in- 
adequate domestic savings, but also 
to sustain the low levels of 
domestic incomes relative to ex- 
penditure.

The nominal flows to Bang- 
ladesh, by far the largest recipient 
of ODA, peaked at $1.28 bilhon in 
1980 and averaged $1.17 billion per 
year during the period 1981 -
1985. Kiribati, the Lao People’s 
Democratic Republic, Maldives, 
Myanmar, Solomon Islands and 
Vanuatu were among countries 
experiencing a steeper decline 
during the first half of the 1980s 
after their ODA inflows reached 
the highest level in 1979 or 1980. 
The volume of such assistance 
became virtually stagnant elsewhere

27 UNCTAD, The Least D eveloped  
Countries -  19 8 8  R eport, pp. A-28 and 
A-29.

— including in the Cook Islands 
Fiji, Nepal (in 1982-1984), Papua 
New Guinea, Samoa and Tonga. 
ODA inflows recovered and 
expanded sharply in many least 
developed and Pacific island coun- 
tries from about 1985 on the 
strength of economic recovery in 
most industrialized countries and 
improved local absorptive capabi- 
lities, among other favourable 
factors.

The flows of ODA were 
expanding relatively fast in the 
second half of the 1970s so that 
the disbursed volume in 1980 
was more than double the cor- 
responding level in 1976 in the 
large majority of the least 
developed and Pacific island coun- 
tries. Many of them, however, 
witnessed a reversal of this trend 
with the nominal value of ODA 
remaining stagnant or falling in 
absolute terms in the first half of 
the 1980s. Such an adverse devel- 
opment was due to, among other 
reasons, the stagflation and slow- 
down in economic expansion in 
several donor countries during 
most of this period. Furthermore, 
it was accompanied by a con- 
siderable compression of ODA real

purchasing power: producer prices, 
for example, went up by about 15 
per cent in the United States 
between 1980 and 1984.

According to the limited data 
available, many least developed and 
Pacific island countries have not 
encountered a noticeable or 
sustained deterioration in the quali- 
ty of external resource transfers, 
as have most of the less disad- 
vantaged and faster growing 
economies elsewhere in the devel- 
oping ESCAP region 28 The an- 
nual rates of interest on new 
debt commitments, clustering 
around 1 to 1.5 per cent in the 
mid-1970s, hardened somewhat to 
around 2 per cent in the early 
1980s, and then fell back 1 per 
cent or less from the mid-1980s. 
However, there was a steep upswing 
in the annual rates of interest on 
new commitments in Papua New 
Guinea (to around 10.5 per cent) 
and Maldives (to 6.5 per cent) 
during most of the first half of the 
1980s, and in Myanmar (to around
3.5 per cent) between 1977 and 
1982. This was due largely to

28 Survey, 1984, pp. 202-203.

Figure II.9. Average share of ODA from multilateral agencies in total ODA, various periods

Least developed countries in the Asian subregion of ESCAP

(Percentage)

Selected Pacific island economies 
in the developing region of ESCAP

(Percentage)
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cial bank and other private 
financing, and short-term supplier 
credits in these countries. Partly 
as a result, a sharp decline of at 
least one half in the grant element 
in new debt commitments was 
evident in Maldives and Papua

New Guinea during the same 
period. On the other hand, high- 
income Fiji has had a very low 
ODA grant element from all 
external creditors, of 10 per cent 
or less.

Most other least developed and 
Pacific island economies were ac-

 -gnar ,stnemele tnarg hgih dedroc
ing from around 50 per cent 
(Myanmar) to upwards of 70 per 
cent (Bangladesh, the Lao People’s 
Democratic Republic, Nepal, and 
Solomon Islands). The proportion 
of grants became lower in the 
early 1980s but recovered strong-

Box II.7. Finance from multilateral agencies
A lthough the bulk o f  foreign  

developm ent assistance received by  
Pacific island developing countries  
com es from  bilateral sources, m ulti- 
lateral institu tions play an im portant  
role in providing them  w ith  sort-term  
com pensatory finance. Such assistance  
is required to  m oderate the im pact 
o f  cyclical instability in earnings 
from  m erchandise exports and tourism , 
and in rem ittance receipts, as well 
as o f  em ergency im ports owing to  
destruction o f  crops b y  natural disas- 
ters — events w hich occur frequent- 
ly in m any island countries. A major  
source o f  such finance, particularly  
for Kiribati, So lom on Islands and  
Vanuatu, is the STABEX schem e  
operated by the European E conom ic  
C om m unity. STABEX transfers in- 
corporate a high grant elem ent and/ 
or generous repaym ent conditions. 
Solom on Islands’ receipts under this  
schem e, for exam ple, totalled  over 
$SI 62 m illion (or 15 per cent o f  
m erchandise export earnings) during  
the period 198 6 -1 9 8 8 . A com panion  
schem e was recently set up for the  
benefit o f  the least developed coun- 
tries w hich were n ot signatories to  
the Lom e C onvention (including the  
STABEX schem e). In 1988 , about  
one half o f  the claim s (totalling 19 
m illion European Currency Units)  
by Bangladesh and Nepal were paid  
under this m echanism .a

Com pensatory financing is also

a For details, see Survey, 1987, 
p. 171; and A. Hewitt, “STABEX: An 
evaluation of the economic impact 
over the first five years”, World 
D eve lo p m en t, vol. 11, No. 12 
(December 1983), pp. 1005-1027; 
and ib id ., “STABEX and commodity 
export compensation schemes: pros- 
pects for globalization” , World 
D eve lo p m en t, vol. 15, No. 5 (May 
1987), pp. 617-631.

available under the Com pensatory  
Financing F acility  established in  1963  
and adm inistered b y  the International 
M onetary F und (IM F). M any least 
developed and Pacific island countries  
have at tim es m ade use o f  this ar- 
rangem ent, although the elem ent o f  
conditionality  im plicit in the require- 
m ents o f  “co-operation” and generally  
hard term s o f  such finance m ake its  
acceptance d ifficu lt for the affected  
countries w hose problem s are o ften  
o f  a structural nature rather than  
sim ply a tem porary shortfall in export  
receipts.b

A num ber o f  least developed  
and Pacific island countries have  
also availed them selves o f  m ulti- 
lateral financing through the short- 
term stabilization and structural 
adjustm ent programmes o f  IMF and  
the World Bank. Bangladesh, the  
Lao P eop le’s D em ocratic R epublic, 
Myanmar, Nepal and Sam oa have  
m ade use o f  these arrangements in  
co-operation w ith  IMF and/or the  
World Bank in the 1980s. The  
adop tion  o f  such programmes has 
in  m any cases b ecom e a prerequisite  
for securing fresh or additional donor  
funding or debt relief. However, 
the conditionalities attached to  po licy-  
based lending, w hich can be num erous  
and com prehensive, have o ften  created  
serious problem s o f  im plem entation, 
w hich require deflationary policies  
beyond  the countries’ tolerance lim its  
and im pose severe costs on  social 
welfare and long-term  grow th capabi- 
lities.c

Dem and com pression measures
— through appropriate adjustm ents in  
the exchange rate, the m oney  supply

b Survey, 19 8 7 , pp. 170-171; and 
UNCTAD , Trade a n d  D eve lo p m en t  
R ep o rt, 1 9 8 9  (U n ited  N ations publica- 
tion , Sales N o. E .8 9 .II .D .1 4 ), pp. 
173-174 .

and governm ent spending — can, 
at best, im prove the balance o f  pay- 
m ents in the short term . However, 
th ey  do not help achieve the long- 
term objectives o f  im proved econom ic  
effic ien cy , growth and transform ation  
w hich w ould require shifts in produc- 
tion  structures and accom m odating  
changes in  the p o licy  environm ent. 
These supply shifts, w h ich  cannot  
occur instantaneously in any case, 
take place particularly slow ly in the  
least developed and Pacific island  
countries ow ing to  the existence  
o f  a variety o f  special developm ent  
constraints.

F or it to  be successful, m ore- 
over, their restructuring process has 
to  be continued w ithou t severe, un- 
foreseen interruptions over a 
reasonably long term o f, say, up to  
10 years. This im plies, am ong other  
requirem ents, a larger or m ore assured 
flo w  o f  external finance and ade- 
quate access to  world markets and 
technologies, not on ly  to  ward o ff  
exogen ous shocks but also to  over- 
com e the bottle-necks that are bound  
to  em erge due to  differences in  sectoral 
adjustm ent dynam ics and speeds. A  
longer tim e-fram e and larger resource  
transfers through adjustm ent-based  
trade and/or aid during the transition  
period are requirem ents for w hich  
no current arrangements, w hether  
short-term financial stabilization or 
structural adjustm ent programmes, can  
m ake or ensure adequate provision.

c For a detailed discussion of 
major issues and implications, plus 
relevant country experience, regarding 
conditionality and concessionality, see 
UNCTAD, The L ea st D eve lo p ed  
C ountries  — 1 9 8 8  R e p o r t  (United 
Nations publication, Sales No. 
E.89.II.D.3), pp, 93-107; and Trade 
a n d  D e ve lo p m en t R ep o rt, 1989, 
pp. 163-175.
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provement in concessionality 
from the mid-1980s in many cases. 
Generally, the least developed and 
Pacific island countries have ex- 
perienced a fast accumulation of 
external debt. As a proportion 
of GNP/NMP, such debt expand- 
ed from around 20 to 40 per cent 
in 1970 to upwards of 100 per cent 
in several countries (Afghanistan, 
the Lao People’s Democratic 
Republic, Maldives, Papua New 
Guinea and Vanuatu) in 1987. 
Consequently, the debt service 
burden as a percentage of export 
earnings on goods and services 
plus inward private remittance 
(in the case of Bangladesh and 
Samoa) expanded generally from 
less than 10 per cent in the mid- 
1970s to about 15 per cent a 
decade later. However, Myanmar 
and, to a much lesser extent, the 
Lao People’s Democratic Republic 
faced a much heavier debt service 
burden in the mid-1980s.

The sizeable gap between ODA 
disbursements and commitments 
is of particular concern to those 
least developed and Pacific island 
countries which are very heavily 
dependent on external resource 
transfer. The proportion clustered 
around 70-80 per cent for many 
countries during 1986-1987, 
although the smaller Pacific island 
economies tended to register a 
higher percentage. Bangladesh 
was a large country with one 
of the smallest gaps between com- 
mitments and disbursement 
(averaging just over $320 million 
per annum) in the mid-1980s. 
This discrepancy, like that re- 
gistered by many other coun- 
tries, has been narrowing over 
the past 10 years, reflecting a 
concerted effort between donor 
countries and agencies and the 
recipient Governments to ensure 
enhanced delivery and more effec- 
tive utilization of scarce resources.

There is considerable room for 
improvement, however. The large

gap between commitments and 
disbursements suggests that, among 
other persisting problems and 
constraints, there are certain limits 
in local absorptive capacity. These 
are due, in turn, to weak institu- 
tional mechanisms and procedures 
for project planning and imple- 
mentation, inadequate comple- 
mentary resources (physical, 
financial and human), and dis- 
ruptive exogenous shocks and un- 
foreseen delays. For example, the 
convergence in Bangladesh of three 
adverse developments — the poor 
1982 food grain crop, the sharp 
deterioration in the terms of trade 
and the stagnation of aid flows 
in 1981-1982 — necessitated a 
sizeable scaling down of public 
investment and, in consequence, 
in aid disbursements during the 
early 1980s.

Underdisbursement generates 
other unfavourable indirect effects. 
The absence of complementary 
or follow-up development projects 
(for example, distribution net- 
works, pumps) may reduce signi- 
ficantly the utility or utilization 
rate of those which have been 
established (for example, wells, 
water storage, generating facilities). 
Delayed projects often generate 
cost overruns; they may aggravate 
implementation problems further 
through the reduction in local 
counterpart funds and other crucial 
allocations for the operation and 
maintenance of established or in- 
progress projects.

The size of ODA in relation 
to domestic capital formation has 
appreciably enlarged recurrent cost 
outlays, which few least developed 
and Pacific island countries can 
make provision for without con- 
siderable difficulty. This problem 
has been recognized by the donor 
community and the vigorous im- 
plementation of responsive 
measures as regards operation and 
maintenance needs would certainly 
help relieve some financing pressure 
in the recipient countries.29
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30 Survey, 1985, p. 69 and Survey, 
1986, p. 58.

The establishment of the 
Tuvalu Trust Fund (discussed 
earlier) is one innovative moda- 
lity in this regard. The Fund 
is designed specifically to provide 
a steady and reliable source of 
income (after making allowance 
for maintenance of the capital 
sum) to meet the recurrent outlays 
for operations and maintenance 
of existing social and economic 
infrastructures; these national assets 
were set up mostly with external 
assistance.30 The need for stability 
and predictability in external bud- 
getary support is another major 
concern in small developing coun- 
tries where such assistance com- 
mands significant quantitative and 
qualitative dimensions in develop- 
ment planning and budgeting. The 
Governments of Australia and 
Papua New Guinea have entered 
into a series of five-year agreements 
with explicit specifications concern- 
ing the size of annual aid flows. 
Similar provisions as regards future 
financial assistance are also con- 
tained in the compacts of free 
association between the United 
States and the Federated States 
of Micronesia and the Republic of 
the Marshall Islands.

3. External private capital

The annual flow of foreign 
direct investment (FDI) in the 
developing ESCAP region doubled 
from an average of $2 billion a 
year during the period 1975-1980 
to $4.8 billion during the period 
1981-1985. The volume of FDI 
has become much larger in the past 
few years, with increased outflows 
from Japan and with several 
developing economies in East and 
South-East Asia becoming im- 
portant sources of FDI. However, 
the high and middle income, 
rapidly industrializing and fast-



growing economies in East and 
South-East Asia have been the 
destination for over nine tenths 
of the flows from major investing 
sources — Japan, the United States 
and members of the European 
Community in particular.

Foreign private capital, for 
all practical purposes, has by- 
passed the poorer, least developed 
and other low-income countries 
in the developing ESCAP region. 
Among these, only a handful of 
bigger and better endowed Pacific 
islands have been the destination 
of sizeable FDI flows largely for 
the development of export-oriented 
activities. Papua New Guinea 
received by far the most substantial 
inflow of FDI among the least 
developed and Pacific island 
economies in the 1970s and 1980s. 
Such resource transfer, however, 
was directed mostly to the mining 
subsector and, to a much lesser 
extent, to agriculture (including 
forestry and fishery).31 The large 
inflow of foreign capital to several 
other island economies was 
channelled mainly to the provision 
of tourist facilities and, to a lesser 
extent, some assembly-type manu- 
factures and financial services. The 
high labour content of these acti- 
vities has contributed favourably 
to local employment, although 
their high import content reduces 
considerably the net contribution 
to aggregate domestic income.

The long-standing failure of 
many smaller island and atoll 
economies to attract much sustain- 
ed investment inflows is due more 
to their highly limited resource 
endowments, and hence limited

31 Investment in the Ok Tedi gold/ 
copper mining project was estimated 
at over $1.1 billion at 1981 prices. 
Further investment in gold mining is 
expected to help double output, to 75 
tons, between 1987 and 1992. Papua 
New Guinea will then rival Australia as 
one o f  the two major world gold pro- 
ducers. Survey, 1988, p. 53.

economic opportunities and poten- 
tial, rather than to the absence 
of any external business interest. 
In this connection, the cir- 
cumstances facing many Asian 
least developed countries and the 
Pacific island economies regard- 
ing investment capital and trade

access present, therefore, a 
comparative contrast. Generally, 
the island economies have been able 
to make considerable progress 
during the 1970s and 1980s in 
inducing the region’s developed 
countries to co-operate in ac- 
celerating the growth of the island

Box II.8. Global warming and Pacific islandsa
Environm ental factors have al- 

ways aroused serious concern am ong  
Pacific island countries, where 
cyclones, hurricanes, tidal waves and 
floods are a frequent occurrence. 
But the phen om en on o f  “global 
warm ing” has aroused fears about 
the very extin ction  o f  som e islands 
w ith in  a few  decades. While scientific  
estim ates about the ex ten t and serious- 
ness o f  the phenom enon differ, it 
is clear that the problem  is serious 
enough to require urgent global 
attention.

The problem  partly stem s from  
chem icals produced by industrial and 
consum ption activities w hich interfere  
w ith  the w ay ozone gas is created  
and broken dow n. There are indica- 
tions o f  increases in o zon e  in the 
lower atm osphere and decreases in 
the upper atm osphere. O zone helps 
filter out m uch o f  the sun’s ultraviolet 
radiation; such radiation is responsible  
for sunburn, snow  blindness, eye  
dam age, the premature aging and 
wrinkling o f  skin, and lethal skin 
cancer. O zone, w hich is also a green- 
house gas, absorbs the earth’s infrared 
radiation and thus indirectly affects  
its tem perature and clim ate.

The atm ospheric concentration  
o f  several other gases, including carbon

a Materials in this b o x  are drawn 
from  various publications by the  
G lobal Environm ent M onitoring 
System  (GEM S) o f  the U nited Nations  
Environm ent Programme, including  
The Changing A tm o sp h ere ,  UNEP  
Environm ent Brief N o. 1; The Green- 
house Gases, UNEP/G EM S Environ- 
m ent Library N o. 1 (1 9 8 7 );  and The 
O zone L ayer, UNEP/GEM S Environ- 
m ent Library N o. 2 (1 9 8 7 ). See also 
P. Hulm , A  C lim ate o f  Crisis' G lobal 
Warming an d  th e  Island Sou th  Pacific  
(Port M oresby, The A ssociation o f  
South Pacific Environm ental Institu- 
tions, 1989).

d iox ide, which is by far the m ost 
im portant greenhouse gas, is rising 
rapidly. If this trend continues, 
it is conservatively estim ated that 
the earth’s surface tem perature will 
increase betw een 1 .5 °  and 4 .5 °  Celsius 
by the year 2 0 3 0 . In contrast, the 
earth’s average tem perature has rarely 
risen by m ore than 1° - 2 °  Celsius over 
the past 1 0 ,0 0 0  years. The tem pera- 
ture in the m ost recent Ice Age, for  
instance, was on ly  about 5 °  Celsius 
colder than it is now .

Am ong other postulated changes 
w ith  m ostly  adverse im pact on the 
ecological balance, global warming 
o f  the above m agnitudes could raise 
the sea level betw een 20 cm and 
upwards o f  1 m etre. A lthough these  
estim ates are subject to  considerable  
margins o f  error, i f  realized they  could  
prove disastrous, as nearly one third 
o f  all hum an beings live w ithin 60  
km  o f  a coastline. A rise o f  5 0  cm  
w ould inundate large areas o f  
Bangladesh and virtually destroy m any  
atolls in the Indian and Pacific Oceans; 
high coral and volcanic islands w ould  
lose  their low  and swam py lands. 
Pacific islands to be profoundly or 
severely affected include the Cook  
Islands, the Federated States o f  
M icronesia, Kiribati, Nauru, Niue, 
the R epublic o f  the Marshall Islands, 
the Republic o f Palau, Tonga, and 
Tuvalu.

Even if  these apocalyptic fore- 
casts do n ot com e true, there would  
be other serious dangers to  life in 
Pacific island countries. A ll would  
suffer greater salinity in their already 
lim ited ground-water supplies for 
drinking or cultivation, w hile m ost 
o f  the islands in the southern Pacific 
Ocean w ould have less rain. Cyclones 
could be expected  to increase in 
in tensity  and this w ould add to land 
erosion in dry areas where the sur- 
face soil was exposed . Marine m icro- 
organisms and hence the fishery food
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economies. Evidence of this is 
strong in the promotion of foreign 
trade and investment and in the 
development of fisheries resources. 
Other areas in which co-operative 
approaches to development needs 
have emerged are shipping (Pacific 
Forum Line), telecommunications,

education and health, and the 
protection of the fragile island 
ecology (see box II.8). In all 
of these areas, however, there 
remains considerable scope for 
further development, especially in 
co-operation with developed 
countries of the Pacific Rim —

chain, coastal vegetation, agricultural 
and forestry patterns and distribution 
would be similarily affected. These 
occurrences would render many atolls 
and lew-lying areas uninhabitable long 
before the sea encroached on the 
land and would cause extended drier 
seasons, with desertification a possi- 
bility, in other high islands. There 
would be large scale migration, within 
and across national borders, with 
consequent social and cultural dis- 
ruption.

To reduce the greenhouse effect, 
the m ost obvious approach would 
be to use fewer fuels and chemicals 
which release carbon dioxide and other 
gaseous pollutants; this could be 
achieved through conservation, substi- 
tution or efficiency-improvement 
measures. However, the burden o f  
such adjustment cannot be borne by 
the Pacific island subregion or the 
Asian least developed countries. These 
subregions have never been major users 
o f fossil fuels and polluting chemicals, 
but at the present time they require 
more intensive use o f  such substances 
to accelerate the pace o f  their develop- 
ment. Few o f  these countries or, 
for that matter, few developing eco- 
nomies would have the resources to 
cope with large-scale dam building 
or land reclamation projects such as 
those undertaken by the Netherlands 
or Japan. The adjustments will, 
therefore, have to be shared on a 
global and graduated basis.

However, the immediate impact 
o f  environmental disasters may have 
to be taken into account by the 
countries likely to be affected. 
Contingency plans for relocation and 
resettlement will have to be drawn 
up and international co-operation 
would be essential as many island 
Governments could not cope with 
the flows o f  “ecological refugees” . 
Building and engineering works could 
be designed to suit the expected

changes in climatic conditions (for 
example, the installation o f roof 
catchments to conserve rain water in 
drier regions, and the strengthening 
o f flood control drainage and sewage 
disposal systems in areas expecting 
higher rainfall). Agricultural practices, 
crop species and land-use patterns 
could be modified to reduce soil 
erosion, to adapt to soil degradation 
and the changing environmental 
characteristics and land types, and 
more generally to obtain the best 
long-term use out o f the available 
resources. Lastly, there would also 
be a need to protect vulnerable species 
in fresh-water wetlands or swamp 
ecology for both food and natural 
conservation purposes.

The warming earth imposes 
another costly externality which has 
to be accommodated by an already 
disadvantaged and hard-pressed group 
o f economies. Both international and 
regional efforts will have to supple- 
ment those that can be undertaken 
with the meagre resources o f  the 
Pacific island economies. In this 
context, it is significant that the 
United Nations has designated the 
1990s as the International Decade 
for Natural Disaster Reduction and 
the Commission in its resolution 45/5  
o f  5 April 1989, outlined a number 
o f  activities to be undertaken with 
a view to fulfilling the objectives of 
the Decade. Australia is funding a 
long-term programme (with an initial 
allocation o f $A 6.25 million over the 
period 1990-1994) designed to 
monitor and conduct research on, 
among other climatic variables, sea 
levels, rainfall patterns and at- 
mospheric pressure within the Pacific 
island subregion from 1990.b

particularly Australia, Japan, New 
Zealand, and the United States.

Australia’s (South Pacific) 
Joint Venture Scheme (JVS) and 
New Zealand’s Pacific Islands In- 
dustrial Development Scheme
(PUDS) were both initiated in 1976 
in co-operation with the Pacific 
Forum.32 Broadly, they were 
designed to support equity
participation by Pacific island 
agencies or firms in joint business 
undertakings with Australian or 
New Zealand partners.33 The 
Australian scheme approved 10
projects, and the finance dis- 
bursed to 9 of them totalled 
$A 4.9 million up to the mid- 
1980s. The supported joint
ventures covered banking, finance 
and agro-business activities, and of 
these ventures eight remain opera- 
tional. Assistance under the New 
Zealand scheme was extended to 
over 200 firms and projects with 
a total outlay of $NZ 3.3 million 
up to April 1987. The operation 
of these schemes, however, has 
been hampered by the lack of 
new viable business opportunities, 
among other constraints.

Of much greater potential and 
significance for the long-term 
export growth and structural up- 
grading and diversification of the 
island subregion is the South

32 Forum island members are the 
Cook Islands, Fiji, Kiribati, Nauru, 
Niue, Papua New Guinea, Samoa, 
Solomon Islands, Tonga, Tuvalu and 
Vanuatu, with the Federated States of 
Micronesia and the Republic of the 
Marshall Islands attaining full member- 
ship in 1987.

33 Further details can be found in 
Survey, 1987, pp. 54-55; Department of 
Trade and Industry, New Zealand, 
Pacific Islands Industrial Developm ent 
Scheme (Wellington, October 1985), 
pp. 4-8; and C.S. Mellor, “An assessment 
of the Australian Joint Venture Scheme 
Operating in the South Pacific Region 
since 1980”, a paper presented at the 
Foreign and Private Investment Work- 
shop (Canberra, 24-26 March 1988).
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Pacific Regional Trade and 
Economic Co-operation Agreement 
(SP ARTEC A).34 This agreement
between the island members of 
the South Pacific Forum and 
Australia plus New Zealand became 
operational in 1981. Restric- 
tive provisions concerning country- 
of-origin requirements for imports 
from Forum island members were 
relaxed as of 1987 by Australia 
and New Zealand. The former 
country also granted across-the- 
board duty-free and unrestricted 
access to all Forum island exports 
other than to products on which 
Australian sectoral policies apply. 
In addition, island exports were 
accorded duty-free and unrestricted 
access to the New Zealand market 
from 1988.

The nominal value of com- 
modity exports from the Forum 
islands to Australia since 1981 
has expanded rapidly; the rate 
of penetration in the New Zealand 
market has been much slower and 
rather uneven (table II.10). It has, 
in general, kept pace with the 
growth in Australia’s import 
spending although New Zealand’s 
expenditure on global imports has 
tended to grow faster than that 
sourced from the Pacific island 
subregion. However, a high pro- 
portion of island exports has come 
from a few countries — especially

34  Papua New G uinea’s trade rela- 
tionships w ith  Australia are covered in 
the parallel Papua N ew  Guinea and  
Australia Trade and Com m ercial Rela- 
tionship Agreem ent (PATCRA). The  
Agreem ents were originally designed  
to  prom ote the progressive developm ent  
o f  Forum  island econom ies through  
tw o principal avenues. One is the  
provision o f  duty  free and unrestricted  
access to  the Australian and New  
Zealand m arkets, on  a non-reciprocal 
basis and over as w ide a range o f  
products as possible. The other is 
through greater econom ic co-operation  
in investm ent and in various econom ic  
and technical fields, including assistance  
for training and trade prom otion.

Table II.10. Average value of merchandise imports from Pacific Forum 
countries by Australia and New Zealand, various periods
(Financial years ending in June)

Sources: Various issues o f  Australian Bureau o f  Statistics, Foreign Trade, 
A ustralia: C om parative a n d  Sum m ary Tables; and D epartm ent o f  Statistics, New  
Zealand, R e p o r t a n d  A nalysis o f  E xternal Trade.

a The value o f  N ew  Zealand’s im ports rose to  $NZ 113.5  m illion, or 0 .9  per cent  
o f  global value, during 1 9 8 8 /8 9 .

Fiji, Nauru and Papua New Guinea. 
Other countries, especially the 
small island economies, have ap- 
parently not benefited as much 
as they had expected from the 
preferential access because of their 
very small export-oriented base 
and high domestic costs, among 
other constraints.35 Nevertheless 
with the Australian and New 
Zealand markets as a stepping 
stone, SP ARTEC A can provide 
both the large and smaller Forum 
island countries with a valuable 
means for the development of 
export commodities and other 
assembly type manufactures; these 
would enjoy preferential treat- 
ment (for example, GSP status) 
in other external markets and 
prove generally competitive at 
the international level.

Such a development necessarily

35 C om m unique o f  th e  S ix teen th  
South  Pacific F orum , Rarotonga, C ook  
Islands (5-6 August 1 9 8 5 ), p. 13. See  
also M. R obertson, “T he South  Pacific  
R egional Trade and E conom ic Co- 
operation Agreem ent: a critique” in 
R.V. Cole and T.G. Parry, eds., S elec ted  
Issues in Pacific Island D eve lopm en t  
(Canberra, Australian N ational Univer- 
sity , 1 9 8 6 ), pp. 161-165.

would be a long-term proposition 
and its potential and possibilities 
deserve serious study by con- 
cerned countries and various inter- 
national agencies. It could be 
realized in part through the initia- 
tion of greater efforts to promote 
foreign capital inflows from non- 
traditional trade and investment 
partners, especially those in East 
and South-East Asia (as discussed 
earlier). It could also be achieved 
through the fuller utilization of the 
available bilateral assistance pro- 
grammes, particularly the Austra- 
lian and New Zealand joint venture 
arrangements.

Lastly, the identification of 
additional or more innovative as- 
sistance modalities should also be 
considered. In this regard, con- 
certed efforts should be made by 
Pacific island countries to explore 
the possibilities of, and appro- 
priate arrangements for, the devel- 
opment and promotion of joint 
business ventures between Japanese 
and Pacific island partners. This 
could be done through the 
establishment by Japan of a revolv- 
ing fund or a regional pool of 
funds. Finance under this pro- 
posed scheme could come direct- 
ly or indirectly from the recycling 
of Japan’s massive external ac-
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0.7
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1.0
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0.7
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counts surplus and acceleration of 
overseas development assistance.36

The prospects for attracting 
FDI and for negotiating the com- 
ponents and terms of such invest- 
ment packages may seem limited, 
at least initially, in many least 
developed and small island coun- 
tries, in view of the severe struc- 
tural constraints faced by them. 
These constraints, however, are not 
always insurmountable and suitable 
policy inducements and the 
removal of disincentives through 
policy reforms could greatly help 
in gaining the confidence of the 
foreign investor.37 The striking 
changes in the commodity structure 
of trade production and the 
substantial increases in export 
earnings within a short space of 
time by Bangladesh, Maldives and 
Nepal provide encouraging exam- 
ples of such constraints being 
overcome through determined and 
imaginative policy efforts.

Many developing economies of 
the region, including Bangladesh, 
Nepal and Sri Lanka, have also 
effectively used the establishment 
of export processing zones or 
similar devices to provide an en- 
vironment more attractive to FDI, 
but which does not overstrain 
the limited domestic infrastruc- 
tures, facilities and import supplies 
available.38 Afghanistan, the Lao 
People’s Democratic Republic and 
Myanmar have recently adopted 
legislation designed specifically to 
promote FDI, while many other

36 These and other related questions 
o f  broader regional co-operation for 
restructuring the developing economies 
o f  the ESCAP region are discussed in a 
separate docum ent prepared by the 
secretriat for the forty-sixth session 
o f  the Commission (see E/ESCAP/ 
703).

37 See, for example, T.N. Srinivasan, 
“The costs and benefits o f being a 
small, remote, island, landlocked or 
ministate econom y”, World Bank 
Research Observer, vol. 1, No. 2 (July 
1986), pp. 205-218.

developing countries have favoured 
or shifted towards more liberal 
policies as regards external capital 
and the operation of market 
forces.39

An appropriate or receptive 
policy regime is thus of considera- 
ble importance for accelerating 
investment and trade flows. In 
helping to unleash the surplus 
resources through the discipline 
of international competition, it 
would help generate greater 
flexibility and dynamism in 
domestic resource use and improve 
overall economic efficiency in the 
long run. There are also other 
indirect, and positive, externalities 
(or benefits) which are often not 
measurable. Access to FDI-as- 
sociated technologies in produc- 
tion, management and marketing, 
and distribution channels are in- 
creasingly indispensable for export 
market penetration, particularly as 
regards trade in standardized, 
labour-intensive goods (for example, 
textiles and garments, footwear, 
toys, assembled electronic com- 
ponents).40

Nevertheless, it would not be 
realistic to presume in the medium 
term that the domestic economic 
environment, in the least developed 
and other low income countries 
especially, would be sufficiently 
accommodating and inward FDI 
sufficiently large to transform the 
prevailing vicious circle of poverty 
into a virtuous circle of growth 
through expanding investment and 
trade. Nor would it be equally

38 United Nations Centre on Trans- 
national Corporations, Transnational 
Corporations in World D evelopm ent -  
Trends and Prospect (ST/CTC/89), pp. 
201-202 and pp. 274-275. A detailed 
examination o f  the evolution and impact 
of, plus issues and implications relating 
to, export processing zones in Asia 
can be found in ESCAP, An Evaluation 
o f  E xport Processing Zones in Selected  
Asian Countries (ST/ESCAP/395), 1985.

39 For details, see Survey, 1988, 
pp. 82-83.

realistic to expect FDI to be a 
feasible substitute for ODA. Such 
assistance, averaging $US1.85 
billion in real terms annually during 
the period 1985-1986, has consti- 
tuted the large bulk of external 
resources received by the least 
developed countries of the ESCAP 
region.

These two types of external 
resources, in fact, are comple- 
mentary in several ways. Official 
assistance, for example, can help 
build up the essential infrastruc- 
tures, improve and diversify human 
resource skills, provide short-term 
balance-of-payments support and 
relieve debt service pressure, and 
foster the development of private 
entrepreneurship and business op- 
portunities. As noted earlier, 
these ancillary factors are essential 
for the effective promotion and 
accommodation of FDI and its 
domestic linkages and externalities. 
Yet they are in very short supply 
in almost all of the least developed 
and island developing economies. 
ODA and FDI can thus be mutually 
reinforcing. However, in situations 
where external resources are 
mobilized as a substitute for 
domestic savings, and are used to

40 As a matter o f  fact, many East 
and South-East Asian economies have, 
through FDI and trade, acquired 
valuable expertise in production, 
management and marketing which, in 
turn, confers significant (ownership- 
specific and transactional) advantages in 
their subsequent internationalization o f  
production and processing. See D.B. 
Keesing, Trade Policy fo r Developing  
Countries, World Bank Staff Working 
Paper No. 353 (Washington, D.C., 1979), 
pp. 129-131; S. Lall, “Conventional 
MNC Theory and Third World MNCs” 
in S. Lall and others, The N ew  M ulti- 
nationals: The Spread o f  Third World 
Enterprises (New York, John Wiley 
and Sons, 1983), pp. 1-20; and K.M. 
Khan, “Multinationals from the South: 
emergence, patterns and issues” in K.M. 
Khan, ed., Multinationals o f  the South: 
N ew  A ctors in the International 
E conom y  (New York, St. Martin’s Press, 
1986), pp. 1-14.
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support consumption or inefficient 
industries, severe difficulties and 
serious disruptions appear un- 
avoidable: the cumulative out-
come of such persistent recourse 
to “soft options” is likely to be 
continuing heavy dependence on 
external aid or the vicious circle 
of poverty.

C. HUMAN RESOURCES 
DEVELOPMENT AND 

TECHNOLOGY

During the past two decades, 
there has been an increasing aware- 
ness that, along with labour-force 
size, technical progress and the ac- 
cumulation of physical capital, a 
key element in the achievement 
of sustained economic growth is 
human resources development 
leading to an improvement in the 
quality of the labour force. 
However, the connection between 
any particular aspect of human 
resources development — such as 
education and training at dif- 
ferent levels, health status or 
nutrition — and economic growth 
and technological innovation is 
generally very complex.41 In 
addition to the conceptual and
statistical problems of measuring 
the contribution of investment in 
human resources as against in- 
vestment in physical capital, in
many least developed and Pacific 
island countries there is a serious 
lack of information on the specific 
dimensions of the human resources 
development indicators — for exam- 
ple, health status, skill levels,
labour-force size and the demand 
for skills. Although the develop- 
ment plans of most countries
acknowledge the importance of 
human resources investment to 
economic growth, such expendi- 
ture tends to be regarded as current 
social services. This practice has 
the unfortunate consequence that

41 See Survey, 1986, p. 96 ff.

in times of financial stringency, 
especially in the context of short- 
term structural adjustment pro- 
grammes, investments in human 
resources are often among the first 
candidates for public expenditure 
reductions.

Education is at the heart 
of human resources development. 
Studies across a wide spectrum of 
countries have shown that the
returns to education, especially 
at the early stages of development 
and at the primary level, are as 
high or higher than almost any 
other investment. The major 
purpose of education at the
primary level is to impart the
basic literacy and numeracy skills 
without which the ability of
a work-force to function in a 
modem technological environment 
must be seriously constrain- 
ed. The spread effects of the 
possession of these basic skills 
touch almost every other aspect 
of human resources development. 
In particular, the spread effects 
of primary education for girls are 
of great importance as deter- 
minants of health status. Inter- 
country studies show that female 
literacy accounts for substantial 
differences in infant mortality, 
life expectancy and fertility rates.

It is, therefore, not surprising 
that the goal of universal primary 
education has become a common 
objective among the least developed 
and Pacific island countries, al- 
though several of them are still a 
long way from attaining the elimi- 
nation of illiteracy. Most of the 
smaller atoll economies of the 
Pacific as well as Fiji, Samoa 
and Tonga now have enrolment 
ratios close to or in excess of 100 
per cent. The situation in the 
Lao People’s Democratic Republic, 
Maldives, Myanmar and Nepal (for 
males) among the Asian least 
developed countries is also gen- 
erally satisfactory. However, in 
Afghanistan, Bhutan, Papua New 
Guinea and Vanuatu the enrolment

ratios are very low, at around one 
third or below. What is even more 
disquieting is that enrolment ratios 
are much lower for women and 
the rural areas.

Literacy rates have shown 
improvement. For much of the 
Pacific and for Maldives and 
Myanmar they are reasonably 
high, at over 80 per cent on 
average, especially for males aged 
15-34. The poor performers are 
Afghanistan, Bangladesh, Bhutan, 
the Lao People’s Democratic 
Republic and Papua New Guinea, 
where illiteracy rates among the 
population aged 15 or over range 
from 55 to 75 per cent; for women 
the rates are significantly higher, 
ranging up to 90 per cent or 
higher for those over 35 years 
of age and only slightly lower 
for those in the younger age 
groups. The generally higher 
literacy rates among persons in 
younger age groups reflect the 
progress made in the past 20 
years towards universal primary 
education, but this is obviously 
not a means by which illiteracy 
among older members of the work- 
force can be reduced. That 
requires a different approach in- 
volving, for example, programmes 
of adult education.

Given the significant dif- 
ferences among the Asian least 
developed and Pacific island coun- 
tries in the age structure and 
quantity of illiteracy, the relative 
need for the allocation of resources 
to adult literacy programmes varies 
considerably. Such need will be 
more pressing for those countries 
where illiteracy rates are high 
in the younger age groups, which 
have 20-40 years of labour-force 
participation ahead of them, and 
less urgent where illiteracy tends 
to be concentrated in older age 
groups. The distinction is im- 
portant in judging the relative 
merits of expenditure on literacy 
campaigns as against other educa- 
tion programmes.
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Difficult decisions involving 
trade-offs must be taken before 
limited resources are allocated 
to expanding the coverage of 
primary education rather than 
to enhancing the quality of the 
primary programme or striving 
to achieve an increase in the num- 
ber of people who complete the 
full primary programme. The low 
rate of primary school comple- 
tion is a difficult problem for 
those least developed or Pacific 
island countries where a large 
part of the population is still 
mainly engaged in agricultural 
activities and where, in conse- 
quence, there is strong pressure 
on children to join the permanent 
rural labour force as soon as 
possible. There are economic 
reasons for this deriving from the 
way in which agricultural produc- 
tion is organized under conditions 
of low technology; however, there 
are also social reasons in that the 
demand for the education of 
children is a derived demand from 
parents which tends to be weak 
where adult illiteracy, especially 
among women, is high and the 
capacity to appreciate the longer- 
term benefits of primary education, 
if only at the level of the family 
production unit, is low.

Though primary education and 
the inculcation of basic literacy 
and numeracy skills is an essential 
prerequisite, secondary and ter- 
tiary education are crucial to 
the development of the tech-
nological capacity required for 
the achievement of sustained
economic growth. Post-primary 
education has expanded very 
rapidly in most least developed 
and Pacific island countries in 
the past two decades as a result 
of both official policies and private 
demand, but the Asian least 
developed countries in particular 
lag considerably behind the devel- 
oping countries as a whole. In 
the developing countries the
average secondary enrolment ratio

is 44 per cent for males and 30 
per cent for females; in the 
Asian least developed countries 
the ratio varies from 6 per cent 
(Bhutan) to 35 per cent (Nepal) 
for males and from 1 per cent 
(Bhutan) to 24 per cent (Myanmar) 
for females. In higher education 
Bangladesh, Myanmar and Nepal 
have all made substantial advances. 
Enrolment ratios in these countries, 
at around 5 per cent, compare 
favourably with those of other 
countries in the region, such as 
China (1 per cent in 1986) or 
Pakistan (5.1 per cent in 1986). 
However, in Afghanistan, Bhutan 
and the Lao People’s Democratic 
Republic the ratios are very low, 
at about 1 per cent. Although 
the average rate of secondary 
enrolment in the Pacific islands 
is much higher, there are substantial 
differences among countries. While 
in the Cook Islands, Kiribati, Niue, 
Samoa, Tonga and Tuvalu 
secondary enrolment ratios are 
over 80 per cent, those in Papua 
New Guinea, Solomon Islands and 
Vanuatu are around 15 per cent.

Apart from the evident need 
for most Asian least developed 
countries and some of the Pacific 
island countries to raise enrolment 
ratios well above present levels, 
issues of quality, relevance and 
the balance among different levels 
and types of post-primary educa- 
tion in relation to the development 
of technological capacity in a 
broad sense continue to pose major 
problems for most of these coun- 
tries as well as for the Pacific coun- 
tries that have already reached 
high ratios. It is recognized that 
a perfect match between the tech- 
nological needs of an economy over 
time and education outputs in a 
dynamic sense is scarcely possible. 
The process of skill formation is 
one of long gestation and the 
structure of outputs from the 
formal part of the education 
system is not readily adjustable 
to rapid changes in market de-

mands for different skills. The 
unpredictable nature of tech- 
nological change and its conse- 
quences on the demand for skilled 
labour have made manpower and 
education planning of limited 
assistance even in the developed 
countries and the more advanced 
of the developing countries.

There is also the well-known 
difficulty that perceived private 
benefits of particular skills or 
types of education diverge 
considerably from their benefit to 
the society. This is reflected, for 
example, in the marked emphasis 
in many least developed and 
Pacific island countries, among 
others, on the arts or literary sub- 
jects at the secondary and tertiary 
levels rather than on science, tech- 
nology or vocational programmes 
and the ensuing problem of graduate 
unemployment. There are of 
course historical reasons for this 
kind of imbalance as well. In prin- 
ciple, in those education systems 
which are centrally funded or 
controlled such imbalances might 
be corrected by curriculum ad- 
justment or by restricting entry. 
However, either of these solutions 
raises other problems, for example, 
of equity or access. Moreover, 
if study abroad is encouraged, it 
is likely to intensify the loss of 
qualified people to the economy, 
a phenomenon that has already 
reduced markedly the supply of 
high-level skills in many least 
developed and Pacific island coun- 
tries.

But even if imbalances of 
this sort were removed, there 
is still the need to raise substantial- 
ly the quantum of investment in 
human resources development, and 
to identify not only the skills that 
are most urgently needed but 
the particular areas of the economy 
involved. That, in turn, requires 
a realistic appreciation of what 
the development possibilities are 
for a particular economy. For 
most least developed countries
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the agriculture sector is still 
dominant in terms of employ- 
ment and output. This suggests 
that emphasis should be placed 
on development of skills related 
to improving agricultural produc- 
tivity in terms of not only cultiva- 
tion but also activities such as the 
more extensive processing of 
agricultural crops, improving 
livestock management, developing 
horticulture, and improving mar- 
keting, transport and distribution 
networks.

There is also an urgent need 
in most least developed countries 
to increase the supply of persons 
skilled in the repair and mainte- 
nance of agricultural and other 
equipment, and in rural advisory 
and extension services. In the 
industrial sector, in both urban 
and rural areas, small-scale industry 
is an extremely important element 
in industrial growth; there is a 
need for improvement in a wide 
variety of skills at various levels, 
including that of management to 
support the expansion of small- 
scale industry, especially when it 
draws inputs from the agricul- 
tural sector.

The special circumstances of 
the island countries of the Pacific 
imply the need for skill structures 
that are rather different from those 
relevant to the least developed 
and developing countries of Asia; 
there is also a need for different 
modalities by which those skill 
structures are created. As noted 
earlier, in chapter III, a principal 
feature in these countries is the 
technical limitation on growth 
and diversification possibilities, 
arising in particular from physical 
resource limitations, small popula- 
tion size or remoteness. The 
range of skills required and the 
balance among them are thus 
very different from those in coun- 
tries that can, in principle, look 
ahead to the development of 
economic structures akin to those 
that now exist among the devel-

oped countries and the more 
advanced of the developing 
countries. Thus the need and 
opportunities for high-level 
researchers and innovators across 
a wide spectrum of activities are 
extremely limited.

Even in those sectors of the 
economy where development is 
possible, such as the exploitation 
of fishery resources or the promo- 
tion of tourism, the requirement 
is for skills that embody a rela- 
tively low order of technology 
and hence an emphasis in educa- 
tion and training that reflects 
this. For many Pacific island 
countries agriculture is likely to 
remain a dominant element in 
their economies for a long time 
to come. Although this suggests 
that there should be a stronger 
orientation towards the skills 
needs of agriculture in education 
and training systems, the nature 
of agriculture in the Pacific would 
seem to call for greater emphasis 
on practical and traditional skills, 
at least in the medium term, plus 
some attention to the develop- 
ment of indigenous capacity to 
apply and adapt locally basic 
research advances elsewhere.

Given the importance of 
government employment in many 
of the smaller Pacific economies 
and the limited development 
possibilities in agriculture, industry 
or the service industries — with 
the possible exception of tourism 
in a number of cases — the skills 
requirements of government 
employment must be an important 
element in the development of 
skills structures. Clerical and 
secretarial skills based on secondary 
education achievement are relevant 
but there is also a need for higher- 
level skills in administration and 
resource management that call for 
appropriate tertiary education. For 
the smaller countries this is likely 
to require the training of generalists 
with the capacity to deal with 
multiple tasks rather than to be

specialized in one. There is a 
special need for the development 
of the ability to choose among 
alternative technologies that may 
be available from outside, for 
example, in the provision of public 
goods, such as telecommunication 
systems or among different foreign 
aid projects offered by donors. 
Part of the problem for small 
Pacific countries is that the 
development of such skills at the 
required level calls for tertiary 
education abroad, since such faci- 
lities at an acceptable level of 
quality are not readily available 
in the island subregion. There 
may, however, be possibilities for 
establishing subregional centres for 
training in specific skills.

Smallness and remoteness have 
implications too for the institu- 
tional and curriculum structure of 
indigenous education and training 
systems. Secondary schools in 
remoter areas and servicing rela- 
tively small populations cannot 
offer the range of teaching that 
is possible in larger urban areas; 
competent teachers, especially in 
science and mathematics, are also 
more difficult to attract or to retain. 
Further, although there have been 
changes in recent years, secondary 
school systems throughout the 
Pacific still reflect the academic 
and literary bias inherited from 
the colonial past rather than the 
necessary emphasis on science, 
mathematics and vocational sub- 
jects that modem technology 
demands.42

A major problem in making 
such a shift arises from the nature 
of the demand for secondary 
education in the Pacific. Per- 
ceptions of the limited scope for 
personal and career development

42  H. Huges, D . Ahlburg and 
Sun-H ee Lee, “ Human resources devel- 
opm ent in the Pacific island developing  
countries” in H um an R esources D eve lo p - 
m en t in A sia  a n d  th e  Pacific: I ts  Social 
D im ension  (ST /E SC A P /472).
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in small countries tend to in- 
fluence the demand for education 
of a type that prepares students 
less for employment in the islands 
than for emigration, especially to 
Australia, New Zealand or the 
United States. The development 
of careers in those countries or 
attendance at tertiary institutions 
there are perceived to be of higher 
quality than those recently 
developed either nationally or 
regionally in the islands. This is

especially the case for the Cook 
Islands, Niue, Samoa and Tonga, 
which have secondary enrol- 
ment ratios of 80-90 per cent. 
However, for some of the larger 
Pacific countries, such as Fiji, 
Papua New Guinea, Solomon 
Islands or Vanuatu, the emigra- 
tion objective is not a readily 
available option. Secondary enrol- 
ment ratios in these countries are 
extremely low, at well under 20

per cent, though the explanation 
for that lies in the general state 
of underdevelopment and poor 
enrolment ratios at the primary 
level. In terms of technology 
development, these countries, in 
which subsistence agriculture is 
still the primary activity for the 
bulk of the population, are 
essentially in much the same 
position as the Asian least devel- 
oped countries.
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V. POLICIES FOR SUSTAINABLE GROWTH

T he least developed and Pacific 
island countries of the

ESCAP region have had an un- 
promising record of growth. Al- 
though some gain in per capita 
income has been achieved in 
many countries during the 1980s, 
the rate of growth is too slow
to be perceptible. Even more 
serious is the fact that in most 
of these countries there are in- 
creasing risks to the sustainabili- 
ty of the growth process. These 
risks arise principally from three 
sources: deterioration of the
environment, population growth, 
increasing poverty and depriva- 

laicos dna sdeen cisab fo noit
services. While some of these 
risks could be avoided by under- 
taking measures within the limited 
resources available and at the
current levels of per capita income, 
increasing welfare levels on a
sustainable basis would require 
the acceleration of growth to 
overcome these constraints.
Moreover, acceleration of growth 
would greatly help in ending
the isolation of these economies 
from the mainstream of regional 
and global development, which 
itself is as much a cause as an 
effect of their continued stagna- 
tion.

Diversification of the economy 
fi laog yramirp a ,esruoc fo ,si

these countries are to achieve
resilient growth. However, rush- 
ing in towards diversification and 
rapid industrialization could create 
additional problems. In most of 
these countries agriculture, along 
with other primary activities such 
as fishing, continues to be a major

source of income, employment 
and exports. Agriculture will, 
therefore, continue to play a 
critical role in laying the founda- 
tion for diversified growth in the 
1990s.

A. THE LEAST DEVELOPED 
COUNTRIES

1. Future options

Agricultural development is 
essential not only for ensuring
food security and nutritional ade- 
quacy but also because, given the 
size of the agricultural sector
in the economy, it could be the 
principal source of domestic sur- 
pluses for reinvestment. Agricul- 
ture is important also for its
linkages with the rest of the
economy through agro-industries, 
and the provision of agricultural 
services. Agricultural growth has 
the potential of producing an 
immediate impact on rural poverty 
and unemployment.

The main problem in all the 
Asian least developed countries 
(except Maldives) is to raise agricul- 
tural productivity, which remains 
very low, through the applica- 
tion of modem biotechnology to 
raise yields and by increasing 
the extent o f multiple cropping 
and changes in the cropping 
pattern in favour of more labour- 
intensive, high-value crops. A 
key requirement for this is the 
development, management and 
distribution of water resources 
which involve not only questions 
of funding and choice of tech- 
nology but also the resolution

of problems o f land tenure and 
property rights to such resources, 
as well as paying attention to  the 
related environmental problems.

However, although the possi- 
bilities of increase in agricul- 
tural output do exist, the Asian 
least developed countries cannot 
rely on the agriculture sector as 
the main source for accelerating 
economic growth. It is difficult 
to see these countries being able 
to sustain annual agricultural 
growth rates over the long term 
much in excess of 4 per cent, 
which is in any case very high 
by historical standards on average 
for developing countries, particular- 
ly in view of increasing environ- 
mental concerns. Although the 
recent productivity gains associated 
with green revolution technology 
and the diffusion of modern 
biotechnology are likely to con- 
tinue in most least developed 
countries of the ESCAP region, 
pressure to limit output expansion 
may begin to make itself felt 
from the demand side.

First, as incomes rise con- 
sumption patterns will become 
increasingly oriented towards 
non-agricultural products. If these 
products are largely imported and 
the production structure of the 
least developed countries fails to 
adjust by undertaking some 
degree of import substitution, per- 
sistent imbalance in the trade 
account will result. Attempts 
to correct this imbalance through 
the export of agricultural products, 
provided adequate levels of agricul- 
tural growth are attained, will 
run against falling demand for
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agricultural products in the im- 
porting country and increasing 
agricultural protection in world 
markets. The expectation that 
agriculture will provide the 
principal source of domestic sur- 
plus for transfer to and reinvest- 
ment in industry will also largely 
not be realized as rapid popula- 
tion growth will reduce the pos- 
sibilities for such transfers.

Further, in the absence of 
land-augmenting technical changes, 
an increasing scarcity of arable 
land is beginning to appear as 
a major constraint on the potential 
of agriculture to provide employ- 
ment and income, inducing a 
shift to non-farm activities. This 
trend is already evident in 
Bangladesh where, according to 
a census report published by the 
Bangladesh Bureau of Statistics, 
agriculture is gradually losing its 
importance as a source of em- 
ployment.1

Thus, notwithstanding the 
importance of improving agricul- 
tural performance, for the longer 
run the Asian least developed coun- 
tries must look towards the manu- 
facturing and service sectors for 
accelerated economic growth, if 
the Substantial New Programme 
of Action target of achieving 
around 7 per cent average annual 
GDP growth is to be seriously 
pursued. A major constraint on 
faster industrial growth will be 
effective demand for industrial 
goods, given the limited size of 
domestic markets. In part this 
could expand as a result of growth 
in the agricultural sector. It is, 
however, obvious that exports 
will have to play a major part in 
the growth of the industrial 
sector if full realization of the 
benefits of the economies of scale 
associated with most technologies 
is to be achieved.

actively promote foreign invest- 
ment which should not receive spe- 
cial non-discriminatory incentives.

It is important to bear in 
mind that there is keen competi- 
tion among countries to attract 
FDI. The quality of overall macro- 
economic management is often a 
critical determinant of foreign 
direct capital inflows. The pros- 
pects for attracting foreign direct 
investment into least developed 
countries look much better than 
at any previous time as capital 
surplus countries have been induced 
by domestic compulsions and 
pressure for structural adjustment 
to seek to invest in profitable 
overseas markets.

Nevertheless, there are serious 
difficulties in following the export- 
led strategy. First, the special
characteristics of least developed 
economies, especially their lack 
of an adequate institutional frame- 
work, make it extremely difficult 
to introduce and sustain “policy 
regimes” conducive to attracting 
FDI. Second, it does not always 
follow that an era of high growth 
will be ushered in by a policy 
regime supportive of creating 
favourable conditions for private, 
including foreign, capital invest- 
ment. On the contrary, such a 
policy regime may trap the least 
developed countries in a situation 
of low and even declining invest- 
ment ratios, inadequate social ex- 
penditure, low growth and con- 
tinuing social strife, all of which 
act as discentives to FDI as well 
as to potential domestic invest- 
ment, and hence as further 
“depressors” of growth.2

159

1 For details, see “Labour force
in agriculture declines: econom y is 
changing character”, The Bangladesh 
Times (Dhaka, 18 January 1990).

The export-led growth strate- 
gy for achieving accelerated in- 
dustrialization, often recommend- 
ed for developing countries 
generally, however, has less chance 
of success in the least developed 
countries for both domestic and 
external reasons. In order to in- 
crease export growth, liberal 
domestic economic policies are 
needed to ensure international 
competitiveness, while at the same 
time a favourable policy environ- 
ment needs to be created to at- 
tract foreign investment. Neither 
the creation of a favourable policy 
environment nor the possibility of 
FDI, is likely to be achieved easily.

An export-led industrial strate- 
gy requires concomitantly the 
setting of a realistic exchange rate 
along with reasonably low and 
uniform effective import duties, 
minimal use of import restrictions, 
and the development of export 
incentives which will at least 
ensure that non-traditional or 
industrial exports are not dis- 
criminated against vis-à-vis the 
products of import-competing 
manufactures. This may entail 
export subsidies of an explicit 
form or some combination of 
import duty rebates or concessions 
matched by direct tax incentives 
and/or interest rate concessions.

Political and economic stabi- 
lity is a prime essential for ensur- 
ing sustained inflows of foreign 
investment. At the same time, 
a competitive domestic economic 
environment is imperative for limit- 
ing distortions in goods, money 
and factor markets. The sanc- 
tioning and subsequent procedures 
for foreign investment need to be 
kept as simple as possible and restric- 
tions on the type of industry to be 
invested in or on the outward remit- 
tance of resources should be mini- 
mal. There is also a need to de- 
velop or obtain negotiating exper- 
tise for dealing with transnational 
corporations. Finally, a statutory 
authority should be established to

2 For an elaboration o f  this argu-
ment in the context o f  Bangladesh 
and Myanmar, see “Perspective on the 
econom ic development o f  the ESCAP 
least developed countries: Bangladesh, 
Myanmar and Nepal — A synthesis 
paper”, paper presented at the Expert 
Group Meeting in Preparation for the 
United Nations Conference on the 
Least Developed Countries (DP/EGM/ 
LDC/8), pp. 26-35.



This “vicious cycle” has to 
be contrasted with the “virtuous 
cycle” of investment-cum-export 
led growth, which has charac- 
terized the East and South-East 
Asian economies.3 The main 
reason for the different experience 
of the two sets of economies

3 E /E SC A P/648 and “Background  
paper: restructuring the developing
econom ies o f  Asia and the Pacific in 
the 1 9 9 0 s” (ESCAP (X L V )/IN F .l) .

lies in the ability of the latter 
to generate a degree of flexibili- 
ty in its economic structure, so 
that it can pick a promising 
export niche at each point of 
time, and move resources from 
one type of end-use to another 
depending upon the shifts oc- 
curring in the international 
economy, shifts which keep alter- 
ing potential export outlets. This 
flexibility often stems from a 
combination of domestic entre-
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ment policies and close observa- 
tion of external market trends to 
enable international market signals 
to be transmitted into actual 
domestic decision-making. In 
short, it is not the mere out- 
ward-orientation, nor the mere 
fact of welcoming foreign capital 
or making things easy for private 
enterprise in the domestic 
economy, which automatically and 
inevitably gives rise to a “virtuous

Box II.9. Foreign direct investments in Bangladesh
Like m any other developing coun- 

tries in the region, Bangladesh began in 
the early 1980s to pursue private  
sector developm ent actively , and as 
part o f  this strategy it encouraged  
foreign direct investm ent (F D I). 
Previously, the em phasis given to  
public enterprises had severely lim ited  
the private sector’s grow th. Foreign  
jo in t ventures were lim ited to a 
m inority share in public sector  
com panies. However, in 1982  the  
governm ent reversed this po licy  and  
gave priority to  private sector  
developm ent. To this end, it passed a 
new Foreign Private Investm ent Act  
w hich created a m ore favourable  
clim ate for FDI.

Restrictive regulations on  foreign  
investm ent were progressively eased 
and investm ent incentives m ade m ore  
attractive throughout the 1980s. For  
instance, Bangladesh provided for  
repatriation o f  capital, capital gains 
and profits, and for protection  against 
non-business risk, as w ell as em ploy- 
m ent o f  expatriates. In addition, 
an export-processing zone was 
established at Chittagong which  
provided for com plete exem ption  
from  duties and taxes. Fiscal and 
m onetary incentives were extended  
to  prom ote jo in t ventures, including  
tax holidays, depending on location  
and type o f  investm ent; accelerated  
depreciation at the rate o f  80 per 
cent o f  the actual cost o f  plant and  
m achinery from  the year o f  com - 
mercial production; provision for  
carrying forward o f  losses and setting  
o f f  o f  losses; exem ption  o f  capital 
gains from  taxes; provision o f  double  
taxation relief if  a treaty to that  
effect exists; allow ance o f  com m er-

cial rates o f  im port duty  at varying  
rates; and provision o f  incom e tax 
rebates ranging from  20  to  60  per 
cent for earnings from  non-traditional 
exports.a

In addition , credit facilities have  
been m ade available to foreign in- 
vestors and loans w ith  extended re- 
paym ent periods varying from  12 to  
15 years. T o ease bureaucratic proce- 
dures, the governm ent in January  
1989 sim plified investm ent procedures  
by centralizing all investor services 
at the Board o f  Investm ent which  
now  approves investm ent applications, 
issues licenses for im ports, provides 
access to  low -interest loans, etc.

These favourable policies towards  
FD I m ay have been a contributing  
factor to  the increase in the number 
o f  sanctioned jo in t ventures from  
10 during the period 1975 -1 9 8 0  
to  83 in 1 9 8 1 -1 9 8 6 . D espite the  
increase in the num ber o f  ventures, 
the size o f  the investm ents remains 
small and oriented tow ards labour- 
intensive, low  tech nology  sectors. 
Bangladesh has, how ever, attracted  
an increasing num ber o f  investm ents  
from  Asian developing countries, 
w hich accounted  for over one third  
o f  both  foreign and tota l equity  
capital and m ore than half o f  the  
investm ent proposals sanctioned since  
1 9 7 4 /7 5 . In particular, investors 
from  Singapore m ade significant in- 
vestm ents in agro-industries, w hile  
those from  the R epublic o f  Korea  
targeted textiles , leather and footw ear

(see table). As a percentage o f  intra- 
regional foreign invesm ent, however, 
investm ent flow s to  Bangladesh repre- 
sent on ly  0.1 per cent, compared  
w ith 91 .7  per cent to  the ASEAN  
region.

A survey o f  the reasons w hy  
Asian transnational corporations  
established operations in Bangladesh  
suggested that w hile the incentives  
offered by the host G overnm ent were  
im portant, other factors also played  
a part. For instance, in food  pro- 
cessing, access to  raw materials and  
know ledge o f  the host country  
m arket w ere cited  as m ore im portant. 
In th e  m etal sector the high rate o f  
return was equally im portant. In 
textiles , access to  underutilized quotas 
w ithin  the M ulti-Fibre Arrangement 
was the m ost im portant reason for  
choosing Bangladesh. Thus, w hile  
favourable investm ent incentives and 
th e  easing o f  restrictions have been  
im portant, th ey  have n ot been the  
on ly  reasons for the investm ent  
decisions o f  transnational corporations. 
T o attract m ore diversified invest- 
m ents Bangladesh m ay require another  
form  o f  com parative advantage, as it 
did w ith  natural resources in agro- 
processing and m etals and quotas  
w ith  garm ents. In addition, the  
ex ten t o f  infrastructure developm ent  
and political stability are im portant  
factors in the investm ent decisions  
o f  transnational corporations.c

D esp ite the increase in FDI, 
Bangladesh did n ot always realize  
the expected  benefits o f  technology

b Ib id , p. 42 . 

c Ib id , p. 92.

a ESCAP, Transnational C orpora- 
tion s fro m  D evelop in g  A sian  
E conom ies: H o st C ou n try  P erspectives  
(ST /E S C A P /605), p . 70-71.
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cycle” ; indeed the same policies 
and the same orientation can have 
the opposite effect of pushing the 
country into a “vicious cycle”

In addition, foreign capital 
tends to be very selective, in view 
of the risks involved. The main 
centre of operations of multina- 
tional corporations and foreign 
investors continues to lie in the 
advanced countries themselves. 
They are generally reluctant to shift 
operations to the developing coun- 
tries, particularly to the least

developed countries, whose poor 
infrastructural facilities, low skill 
and education base and proneness 
to social conflicts act as deterrents. 
In spite of this a number of least 
developed countries have succeeded 
in attracting significant amounts 
of foreign direct investment (see 
box 11.9).

2. Technology policies

Policies in the area of science 
and technology have a key effect on

economic growth. As far as the 
least developed countries are con- 
cerned, technology is embodied 
in the capital goods they import. 
There is, however, in most of 
these countries an inadequate 
supply of technology because the 
demand for it, the knowledge 
of what its capabilities are, and 
the ability to master and adapt 
it are all inadequate. The domestic 
capacity to adopt new technologies 
is a matter that has to be addressed

transfer, improved skills levels, and 
improvement in its balance-of-pay- 
ments position. For example, invest- 
m ents from Hong Kong and the  
Republic o f  Korea were instrumental 
in developing Bangladesh into the 
the fifth largest exporter o f  ready- 
made clothes to the United States 
o f  America; there is also a commen- 
surable increase in foreign exchange 
earnings and in the relative importance 
o f  garments in total export value

(see table II.5, p. 125). However, since 
foreign garment manufacturers have 
tended to import a high percentage 
o f inputs, representing close to 80  
per cent o f  the value o f  garments, the  
net effect on the balance o f  payments 
has been negligible. Moreover, most 
garment manufacturing tends to be 
labour intensive and to use low  
technology; therefore technology  
transfer has been limited. The major 
benefit has been the transfer o f

production and marketing expertise 
which has allowed local companies 
in Bangladesh to replicate their 
example and take advantage o f an 
established distribution network. 
Garment firms wholly-owned by  
Bangladesh have tended to have a 
lower ratio o f  imported inputs and 
a similar export orientation. There- 
fore, foreign exchange earnings 
retained by the host country were 
greater with local control.

Sanctioned investment and number of sanctioned joint ventures with transnational corporations, by industry 
since 1974/75
(Millions o f  taka)

Source: Directorate o f  Industries, Government o f  Bangladesh.
N ote:  Numbers in parentheses indicate number o f  units or firms.
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123.8 (2) 
31.0 (1) 
1 8 .4 (1 )

95.5 (4) 
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377.1 (24)

1 1 .4 (1 )  
263.5 (9) 

26.0 (4)

76.2 (10) 
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Developing Asian economies
China
Democratic People’s 

Republic o f  Korea 
Republic o f  Korea 
Singapore 
Thailand 
Others

Developed economies
Canada
Germany (Federal Republic of) 
Japan
Netherlands 
Switzerland 
United Kingdom  
Others
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through improvements in formal 
and non-formal education systems, 
as argued earlier; the demand for it 
has to be generated by appropriate 
industrial, financial and commercial 
policies. Inefficient industries 
which are sheltered behind high 
levels of domestic protection are 
invariably weak seekers of better 
technology or technological skills. 
It is only by providing a more 
competitive economic environment, 
in which import-competing in- 
dustry is relatively efficient at 
low levels of protection and in 
which industries seek to export, 
that demand for new technology 
will emerge.

Leaner and healthier indus- 
tries will require better tech- 
nology but this raises two supply 
issues, one domestic and the 
other foreign, both related to 
education and science and tech- 
nology policy. The primary thrust 
of education or skills training 
and of science and technology 
policy generally in these coun- 
tries should aim, inter alia, at 
developing, in sufficient number, 
people with the ability to master 
and, if necessary, adapt to domestic 
needs technologies imported from 
the international market where 
they are in such abundant sup- 
ply. There is a role for both 
ODA-type finance and domestic 
expenditure in these areas. While 
the infant industries’ argument 
for the protection of domestic 
industry is generally accepted and 
practised, the case for subsidizing 
the more general development 
of technological competence is 
seldom recognized or adequately 
emphasized. The Governments 
in question need to understand 
the key importance of the ap- 
propriate level and quality of 
expenditure to achieve this goal, 
which is vital to the success in 
the longer run of their develop- 
ment and restructuring efforts.

The generation of domestic 
technological capability is, of

course, a long and slow process 
but there are other possible ways 
to bridge the technology gap 
in the short and medium run. 
This is by foreign investment 
or by the outright purchase or 
licensing of the technology 
sought. Different countries have 
emphasized one or the other or 
both of these approaches. For 
the resource-strapped least 
developed countries, the direct 
investment route is possibly more 
attractive in that it costs less 
in the short run and brings longer- 
term benefits by providing access 
to modern forms of management 
practices and external markets. 
The latter form has its attraction 
as well; it still permits the pur- 
chase of the relevant technologies 
and of foreign skills or training 
facilities. It also permits the 
purchase of market assistance 
abroad; and it may result in lower 
long-term costs.

3. Services

For some of the least devel- 
oped countries further promotion 
of the export of services, in 
particular tourism and financial 
services, offers an alternative or 
a supplement to the development 
of their industrial sectors. Tourism 
requires the establishment of ade- 
quate infrastructure — hotels and 
other tourist facilities, transport 
and communication, and market- 
ing arrangements — for which ade- 
quate foreign and domestic 
resource support needs to be 
provided. Again, this requires 
attention in education and tech- 
nical training programmes. Fur- 
thermore, the requirement of 
political and economic stability 
needed to attract foreign invest- 
ment is essential in order to at- 
tract customers, as was made 
evident in the case of Fiji and 
Vanuatu a few years ago.

The infrastructural investment 
needed in industries such as 
tourism is part of a more general
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ed and Pacific island countries 
in .securing effective integration 
of their economies. The establish- 
ment of adequate transport net- 
works and telecommunication 
systems is also crucial to effective 
development generally. Infrastruc- 
ture investments are important 
not only for the integration and 
expansion of domestic markets 
but also for taking advantage 
of emerging opportunities in the 
international economy. The land- 
locked and island economies are 
particularly handicapped in this 
respect. The development of 
infrastructure is likely to continue 
to be the responsibility of gov- 
ernments given the lumpy invest- 
ments, long gestation, possible 
implementation lags and the low 
private returns to such invest- 
ments. The economic returns, 
however, are likely to be very 
high for well-designed programmes 
and merit sustained support from 
ODA grants and loans.

Air transport is one means 
by which remote or land-locked 
countries can overcome locational 
disadvantages. Mauritius, a small 
island country, has had spectacular 
success with its industrial devel- 
opment based on importing wool 
by air, converting it into garments 
and exporting the finished product 
by air. It is today one of the 
largest exporters of knitwear. For 
countries like Bhutan and Nepal 
and possibly Myanmar, air freight 
services of this kind could provide 
access to markets within the region 
for quality horticulture and 
fisheries products. But again that 
would call for production and 
marketing technology (not only 
as regards the products but as 
regards the freight services them- 
selves) for which foreign invest- 
ment, technical assistance or ODA 
would be crucial to success.

The slow growth and social 
progress of the Asian least devel- 
oped countries continued to persist
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amid the robust and dynamic 
performance of many Asian 
developing economies. This duality 
in performance brought to force 
the failure of the region’s trading 
systems to spread the growth 
impulses to its less dynamic parts. 
Therefore, one option which needs 
serious consideration is greater 
regional co-operation in trade, in- 
vestment and migration. Finally, 
while increased external assistance 
in one form or another will be 
essential if the Asian least devel- 
oped countries are to reach towards 
the growth targets of the 
Substantial New Programme of 
Action, the improved mobilization 
of domestic resources and the 
efficiency of their use should not 
be overlooked. Whereas the pro- 
motion of a vigorous private 
sector is part of that, it remains 
important to secure efficiency in 
the operation of public or semi- 
public enterprises. Greater em- 
phasis on financial development 
in the Asian least developed coun- 
tries can contribute significantly 
towards mobilization of domestic 
resources. State-owned banks 
and financial institutions often 
find their efficiency and pro- 
fitability vastly reduced owing 
to external interference. From 
this point of view, reforms of 
the banking sector in many least 
developed countries need greater 
consideration, including privatiza- 
tion and deregulation to encourage 
more competition and savings 
mobilization.

B. THE PACIFIC ISLANDS

The task of structural trans- 
formation of Pacific island eco- 
nomies is a great deal more dif- 
ficult than that of the least devel- 
oped countries for a number of 
reasons. First, the familiar 
paradigm of structural change as 
of transition in relative output 
shares away from agriculture to- 
wards industry (especially

 -noc rehtie( dna )gnirutcafunam
currently or subsequently) services, 
is often of limited technical feasi- 
bility or not in accord with their 
comparative advantage. Second, 
it needs to be recognized that for 
most Pacific island countries struc- 
tural change, not only in this 
limited sense but in broader terms 
of transforming basic social and 
cultural relationships that under- 
lie and indeed are an integral part 
of production systems in the 
Pacific, has not been totally absent 
in the past.4 The process of 
transformation has been greatly 
intensified and quickened during 
the past 40 years or so by the 
nature of the colonial and post- 
colonial relationships between 
Pacific island countries and metro- 
politan powers. As a result, it 
could be argued that for some of 
them, especially the atoll 
economies, the process of change 
has already brought about a stable 
structural equilibrium which if 
disturbed may not yield any net 
welfare advantages, given the high 
costs and concomitant risks of 
further structural changes.

In such atoll economies, 
growth in income and consump-
tion has depended largely on 
what are in essence external rental 
incomes — budgetary support, 
emigrants’ remittances, interest 
on investments, resource rents 
(for example, fishing and site- 
leasing fees), and tourism (which 
can be regarded partly as rents 
of location). Thus, in these 
economies the problem of how 
to expand goods and services 
production in the monetary sector 
is less important than the need 
to ensure the security and pre-

4 See E. Hau’ofa and R.G. Ward, 
,neY .E.D dna ”txetnoc laicos ehT‘'  

“Pacific production systems” in R.G. 
Ward and A. Proctor, eds., South Pacific 
Agriculture -  Choices and Constraints 
(Manila, Asian Development Bank, 
1980).

dictability of rents and, if growth 
in per capita incomes is to be 
achieved, of maximizing their size. 
Related to this is the question of 
how these rental incomes are to 
be disbursed among the population, 
bearing in mind incentive effects 
on local production as well as 
realization of external rents, and 
the desire to preserve the tradi- 
tional mode of production and 
the cultural values that it em- 
bodies.

Another difficulty in consider- 
ing viable policy options for trans- 
formation of Pacific island eco- 
nomies is that encountered in 
defining the reference framework 
of such transformation. The 
possibility of international migra- 
tion opens up much wider and 
more comprehensive avenues of 
welfare gains than are possible 
within the geographical confines 
of small Pacific countries. It is 
abundantly apparent that many 
Pacific islanders have seen this 
clearly and have acted according- 
ly. They have seen that develop- 
ment means, for example, devel- 
opment for Cook Islanders, 
Samoans or Tongans not only 
for the Cook Islands, Samoa or 
Tonga, and in making their welfare 
maximizing choices the reference 
world is not national but trans- 
national. The development role 
of government from this point 
of view is thus “to maintain home 
base and to support the out- 
ward thrust of the kin groups, 
not to thwart that outward thrust 
and slash income aspirations in 
pursuit of the chimera of self- 
reliance” .5

Another option for many

5 G.H. Bertram, ‘T h e  political 
econom y o f decolonization and leasing 
o f sites for military bases and to a lesser 
extent, nationhood in small Pacific 
societies” , in E. Hau’ofa and others, 
eds., Class and Culture in the South  
Pacific (Suva, Fiji, University o f the 
South Pacific, 1987).
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smaller Pacific island economies, 
in contrast to rent-seeking, is 
self-sufficiency or self-reliance, an 
option often suggested and em- 
phasized in, among others, the 
development plans of many Pacific 
island countries.6 If pursued to the 
extreme, it would mean not only 
a renunciation of external aid 
and budgetary support but also 
the abandonment of international 
trade and investment, as well as 
international migration and the 
elimination of remittance income. 
If migration outlets remained 
opened, a policy of this kind in- 
volving a substantial fall in the 
real wage could only result in 
even more rapid haemorrhage of 
labour, especially skilled labour, 
through emigration than has 
occurred so far.

In any case, the switch in 
consumer tastes away from pre- 
sent consumption patterns and 
imported goods to the products 
of the subsistence sector would 
have to be achieved on a voluntary 
basis. Although the return to a 
subsistence economy and idyllic 
existence is unlikely to become 
a viable option, it does arouse 
concern for the preservation of 
the natural environment and 
traditional culture, which must 
find a place in any serious plan 
of restructuring.

Rental incomes are far less

6 Steven Pollard, A to ll  E conom ies: 
Issues an d  S tra tegy O ptions fo r  D eve lo p - 
m en t: A  R eview  o f  the L iterature  
(Canberra, National Centre for Develop- 
ment Studies, Australian National 
University, 1988).

important for the larger economies 
of Fiji, Papua New Guinea, 
Solomon Islands and Vanuatu 
(budgetary aid to Papua New 
Guinea from Australia, tourism to 
Fiji and, to a lesser extent, tax 
haven facilities in Vanuatu being 
the chief elements of such in- 
comes). For these countries, 
the policy options for economic 
restructuring are broadly similar 
to those available for Asian least 
developed and other developing 
countries, as discussed in the 
preceding section. In view of the 
small size of the domestic market, 
the expansion of tradable goods 
production for export continues 
to offer the chief source of growth, 
with agriculture remaining the 
dominant element in the fore- 
seeable future. Both agricultural 
and manufactures (mainly process- 
ing) exports can provide the needed 
stimulus to growth and structural 
change. Vulnerability to commo- 
dity price fluctuations and environ- 
mental concerns limit the possi- 
bilities for agricultural exports, but 
that points to the need for closer 
attention to institutional means to 
cover for such uncertainties as 
has been done in Papua New 
Guinea or to diversify the export 
range, especially into agricultural 
export niches where income
elasticities of demand are high.

There are two essential require- 
ments. One is for much stronger
efforts to improve the human
resources base through health,
education and manpower policies. 
A healthy, skilled and adaptable 
work-force is crucial not only for

the efficient management of the 
public economy but also for the 
emergence of imaginative entrepre- 
neurship in the private economy 
willing to seek out profitable 
opportunities, whether in domestic 
or international trade or in agri- 
culture industry or services. It 
is apparent that while unem- 
ployment among the unskilled 
labour force is high, there are at 
the same time serious deficiencies 
in the supply of skilled man- 
power in each of these four coun- 
tries, not only at the managerial, 
administrative or technological 
levels (illustrated by the persistence 
of a high proportion of expatriates 
in government employment in 
Papua New Guinea), but also at 
the manual level. For Fiji, such 
shortages have been exacerbated 
by a sharp increase in 1987 and
1988 in the emigration of highly 
qualified personnel.

The second essential require- 
ment is for appropriate macro- 
economic policies to maintain price 
stability and an exchange rate 
that does not operate to discourage 
export initiatives. Allied to that 
is the need for appropriate micro- 
economic policies in the goods, 
labour and capital markets that 
do not distort price signals. The 
need seems to be clearly recognized 
by Fiji and efforts are being made 
to move away from the substantial 
regulatory system of economic 
management hitherto existing and 
to concentrate on the creation of 
an internationally competitive 
economy that is seen to be essential 
to structural growth.
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Since the 1957 issue, the Economic and Social Survey o f  Asia and the Pacific has, in addition to a review of 
the current situation of the region, contained a study or studies of some major aspect(s) or problem(s) of economies 
of Asia and the Pacific, as specified below:

1957: Postwar problems of economic development
1958: Review of postwar industrialization
1959: Foreign trade of ECAFE primary exporting countries
1960: Public finance in the postwar period
1961: Economic growth of ECAFE countries
1962: Asia’s trade with western Europe
1963: Imports substitution and export diversification
1964: Economic development and the role of the agricultural sector
1965: Economic development and human resources
1966: Aspects of the finance of development
1967: Policies and planning for export
1968: Economic problems of export-dependent countries. Implications of economic controls and liberaliza-

tion
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1970: The role of foreign private investment in economic development and co-operation in the ECAFE
region. Problems and prospects of the ECAFE region in the Second Development Decade 

1971: Economic growth and social justice. Economic growth and employment. Economic growth and
income distribution

1972: First biennial review of social and economic developments in ECAFE developing countries during
the Second United Nations Development Decade 

1973: Education and employment
1974: Mid-term review and appraisal of the International Development Strategy for the Second United

Nations Development Decade in the ESCAP region, 1974 
1975: Rural development, the small farmer and institutional reform
1976: Biennial review and appraisal of the International Development Strategy at the regional level for the

Second United Nations Development Decade in the ESCAP region, 1976 
1977: The international economic crises and developing Asia and the Pacific
1978: Biennial review and appraisal at the regional level of the International Development Strategy for the

Second United Nations Development Decade 
1979: Regional development strategy for the 1980s
1980: Short-term economic policy aspects of the energy situation in the ESCAP region
1981: Recent economic developments in major subregions of the ESCAP region
1982: Fiscal policy for development in the ESCAP region
1983: Implementing the International Development Strategy: major issues facing the developing ESCAP

region
1984: Financing development
1985: Trade, trade policies and development
1986: Human resources development in Asia and the Pacific: problems, policies and perspectives
1987: International trade in primary commodities
1988: Aspects of economic and social development issues and policies




