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FOREWORD

The annual Economic and Social Survey of Asia and the Pacific is a valuable instrument for
disseminating information and sharing experience on socio-economic performance and related policy responses.
Given the dynamic role which the region is playing in an increasingly globalized world economy, this forty-ninth
issue is particularly important.
Economic performance in Asia and the Pacific during 1994 and 1995 has been striking. Average rates
of growth in output and trade were far above the world average.
A critical factor for the continuance of today’s favourable trends will be the sustained commitment of
countries in the region to domestic policy reforms. These include enhancing the role of the private sector in
development, strengthening legal frameworks, macroeconomic reform and institutional mechanisms for col
laboration between government and the private sector.
All these are examined in the Survey as
are the important issues of property rights, enforcement of contracts, and policies to enhance competition.
While energizing the private sector, countries in the region continue to emphasize the vital role of the
public sector in the provision of social services.
In most countries, the proportion of public expenditure
allocated to social sectors has exceeded 20 per cent.
Considerable improvements have been made in
education, health, water supply and sanitation over the past decade.
There are still several areas calling for even greater attention. These relate, among others, to equity
between income classes, regions and genders. They include cost-effectiveness in delivery and intrasectoral
priorities. Improvements will be necessary in the quality of services. Closer involvement is required with the
private sector, non-governmental organizations and local communities. Greater mobilization of resources for the
social sectors will be essential. And it must be remembered that the remarkable progress of the region has
not benefited all its countries and peoples, many of whom remain among the world’s least developed.
The Survey is an invaluable source of information on economic developments in the Asian and Pacific
region. It will serve as a reliable resource for policy dialogue at national and regional levels and as a model
for the entire international community.

Boutros Boutros-Ghali
Secretary-General
March 1996
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EXPLANATORY NOTES
The term “ESCAP region” is used in the present issue of the Survey to include Afghanistan, American Samoa, Armenia,
Australia, Azerbaijan, Bangladesh, Bhutan, Brunei Darussalam, Cambodia, China, Cook Islands, Democratic People’s Republic
of Korea, Fiji, French Polynesia, Guam, Hong Kong, India, Indonesia, Iran (Islamic Republic of), Japan, Kazakstan, Kiribati,
Kyrgyzstan, Lao People’s Democratic Republic, Macau, Malaysia, Maldives, Marshall Islands, Micronesia (Federated States
of), Mongolia, Myanmar, Nauru, Nepal, New Caledonia, New Zealand, Niue, Northern Mariana Islands, Pakistan, Palau, Papua
New Guinea, Philippines, Republic of Korea, Russian Federation, Samoa, Singapore, Solomon Islands, Sri Lanka, Tajikistan,
Thailand, Tonga, Turkmenistan, Tuvalu, Uzbekistan, Vanuatu and Viet Nam. The term “developing ESCAP region” excludes
Australia, Japan and New Zealand.
The term “Central Asian republics” in this issue of the Survey refers to Armenia, Azerbaijan, Kazakstan, Kyrgyzstan,
Tajikistan, Turkmenistan and Uzbekistan.
The designations employed and the presentation of the material 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, territory,
city or area or of its authorities, or concerning the delimitation of its frontiers.
Mention of firm names and commercial products does not imply the endorsement of the United Nations.
The abbreviated title Survey in footnotes refers to Economic and Social Survey of Asia and the Pacific for the year
indicated.
Many figures used in the Survey 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, two 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
(/) indicates a crop year, a fiscal year or plan year. The fiscal years, currencies and 1994 exchange rates of the
economies in the ESCAP region are listed in the following table:

Country or area

Fiscal year

Currency and abbreviation

Mid-point rate of
exchange for $1
as of June 1995

Afghanistan..............................................
American S am o a...................................
A rm e n ia ...................................................
Australia...................................................
Azerbaijan................................................
Bangladesh..............................................
Bhutan .....................................................
Brunei Darussalam ................................
Cambodia.................................................
C h in a ........................................................
Cook Islands...........................................
Democratic People’s Republic
of K o re a ...............................................

21 March to 20 March

afghani (Af)
United States dollar ($)
dram
Australian dollar ($A)
manat (M)
taka (Tk)
ngultrum (Nu)
Brunei dollar (B$)
riel (CR)
yuan renminbi (Y)
New Zealand dollar ($NZ)

50.600
1.000
420.000
1.411
4 480.000
40.100
31.420
1.390a
2 300.000
8.301
1.494

F iji.............................................................
French Polynesia...................................

1 January to 31 December

G u a m ........................................................
Hong Kong...............................................
In d ia ..........................................................
Ind one sia.................................................
Iran (Islamic Republic o f ) .....................
Japan ........................................................
K azakstan................................................
K iribati......................................................
Kyrgyzstan...............................................

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 January to 31 December
1 January to 31 December
1 January to 31 December

1 January to 31 December
1 July to 30 June
1 January to 31 December
1 July to 30 June
1 April to 31 March
1 January to 31 December
1 January to 31 December
1 January to 31 December
1 April to 31 March

won (W)
Fiji dollar (F$)
French Pacific Community franc
(FCFP)
United States dollar ($)
Hong Kong dollar (HK$)
Indian rupee (Rs)
Indonesian rupiah (Rp)
Iranian rial (RIs)
yen (¥)
tenge (T)
Australian dollar ($A)
som (som)

2.150b
1.389
88.232
1.000
7.738
31.420
2.246
1 744.700
84.600
62.000
1.411
10.900

Country or area

Fiscal year

Currency and abbreviation

Mid-point rate of
exchange for $1
as o f June 1995

Lao People’s Democratic Republic.....
M aca u.......................................................
Malaysia...................................................
M aldives...................................................
Marshall Islands......................................
Micronesia (Federated States o f) ........
M on go lia ..................................................
M yanm ar..................................................
N a u ru ........................................................
Nepal ........................................................
New C aledonia.......................................

1 July to 30 June

New Zealand ..........................................
N iu e ..........................................................
Northern Mariana Islands.....................
P akistan...................................................
Palau.........................................................
Papua New G u in e a ...............................
Philippines................................................
Republic of Korea...................................
Russian Federation................................
Samoa .....................................................
Singapore.................................................
Solomon Islan ds.....................................
Sri L a n k a .................................................
Tajikistan..................................................
T h ailan d...................................................
T onga........................................................
Turkmenistan...........................................
Tuvalu........................................................
U zbekistan...............................................
Vanuatu....................................................
Viet N am ..................................................

1 April to 31 March
1 April to 31 March
1 October to 30 September
1 July to 30 June
1 October to 30 September
1 January to 31 December
1 January to 31 December
1 January to 31 December
1 January to 31 December
1 July to 30 June
1 April to 31 March
1 January to 31 December
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
1 January to 31 December
1 January to 31 December

1 January to 31 December
1 January to 31 December
1 October to 30 September
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

new kip (NK)
pataca (P)
ringgit (M$)
rufiyaa (Rf)
United States dollar ($)
United States dollar ($)
tugrik (Tug)
kyat (K)
Australian dollar ($A)
Nepalese rupee (NRs)
French Pacific Community franc
(FCFP)
New Zealand dollar ($NZ)
New Zealand dollar ($NZ)
United States dollar ($)
Pakistan rupee (PRs)
United States dollar($)
kina (K)
Philippine peso (P)
won (W)
rouble (R)
tala (WS$)
Singapore dollar (S$)
Solomon Islands dollar (SI$)
Sri Lanka rupee (SL Rs)
Tajik rouble (TR)
baht (B)
pa’anga (T$)
manat (M)
Australian dollar ($A)
som (som)
vatu (VT)
dong (D)

729.000
7.968
2.439
11.770
1.000
1.000
448.000
5.505
1.411
50.430
88.232
1.494
1.494
1.000
31.010
1.000
1.314
25.575
758.100
5 080.000
2.425
1.396
3.400
50.560
5 080.000c
24.660
1.277
197.000
1.411
26.100
113.480
11 213.000

Sources: United Nations, Monthly Bulletin of Statistics, vol. XLIX, No. 10 (October 1995); United Nations, Statistical
Indicators for Asia and the Pacific, vol. XXV, No. 4 (December 1995); International Monetary Fund, International Financial
Statistics (November 1995); and national sources.
a
b
c

July 1995.
August 1995.
May 1995.
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ADB

Asian Development Bank

AIDS

acquired immune deficiency syndrome

ASEAN

Association of South East Asian Nations

FDI

foreign direct investment
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GDP

gross domestic product

GNP

gross national product

HIV

human immunodeficiency virus

IMF

International Monetary Fund

OECD

Organisation for Economic Cooperation and Development
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I.

WORLD ECONOMIC DEVELOPMENTS AND
THE ESCAP REGION

MAJOR RECENT TRENDS IN
THE WORLD ECONOMY AND
RELATED ISSUES

confined to North America, Australia, New Zealand
and the United Kingdom in 1993, spread to all
industrial countries in 1994, with the exception of
Japan. Thus, the average rate of output growth in
the developed market economies rose from 1 per
cent in 1993 to 2.8 per cent, the seven major
industrial countries achieving 2.9 per cent.
The
economies of France, Germany and Italy in continental Europe achieved rates of growth of more than 2
per cent, sharply reversing their decline in 1993.
Japan alone among the major industrial countries
still remained on the brink of recession with a mere
0.5 per cent growth rate. The industrial countries,
excluding the major seven, registered an average
growth of 4.4 per cent compared with 0.1 per cent
in 1993 while the average growth of the European
Union reached 2.6 per cent, up from -0.5 per cent in
1993 (table I.1).

Growth patterns converge
he apprehension felt early in 1995 at the prospect of a slowdown or relapse in the process
of the world economic recovery, which reached its
high point in 1994 after three years of stagnation,
subsided substantially as the year progressed.
World output growth, in fact, accelerated slightly in
1995 compared with that of 1994.
Although the
industrial countries suffered some deceleration owing
to a slowing of growth in North America, Australia,
New Zealand and the United Kingdom of Great
Britain and Northern Ireland, accelerated growth in
the European Union and a substantial slowing in the
rate of output contraction in the economies in
transition caused an improvement in the global outcome. Inflation in the industrial countries, which was
feared as economic recovery gathered momentum in
1994, was successfully restrained. The growth in
international trade maintained its strong pace, though
slowing somewhat from the growth of over 9
per cent in 1994, the highest in many years. The
World Trade Organization (WTO) became operational
at the beginning of the year and the prospects for
trade liberalization envisaged in the series of agreements reached under the Uruguay Round of multilateral trade negotiations brightened. The jitters that
developed in the world financial markets following
the Mexican financial crisis late in 1994 and as a
result of the volatility in the exchange markets early
in 1995 were allayed later in the year, which contributed to stability and growth in financial flows. Positive developments in several important areas thus
marked the progress of the year.

T

Economic growth in developing countries
accelerated from an average of 5 per cent in 1993
to 5.4 per cent in 1994. The dynamic economies of
Asia continued to lead in growth performance among
the developing country groups with an average
growth rate of 8 per cent accelerating from 7.5 per
cent in 1993. The rate of growth in Latin America
also strengthened to 4.3 per cent from an average
of 3 per cent. Africa also posted accelerated growth
of 2.2 per cent compared with 0.5 per cent in 1993.
The economies in transition as a group were
still experiencing output contraction, although some
of the countries in Eastern Europe have posted
positive rates of growth since 1993. In 1994, the
eastern European countries achieved an average
rate of growth of 3.8 per cent. Apart from the Baltic
States, the successor States of the former Soviet
Union continued to experience output decline at
average rates of almost 16 per cent in 1994. That
gave an overall decline of 9.2 per cent for all
economies in transition.
In 1995, the overall result remained basically
unchanged as reflected in the aggregate world
output growth. The world economic growth rate was
estimated at 2.6 per cent, slightly higher than in

The world economic growth rate rose from 1
per cent in 1993 to 2.5 per cent in 1994. Economic
recovery in the industrial countries, which remained

1

Table I.1. Economic growth in various world regions
(Percentage)
1991

1992

1993

2 .5

0 .4

0 .7

2 .5

0 .8

2 .5

0 .9

-0 .2

-2 .2

2 .5

0 .8

4 .7
2.1

1990
W o rld
D e v e lo p e d m a r k e t e c o n o m ie s

Major industrialized countries (G7)
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Other industrialized countries
European Union
D e v e lo p in g c o u n trie s

Africa
Latin America
Asia and Pacific
West Asia
E c o n o m ie s in t r a n s it io n b

1994

1995a

1996a

1997

1.0

2 .5

2 .6

3.1

3 .2

1 .5

1 .0

2 .8

2 .4

2 .6

2 .5

1 .6

1.1

2 .9

2 .7

2 .7

1 .0

2 .2

4 .5

4 .0

2 .6

1 .2

-1 .5

2.1

3 .0

2 .8

3.1

1 .2

2.1

-1 .1

2 .2

2 .2

2 .9

2 .9

1 .3

0 .9

-0 .7

2 .2

3 .0

3 .0

4 .8

4 .3

1.1

-0 .2

0 .5

0 .7

2 .0

2 .3

0 .4

-2 .0

-0 .5

2.1

4 .0

2 .8

2 .8

2 .4
2.1

1 .2

-0 .6

2 .3

3.1

4.1

3 .0

2 .5

2 .6

0 .6

0 .9

0.1

4 .4

2 .8

3 .2

2 .6

2 .7

0 .6

1 .0

-0 .5

2 .6

3 .0

2 .7

2 .9

3 .0

3 .4

4 .9

5 .0

5 .4

5 .0

5 .5

5 .7

2 .2

1 .3

0 .8

0 .5

2 .2

2 .6

3 .3

3 .0

-0 .1

2 .9

2 .2

3 .0

4 .3

1 .5

2 .6

4 .2

6 .0

6 .3

7 .3

7 .5

8 .0

7 .8

7 .4

1 .9

-0 .2

5 .7

2 .2

0.1

1 .5

4 .7

4 .6

-6 .2

-8 .8

-1 5 .5

-8 .6

-9 .2

-1 .3

2 .9

4 .0

Source: World Economic and Social Survey 1995 (United Nations publication, Sales No.E.95.II.C.1); United Nations
(Department for Economic and Social Information and Policy Analysis); “Project LINK World Outlook, Summary” (6
November 1995); and national sources.
a

Forecast.

b

Including Albania.

Independent States is expected to slow down to 4.5
per cent in 1995 from 16.3 per cent in 1994.

1994. Growth in the industrial countries was slowing
down, from 2.8 to 2.4 per cent, as the economies in
North America, Australia, New Zealand and the
United Kingdom slowed from their rapid growth
Japan’s expected recovery did not
in 1994.
materialize.
However, countries belonging to the
European Union as a group, including France,
Germany and Italy, experienced accelerated rates of
growth which sustained the average rate for the
developed market economies at 2.4 per cent compared with 2.8 per cent in 1994.

The short- to medium-term prospect for the
world economy remained optimistic.
Current forecasts show world growth accelerating to more than 3
per cent in 1996 and 1997. Japan’s economy is
expected to recover fully with a growth of at least 2
per cent in 1996, benefiting, inter alia, from a large
fiscal stimulation package introduced by the Government in September 1995, the fifth since 1992.
While the economies of the United States of America and Canada are expected to slow down further to
about 2.5 per cent, growth in the European economies is expected to be close to 3 per cent as in
1995. Thus, for the developed market economies as
a whole, growth is forecast at 2.6 per cent in 1996
and 1997.2
The industrial countries’ ability to

Average growth in the developing countries is
expected to slow largely as a result of a slowdown
in Latin America. Among the economies in transition, the eastern European countries were expected
to improve their average growth rate from 3.9 per
cent in 1994 to 4 per cent in 1995.1 The rate of
decline in output in the Russian Federation and
other member states of the Commonwealth of

2 Estimates and forecasts by the International Monetary Fund (IMF) diverge somewhat from the figures used in
this Survey. See IMF, World Economic Outlook (October
1995).

1 Five countries only: the Czech Republic, Hungary,
Poland, Romania and Slovakia.

2

sustain the growth process while keeping inflation
low has given rise to optimism about the
sustainability of non-inflationary growth.
Macroeconomic policy coordination among major industrial
countries to stabilize the exchange rates of major
currencies and keep inflation and interest rates at
low levels is seen to be contributing to sustained
non-inflationary growth.

along with restraints put on the growth of monetary
aggregates.
As late as 1990, when growth was
already starting to falter and some of the economies
were going into recession, short-term nominal interest rates ranged between 8 per cent in the United
States and almost 15 per cent in the United
Kingdom. Inflation rates, on the other hand, ranged
between Germany’s 2.7 per cent and the United
Kingdom’s 9.5 per cent. Thus, real interest rates,
which remained consistently high in the 1980s,
remained substantially so in 1990 (figure I.1). Real
interest rate, however, started falling during the
1990s with the onset of recession.

For the developing countries, growth is forecast
to remain above the world average, accelerating
somewhat from the 1994-1995 rates. Positive economic growth is also expected in the economies in
transition. The turnaround might come about with a
positive growth in the Russian Federation, the largest of them all.

As the economies experienced varying periods
of unsynchronized recession and recovery between
1991 and 1994, interest rates had fallen in varying
steps to between 4 and 5 per cent by 1994. In the
United States and Japan, interest rates fell to their
lowest historical levels of 3 per cent in 1993. Rates
in the United States were pushed up in 1994 as the
economy experienced a fast-paced recovery while
Japan’s came down further as its economic recovery
faltered.
European interest rates, led by those of
Germany because of its pre-eminent role in the
Eufopean monetary system, also fell further in 1994
and 1995, as Europe’s economic recovery lagged
behind, but remained generally high at least until
1994.

Inflation contained but high
unemployment lingers
That inflation has been contained to below 3
per cent in the industrial countries since 1993 is
viewed as a major success of recent policy. According to the latest available estimates, consumer price
inflation averaged only 2 per cent in the industrial
countries in 1994, with 2 per cent in North America,
2.9 per cent in Western Europe and 0.7 per cent in
Japan. Forecasts for 1995 predicted an average of
only 2.1 per cent inflation for the industrial countries
with acceleration in North America from 2 to 2.4 per
cent and in Western Europe from 2.9 to 3.1 per
cent, while there would be further deceleration in
Japan. In 1996 and 1997, no more than 2.5 per
cent inflation is predicted for the industrial countries,
with the pattern in North America, Europe and
Japan remaining largely unchanged.

Between 1991 and 1994, money growth in
most countries was tightly restrained, so much so
that inflation-adjusted real money growth turned
negative in France, the United Kingdom and the
United States. With 3.5 and 6.8 per cent average
growth respectively, only Germany and Canada
experienced any significant growth in real money
supply during this period.

Although growth may have slowed somewhat,
with policies remaining tightly geared to keep inflation in check, economic recovery has not been
aborted prematurely; this is regarded as a success
of policies pursued at the national level and coordinated at the international level. The slow pace of
growth, in fact, has been regarded as a desirable
outcome since such a pace, with inflation remaining
at its historic low, may be more sustainable. A highspeed recovery could upset price stability requiring a
sharp policy brake that, in turn, could plunge economies into another sharp slowdown.

Along with these trends in interest rates and
money supply, a decline in gross domestic investment in the industrial countries is apparent. Gross
domestic investment in major industrial countries declined on average from 23.2 per cent of gross
domestic product (GDP) in 1980 to 20.5 per cent in
1993.
In the United States, the gross investment
rate declined from about 20 per cent in 1980 to an
average of about 16 per cent between 1991 and
1993.
Domestic savings rates, largely owing to
government dissavings, fell short of investment rates,
particularly in the United States. The United States
thus emerged as the largest borrower of the surplus
savings available in the world economy and also the
largest debtor country in the world despite lower
investment rates.

Since the fight against inflation was initiated in
the early 1980s, monetary control has remained
strict in most industrial countries. Interest rates had
increased to unprecedented levels in the 1980s,
3

Figure I.1.

Inflation and interest rates in major industrial countries, 1990-1994

(Percentage)

Source:

World Economic and Social Survey 1995 (United Nations publication, Sales No. E.95.II.C.1).

Notes: In this context, inflation rates refer to changes in the consumer price index.
money market rates.
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Interest rates are short-term

Coexisting with these trends in savings and
investments have been persistent high unemployment rates in the industrial countries which have
stayed on average at 7 to 8 per cent since 1992.
The rate of unemployment in Western Europe stayed
above 10 per cent during the period after coming
down to around 8 per cent in the late 1980s. The
combination of falling investment, slow growth and
high unemployment is seen by some analysts as the
price that has been paid for containing inflation
through strict control of monetary growth and by
keeping interest rates high.3

industrialized countries thus assume a significant
international dimension.

The persistent large budget deficits in most
industrial countries have been a constraint on both
the conduct of monetary policy and its effectiveness
(government borrowing, for example, tending to keep
interest rates high and high interest rates, in turn,
tending to increase the cost of debt-servicing and
budget deficit). “Fiscal consolidation”, that is, reducing budget deficits, has therefore been consistently
advocated in most policy forums in recent years.
Such fiscal consolidation can come only through
further expenditure reductions as most countries are
wary of any rise in taxes.
Public spending has
already been slashed, with the brunt falling mostly
on public investment. Apart from the adverse effect
of high real interest rates on private investment,
declining public investment, especially in infrastructure, has also been seen to be adversely affecting
private investment.4

One view is that an easing of monetary policy
even at the risk of some acceleration in inflation
rates could enable countries to grow faster and so
reduce unemployment.6 The opposite view holds
that monetary policy has never been effective in
solving the problem of unemployment. An easing of
monetary policy can stimulate growth and employment in the short term but, in the long run, it will
only feed inflation with all its deleterious consequences. According to this view, monetary policy
must concentrate on price stability, which provides
the best environment for investment and economic
growth. For quite some time, policies in the industrialized countries seem to have been based on the
latter premise and the current phase of recovery in
the economies of the industrialized countries without
inflation has been viewed as a success of that policy.

The question that arises in respect of the
conduct of monetary policy is whether the policy has
been too strictly used to combat inflation and
whether, in the process, potential investment and
growth in the economy have been sacrificed resulting in persistent high unemployment.
Opposing
views have been expressed on the relationship
between inflation and unemployment and, in that
context, the role of monetary policy.

It may be noted, however, that this policy,
which has been pursued for more than a decade,
has not prevented economies from lapsing into recession, and the recovery has not come without a
substantial easing of monetary policy.
Monetary
policy has its own limitations in curing recession and
stimulating economic growth and employment. The
current situation in Japan, where the central bank
has reduced its discount rate to a mere 0.5 per
cent, making money virtually free for anyone to
borrow, has not yet succeeded in propelling the
economy to recovery from its worst recession in post
war history.

The prevailing high unemployment in the industrialized countries is not only a serious social concern in those countries, but it also has implications
for international economic and trade relationships.
For example, imports from the developing countries
are often blamed for the prevailing unemployment
and are frequently the justification given for seeking
trade protection, though studies suggest that, when
other factors are taken into account, the net impact
of trade - either with the whole world or with
developing countries only - on employment rates is
rarely significant.5 Apart from the other implications
of macroeconomic policies pursued by the industrialized countries on the international economy, for
example, through the financial markets, policy
responses to prevailing high unemployment in the

International trade grows fast
and prospects brighten
World trade grew at the fastest rate in many
years at 9.5 per cent (the average of import and
export growth rates) in volume terms in 1994
(table I.2). The economic recovery in the industrial

3 United Nations Conference on Trade and Development, Trade and Development Report 1995 (United Nations
publication, Sales No. E.95. II. D.16), part two, chap. I.
4

Ibid.
6
United Nations Conference on Trade and Development, Trade and Development Report 1995.

5 Nicholas Vanston, “How trade affects jobs”, The
OECD Observer, No. 195 (August-September 1995).
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Table I.2. Growth in trade volumes in various world regions
(Percentage)

W o r ld

D e v e lo p e d m a r k e t e c o n o m i e s

North America
Western Europe
Japan

D e v e lo p in g c o u n t r i e s

Africa
Latin America
South and East Asia
West Asia

1990

1991

1992

1993

1994

1995a

Exports
Imports

4.4
4.3

5.6
5.4

5.7
6.6

5.3
3.9

9.4
9.7

7.1
6.9

Exports
Imports
Exports
Imports
Exports
Imports
Exports
Imports

5.1
4.7
7.0
1.4
4.2
6.2
5.3
5.7

3.8
3.1
6.2
1.3
2.5
3.9
2.5
4.0

4.4
5.0
8.2
10.3
3.3
3.6
1.5
-0 .4

3.0
1.3
6.8
12.2
1.9
-4 .0
-1 .7
2.9

8.4
9.4
11.1
13.0
8.2
6.8
2.0
13.7

6.5
7.7
9.6
5.8
6.9
8.1
-4 .0
9.6

Exports
Imports
Exports
Imports
Exports
Imports
Exports
Imports
Exports
Imports

4.6
4.9
14.6
2.2
2.8
5.6
7.5
10.1
-1 5 .7
- 6 .7

11.3
12.8
5.9
1.0
4.9
18.3
16.2
14.5
0.5
13.3

9.6
11.3
-0 .3
3.3
3.9
19.7
10.3
9.7
25.4
14.8

11.7
11.3
- 2 .2
1.2
8.7
11.6
13.8
11.5
16.1
-5 .1

11.8
10.4
1.5
-1 .2
9.2
15.3
13.6
14.5
1.2
- 5 .4

8.6
4.9
1.9
1.2
10
-1 .4
10.8
8.5
-1 .4
-2 .7

Source: World Economic and Social Survey 1995 (United Nations publication, Sales No.E.95.II.C.1); United Nations
(Department for Economic and Social Information and Policy Analysis); “Project LINK World Outlook, Summary” (25
September 1995).
a

Forecast.

Japan. Yet, at 6.9 per cent, the rate of growth was
higher than at any time since 1989, except for 1994.
Forecasts indicated similar high rates of growth in
1996 and 1997. Over the decades, faster expansion
in world trade than in world output (figure I.2) has
increased the proportion of goods and services
produced and consumed worldwide entering into
international trade.
The trend has continued in
recent years despite the fact that the recession has
affected a large part of the world economy. In many
countries, there has been an increase in the share
of trade in GDP in the process.

countries stimulated their import demand while the
strong surge in imports into Latin America since 1991
continued at the rate of 15.3 per cent in 1994. The
Asian and Pacific region also continued to exrience
high rates of import growth in response to expanding
domestic demand for both consumption and investment. This strong growth in world imports had its
obvious counterpart in the growth of world exports.
Demand in the industrialized countries, which
accounts for around 70 per cent of world trade, is
the main determinant of the overall growth in the
volume of world trade. The average rate of growth
in aggregate imports of the industrial countries
reached 9.4 per cent in 1994. Growth in Western
Europe at 6.8 per cent, reversing a 4 per cent
contraction in 1993, at almost 14 per cent in Japan
compared with 2.9 per cent in 1993 and at 13 per
cent in North America in continuation of strong
growth in the previous two years contributed to the
global growth of 9.7 per cent.

The process has been one contributing factor
in the increasing internationalization and interdependence of national economies. Growth of trade in
a wider range of goods and services, as well as
cross-border flow of money and capital, is being
intensified further to hasten the globalization process
of economies.
Structural reforms currently being
implemented in many countries, including the economies in transition, when successfully completed,
will enable those countries to participate more fully
in the international economy. The trade liberalization

In 1995, world trade growth was moderating,
owing to slower growth in both North America and

6

envisaged under the Uruguay Round agreements,
when they become effective, will carry the process a
further step forward. A large number of the developing countries, particularly the least developed countries, the small island economies and the economies
in transition, are, however, still far too weak to become effective participants in the integration process
on an equal footing with others.

Figure I.2. Growth of output and trade volume

The price of non-fuel primary commodities
recovered in 1994.
Most of them had remained
depressed until then at levels below those reached in
1988 and 1989. Prices of commodity groups such
as tropical beverages, vegetable oilseeds and oils,
and minerals and metals registered recovery from
their particularly depressed levels. The index for the
former two groups, however, barely rose above their
base-year levels of 1985, which itself was a year of
relatively low commodity prices. Only the prices of
food and agricultural raw materials managed to maintain their prices in the 1990s above their 1985 base
levels, and these rose further in 1994.
Tropical
beverages, vegetable oilseeds and oils, and mineral
ores and metals registered the highest percentage
rise over the previous year.
That, however, only
reflected the very low levels that they had reached in
1993.
All prices, other than for food, showed a
downturn again in 1995 (figure I.3).
The 1994 gains reflecting the effect of demand
revival as economic recovery peaked in the industrial
countries are not expected to be sustained over the
medium term.
Forecasts indicate slow successive
declines in 1996 and 1997. The prices of oil, after
firming up somewhat in 1995 from the low levels of the
1991-1994 period, are also expected to decline in a
similar way. Prospects of export earnings of commodity-dependent economies thus remain clouded.

Source: World Economic and Social Survey
(United Nations publication, Sales No. E.95.II.C.1).

The optimistic forecast for future growth in
world trade and income takes account of the
favourable impact of the liberalization of world trade
resulting from the implementation of the Uruguay
Round agreements under the auspices of the newly
established World Trade Organization, the successor
to the General Agreement on Tariffs and Trade.
Under the Uruguay Round agreements, developing
countries consented to make significant concessions
with respect to special and differential treatment. In
return, they have expectations of better access to
markets resulting from, inter alia, tariff reductions,
liberalization of agricultural and textile trade, and a
more even-handed enforcement of safeguards and
anti-dumping rules. There are concerns that some of
these expectations may not be fully realized (see
box I.1).

1995

7

Figure I.3.

Source:

Non-oil commodity price indices, 1988-1995

United Nations Conference on Trade and Development, Monthly Commodity Price Bulletin, vol. XV, No. 10

(October 1995).
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Box I.1. Anti-dum ping: the danger of creeping protectionism
towards enacting anti-dumping legislation in the postUruguay Round era, more countries, including developing
countries, have been preparing anti-dumping laws so that
the total number of countries with anti-dumping laws has
risen laws to more than 40.

The problems created in international trade by
“dumping”, i.e. price discrimination, by which goods are

ducers abhor cheap imports but consumers welcome
them; yet, faced with dumping in their domestic markets,
most Governments intervene in favour of the usually
better organized producers, rather than consumers, and
resort to what are called anti-dumping measures. On
the face of it, anti-dumping measures are applied to
enforce fair trade practices. The history of their use,
however, shows that these measures are usually
captured by protectionist lobbies who misuse them.

The new agreement on the implementation of
article VI of GATT 1994 emerging from the Uruguay
Round seeks to restrain protectionist elements by more
detailed and clearer legal prescriptions and conditions.
The changes will definitely improve the objectivity,
transparency and predictability of the existing system and
reduce the possibility of apparently biased or arbitrary
price discrimination.
These new disciplines will also
discourage trivial complaints and provide stronger legal
protection against vexatious misuse of anti-dumping
measures.

The widespread misuse of anti-dumping measures
called for multilateral discipline on national anti-dumping
legislation.
Control on anti-dumping measures was
brought in under article VI of the General Agreement on
Tariffs and Trade (GATT), 1948, which still regulates the
use of anti-dumping laws of World Trade Organization
(WTO) members under GATT 1994. Article VI states the
conditions under which dumping is to be condemned
and, inter alia, establishes criteria for the determination
of dumping and the calculation of the margin of dumping.
It also authorizes action to offset or prevent dumping.
International codes on anti-dumping were negotiated
within the scope of the Article in the Kennedy Round,
the Tokyo Round and the Uruguay Round of trade
negotiations in attempts to define its scope and plug
loopholes for its abuse.

ging the protectionist loopholes existing in the system.
As part of the many balancing acts reflected in the
agreement that has been reached after accommodating
various concerns, a number of concessions had to be
allowed to traditional users of anti-dumping measures.
For example, “cumulation” of dumped imports, i.e. a
cumulative assessment of the effects of dumped imports
from different sources when determining material injury,
is now explicitly allowed. Also, “circumvention” provisions
in the United States and European Union national laws,
under which anti-dumping duty on the final product can
be extended to the import of parts and components
thereof, will continue to be applied as the issue has
been deferred for consideration by the Committee on
Anti-Dumping Practices of WTO.

While these attempts
were being made, the
popularity of anti-dumping measures as easily usable
instruments of protection was rising. During the 1980s,
there was a steady increase in the number of anti-dumping
cases initiated, and also a proliferation of anti-dumping
laws among new users. At least 1,456 new anti-dumping
investigations were initiated during the 1980s. Of these,
395 cases were initiated by the United States, 421 by
Australia, 294 by Canada and 271 by the European
Union, accounting for 95 per cent of the total. Towards the
end of the decade, countries such as Finland, New
Zealand and Sweden, which were not traditional users of
anti-dumping measures, as well as certain developing
countries such as Brazil, Mexico and the Republic of
Korea, began using anti-dumping measures.

More importantly, the new standard of review of
national anti-dumping measures by WTO panels under
article 17.6 of the new agreement will limit the role of
tional determinations and further detract from the role of

tant issues remain unresolved. On the other hand, the
aggressiveness with which unilateral changes in national
anti-dumping laws have been undertaken in the postUruguay Round period appears to indicate the need for
stronger multilateral discipline in anti-dumping legislation.

This trend has continued in the 1990s. The total
number of anti-dumping measures reported to the GATT
Committee on Anti-Dumping Practices by 30 June 1995
was 805, involving 14 countries (treating the European
Union as one) including the United States (305), the
European Union (178), Canada (91), Australia (86),
Mexico (42), Turkey (38), New Zealand (22) and Brazil

dumping measures leave a wide protectionist window in
an otherwise comprehensive settlement reached in the
Uruguay Round. With the general reduction in tariffs and
dumping is increasingly perceived by many countries
as the most convenient instrument for contingent or
dumping measures in the 1980s and early 1990s, along

ing legislation to the GATT Committee on Anti-Dumping
Practices by 30 October 1995. As part of a new trend

(Continued overleaf)
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control, there
anti-dumping
may lead to
kind, thereby

with the proliferation of enabling legislation and the use
of anti-dumping measures lately by developing countries,
has set a new and not very happy trend. As the
creased sharply and the coverage of products subject to
anti-dumping measures has become much wider in the
last 10 years, developing countries have also adopted an
anti-dumping framework and sometimes perceived it as a
retaliatory device.

is a real possibility of the retaliatory use of
measures to settle trade disputes. This
an escalation in trade tensions of a new
negating some of the gains of the Uruguay

dumping measures appears to be taking place among its
former opponents, particularly the developing countries.
tionist abuse, there is an increasing tendency to look
upon them as a legitimate defensive instrument. If this
perception becomes widespread, there may be a further
proliferation of anti-dumping laws with a restrictive effect
on international trade.

The dangers of the increasing use of anti-dumping
measures and the proliferation of enabling anti-dumping
legislation are twofold. First, without stronger multilateral

crisis subsided, but their participation in the market
remains limited in terms of the number of countries

Private c a p ita l flo w s accelerate
Private capital flows through financial markets

and the share in the total volume of financial flows.

(bonds, equities, syndicated loans etc.) and foreign
direct investment have been growing in importance

The developing countries’ share in the total issue of
bonds, equities, syndicated loans and other facilities

for

financing

investment

and

imports

amounted to a mere 6 per cent in 1992 and rose to 9
The foreign direct investment

worldwide.

per cent in 1994.

component of capital flow to the developing countries
registered the fastest growth in the 1990s, rising
sharply from $31 billion in 1990 to $80 billion in 1993,
that is, from about 15 to 41 per cent of global flows.

nomic and financial reform and liberalization carried
sation for Economic Cooperation and Development
(OECD) remain the major sources and also the main

However, the rise levelled off in 1994.

users of the resources. Total market-based flows
grew rapidly from about $610 billion in 1992 to $968
billion in 1994. In 1995, after a slowdown in the

The

first quarter in the wake of the Mexican crisis and
exchange rate volatility, market flows, consisting

monetary

environment

flows amounted to an

returned.

developing

growing strongly.

have

share

of

the

developing

In addition, economic reform and

Market
tries, to which investors responded positively.

estimated total of $923.1

countries

the

developing countries in Asia and Latin Am erica were

received

The

investment, however, has remained concentrated in a

billion during the three quarters.
Around 90 per
cent of the flows are accounted for by borrowers in
OECD areas.7
The

in

countries during the recession, w hile some of the

mainly of bond issues and syndicated bank credit,
rebounded in the second and third quarters as a
calm er

rise

countries in total foreign direct investment flows was
partly the result of low investment demand in OECD

small number of countries, as in the past. These
include Argentina, Brazil and Mexico in Latin
America, China, Indonesia, Malaysia, Singapore and
Thailand in Asia, and Hungary, the Czech Republic

a

considerable boost in capital inflows since 1991 when
net financial transfers to them became positive for the
first time since 1984. They regained access to the

and Poland in Eastern Europe.

international capital market through bond issues and
syndicated bank credit after the Latin American debt

non-OECD world,

The top 10 non-

OECD recipients are estimated to take in 80 per
cent of total non-OECD inflows. The rest of the
comprising

over

100 countries,

received less than Belgium-Luxembourg received in
1992.8
The small overall share of developing
countries in the market-based flows is also similarly
concentrated in a few countries.

ment, Financial Market Trends,
No. 61 (June 1995) and
World Bank, Financial Flows and the Developing Countries
(November 1995), p. 6.
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Most other countries are still substantially de
pendent on official development assistance flows for
their domestic investment and external financing

currencies have undergone fundamental changes
since then. A long-term decline in the value of the
United States dollar vis-a-vis the yen, the deutsche

needs.

mark and several other European currencies, espe
cially since the mid-1980s, has engendered a funda
mental change that concerns the whole world. The
short-term fluctuations that are superimposed on that
long-term trend only reinforce that concern.
The
world has yet to find an alternative to the United
States dollar as a stable means of international
financial transactions and as a reserve currency. The

These flows have come mainly from the

member countries of the Development Assistance
Committee (DAC) of OECD, but at no time have they
met the overall target set by the United Nations.
Since 1993, there has been an absolute decline in
the volume of official development assistance flows
from DAC countries. In 1993, the United States, the
largest donor until then, reduced its contribution by
For the DAC as a whole, the overall

United States dollar, the deutsche mark and the yen
are the three key currencies in international financial

decline was 8 per cent shared by all member coun
tries except Japan, the only donor country to make

transactions and reserve holdings, with the United
States dollar continuing to play a predom inant role.

a higher contribution of $100 million in a total
J a p a n e se contribution of $11.3 billion (net).
In

Their relative values and, by interconnection, those of
others have gone through many ups and downs that
reflect market influences and policy decisions. Eco
nomic and financial realities, as well as the percep
tions of the market and decision makers about the
nature of the realities at a given time, have worked
behind the observed exchange rate outcomes.

17 per cent to become the second largest donor
next to Japan.

1994,
a nominal growth of 2.4 per cent in DAC aid
to developing countries was reported. After adjust
ing for inflation and exchange rate movements, that
amounted to a real decline of 1.8 per cent com
pared with a real decline in 1993 of 5.9 per cent.9

The financial markets have become increasing
ly globalized over the years and have grown trem en
dously in size as financial deregulation and removal

The 1993 reductions thus lowered the ratio of
official development assistance to gross national
product (GNP) of DAC countries to 0.30 per cent
from 0.33 per cent during the three previous years.

of control on capital movements
carried out throughout the world.

In 1994, the ratio further declined to 0.29, the lowest

continue to be
To give some

indication of the growth and current size of financial
markets, the following figures may provide some
perspective. The stock of international bank lending
(net of redepositing) surged almost 16 times from
$265 billion in 1975 to $4.2 trillion in 1994. The
outstanding volume of international bonds jum ped
almost 8 times from $259 billion in 1982 to more
than $2 trillion in 1994.
Daily foreign exchange
trading rose approximately 14 times from around $60
billion in 1983 to a level of $820 billion in 1992 and
by another 50 per cent since then to $1,230 billion
in 1994.

since 1973.
For the United States, the ratio
declined from 0.2 to 0.15. There is strong pressure
for a further cut in aid budgets in most DAC member
countries as they them selves are facing fiscal re
straints and budget austerity while refocusing atten
tion on their own domestic social and economic
problems.
At the same time, the question of the
efficiency or effectiveness of aid to developing coun
tries is being questioned. The overall situation is
characterized as one of “aid fatigue” , and continued
stagnation or decline is in prospect.

E xchange rates a n d in te re s t

The market has thus emerged as a powerful
force to exercise leverage on policy. With the kind
of free mobility of capital internationally implied in

rates flu ctu a te

the above set of figures, Governments have to
choose between an exchange rate policy and an
independent monetary policy.
Since the accent of
monetary policy in recent years has been on
controlling inflation, the exchange rate, by and large,
has been left to the market to determine, despite
occasional intervention.
The market has reacted
according to its own perception of the success of
the policy to control inflation, to stimulate economic
growth and the resulting differentials in interest rates,
various asset prices and associated risks and to
determine the exchange rate outcome.

The foreign exchange market is where the
trends in economics, finance and politics come
together.10
The Bretton Woods system of fixed
exchange rates was abandoned in the early 1970s
and the exchange regimes of the w orld’s major

9 United Nations General Assembly, “Macroeconomic
policy questions: financing of development” (A/50//397).
10 Paul Erdman, Paul Erdman’s Money Guide (London
and Sydney, Sphere Books Limited, 1985), p. 203.
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Figure I.4. Exchange rate movements: selected major currencies
(Units per United States dollar)

Source:

ESCAP, based on International Monetary Fund, International Financial Statistics, various issues.
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Significant movements took place in 1994 and
1995 in the exchange relationships of major curren
cies.
In 1994, the dollar had already declined to

GDP and at least two thirds of world trade. They
are also the major sources and users of global
capital and financial resource flows.
Therefore,
changes in their situation materially affect the rest of
the world in significant ways.
Their demand,
depending on domestic economic performance, sets
the trends for demand and for the prices of goods
and services in the world market. Financial markets
similarly respond to any changes in their situation or
policies since they are the largest operators in the
market.

some degree despite rising interest rates in the
United States and occasional intervention in its sup
port.
That was a reflection of the concerns in
financial markets about the size of the United States
current account deficit and the accumulation of ex
ternal debt against the background of a continuing
low level of national savings. Following the Mexican
crisis, pressure on the dollar intensified and, by April
1995,
the dollar had reached its lowest level in
relation to the other major currencies, especially the
deutsche mark and the yen. Later, as the fear of
the Mexican crisis becoming widespread subsided
and the expected sharp slowdown of the United
States economy did not materialize, the dollar

The markets for goods, services and financial
flows are spreading. Practically all countries world
wide are opening up to the market. The volume,
value and variety of goods and services and finan
cial assets traded and transacted in the world
market have increased tremendously, giving the
market an increasingly globalized character. Slowly
but surely, the developing countries have been
increasing their share in the global market, though
that share is still very low, as discussed earlier, but
the participation of regions and countries in world
trade and financial markets is also highly uneven.

regained most of its strength and, by October 1995,
reached the level it had been early in the year
(figure I .4).
The continuing strength of the United States
economy and the fall of interest rates in Europe and
Japan helped the dollar to regain its strength. The
rise of the dollar was also assisted by concerted

The
volume
of international transactions,
though varying from country to country, constitutes a
sizeable share of the domestic economies of many
of them. The international developments concerning
these transactions can therefore have a considerable
impact on the domestic economy.

intervention by the central banks of Germany, Japan
and the United States in defence of the dollar. It
was

additionally

helped

by

unanimous

views

expressed in policy forums, such as at meetings of
the economic ministers of G7 countries,11 that the
decline of the dollar early in the year was not
warranted by the economic fundamentals of inflation,
interest rate differentials, as well as the growth

The nature of the impact on individual econo
mies in the ESCAP region will, of course, vary
because of the wide diversity of their characteristic
features in terms of their physical size and the size
of their populations, their material and human
resource endowments, their exposure to international
trade and finance, diversification of production struc
ture, policy regimes and current level of develop
ment. By way of an illustration, in a sample of 15
developing countries of the region for which data are
available for 1993 or 1994, the share of foreign
trade in GDP ranged from about 25 per cent in India
to about 360 per cent in Singapore. The impact of
international developments needs to be looked at
against this backdrop of diversities of the economies
of the region.

prospects of individual economies, and that the de
cline was detrimental to the interest of balanced
international economic recovery. The movements in
the exchange value of dollar had their counterparts
in those of the other currencies, which has been
reflected in the sharp appreciation of the yen since
the beginning of 1995 and its subsequent decline.

IMPLICATIONS FOR
THE DEVELOPING COUNTRIES
OF THE ESCAP REGION
The industrialized countries, grouped under
the Organisation for Economic Cooperation and
Development, account for three-quarters of world

m o s tly favourable

11
A group of seven leading industrialized nations
(Canada, France, Germany, Italy, Japan, the United
Kingdom and the United States).

The ending of the recessionary downturn in
the industrial countries has had a favourable in
fluence on the economic performance of the deve
loping countries in the region. The external trade of

Prospects o f trade g ro w th
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the region’s developing countries registered fairly
high rates of growth even during the recession years
of 1990 to 1993, averaging 14 per cent.
As the
recovery became more broad-based in 1994, the
average rate of export growth from the region’s
developing countries accelerated to 19.6 per cent.
Almost all major exporting countries in the region

to those markets therefore remains crucially impor

shared in the gains.
Import growth, reflecting
domestic consumer and investment demand, dis
played similar trends, growing at an average 14 per
cent from 1990 to 1993 and at about 18 per cent in
1994.

number of studies and reports have evaluated the

tant to countries in the region.

The full and timely

implementation

reached

Uruguay

Round

is

under the
thus

very

likely positive impact of the agreements on world
trade and economic growth.

It has been estimated

that about a third of the total gains will accrue to the
developing countries worldw ide.12
The gains are
upon

the

full

implementation

of

the

agreements over a span of time extending up to 10

tries of the ESCAP region going to the markets of
has declined somewhat

negotiations

Since the conclusion of the Uraguay Round, a

contingent

countries

of

important for the countries of the region.

The share of exports of the developing coun
industrialized

of agreements

years.

in

recent years, coming down from 59 per cent in 1987
to 52 per cent in 1994, perhaps reflecting the diffi

There are also some concerns. As a recent
analysis has concluded,13 from the developing coun

culties in further access and expansion of markets

tries’ point of view, there is still much to be done to
improve and secure market access for traditional

for the growing volume of exports of manufactured
goods, and fewer exports of primary commodities,
for which Europe and Japan were principal markets.

items of exports.

Market opportunities within the region also expanded
for the more advanced among the developing coun
tries

and

areas,

which

enabled

them

to

sell

This is so because tariffs on items

of interest to developing countries are still high, tariff
escalation has not been removed and trade in agri
culture and textiles has only begun to be liberalized.

a

The agreement on anti-dum ping14 may still prove

greater proportion of their exports to other develop
Thus, 43 per cent of

unsatisfactory. Although the agreement strengthens
the previous code in several respects, it does not

Hong Kong’s exports in 1994 went to the developing

resolve the basic problem of protectionist abuse of

ESCAP region compared with 35 per cent in 1987
between these years, India’s exports to the deve

anti-dumping

loping ESCAP region rose from 12 to 20 per cent,

future negotiations in the WTO, should not unduly

Indonesia’s from 19 to 25 per cent, Malaysia’s from

limit the competitive abilities of the developing coun
tries, or their access to markets, through punitive

ing countries in the region.

Singapore’s from

37 to

43

per cent.

any

substantive

way.

Issues

of

environmental and labour standards, the subject of

38 to 40 per cent, Pakistan’s from 15 to 19 per cent
and

in

The

unilateral action.

In connection with the liberalization

exports of the Republic of Korea going to the deve
loping ESCAP region rose in spectacular fashion

of trade in services, the issue of cross-border move

from 11 per cent in 1987 to 29 per cent in 1994.

services should also find its way into the negotiating

The

diversities

of

the

economies

complementarities among them.

offer

ment of labour required in the course of rendering

natural

agenda under W TO.15

Trade and financial

the

region

would

The developing countries of

need

to

monitor

closely

the

liberalization is further opening up trade and invest

progress in the implementation of the agreements

ment opportunities liberalization is also taking place
under various subregional grouping arrangements

that have been reached and actively participate in
negotiations to resolve the pending issues satis
factorily.

such as AFTA, the Free tra d e Area of the Associa
tion of South East Asian Nations, and SAPTA, the
Preferential Trading Arrangement of the South Asian
Association for Regional Cooperation.
These may

12

World Bank, Global Economic Prospects and the
Developing Countries (Washington DC, 1995), chap. 2.

further speed up intra-regional trade expansion with
a

corresponding

fall

in

the

developed

countries’

13

United Nations Conference on Trade and
lopment, Trade and Development Report 1995.

share of the region’s trade.
Despite the change, the industrial country mar

14
Trade.

kets still account for more than 50 per cent of all
exports

from

the

developing

ESCAP

region.

In

Article VI of the General Agreement on Tariffs and

15 World Economic and Social Survey 1995 (United
Nations publication, Sales No. E.95.II.C.1), chap. VII, p.
128.

individual cases, the dependence on those markets
is still an overwhelming 60 to 75 per cent.

Deve

Access
14

In te rn a tio n a l finance offers
too little to m any

republics. These are the countries in which dom es
tic
savings have yet to catch up to a level that
would permit reasonable rates of growth without
external assistance. Their current efforts to reform
and restructure their economies and to step up
savings and investment to achieve an accelerated
pace of economic growth will need to overcome
formidable obstacles.

Despite a noticeable upsurge in private capital
inflows to the region, such flows are still relatively
small.
Moreover, they are concentrated in a rela
tively small number of the more dynamic economies
of the region.
For example, of the $252 billion
global announced syndicated credit facilities in 1994,
only $26.6 billion, or 10.5 per cent, was channelled
to Asia.
Out of the $26 billion, China, Indonesia
and Thailand alone accounted for $21 billion. Simi
larly, of the $376.7 billion worth of global bond
issues, only $15.4 billion, or 4 per cent, was chan
nelled to Asia, with China and the Republic of Korea
accounting for more than half.16

Countries which are currently more open,
liberal, dynamic and active market participants are
coming to face externally induced instability, more
through the financial sector than the trade sector.
The sustained growth during the recent recession
years of exports, which have now been successfully
diversified into a wide variety of manufactured
goods, along with a moderate degree of diversifica
tion of markets, is an indication of the ability of
these countries to withstand instability generated
through the export sector.

Over the past several years, the developing
countries of the ESCAP region have been receiving
more than 50 per cent of the total foreign direct
investment flow to the developing countries.
This
has also been concentrated in a small number of
countries.
China alone accounted for 45 per cent
of the total flow to the Asian developing countries in
1993 and Singapore received another 20 per cent.17
Among the top ten countries receiving up to 80 per
cent of the total flows to the developing countries
worldwide are Indonesia, Malaysia and Thailand, as
well as China and Singapore. India and Viet Nam
have also recently emerged as recipients of substan
tial flows of foreign direct investment.

The new opening of the financial sector, along
with the freeing of control and regulation on interest
rates, bank lending, exchange rates and capital
movements, also allows the entry of foreign investors
and financial firms into domestic financial and capital
markets, and opportunities to domestic enterprises
and other entities to raise finance in open com peti
tive markets, including foreign currency borrowings
offshore.
Further openings are expected to take
place following negotiations in WTO.
Up to now, these countries have been receiv
ing capital flows largely in the form of foreign direct
investment.
This is long-term investment capital,
which is adequately supplemented by the generally
high rates of domestic savings to sustain high rates
of domestic investment and economic growth. It is
only recently that opportunities have been extended
to domestic enterprises and entities to raise finance
in the open market by issuing their own bonds and
equities.
Similarly, opportunities for foreigners to
invest in the emerging stock markets in the region
have recently been extended. These are the two
principal avenues through which short-term capital
movements can take place and affect domestic mon
etary and exchange rate stability. The composition
of private capital flows as well as their movements
may, in turn, be influenced by overall domestic
macroeconomic management (see box I.2).

The least developed countries, the Pacific is
land economies and other low-income countries of
the region have received very little of these flows
and have traditionally depended on the official
sources of aid and credit from bilateral sources and
multilateral development finance institutions. Both of
these types of resources are shrinking, with no
apparent prospect of any revival in the near future.
The implications of a fall in official development
assistance in 1993 and 1994, with no apparent
prospect of a reversal of the trend, are particularly
grave for the region’s least developed and island
developing countries, as well as the Central Asian

16 Bank for International Settlements, International
Banking and Financial Market Developments (Basle, August
1995), statistical annex tables 8 and 12. The participation
of developing countries in Euronote, Eurobond and
commercial paper issues is negligible.

Evidence shows that private borrowers other
than financial institutions account for large shares of
money raised, for example, through international
bond issues.
Thus, out of the $15.4 billion of
announced bond issues by the Asian countries in
1994, $7.4 billion were raised by borrowers other

17 United Nations Conference on Trade and Deve
lopment, World Investment Report 1994, Transnational
Corporations, Employment and the Workplace: An Execu
tive Summary (New York and Geneva, 1994), p. 4.

than
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banks

and

financial

institutions.

Financial

Box I.2.

The com position of private capital inflows:
the contrast between Asia and Latin America

labour skills
exports.

The last several years have seen a multifold
increase in private international capital flows into a
number of developing economies in Asia and Latin
America. The bulk of such flows has been concentrated
in China, Hong Kong, India, Indonesia, Malaysia, the
Republic of Korea, Singapore and Thailand in Asia and
in Argentina, Chile, Colombia, Mexico and Venezuela in
Latin America. However, the composition of the private
capital inflows in the two groups of countries has been
quite different. While the Asian countries recorded a
high proportion of foreign direct investment, in Latin
American countries this proportion was quite low.
Between 1991 and 1994, the average share of foreign
direct investment flows in the Asian countries was 75 per
cent of the total private capital flows, compared with 35
per cent in the Latin American countries.a

and

the

opening

of

new

markets

for

In the light of the above advantages, a key
question is how the Asian countries managed to achieve
much greater success in attracting foreign direct invest
ment.
The answer appears to lie in differences in
macroeconomic management. At least five indicators of
importance to foreign investors in their choice of
investment location can be identified (see table). These
are GDP growth rate, inflation, export growth rate, ratio
of domestic savings to GDP and the variability in the
exchange rate for the relevant Asian and Latin American
countries. GDP growth rate is an important determinant
of foreign direct investment because an economy growing
at a healthy rate signifies an increasing market size. All
investors, both domestic and foreign, have a preference
for a stable macroeconomic environment with a low
inflation rate, which minimizes uncertainties associated
with long-run cost and profit calculations. A high rate of
domestic savings, usually associated with a high rate of
domestic investment, indicates a congenial environment
for investment. A high rate of domestic investment is
also indicative of the availability of experienced local
entrepreneurs with whom joint venture arrangements can
be entered into by foreign investors. Sustained growth in
exports provides an assurance to potential investors that
they should have no problems in repatriating profits or
capital, while a stable exchange rate reduces uncertainty
of returns in terms of the home currency of foreign
investors.

It is significant that the absolute amount of foreign
direct investment flows in both the regions was similar
during the period from 1981 to 1986, with an annual
average of $5.2 billion in the Asian countries and $5.8
billion in the Latin American countries.b
However, in
later years, there was a sharp increase in such flows in
the Asian countries. Foreign direct investment in Asia
nearly quadrupled to $20 billion in 1990, and again
tripled to $59 billion in 1994.
In comparison, the
increase in the flows to the Latin American countries
was more modest: to $9 billion in 1990 and to $20 billion
in 1994.
Foreign direct investment flows have a number of
advantages. This type of inflow involves the long-term
commitment of foreign investors to the productive sectors
of the developing economies and is not quickly reversed.
Foreign direct investment increases the productive
capacity of an economy, especially when it takes the
form of establishing a new enterprise, rather than acquir
ing an existing one. In addition, it has the potential to
contribute to the development of managerial capacity, the
introduction of modern technologies, improvements in

The indicators of macroeconomic performance of
the Asian countries in the period 1980-1993 have clearly
been attractive for foreign direct investment.
Growth
rates of real GDP were between 5.2 and 9.6 per cent in
the Asian countries, compared with 0.8 to 5.1 per cent
for the Latin American countries. The rate of inflation for
the first group of countries was in the range of 2.2 to
8.7 per cent in comparison with the range of 20.1 to
423.4 per cent for the second group. The difference in
the rate of gross domestic savings was equally great. In
the period 1981-1993, the lowest rate in the Asian
countries was observed in India at 21.0 per cent. All
other countries recorded rates of more than 30 per cent,
with the highest rate being observed in Singapore (46.3
per cent). On the other hand, all the Latin American
countries saved at rates of less than 25 per cent, with
Venezuela recording the highest rate of 24.1 per cent.
Differences in the average annual growth rate of exports
in the period 1980-1993 have also been significant.
Except for India (7 per cent) the rates for the other

a Philip Turner, “Capital flows in Latin America: a
new phase”, BIS Economic Papers, No. 44 (Basle, Bank
for International Settlements, 1995).
b Data for foreign direct investment are from World
Investment Report 1993 (United Nations publication,
Sales No. E.93.II.A.14) and World Investment Report
1995 (United Nations publication, Sales No. E.95.II.A.9).
Asia includes only South, East and South-East Asia.
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M acroeconomic indicators in selected developing Asian and Latin American economies,
1980-1993
(Percentage)
GDP
growth

Inflation
rate

Gross domestic
savings ratea

Annual growth
rate o f exports

Coefficient of
variation o f
exchange rate

Asia
China

9.6

7.0

38.4

11.5

0.110

Hong Kong

6.5

7.9

34.1

15.8

0.034

India

5.2

8.7

21.0

7.0

0.116

Indonesia

5.8

8.5

35.9

11.4 b

0.102

Malaysia

6.2

2.2

34.2

12.6

0.018

Republic of Korea

9.1

6.3

34.9

12.3

0.026

Singapore

6.9

2.5

46.3

12.7

0.027

Thailand

8.2

4.3

33.8

15.5

0.020

Latin Am erica
Argentina

0.8

374.3

20.6

3.2

0.325

Brazil

2.1

423.4

23.0

5.2

0.909

Chile

5.1

20.1

22.3

6.6

0.162

Colombia

3.7

24.9

20.9

11.0

0.228

Mexico

1.6

57.9

23.2

5.4

0.247

Venezuela

2.1

23.9

24.1

1.7

0.281

S ources:
World Bank, World Development Report 1995 (Oxford University Press, 1995) and
World Tables 1995
(The Johns Hopkins University Press, 1995); International Monetary Fund,
International Financial Statistics Yearbook
1995 (Washington DC, 1995); Asian Development Bank,
Key Indicators of Developing Asian and Pacific Countries
1995 (Oxford University Press, 1995) and
Asian Development Outlook 1995 and 1996 (Oxford University Press, 1995);
and Central Bureau of Statistics, Indonesia,
Statistical Year Book of Indonesia 1992.
a

1981-1993.

b

1980-1992 period, and excluding petroleum and gas.

Asian countries were more than 10 per cent, with the
highest rate (15.8 per cent) being observed for Hong
Kong.
In comparison, the export performance of the
Latin American countries has been subdued.
Only
Colombia recorded are 11.0 per cent growth. The rest
of the countries showed export growth at levels which
were much less than 10 per cent, with Benezuela
recording a mere 1.7 per cent. On the exchange rate
front, keeping in mind that low values in the coefficient
of variation are associated with stable exchange rates,
the numbers clearly point towards the comparative
success of the Asian countries in maintaining exchange
rate stability. The range (0.018-0.110) in the computed
coefficient of variation in the case of the Asian countries
is much lower than that estimated for the Latin American
countries (0.162-0.909).

tracted substantial volumes of portfolio capital.
In
consequence, the share of portfolio capital in total flows
of private capital increased to 25 per cent between
1991 and 1994 from about 19 per cent between 1983
and 1990. Macroeconomic management, which helped
to instil confidence in foreign investors to undertake
bility of a quick and large reversal of the flows of
portfolio capital from the Asian countries, as happened
in the case of Mexico. However, given the ease with
which portfolio investments can be moved from one
country to another, the rising importance of such flows
in Asian countries further underscores the importance
of continued commitment to sound macroeconomic
management.
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large, to avoid any serious financial crisis. It may
be necessary to lift those limits under international

institutions, governments and state agencies together
raised $8 billion.
This development points to the
increasing need to ensure that borrowing enter

agreements or otherwise.

With the further opening

of markets, the countries of the region will have a
delicate problem avoiding gyrating movements in

prises, inter alia, develop good accounting and dis
closure systems to sustain investor confidence. Fail
ure to do so could cause significant swings in

their exchange rates (allowing the domestic currency
to appreciate in response to capital inflows and

private capital inflows.

depreciate in response to outflows) and keeping
control on the domestic monetary base and interest

Stock markets are notorious for their volatility
everywhere in the world. The emerging markets in
the region, which are generally thin in terms of the

rates for the sake of internal stability.

number of participants and operators and the size of

Exchange rate stability, which is also affected

investment, are much more unstable than the wellestablished markets.
Though relatively small in

by changing alignments of major currencies, is an
important objective for the export-oriented economies

terms of capitalization –

of the

Hong Kong, the largest of

region.

Relegating

monetary

policy to

a

the region’s emerging markets is only 5 per cent of
New York and 9 per cent of Tokyo – as a proportion

subservient role for the sake of exchange rate sta

of gross domestic and national product, stock market

vestiges of old regulatory controls such as defining

investments are far larger in developing countries in

maximum credit ceilings and limits of foreign borrow

bility is not a real option.

As indicated above, the

the ESCAP region than in many developed coun

ings still exist.

tries.

to smooth out the monetary, exchange rate and
balance-of-payments consequences of volatile capital

Moreover,

large

number of developing
substantially

in

recent

manufacturing
countries
years

finance for raising capital.18

have

firms

in

a

relied fairly
equity

movements are still largely non-existent or in the

Stock market move

early stages of development posing problems for the

on

foreign

monetary authorities to conduct policies effectively
through the use of market-based instruments.

ments thus can have a far more accentuated effect
on

the

domestic

economies

Market-based instruments with which

of

the

developing

Several countries in the region, including Malaysia
and Thailand, have experienced such problems in

countries of the region than on the developed eco
nomies.

the past few years.19
Recently, foreign participation in the region’s
The prospects for the region’s emerging stock

stock market has risen sharply. Between 1989 and
1993, gross foreign portfolio investment inflows into
Indonesia increased by 3.5 times and in Malaysia by

markets appeared better as 1995 ended.
Stable
economic environments and lower interest rates in

almost 5 times, in the Philippines by more than 5
times and in the Republic of Korea by 41 times.

North America and Europe, coupled with continued
liberalization and deregulation in major recipient de

The dip in most prices in the emerging stock mar
kets in the region reflecting the rise in United States

veloping countries in the region, are expected to
induce a substantial inflow of foreign portfolio invest

interest rates

ment into their stock markets in 1996.

in 1994 and shaken

investor confi

ing concerns, nevertheless, remain.

dence following the Mexican crisis therefore raised
concerns about the spillover effects of stock prices

The underly

Market instabili

on the real economy, as well as on monetary, and

ty may result from the thinness of trading or infre
quent trading, and the lack of or lag in information

exchange stability (figure I.5.).

flows. While that could improve as markets broaden,

Foreign participation in stock markets and the

a much more important concern is that equity mar
kets could be driven by speculation unrelated to

presence of foreign financial institutions in the do

economic fundamentals causing cycles of bubbles

mestic markets in countries of the region are still

and

within set limits.

These

could work behind those eventualities.
W here the
size of the foreign inflows is large relative to the size

factors assisted the countries of the region, by and

of market capitalization, the potential for bubbles may

Also, some restrictions on short

term inflow are common in these countries.

bursts.

Both

domestic

and

external

factors

increase with higher foreign participation.

18 Robert A. Feldman and Manmohan S. Kumar,
“Emerging equity markets:
growth, benefits, and policy
concerns”, The World Bank Research Observer, vol. 10,
No. 2 (August 1995).

19 See ESCAP, Economic and Social Survey o f Asia
and the Pacific 1995 (United Nations publication, Sales No.
E.95. II. F. 10), chap. IV.

18

Figure I.5. Movements in the stock exchange index of selected economies in the ESCAP region

Source:
Note:

ESCAP, based on The Economist (London), various issues.

The graphs are plotted on the basis of weekly observations of the indices.
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CONCLUDING REMARKS

Up to now, however, these concerns have
been limited to a small number of developing countries with active and growing stock markets. Never-

To sum up, there are concerns for the region
arising from recent developments in the international

theless, most developing countries in the region
have been working to set up their own markets as a
means not only of mobilizing domestic savings into
productive investments but also of attracting foreign
capital. Caution is sounded, however, that the potential benefits that accrue from developing equity

economy. The declining trend in official development
assistance is a major worry for a large number of
disadvantaged economies. The flow of private international capital, including foreign direct investment,
continues to remain heavily concentrated in a few
dynamic economies. The fluctuations in exchange
rates among major international currencies have

markets have to be judged against the opportunity
costs of promoting these markets. Thus, it has been
suggested that devoting scarce resources to developing these markets may be inappropriate for coun-

been another source of concern and the increasing
globalization of financial markets poses new policy

tries that lack an adequate financial infrastructure.
Efforts to develop equity markets in the face of a
less-than-adequate market infrastructure could involve undue risks both on equity trading and, more

challenges.

favourable.

generally, on the financial system because of possi-

rates

ble spillover effects.20

20

On the positive side, the short-term

prospects for world economic growth remain bright
and prospects of growth in world trade also remain
should

The recent fall in international interest
reduce

borrowing

costs

and

induce

capital inflows.
The capacity to gain from these
developments, of course, varies among countries, but
the region as a whole is likely to maintain its growth
dynamism, as discussed at length in chapter II.

Feldman and Kumar, op. cit.
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II.

MACROECONOMIC PERFORMANCE AND
POLICIES IN THE ESCAP REGION

HIGHLIGHTS OF RECENT
DEVELOPMENTS IN THE REGION
AND SHORT-TERM PROSPECTS

Japanese economy is still to achieve a full recovery.
Rates of growth are expected to strengthen in all
three countries during the next two years.
The
Japanese economy is expected to recover fully with
a 2 per cent rate of growth in 1996 as fiscal and

he economies of the developing ESCAP region

monetary policy stimuli initiated in the latter part of

in South Asia, South-East Asia and East Asia
ended 1995 with yet another record of strong eco-

1995 take hold. The policy restraints imposed in
Australia and New Zealand in late 1994 for fear of

T

Their average rate of

inflation accelerating may be eased to improve the

growth, however, decelerated slightly from 8 per cent
in 1994 to an estimated 7.8 per cent in 1995. This

growth prospects of the two economies, since inflation has been well contained within their respective
planned target ranges.

nomic growth performance.

small deceleration in the rate of growth is expected
to continue through 1996 and 1997, partly to allow
some of the economies a breathing space to overcom e constraints (such as shortages of labour, skills

least
mies
less
least

and infrastructure) that have emerged as a result of
years of rapid growth.
Thus, China’s economic
growth rate, which was reduced from 11.8 per cent
in 1994 to 10 per cent in 1995, is expected to

The performance and prospects of the region’s
developed countries, the Pacific island econoand the economies in transition have remained
than satisfactory in most cases. Some of the
developed countries such as Bangladesh, the

Lao People’s Democratic Republic and Nepal have
improved their growth performance in recent years,
but for most of them the rates of growth fell far short
of what is required to alleviate their extreme eco-

stabilize around 9 per cent during the next two
years. Similar deceleration of rates of growth is also
expected in Hong Kong and the Republic of Korea
(table II.1).

nomic hardship.
In the Pacific island economies,
with a few exceptions, growth rates hardly exceeded

In South-East Asia, the average rate of growth
accelerated slightly from 7.9 per cent in 1994 to 8

2 per cent and their vulnerability to exogenous
shocks remained as serious as ever. The econo-

per cent in 1995 mainly because of the noticeably

mies in transition, especially those of Central Asia
and the Russian Federation, continued to suffer from

better performance in the Philippines and Viet Nam.
The average growth rate in this subregion is

a serious economic plight as most of them were still
experiencing output contraction in 1995.
However,

expected to be lower in 1996 and 1997 as a
result of the deceleration in Malaysia, Singapore
The average rate of growth in the

the rate of decline in comparison with earlier years
became pronouncedly less and some of them even

South Asian economies, on the other hand, is
expected to accelerate moderately from 5.5 per cent

showed positive signs of a recovery towards the end
of 1995 which could last into 1996 and beyond.

in 1995 to above 6 per cent in 1996 and 1997. A
slow rise in the growth rates in India and Sri Lanka
and a much faster rate of expected growth in the

The most spectacular appears to have been the
success of Armenia in posting a high positive rate of

and Thailand.

growth in 1995.

economies of Nepal and Pakistan from their rather
low rates of growth in 1995 will contribute to the

Macroeconomic stability and containm ent of
inflation have been a concern for all groups of
economies in the region, although the nature and

higher average growth.
Among the three developed countries of the

intensity of the problems encountered by various
groups of economies differed widely. The average
rate of inflation among the developing countries

region, the economies of Australia and New Zealand
slowed considerably in 1995 from their 4.9 and 4.3
per cent respective growth rates in 1994 while the

listed in table II.1 fell by two percentage points in
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Table II.1.
Selected economies of the ESCAP region: growth rates of gross domestic
product and inflation, 1994-1997
(Percentage)
Inflationa

Real GDP

1997c

1994

1995b

1996c

1997c

1994

1995b

1996c

Developing economies of
the ESCAP regiond

8.0

7.8

7.4

7.2

10.4

8.4

7.6

7.0

South Asia

5.1

5.5

6.2

6.3

9.9

8.4

8.6

8.0

4.6
5.3
7.0
3.8
5.6

5.0
5.7
2.6
4.7
5.4

5.0
6.3
6.3
6.5
5.7

5.0
6.5

4.0
8.0
8.0
12.9
9.1

5.5
8.5
7.0
11.0
8.1

5.0
8.0

5.8
6.5

1.8
10.3
8.9
11.2
8.4

10.0
9.0

7.9

8.0

7.6

7.6

6.3

6.4

5.9

5.7

7.3
9.2
4.3
10.1
8.5
8.8

7.1
9.6
5.3
9.0
8.6
9.5

7.0
8.5
6.4
7.3
8.4
9.9

7.2
8.6
7.1
7.0
8.2
10.6

9.2
3.7
9.1
3.1
5.0
14.4

10.0
3.5
8.0
2.2
5.5
14.9

8.0
4.2
7.5
2.5
5.6
15.3

8.0
3.8
7.0
2.8
5.0
16.4

Bangladesh
India
Nepal
Pakistan
Sri Lanka

South-East Asia
Indonesia
Malaysia
Philippines
Singapore
Thailand
Viet Nam

East Asia
China
Hong Kong
Republic of Korea

Developed economies of
the ESCAP region
Australia
Japan
New Zealand

9.9

9.3

8.2

7.7

14.6

10.6

9.3

8.3

11.8
5.5
8.4

10.0
5.5
9.3

9.5
5.0
7.2

9.1
4.8
6.6

21.7
8.1
6.2

15.0
8.5
5.0

13.0
8.0
4.5

11.6
7.6
4.0

0.9

0.8

2.1

2.3

0.8

0.3

1.0

0.5

4.9
0.6
4.3

2.1
0.7
2.2

2.8
2.0
3.7

2.3
2.3
3.5

1.9
0.7
1.8

4.6
0.0
2.3

4.2
0.7
1.3

3.7
0.3
0.9

Sources: ESCAP, based on International Monetary Fund, International Financial Statistics, vol. XLVIII, No. 9 (September 1995) and World Economic Outlook (October 1995); Asian Development Bank, Key Indicators of Developing Asian and
Pacific Countries 1995 (Oxford University Press, 1995) and Asian Development Outlook 1995 and 1996 (Oxford University
Press, 1995); United Nations (Department for Economic and Social Information and Policy Analysis), “Project LINK World
Outlook” (16 November 1995); and national sources.
Note: The estimates and forecasts for countries relate to fiscal years defined as follows:
1994 for India; financial year 1993/94 = 1994 for Bangladesh, Pakistan and Nepal.

financial year 1994/95 =

a Refers to changes in the consumer price index.
b Estimate.
c Forecast. d
Based on data for 16
developing economies (including Papua New Guinea and Taiwan Province of China) representing more than 95 per cent of
the population of the region (excluding the Central Asian republics); GDP at market prices in United States dollars in 1990
have been used as weights to calculate the regional and subregional growth rates.

In South-East Asia, the average rate of infla-

1995 from the previous year as most countries put
In South Asia, the

tion is expected to remain between 5 and 6 per

average rate of inflation has been coming down as
stronger comm itments to economic reforms and

cent, with considerable divergence among individual
economies.
Inflation rates in Malaysia, Singapore

stabilization gain hold.

and Thailand have traditionally remained low. Some
acceleration in 1994 evoked prompt policy responses

in place anti-inflationary policies.

Except in Bangladesh, how-

ever, the rates remained relatively high and the
average rate of inflation of over 8 per cent will

in all three countries to contain inflation to levels
where

persist at least into 1996.
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it could

not pose

a serious

threat.

The

Philippines achieved success in reducing its inflation
rate to a single-digit level in 1994. It is expected to
go down further to 8 per cent in 1995 and lower in

The

fast-growing

economies

of

East

and

South-East Asia have succeeded in sustaining high
and rising rates of domestic savings and investment.
Some of these economies have already become net
exporters of capital. In most of the others, the gap
between domestic savings and investment is relatively small and it has been financed largely by foreign

the next two years.
Although the inflation rate in
Indonesia appeared to have accelerated by a percentage point in 1995 owing both to high demand
pressures and to an upward adjustment of some
administered prices, it is expected to slow down to 8
per cent next year as policies are being tightened to
check price rises. Inflation in Viet Nam accelerated

direct investment, supplemented by portfolio investment as well as commercial borrowings. This has
enabled these countries to limit their external in-

considerably from its low levels of 1992 and 1993
and was expected to remain in the range of 15 per
cent in 1995 and 1996.

debtedness.
However, in a few cases, the recent
deterioration in the balance of payments and a rise
in the servicing costs of yen loans because of the

China’s

high

rates

of inflation

impacted

sharp appreciation of the yen have caused some
concern.

not

only on the average rate of inflation in the East
Asian economies but also on the whole group of
developing countries in the region. China, however,

budgetary situations in most countries and areas in

succeeded in bringing down the inflation rate to a
targeted 15 per cent in 1995 from 21.7 per cent in

East and South-East Asia have remained healthy
and strong.
Hong Kong, Singapore and Thailand

1994 and is expected to reduce it further in 1996

have been experiencing budget surpluses for several
years while a number of other countries have

and 1997.
obvious

With the exception of China and Viet Nam, the

The high inflation rate in China had an

impact

on

prices

in

Hong

Kong,

which

recorded surpluses during the past two years.

recorded an 8.5 per cent inflation rate in 1995. As
in China, the inflation rate is expected to come down

The

success of the Philippines in achieving a budget
surplus despite a heavy load of debt-servicing costs
is remarkable.
Indonesia has operated within the
framework of a balanced budget concept with any

in Hong Kong as well.
In the Republic of Korea,
inflation declined by more than a percentage point in
another percentage point in the next two years.

excess of expenditure over domestic revenue being
limited to the availability of external aid and credit,

A part from Bangladesh, inflation rates remained rather high in the least developed countries.

thus with no scope for internal borrowing to finance
budget deficits.
The effective control over the
budgetary deficit is a factor that could largely explain

1995 to 5 per cent and is expected to fall by yet

the price stability that these countries have enjoyed.

Bhutan, the Lao People’s Democratic Republic and
Nepal, however, have also succeeded in bringing

The savings-investment process in South Asia,

down their inflation rates to a single-digit figure. In
Cambodia, Maldives and Myanmar, on the other
hand, the rates exceeded 20 per cent even after a

in contrast to the performance in East and SouthEast Asia, has remained relatively weak (figure II.1).
This is usually also the case in the region’s least
developed countries and the Pacific island econo-

substantial lowering in Cambodia and Myanmar.
With a few exceptions, the Pacific island econo-

mies. In South Asia, the economic reform packages
being implemented by various countries have suc-

mies were quite successful in containing inflation,
assisted

by

low

inflation

rates

in Australia,

New

Zealand

and the United States, their major trade

ceeded

The hyperinflationary price escalations in the
Russian

accelerating

export

growth,

attracting

seemed to be stagnating in most countries, which
may explain the insufficient acceleration in the

economies in transition, especially in Central Asia
and the

in

larger volumes of foreign direct investment, increasing levels of foreign exchange reserves and reducing
inflation rates.
However, savings-investment rates

partners.

Federation, slowed somewhat in

aimed at establishing market-oriented economic re-

growth rates of their economies.
In Bangladesh,
national saving rates accelerated to reach 13 per
cent of GDP in 1994, doubling from the rate prevail-

gimes.

Chronic budget deficits with liquidity over-

ing at the beginning of the 1990s, a remarkable feat

hang, coupled with supply shortages, continue to
feed the inflation process that burst out with the

similar acceleration in the rates of investment in the

1994 and 1995, but inflation remains a fundamental
challenge to their reform and restructuring efforts

initial moves towards

in itself.

That, however, has not translated into a

economy.
Although a rising proportion of publicsector development expenditure could be financed

economic reforms in the early

1990s.
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from

Figure II.1. The savings-investment gap in
selected developing economies in the ESCAP
region, 1987-1994

internal

resources

with

increased

revenue

surpluses over current government expenditure, overall budgetary deficits continued to exceed 5 per cent
of GDP.

The relatively high rates of investment in

the Nepalese and the Sri Lankan economies, on the
other hand, left wide gaps between investment rates
and domestic savings rates. The foreign aid and
credit flows required to fill these gaps may not be
sustained for long. In India and Pakistan, savingsinvestment rates seem to have remained relatively
stable. In India they have been stable at a relatively
high level for some time, while in Pakistan, a similar
stability

at

a

slightly

lower

level

has

prevailed.

Despite recent efforts to enhance revenue mobilization through major tax reforms and contain growth in
government expenditure, budgetary deficits continued
to remain high in both countries.
The savings-investment scenarios in the Pacific
island economies and the economies in transition
are not very clear. Savings-investment data are not
available or are unreliable for most of these economies. Scattered information suggests that some of
these economies have recently succeeded in attracting a sizable amount of foreign direct investment
which, however, has not yet made much of a
difference in their otherwise weak economic performance. Large budgetary deficits have continued
to be a feature of almost all of these economies as
their revenue potential has remained weak, or yet
unrealized, while expenditure comm itments could not
be reduced.
Despite the differences in actual outcom es and
achievements, almost all of the countries in the
region have shown a strong comm itment to reforming, restructuring, stabilizing and liberalizing their respective economies.
Reforms have encompassed
monetary and fiscal institutions and instruments, as
well as the regimes of administrative regulations and
controls affecting both the real and the financial
sectors of the domestic economy. W idening the role
of the private sector in the economy, with programmes of public enterprise privatization and accelerated measures of liberalization of trade and investment regimes, has been the cornerstone of most
reform programmes. The differences that continued
to show up in the actual m acroeconom ic performance of the various economies of the region
reflect the initial conditions from which reforms were
initiated, the length of time taken for the measures
to be implemented and the responsiveness of
different economies, which is determined by their

Sources: ESCAP, based on Asian Development Bank,
Key Indicators of Developing Asian and Pacific Countries
1995 (Oxford University Press, 1995) and national sources.

endowment of resources, technological capabilities
and a host of other factors. The process of reforms
continues nevertheless in most countries.
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The following sections of this chapter contain

though impressive, is also based on weak foundations, with the weather playing a major part in

more elaborate reviews of the macroeconomic performance and policies of various groups of econo-

boosting

agricultural

production

and

no significant

mies: the least developed countries, the Pacific
island economies and the economies in transition,

improvement in domestic savings and investment.
The recent trend of contraction in foreign aid re-

followed by the other developing countries and the

ceipts has put additional pressure on the sustain-

developed countries of the region, in that order.

ability of the growth process in the least developed
countries (see box II.1 on p. 42).
With agriculture providing the largest share of

THE LEAST DEVELOPED COUNTRIES,
PACIFIC ISLAND ECONOMIES AND
ECONOMIES IN TRANSITION

GDP and serving as the main source of employ-

The least developed countries

instances, it expanded at rates below the rate of
growth of the population. The spate of hotel-build-

ment, higher overall growth and alleviation of poverty
cannot be attained with stagnation in that sector.
Agriculture did not perform well in the least developed countries over the last five years.

In many

ing, tourism infrastructure and catering facilities, and

Overview

the ready-made garment manufacturing gave a boost
to urban activities recently and have tended to
accentuate the rural-urban disparity in incomes in

By 1995, the least developed countries in the
region had experienced half a decade of economic

several countries.

reforms aimed at allowing the private sector to play

derable concern in Cambodia where agriculture
performed rather poorly. Similar concerns have also

a greater role in the development process and a
freer play of market forces to promote greater effi-

This has been a matter of consi-

allocation.

arisen in Nepal where dualistic tendencies in the
country intensified.
A re-emphasis on the urgent

These reforms have had a favourable impact on the
economies. Except in a few special cases, overall

need for broad-based agricultural development in the
least developed countries is thus clearly appropriate.

economic performance of these countries during the

At the same time, the need to address several other

period 1990-1995 showed improvement over a com-

constraints

parable period in the previous decade.

by the example provided by the East and South-East

countries in the region gained prominence in the
mid-1990s. These included growing environmental

Asian

concerns, inadequate infrastructure and the low level

ciency

in

resource

growth

mobilization

experience,

and

Encouraged

almost all of the

least

characteristic

of

the

least

developed

developed countries gave high priority to promoting
savings and investment and accelerating growth with

of human resources development.

macroeconomic

Bangladesh, the Lao People’s Democratic Republic

With the exception of Solomon Islands and
Tuvalu, the least developed Pacific island economies

and Nepal, achieved significant results.

have shown a poor record of achievement so far

stability.

Several

of them,

notably

during the 1990s.

An average rate of GDP growth

of nearly 6 per cent between

Despite the positive achievements, several key

1992 and 1994 in

issues remain to be addressed. A basic issue is the

Solomon

Islands, however, was based on an ac-

slow pace of economic growth. In the mid-1990s, the

celerated

rate of exploitation

growth rate of GDP ranged between 2.6 and 5.5 per
cent per annum in five of the seven least developed

natural resources in forestry and fisheries.
Higher
export prices since 1994 are having a further favourable

available.

The rate of economic growth in Tuvalu plunged to
2.6 per cent in 1994 from almost 9 per cent during

nistan.) Growth at these rates is clearly insufficient
to attain the economic and social objectives of the
least developed countries, especially in overcoming

country’s growth

rich

countries of the Asian region for which data are
(No reliable data are available for Afgha-

effect on the

of its relatively

performance.

the two previous years.
Vanuatu has also experienced a positive rate of growth fluctuating
between 1 per cent in 1992 and 4 and 2 per cent

widespread poverty. That a stable macroeconomic
environment in countries such as Bangladesh and
Nepal has not translated into higher investment and
growth has been intriguing. The average growth in

respectively during the subsequent two years.
Kiribati and Samoa, on the other hand, have suffered a substantial contraction of their economies

the Lao People’s Democratic Republic and Myanmar
of 7 to 8 per cent during the period 1992-1994,

during the past three years. Frequent natural calamities in the small agro-based economies are a
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major cause of the retardation and fluctuating per-

in

formance of most Pacific island economies.

factors that caused the fertilizer shortage.

A more

detailed review of the least developed countries of

No reliable statistical information is available
with regard to the macroeconomic performance of
Afghanistan on account of the continuing civil strife.
However, the main problems and issues facing the
country’s economy and the urgent need for external
assistance have been highlighted at meetings orinstitutions as well as at

other forums.
Two decades of war and political
instability have taken a heavy toll on life and
For example, out of a total

fled the country and sought refuge in neighbouring

the economy and on the economic and social infradisruptions

In agriculture, disloca-

in production

required food

imports of the order of 600 to 650 thousand tons a
year recently to meet the food deficit in the country.
Production

in

major

industries

such

as

textiles,

cement and food processing was drastically reduced
or ceased altogether. Lack of spare parts and extensive w ar damage seriously disrupted the transport

The agricultural sector, which recorded 4 per
cent growth in 1994, has not been performing well

sector. Large fiscal and current account deficits and
a rapid rise in the money supply fuelled high inflation and a volatile exchange rate. There has been
no

official

economic

aid

disbursement of

and its importance has been declining over the
years. On the other hand, rapid growth in energy
and manufacturing has boosted the share of industry

late to

Afghanistan except em ergency aid that the United

in GDP to 18 per cent.
Industrial growth in 1994
was estimated at 5.5 per cent, the same as in
the previous year.
Growth in the service sector
increased to 6.1 per cent in 1994 from 4.6 per cent
in 1993.

Nations could muster. The United Nations aid programme
returning

has

largely been

refugees

by

limited to

providing

rehabilitating

start-up

money,

seeds and fertilizer.
In Bangladesh, GDP growth rose to 5 per cent

Cambodia experienced robust growth in the
early 1990s fuelled by rapid expansion in industry
and services with the influx of the United Nations
Transitional Authority in Cambodia and other international aid workers into the country. The high consumption demand by the expatriates stimulated the
hotel and catering services sector and construction
activity. The benefits, however, accrued largely to
the cities.
The agricultural sector faced serious
difficulties after years of war. In 1994, GDP growth
was estimated at 4.9 per cent, up from 4.3 per cent
in 1993. Industry continued to grow strongly and

in 1995 from 4.6 per cent in the previous year (table
II.2).

The growth rate remained below

the

achieved remarkable economic progress in the 1980s
based on the exploitation of its considerable
hydropower potential and development of associated
downstream energy-intensive industries. The growth
momentum slowed somewhat in the 1990s, but the
economy was still growing at rates of more than 6
per cent. GDP growth in 1994 was 6.5 per cent,
representing a slight increase from 1993 but below
the 7.7 per cent average attained in the latter half of
the 1980s.

The effects of the w ar on the major sectors of

and

among

Despite formidable constraints as a small landlocked country with a mountainous terrain, Bhutan

countries.

tions

were

and trade sectors.

population of 17 million, estimated 5 to 6 million

structure have been severe.

channels

scale enterprises, registered strong growth and expanded at 13 per cent, but large-scale industries
such as textiles and chemicals were less dynamic.
Large public industrial enterprises performed poorly
and continue to be a serious drain on public resources. Prospects brightened in the energy sector
as a result of the decision taken in 1993 to permit
private investment in the power sector. This attracted
several foreign firms to build power plants in the
country. As for the service sector, its 5.6 per cent
growth in 1995 was slightly above the 5.3 per cent
of the previous year. Growth in the sector has been
maintained through expansion in the communications

Output growth

property in the country.

distribution

Growth in the industrial sector of 8.2 per cent
in 1995 was slightly less than the 8.5 per cent
recorded in 1994. Manufacturing, relying on small-

the Pacific subregion is undertaken in the section on
Pacific island economies.

ganized by international

internal

the 7 per

cent target generally regarded as necessary to
alleviate widespread poverty in the country. The
growth rate of agriculture was also low at 2.6 per
cent in 1995, although up from 1.8 per cent in the
previous two years. Following a disappointing main
aman rice harvest because of drought, the boro, or
dry season crop, was adversely affected by a
shortage of fertilizers. Higher exports in response to
attractive prices on the world market and disruption
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Table II.2.

Selected least developed countries of the ESCAP region: growth rates, 1992-1995

(Percentage)

Rates of growth
Gross domestic
product

Agriculture

Industry

Services

Bangladesh

1992
1993
1994
1995

4.2
4.5
4.6
5.0

2.2
1.8
1.8
2.6

7.1
8.0
8.5
8.2

4.8
5.3
5.3
5.6

Bhutan

1992
1993
1994

4.1
6.3
6.5

-1.8
3.9
2.0

12.9
9.8
16.1

5.9
6.9
4.8

Cambodia

1992
1993
1994

7.0
4.3
4.9

1.9
-2 .0
1.4

15.5
15.1
14.1

11.2
8.2
4.7

Lao People’s Democratic Republic

1992
1993
1994
1995

7.0
5.9
8.0
7.0

8.3
2.7
7.6

7.5
10.3
8.6

3.9
7.7
7.6

Maldives

1992
1993
1994

6.3
6.2
5.5

-1.5
-0.4
2.4

9.0
8.4
6.1

8.6
7.9
8.1

Myanmara

1992
1993
1994

9.7
5.9
6.8

10.5
4.2
6.1

12.7
12.0
8.9

7.6
5.8
6.8

Nepalb

1992
1993
1994
1995

4.6
2.9
7.0
2.6

-1.1
-1.4
7.7
-1.0

9.8
6.5
7.8

Sources: ESCAP, based on International Monetary Fund, International Financial Statistics, vol. XLVIII, No. 9 (September 1995); Asian Development Bank, Key Indicators of Developing Asian and Pacific Countries 1995 (Oxford University
Press, 1995) and Asian Development Outlook 1995 and 1996 (Oxford University Press, 1995); and national sources.
Note:
a

Data for 1994 and 1995 are estimates.

GDP at 1985/86 producer’s prices.

b

Industry includes services.

increased by 14.1 per cent in 1994 but growth
moderated in the service sector, falling to 4.7 per
cent from 8.2 per cent a year earlier. Stagnation in

stantially above the 5.9 per cent growth attained in
the previous year.
High agricultural growth of 7.6
per cent resulting from favourable w eather helped to

the agricultural sector was a major cause for concern. Although the negative growth of 1993 was
arrested, agricultural output increased by only 1.4
per cent in 1994, much below the rate of population
growth.

account for this good performance. Industry also
performed well during the year and grew by 8.6 per
cent, lower than the 10.3 per cent increase of the

The
Lao
People’s
Democratic
Republic
achieved GDP growth of 8 per cent in 1994, sub-

expanded by 7.6 per cent in 1994, about the same
as in 1993.

previous year, owing to a downturn in m anufacturing
production. Similarly, the service sector, with active
private-sector participation, remained buoyant and
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Other macroeconomic indicators
continue to reveal weaknesses

The economy of Maldives has been slowing
down since the early 1990s and the GDP growth
rate fell further to 5.5 per cent in 1994 from the
previous year’s 6.2 per cent.

The potential for both

In Bangladesh, both gross national investment

agriculture and manufacturing is limited because of

and savings have been steadily increasing over the

the lack of land-based resources, diseconomies of

past few years. In 1994, gross domestic investment
rose to 14.8 per cent of GDP, compared with 13.6

scale

and

geographic

fragmentation

of

the

atoll

economy over vast expanses of ocean. High popula-

per cent in 1993. The rise has been

mainly ac-

tion growth, currently estimated at around 3.1 per

counted

investment

cent

under the

per

annum,

has

added

to

the

difficulties.

for by

an

annual

increase

in

development

public

programme,

which

Despite these formidable constraints, Maldives en-

resulted from improved project implementation and

joyed high growth, exceeding 10 per cent per annum

monitoring. However, infrastructure constraints, unreli-

in

the

1980s,

based

on

exploitation

of

marine

able power supplies, problems in access to bank

resources and development of the tourism sector.

credit and labour difficulties constrained private in-

These two sectors, which now account for 30 per

vestment. With

cent of GDP, continue to sustain the country’s eco-

savings as a percentage of GDP increased to 13.4
per cent of GDP in 1994 from 10.9 per cent in the

nomy. The recent rise in world prices of tuna and
better

organization

have

contributed

of

to

production

increased

and

earnings

distribution
from

regard

to

savings,

gross

national

previous year. Improved fiscal managem ent had a

the

fisheries sector, while economic recovery in the main

favourable impact on public savings while more
attractive interest rates and w ider availability of sav-

tourist markets in Europe has boosted income from

ing instruments boosted

tourism.

inflow

of

helped

performance

of

recorded a 6.1

the

agricultural

The good

sector,

raise

the

private

from
national

savings. A

workers
savings

larger

abroad

also

rate.

The

improvement in the savings rate from around 4 per
cent in 1991 is remarkable.

In Myanmar, GDP growth increased to 6.8 per
cent in 1994 from 5.9 per cent in 1993.

to

remittances

which

Tax restructuring efforts initiated in 1991
gained momentum in 1994. There was a shift from

per cent increase, supported this

higher growth. Industrial growth was, however, ad-

high dependence on custom s duties to value added

versely affected by unreliable energy supplies and a
shortage of imported spare parts and raw materials

tax and direct taxes, and tax revenue rose from 7.8
per cent of GDP in the early 1990s to around 9.4

owing to foreign exchange constraints; growth fell to

per cent in 1994. On the expenditure side, spending

8.9 per cent from 12 per cent in 1993.

on

The growth

operations

and

maintenance

continues

to

in-

of the service sector at 6.8 per cent was higher than

crease reflecting the Government’s com m itm ent to

the 5.8 per cent attained in the previous year. The

improving services.

promotion of tourism assumed a major role in the
development of the service sector and a substantial

penditure on wages and salaries. Despite these
increases, the overall level of recurrent expenditure

amount of foreign investment has been attracted into

was kept in check and an increasing revenue sur-

hotels and related facilities.

plus

ploughed

into the

developm ent

budget.

This raised the share of domestic resources in the
development budget or the annual developm ent pro-

The economy of Nepal suffered a bad year in
1995

was

There was also a rise in ex-

and GDP grew by only 2.6 per cent, a sharp

gramme to above 40 per cent from

drop from the 7.0 per cent recorded in the previous
year. The agricultural sector performed poorly and
its growth rate was negative (-1.0 per cent) for the

GDP of the past two years was maintained in 1994
(table II.3).

ed for this, disruption in the supply of fertilizers and
and

irrigation

shortcom ings

facilities

were

in

partly

the

development

was

also

unsatisfactory.

responsible for the

undermined

ready-made

Industrial

by the closure

1990s.

The

persed population. Revenue derived from the two
main sources of income for the country, forestry and
hydropower, is inelastic. Like other least developed

production

of a number of

garment and carpet-manufacturing

of the

In Bhutan, the tax base is narrow because of
the small production base, low incomes and dis-

of

decline. The performance of the non-agricultural sector was

beginning

overall budget deficit of between 5 and 6 per cent of

year. Although unfavourable weather largely accountseeds

at the

a negligible

proportion

countries, Bhutan is highly

es-

dependent on external

sources for its development finance. In recent years,

tablishments.

there has been growing concern that the country
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Table II.3. Selected least developed countries of the ESCAP region: summary of
macroeconomic indicators, 1991-1994
(Percentage)

Bangladesh

Bhutan

Cambodia

Lao People’s
Democratic
Republic

Maldives

Myanmar

Nepal

1991

1992

1993

1994

Savings/GDP
Investment/GDPa
Budgetary balance/GDP
Money supply growth (M2)b

7.3
11.5
12.1

9.9
12.3
5.0
14.1

10.9
13.6
5.5
10.5

13.4
14.8
5.6
15.4

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth (M1)

6.5
23.6
4.5
22.1

7.5
43.4
3.5
15.0

8.7
28.2

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth (M1)b

7.7
9.4
3.4
27.4

7.5
9.8
3.6
121.3

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth (M2)b

4.6
15.9

6.6
0.8

5.0

8.0
14.2
5.9
18.7

7.4
19.2
7.2
1.1

15.7

5.6
14.4
11.3
49.0

6.5
15.2
7.7
64.6

11.0
20.5

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth (M1
)

13.3
28.5

16.8
15.4

16.7
49.7

17.7
22.5

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth (M1)b

14.0
15.3
3.7
35.3

12.8
13.6
2.1
37.6

11.1
12.1

11.7
12.5
2.5
31.5

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth (M2)

9.6
20.8

21.2

11.7
21.4

6.7
21.1

30.2

10.6

8.2

9.1

10.8

2.8

24.6

6.1

12.2
22.5
4.6
20.4

Sources: ESCAP, based on International Monetary Fund, International Financial Statistics, vol. XLVIII, No. 9 (September 1995); Asian Development Bank, Key Indicators o f Developing Asian and Pacific Countries (Oxford University Press,
1995) and Asian Development Outlook 1995 and 1996 (Oxford University Press, 1995); and national sources.
a

Refers to gross national savings.

b

Excluding grants.

structure, expanding the tax base and simplifying
administrative procedures. Despite this, the fiscal
deficit widened to 6.6 per cent of GDP in 1993 from
3.5 per cent in the previous year. M onetary expansion was, however, kept in check at 0.8 per cent in
1993 and 5 per cent in 1994. The rate of inflation
was brought down to 9.7 per cent in 1994 from its
double-digit level of the previous two years (figure
II.2). There was a further improvement in the rate of

may face difficulties in meeting its recurrent costs. In
the short term, these relate to rising expenditure on
civil service salaries and, in the medium and long
term, to higher costs associated with operations and
maintenance of capital investment projects. These
costs are already having an impact on the budget
and the Government has taken initiatives to enhance
revenue mobilization through such measures as
strengthening tax administration, restructuring the tax
29

savings, which increased to 8.7 per cent of GDP in
1993 from 7.5 per cent in 1992. Bhutan’s investment

expansion, which has fuelled high inflation. Tax reform and rationalization of expenditure initiated in

rate, which reached 28.2 per cent of GDP in 1993,

1992 yielded positive results. Although the budgetary
deficit widened to 7.2 per cent of GDP in 1994 from

was one of the highest among the least developed
countries for that year.

5.9 per cent in the previous year, the growth of the
money supply has been checked and the rate of
inflation fell from the high level of 114.3 per cent in

Cam bodia faced serious constraints in its fiscal
situation. On the revenue side, the tax base is
narrow and inelastic. Agriculture is not taxed and,

1993 to 26 per cent in 1994. At the same time,
although gross domestic savings declined to 7.4 per

until recently, this was the case with respect to
consumption and personal income as well. Turnover

cent of GDP from 8 per cent in 1993, investment as
a ratio of GDP rose sharply during the year to 19.2
per cent, reflecting the continued strong international

and property taxes are levied on presumptive values
that are usually underestimates. Heavy reliance is
therefore placed on import duties which make the
tax system inelastic and vulnerable to external deve-

support for the country.

lopments. On the expenditure side, salaries for civil
servants and military personnel take up the major
Capital expenditure is principally met out of

ple’s Democratic Republic fell to 6.7 per cent from
7.4 per cent in 1993 and the rate of growth of
money supply (M2) was also reduced to 20.5 per

available external financing. Moreover, the financing
requirement of the budget has led to monetary

cent from the high rate of 64.6 per cent recorded in
1993. Gross domestic savings have been increasing

share.

In 1994, the rate of inflation in the Lao Peo-

Figure II.2. Inflation rates in selected least developed countries in the ESCAP region, 1992-1995

Sources: ESCAP, based on International Monetary Fund, International Financial Statistics, vol. XLVIII, No. 9 (September 1995); Asian Development Bank, Key Indicators of Developing Asian and Pacific Countries 1995 (Oxford University
Press, 1995) and Asian Development Outlook 1995 and 1996 (Oxford University Press, 1995); and national sources.
Notes: In this context, inflation rates refer to changes in the consumer price index.
in logarithm.
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The scale on the vertical axis is

over the past few years and reached 6.5 per cent of
GDP in 1993 from the low level of 4.6 per cent in
1991. Despite this increase, the savings rate is one
of the lowest in the region and the country has to

deficit narrowed in 1994 to 4.6 per cent of GDP
from the 6.1 per cent recorded in the previous year.
However, the revenue realization at 10.3 per cent of
GDP in recent years is still low and points to the

depend on external finance to fund its development

need to strengthen the tax effort. Similarly, on the
expenditure side, the Government aims to channel
resources to priority areas in order to implement

programmes. Gross domestic investment is estimated
to have increased to 15.2 per cent of GDP in 1993
from 14.4 per cent in 1992.

development projects speedily and restrain unproductive public expenditure. Both gross domestic
savings and investment, estimated at 12.2 and 22.5

The fiscal deficit of Maldives deteriorated
further to 17.7 per cent of GDP in 1994 from 16.7

per cent of GDP respectively in 1994, have been
rising steadily over the past few years owing to the
impact of economic reforms, greater macroeconomic

per cent in 1993. High public investment spending,
heavy expenditure on civil service salaries and a fall
in grants were the underlying factors for the worsening situation. Resort to domestic borrowing to
finance the deficit resulted in the rapid expansion of

stability and more active participation of the private
sector in the country’s economy. A large gap persists, however, between the savings and investment

the money supply, which rose by nearly 50 per cent
in 1993. The rate of m onetary expansion moderated

rate, indicating a precarious dependence on foreign
aid.

to 22.5 per cent in 1994, but inflation remained high
at 20 per cent, about the same level as in the
previous year.

Policy responses and challenges
The stabilization programme implemented in
Bangladesh starting in the early 1990s has yielded
positive results. By the mid-1990s, inflation and fiscal
and current account deficits have been reduced to

In Myanmar, the high rate of inflation, which
was estimated at 24.1 per cent in 1994, was a
cause for considerable concern, although it was
down from the 31.8 per cent reached in the previous
year.
The rapid expansion of the money supply,
which rose by 31.5 per cent during the year on top

low levels, foreign exchange reserves have risen
substantially and a stable and market-determined
exchange rate has been established. Modest improvements in basic indicators related to health,
education and poverty have also been achieved over

of high rates of expansion in previous years, was
the main factor for the upsurge in prices. The budgetary deficit as a ratio of GDP has, however,
remained stable at around 2 to 3 per cent over the

this period. The main policy objective in mid-decade
is therefore to maintain and strengthen the favourable macroeconomic environment and to take advan-

past three years. Lack of progress in raising the
level of savings and investment has been another
major

issue

that

needs

to

be

addressed.

tage of the window of opportunity that it provides to
achieve sustained economic development. Several
key policy objectives have been established to attain
this end.

Gross

domestic savings and investment as a ratio of GDP
were estimated at 11.7 and 12.5 per cent respectively in 1994, considerably below the 14.0 and 15.3 per
cent attained in 1991.

First, measures are needed to enhance com petitiveness. A more concerted effort to deregulate
and liberalize domestic markets and international
trade is expected to expose local producers to
greater competition and thereby improve efficiency

The rate of inflation in Nepal remained singledigit and fell slightly to 8 per cent in 1995 from the
level of 8.9 per cent over the past two years. This
modest
improvement was
partly
due to the
recessionary situation in the country as well as to

and competitiveness. Second, there is a need to
increase the level of investment and its efficiency.
For public investment, the aims are to control and
improve management of expenditure programmes,
enhance revenue through fiscal and tax reforms and
reduce the drain on public resources caused by
state enterprises through privatization. With respect
to private investment, the aims are to provide transparent policies, to improve the legal and institutional
framework, to provide regulatory, administrative and
legal support services as required and for the
Government to be actively involved in imparting skills

lower inflation in India, with which the country has
close economic ties. The decline in the growth of
broad money supply, which fell to 18 per cent in
1995

from

20.4

per cent earlier,

also

helped

in

keeping inflation low.
A major effort at fiscal reform was initiated in
the country in 1994 aimed at restructuring tax and
mobilizing revenue, pruning and prioritizing expenditure and instituting reforms to enhance the effectiveness of public expenditure programmes. The budget
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and training, infrastructure development, information

economic and social development are the main pre-

dissemination,

research.

occupations of the Government at the present time,

Third, increased attention will be given to employ-

the pattern and nature of the growth that has taken

ment generation where the main thrust is expected

place

to come from labour-intensive activities, growing labour demand from export expansion and labour mar-

subjected to some critical re-examination.

technology

transfer

and

over the

past five

years

have

also

been

It has been pointed out that the growth

ket reforms. The fourth relates to human resources

in

development and the aims are to improve access to

industry and the service sector that underlies the

health care, particularly for the rural population, to

country’s relatively robust economic performance of

enhance support for population control and family
planning, to improve access to safe drinking water

the 1990s has been fuelled by consumption demand

and sanitation and to provide universal primary edu-

tional Authority in Cambodia and other external aid

cation.

generated by the influx of the United Nations Transi-

pro-

personnel, but the benefits of this growth accrued

poverty problem more
These include specific

mostly to Phnom Penh and, to a lesser extent, to

programmes to assist disadvantaged and vulnerable
groups such as women and children, employment

hotels, restaurants and catering trades, as well as

Finally,

the

urgent

need

grammes to address the
effectively is recognized.

to

develop

other cities where there was a rapid expansion of
residential building and other construction. For the

generation programmes for targeted groups and the

most part, this growth had little impact on the coun-

small credit programme for the extremely poor.

tryside and hardly any benefits accrued to the agricultural sector, where the

Bhutan has achieved significant economic and

infrastructure

has been

devastated by years of war and fertile lands have

social progress over the last decade. Generous sup-

been turned into minefields.

port from the international community and revenue

farm

derived from the sale of electricity to

population, and stagnation

India have

output barely

Currently, the growth of

keeps

up with

the

growth

in

in rice production, the

enabled the country to build up its basic infrastruc-

staple

ture and to provide better social services. Human

problem of food shortages in many areas, especially

resources development is a priority concern and an

in years of poor harvests, is aggravated by the lack
of adequate transport and distribution facilities.

ambitious

programme

to

improve

basic

education

crop,

has

raised

particular concern.

The

and primary health care was initiated recently. This
In the

increased expenditure in the social sector, and rising

light

of these

developments,

current

costs in the operations and maintenance of large

efforts at restoring and maintaining macroeconomic

capital-investment projects

stability,

undertaken

in the past

improving

resource

mobilization

and

resulted in current expenditure outpacing domestic

management, and capacity building and institutional

revenue.

problem

development will need to be further strengthened.

through better resource mobilization and expenditure
restraint is a major challenge. Environmental protec-

Top priority needs to be given (a) to agriculture in

Hence,

addressing

the

fiscal

order to accelerate growth and address the poverty

tion is another key issue in Bhutan and there is

problem, (b) to improving the transport infrastructure

growing recognition of the need to exercise consider-

to facilitate communication and economic activity in

able care to ensure that the natural resource-based

rural areas and (c) to meeting the basic education
needs of the country.

industries are developed in an environmentally sustainable

manner.

This

applies

particularly

to

the

develop more effective forest management plans. As

A relatively stable macroeconomic environment
and good weather had a favourable impact on the

in other least developed countries, the rising fiscal

economy of the Lao People’s Democratic Republic in

forestry sector, where there is an urgent need to

burden has generated greater interest in exploring

1994.

possibilities for the private financing of investments

was robust and the country attained a high growth

The growth of both agriculture and industry

and, in general, for greater private-sector participa-

rate of 8 per cent in that year.

tion in the process of economic development.

ment,

there

is a

need

to

Despite this achieveimprove

the

pace

of

implementation of reforms aimed at establishing a
After
Cambodia,

a

decade

with

of

generous

war

and

civil

international

strife,

market-oriented

support,

achieved growth that averaged 6.2 per cent per
annum during the first half of the 1990s. While
restoration
struction

of

and

macroeconomic stability,

economy

and

giving

the

private

sector a greater role in the process of economic
development. Unfamiliarity with the workings of the
market economy, inadequacy of human

war recon-

resources

and the undeveloped nature of the private sector
were the factors hindering faster progress.

laying the foundations for long-term
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The country will also need to address other
constraints characteristic of the least developed
countries in the region. These include inadequate

the provision and management of infrastructure for
tourism and for its larger role in fisheries development.

infrastructure, growing environmental concerns and a
low level of human resources development. As a
landlocked country with a rugged terrain, transport
difficulties are particularly acute and access to many

The economy of Myanmar made steady
progress in the 1990s and efforts at deregulation,
liberalization and market-oriented economic reforms
continued. There was considerable easing of price
controls as well as of restrictions on private-sector

parts of the country remains poor. This not only
inhibits commercial exploitation of minerals and other
natural resources but limits the impact of national
reform measures at the local level.
The Government, therefore, has to remain alert to the danger of
regional disparities of income and development as
the beneficial effects of market reforms tend to be
pronounced only in the accessible areas.

activity.

Foreign investment was actively pursued.

The increasing inflow of external capital into the
hotel and tourism sector, as well as into resourcebased industries, illustrates growing investor confidence

in the

economy.

Recent

initiatives

at

ex-

panding links with its South-East Asian neighbours
and

The increase in economic activity and rapid

greater

interaction

and

involvement

with

subregional economic groupings hold good potential

population growth are placing increasing pressure on
the environment, and especially on forestry resources. Legal and illegal logging and demand for
fuelwood have reduced forest cover and this has
brought with it the associated problems of soil erosion and loss of watersheds. Effective measures to
address the problem have been hampered by human
and financial constraints and difficulties in regulating

for gains to be made through regional cooperation.
However, the economy is still subject to considerable
regulation.
The benefits of reintegration into the
regional economy as well as sustainable development in the future will require a concerted effort at
restoring macroeconomic balance and structural reforms to improve domestic resource mobilization and
management.

and monitoring forest activities.
Following impressive growth in the 1980s,
growth in Maldives slowed in the first half of the

Nepal has placed reliance on private-sector
development and market-oriented reforms to ac-

1990s and, in recent years, the country has faced
serious macroeconomic imbalances: large fiscal and
current account deficits and high rates of inflation.

celerate the pace of economic and social development. Initiatives taken to achieve this end gained
momentum in the 1990s. These include tax reform,
privatization of public enterprises, trade liberalization,

Top priority has therefore been accorded to restoring
m acroeconomic stability through a stabilization programme centred on improving the fiscal system and

deregulation, financial-sector development and measures to

improve

domestic

and

external

balance.

Important gains have been made in recent years.
The rate of inflation has been reduced, the fiscal

market orientation. High population growth estimated
at 3.1 per cent per annum was another major
constraint requiring urgent attention. Such a rapid
increase in population places a severe strain on
the country’s limited natural resources and could
threaten the gains achieved in providing better social
services and infrastructural facilities built up over the
past few years. Greater political commitment and
broad-based action is called for to address the

deficit

has

narrowed

and

the

exchange

rate

is

market-determined and relatively stable.
Despite these achievements, the economy has
not shown sufficient dynamism. The level of savings
and investment is inadequate, and alleviation of
widespread poverty in the country has not made

problem. The need to protect the environment
presents another major policy challenge. The country’s two main sources of income, tourism and
fisheries, depend on preserving the environment.
High population pressure, coral mining for construc-

much progress. Stagnation in agriculture, population
pressure, infrastructure constraints, shortage of electricity and the low level of human resources develop-

tion, tidal surges and rising pollution pose serious
threats to the fragile ecosystem of the atolls. Finally, increased attention is being paid to private-sector

intensified dualistic tendencies in the country. On the
one hand, a modern urban sector based on orga-

ment continue to pose serious challenges.

Liberali-

zation and a freer play of market forces have also

nized industry, trade and services is gaining ground.
On the other, the majority of the people living in the

development and initiatives have been taken to
improve the legal and institutional underpinnings to
promote both domestic and foreign investment, and
especially to encourage private-sector participation in

rural sector are eking out a meagre existence without access to minimum services and facilities. The
Government is cognizant of these difficulties and is
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reorienting and strengthening its development policies and programmes to address them, with particu-

in 1994. Solomon Islands, Tuvalu and Vanuatu also
experienced serious deceleration in economic growth

lar attention

though,

being

directed

at

developing

broad-

in Solomon

Islands,

the

growth

rate

still

remained at a respectable 4 per cent.

based agriculture, improving the rural infrastructure,
promoting human resources development and implementing programmes specifically aimed at benefiting

Output growth remains weak
and fluctuating

disadvantaged groups in the society.

Among the nine countries for which reasonably

Pacific island economies

reliable data could be tabulated, apart from Kiribati
and Samoa, Papua New Guinea also suffered an

Overview

economic slide from the high point of its economic
growth recorded at 16.6 per cent in 1993.
It is

Pacific island economies generally have not
succeeded in their efforts to improve economic performance in the 1990s. Most of them have experienced reduced rates of economic growth, although
the rapid exploitation of natural resources, including
minerals, forests and fisheries, substantially raised

apparently likely that Papua New Guinea will suffer
an economic contraction in 1995.
Tonga and Fiji
were the only countries which recorded a higher rate
of GDP growth in 1994.
Rates of economic growth
also slowed between 1992 and 1994 in the four
other countries, namely, Cook Islands,
Islands, Tuvalu and Vanuatu (table II.4)

the growth rate in a few cases such as Papua New
Guinea and Solomon Islands. Some island economies, especially Kiribati, the Marshall Islands, the
Federated States of Micronesia, Palau, Papua New
Guinea, Solomon Islands and Vanuatu continue to
record high population growth rates. In the absence

Solomon

Cook Islands registered an economic growth
rate of 1.5 per cent in 1994 and an average of 1.9
per cent during the previous three years.
The
growth record in the 1990s thus contrasted strongly

of comm ensurate rates of economic growth, the
standard of living of their people has tended to

with an average growth rate at 5.8 per cent achieved
between 1981 and 1990. Cutbacks in public investment and a fall in tourism are two major factors

deteriorate. The agricultural sector continues to be
very im portant to most of these economies for subsistence and exports.
With the exception of the

accounting for the reduced growth of the economy.
Tourism has declined precipitously, particularly since

introduction of a few new export commodities, such
as squash in Tonga and beef in Vanuatu, these
economies have had little success in expanding their
export base.
For some of them, including Fiji,
Guam and Vanuatu, the services sector, especially
tourism, remains the major source of foreign exchange earnings and employment.

last year with the withdrawal of air services to the
United States by Polynesian Airlines.
In Fiji, the rate of growth had improved to 5.2
per cent from a rather poor record of 1.8 per cent in
1993 but fell back again to 2.7 per cent in 1995.
The 1994 growth rate, the highest so far in the
1990s in Fiji, can be attributed to a record output of
sugar and tourist arrivals at an all-time high, the two

In 1994, the latest year for which adequate
data and information were available for meaningful

industries having a dominant influence on the economy.
The fishing industry also expanded both in
1993 and in 1994, with 42 and 9 per cent growth
respectively in the catch of tuna fish, made possible
by an expansion of the fishing fleet. Production of
logs expanded by 17 per cent, although production
of other commercial crops such as copra and ginger
declined. Industrial output expanded by 7.7 per cent
led by construction, but garment and mining activi-

observations to be made on the achievement of
these economies, a mixed picture of success and
failure in economic performance emerged.
The
absence of major natural disasters during the year
helped somewhat to improve performance. Positive
GDP growth, low inflation rates and improved trade
account balances were recorded in several cases.
Budget deficits, however, continued to be a major
problem for many of the island economies.
It is
noteworthy that five of the island countries are
among the least developed countries in the region.

ties contracted. The services sector expanded by
3 .4 per cent, assisted by an increase of almost 11
per cent in tourist arrivals over the 1993 figure.
These activities were expected to expand further in
1995, though the pace was likely to slacken, which
was reflected in a 2.7 per cent GDP growth forecast
for 1995.

Among these five countries, Kiribati and Samoa have
suffered a serious contraction in their economies as
is evident in a continuous fall in GDP between 1992
and 1994 in Kiribati and a 7 per cent fall in Samoa
34

T a b le II.4.

S e le c te d P a c ific is la n d e c o n o m ie s : g ro w th ra te s , 1 9 9 2 -1 9 9 5

(Percentage)
Rates of growth
Gross domestic
product

Agriculture

Industry

Services

Cook Islands

1992
1993
1994

2.0
1.7
1.5

2.0
1.7
1.5

2.0
1.7
1.5

2.0
1.7
1.5

Fiji

1992
1993
1994
1995

3.2
1.8
5.2
2.7

3.1
3.4
8.5

5.8
– 4.5
7.7

2.5
3.1
3.4

Kiribati

1992
1993
1994

– 5.1
– 2.8
– 0.4

1.6
2.2
1.4

– 10.8
2.4
2.4

7.6
1.6
1.6

Papua New Guinea

1992
1993
1994
1995

11.8
16.6
3.0
– 4.6

6.1
9.5
5.8
4.2

28.5
35.8
– 1.9

2.9
3.0
4.9

Samoa

1992
1993
1994

– 4.3
6.0
– 7.1

– 10.5

Solomon Islands

1992
1993
1994

8.3
4.4
4.2

Tongaa

1992
1993
1994

3.5
2.8
5.7

7.3
2.7

0.3
5.8

1.6
2.1

Tuvalu

1992
1993
1994

8.9
8.7
2.6

8.0
8.0
3.0

9.1
7.5
2.9

9.2
7.8
2.9

Vanuatu

1992
1993
1994

1.0
4.0
2.0

1.9
8.2

– 8.4
2.7

3.0
3.0

0.8

Sources: ESCAP, based on International Monetary Fund, International Financial Statistics, vol. XLVIII, No. 9 (September 1995); Asian Development Bank, Key Indicators of Developing Asian and Pacific Countries 1995 (Oxford University
Press, 1995) and Asian Development Outlook 1995 and 1996 (Oxford University Press, 1995); and national sources.
Note:
a

Data for 1994 and 1995 are estimates.

Real GDP at factor cost.

The

Kiribati

economy

has

been

Papua

contracting

New

Guinea’s dramatic

slide from

a

16.6 per cent rate of growth in 1993 to 3 per cent in
1994 and an estimated actual contraction by 4.6 per
cent in 1995 reflected the major contraction in mining and industrial activities.
In 1994, mining and

since 1989. In 1994, however, the rate of contraction was reduced to its lowest at 0.4 per cent. This
was made possible by positive rates of growth in
agriculture, industry and construction activities, the
latter assisted particularly by the construction of a

petroleum output declined by 9 per cent and indus-

new airport and an outer-island causeway.

trial output by 2 per cent.
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Strong growth in the

agricultural and service sectors, however, contributed
to the positive growth in GDP, although at a vastly

was made possible by increased production and
prices of agricultural commodities, including squash,

reduced rate.

vanilla and fish for export.

Both the production and the prices of

That high-level perfor-

major agricultural products such as coffee, copra and
forestry products increased considerably.
Coffee

mance was not expected to be sustained in 1995,
for which a 2.2 per cent growth has been estimated.

production, for example, increased by 10.7 per cent
and exports by 7.7 per cent over 1993. Similarly,

The decline in growth is attributed to a contraction of

copra exports increased by 14.6 per cent and logs

trade- and tourism-related services, although the
agricultural sector was expected to grow by a sub-

by

24

per cent.

The

economy

is

projected

activities in mining, manufacturing, construction, and

to

contract by 4.6 per cent in 1995, which can be
attributed to an 8.4 per cent decline in the mineral
sector, owing to lower production of gold, copper

stantial 5.4 per cent.

and crude oil. Production of crude oil is expected to
decline by as much as 26 per cent.
Agriculture,

in the previous two years was reduced to 2.6 per
cent in 1994.

including

of the stimulus that had come from public-service
salary increases and fishery royalties received during

forestry

and

fisheries,

is

expected

Tuvalu’s rate of growth of more than 8 per cent

to

achieve a 4 per cent rate of growth.

The reduction reflected the absence

the previous years.
The rest of the economy is
estimated to have grown by about 3 per cent.

Samoa’s economy suffered a net contraction
between 1992 and 1994. A growth in output of 6
per cent in 1993, recovering from a decline in 1992,

Vanuatu’s 1993 rate growth of 4 per cent was
reduced to 2 per cent in 1994. This reduction can

was offset by a 7 per cent decline in 1994. The
decline in the economy in 1994 mainly reflected a

be attributed to reduced output in the agricultural

23 per cent contraction in agricultural output. The
decline in agriculture was mainly attributed to the
destruction of the taro crop by an outbreak of taro

sector, particularly copra and cocoa production. Production of these two commodities during the year

leaf blight. Industrial production increased by 5 per
cent mainly on account of a 32 per cent increase in
the output of coconut creams. There was a serious

cent respectively.

was estimated to have decreased by 43 and 4 per
Tourism, a major source of in-

come for the economy declined by 5.2 per cent in
terms of visitor arrivals. Early indications were that
the economy may not perform any better in 1995.

decline, on the other hand, in construction activities,
which reflected a winding down of the work of
rehabilitation of cyclone damage caused in 1992 and
earlier.

Cocoa and copra production was still falling early in
the year, while tourist arrivals were declining further.
GDP figures are not readily available for the
other

Among Solomon Islands, Tonga, Tuvalu and
Vanuatu, which have all performed relatively well,
Solomon Islands has succeeded in sustaining its

island

economies.

Scattered

information

shows some positive achievements by island economies such as those of Guam, New Caledonia, the

growth at a respectable 4 per cent rate, although
this amounted to about half the rate achieved in
1992.
The growth of Solomon Islands has been
achieved through a rapid exploitation of its natural

Northern Mariana Islands and Palau.

Tourism is the

resources, particularly by forest extraction and fish
catch.
Among major agricultural crops, palm oil
production stagnated while that of copra declined by

tourism, United States military spending and related
construction activities over many of the past few

mainstay of most of these island economies.
Guam’s economy has thrived on the basis of

years.

Recovering from a typhoon attack in 1992
and earthquake damage in 1993, the economy re-

a substantial 23 per cent in 1994 over the previous
year’s level. The decline in copra output was attri-

corded a growth of 3.2 per cent in 1994 in contrast

buted to prolonged drought, low fertilizer use in
production and problems concerning the collection of

to a growth of 0.5 per cent in 1993. That achievement largely reflected a 37 per cent increase in

copra by the Solomon Islands Commodities Export

tourist arrivals in 1994 and a 45 per cent increase in

Marketing Authority.

the value of construction activities.

Tourism conti-

nued to expand in 1995 and a 22 per cent increase
Tonga is one of the two Pacific island coun-

in arrivals was recorded during the first five months

tries which seems to have been able to accelerate

of the year over the same period in 1994.

its economic growth rate in 1994, doubling the rate

measures implemented to reduce budget deficits, a

in that year over that of the previous years.

GDP growth of 5.7 per cent in 1994, the highest

downsizing of military establishments and the downturn in the construction industry were expected to

among the Pacific island economies in that year,

reduce economic growth rate in 1995.

Tonga’s
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However,

The New Caledonian economy also performed
relatively well in 1994, based on a good performance by agriculture and fisheries.

The high rate of inflation in Papua New
Guinea, which is expected to accelerate to 16 per
cent in 1995 from the low figure of 2.9 per cent in
1994, can be attributed largely to a sharp deprecia-

Production of

fruits and vegetables as well as commercial crops
such as squash increased substantially during the
year. In the mining sector, the main product, nickel,
both in term s of ore and ferro-nickels, increased to
record levels in 1994. Metallurgic production, mainly
with a nickel content, increased by 5 per cent to

tion of the local currency late in 1994, combined
with an increase in import and excise duty rates.
The devaluation of the currency and its subsequent
floating resulted in the local currency, the kina,
losing as much as 48.5 per cent of its value vis-à-

reach a 12-year record. Industrial production overall,
however, showed a decline. Tourism, with a 5.4 per

vis the United States dollar in the year from August
1994 to August 1995, with its corresponding impact

cent increase in arrivals, mainly from France, set a
four-year record.

on import prices. A stable and “hard kina strategy”
had enabled the country to keep inflation rates low
in past years.

In the Northern Mariana Islands, tourist arrivals,
mainly from Japan, continued to increase throughout

The 18.4 per cent inflation rate in Samoa in

the 1980s and the early 1990s to reach a figure of
536,000 visitors in 1993, raising the revenue from

1994 was a dramatic tenfold rise compared with the

tourism to $157 million from a level of only $10.2

1993 rate. Supply shortages, particularly of taro, the
main staple of the local diet, were mainly responsi-

million in 1980. The number of arrivals is estimated
to have fallen since 1994 mainly because of the

ble for this rise.
The taro crop was destroyed
following the outbreak of a leaf blight during the

economic recession in Japan.

year. The introduction of a 10 per cent value added
tax also put pressure on prices during the year. In

the

only

significant

Northern Mariana Islands.
relies

entirely

on

Garment production is

manufacturing
foreign

activity

in

the

The industry, however,
imported

workers,

1995, the inflation rate is expected to come down as

and

finished garments are shipped to the United States

consumers find cheaper substitutes for taro and the
one-time impact of the new tax on the prices is

on a duty- and quota-free basis. The industry was in

smoothed out.

trouble recently as a United States Department of
Labour investigation into unfair labour practices and
violations

of occupational

safety

and

health

Solomon Islands has traditionally experienced
high rates of inflation exceeding 10 per cent. The

laws

rate dipped to just above 9 per cent in 1993 but

resulted in the imposition of penalties on producers.

my

rose to 13 per cent in 1994.
Continuing large
budget deficits and excessive growth in money supply have generally been responsible for the observed

The latest available information on the econoof Palau was for 1993, when the economy

achieved
Fisheries

an estimated growth of 5.3 per cent.
is a dominant activity in the country’s

high rates of inflation in the country.
In 1994,
additional pressure was generated on local prices of

economy and the sale of extensive economic zone

such items as root crops, vegetables and betel nut
owing to their inadequate supplies.

fisheries licences to foreign commercial fleets is a
major source of income for the country. Unlike other

Guam joined the group of economies experiencing high inflation rates in 1994. The rate rose
to 18.6 per cent from 7 per cent in the previous

islands, such as Guam and the Northern Mariana
Islands, tourism in Palau has not been thriving. The
total number of visitors in 1993 is estimated to have

year and was one of the highest experienced by the
island economy in recent years. G uam ’s price structure has been heavily weighted by the price trends
in the United States but, lately, prices prevailing in
its other trading partners are having a greater in-

reached just over 40,000.

Inflation kept low
With

the

exception

of

Papua

New

Guinea,

fluence on local prices.

Samoa and Solomon Islands, most other Pacific
island economies have experienced low and falling

Among other island economies, Cook Islands,
Fiji, Tonga, Tuvalu and Vanuatu, the inflation

rates of inflation during the 1990s (figure II.3). Low
rates of inflation in the island economies reflected a
lowering of the inflation rates in Australia, New

rate

was less than 3 per cent in 1994 and the rate was
generally lower than experienced in the previous
years. Fiji and Tuvalu experienced a rate of inflation

Zealand and the United States, the major suppliers

as low as 1.2 and 1.5 per cent respectively in 1994
and New Caledonia also experienced one of the

of the island countries’ imports, the prices of which
have a significant impact on local prices.

37

Figure II.3.

Inflation rates in selected Pacific island economies, 1992-1995

Sources: ESCAP, based on International Monetary Fund, International Financial Statistics, vol. XLVIII, No. 9 (September 1995); Asian Development Bank, Key Indicators of Developing Asian and Pacific Countries 1995 (Oxford University
Press, 1995) and Asian Development Outlook 1995 and 1996 (Oxford University Press, 1995); and national sources.
Note:

In this context, inflation rates refer to changes in the consumer price index.

has thus played a dominant role in most of the

lowest inflation rates at 2 per cent, in 1994. These
countries were expected to experience the same low
or even lower rates of inflation in 1995.

island economies and has accounted for over half of

For exam-

GDP.

ple, Tonga’s expected rate of inflation in 1995 is
estimated at about 1.8 per cent while Fiji recorded

Efforts have been under way in recent years

to reduce the role of the public sector.

In Fiji, the

investment level has remained moderate and it has

an inflation rate of only 1.7 per cent for the 12month period between July 1994 and July 1995.

been largely financed by domestic resources as the
country has received relatively low levels of external
assistance.
The investment level in Papua New

Inflation in Kiribati was recorded at a moderate 5 per
cent rate in 1994, which was a percentage point
lower than the 6 per cent recorded in the previous
year.

Guinea

rose

boosted

by

to

27

per

large-scale

cent

of

investment

GDP
in

in

the

1991,
mining

sector which, however, has tended to taper off since
then.

Relatively high rates of investment and low

rates of economic growth in many of the economies

Other macroeconomic indicators

indicate the scope for improvement in productivity of
investment.

With the exception of Fiji, most other island

The poor performance of many of the

economies have sustained high rates of investment

public-sector enterprises and continuing large budget

relative to GDP over the past decade. Much of the
investment has been undertaken by the public sector

deficits have highlighted the need for reforms aimed

financed mainly by external aid.

hancing that of the private sector.

at reducing the role of the public sector and en-

The public sector
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Although the size of budget deficits remains
high in a few cases, such as Samoa and Solomon
Islands, most of the island economies have suc
ceeded in reducing their budget deficits.
Among
these are Fiji, Papua New Guinea, Tonga and
Tuvalu. The latter two countries, in fact, enjoyed

Table II.5.
1991-1994

budget surpluses for the past two to three years
(table II.5). In 1994, the budget deficits of Fiji and
Papua New Guinea were reduced to 1.9 and 2.6 per
cent respectively of GDP, from 3.7 and 5.9 per cent
in 1993. Tonga had a surplus of 1.8 per cent in
1994 compared with 0.2 per cent in 1993.

Selected Pacific island economies: sum m ary of m acroeconom ic indicators,

(Percentage)
1991
Fiji

1992

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth

15.2
13.2
– 3.5
3.4

14.7
13.1
– 2.9
14.5

Kiribati

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth

– 15.4
61.1

– 23.3
56.6

Papua New
Guinea

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth

16.9
27.4
– 1.8
21.3

Samoa

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth

– 3.6
21.2
– 5.8a
– 9.2

Solomon
Islands

Savings/GDP
Investment/GDP
Budgetary balance/GDPa
Money supply growth

Tonga

Vanuatu

1994

13.3
15.1
– 3.7
15.8

– 1.9
– 5.3

23.4
23.8
– 5.6
4.9

18.8
– 5.9
35.9

– 2.6
3.4

0.1
20.0
– 15.8
– 11.4

9.9
19.9
– 21.4
14.7

10.0
19.9
– 8.5
8.1

– 32.2
23.4

– 22.7
36.0

– 22.8
15.9

– 18.3
29.0

– 16.2
17.3
– 5.2
15.2

– 12.8
17.4
– 3.2
– 12.7

0.2
23.9

1.8
– 0.9

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth

– 14.0
36.0
9.1

57.6

25.2

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth

7.7
35.5
– 6.0
12.4

7.5
34.8
– 2.5
15.5

9.5
34.2
– 4.7
12.3

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth

Tuvalu

1993

0.9

Sources: ESCAP, based on International Monetary Fund, International Financial Statistics, vol. LVIII, No. 9 (Septem
ber 1995) Asian Development Bank, Key Indicators of Developing Asian and Pacific Countries 1995 (Oxford University
Press, 1995) and Asian Development Outlook 1995 and 1996 (Oxford University Press, 1995) and national sources.
Note:
a

Money supply refers to M1.

Excluding grants.
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The improvement in Fiji came through a 3.6
per cent reduction in recurrent expenditure, although
capital expenditure increased by more than 8 per
cent. A 6.7 per cent increase in general revenue
following the introduction of the new value added tax
also contributed to the reduction in the budget defi
cit. Government policy remained geared to keeping
the budget deficit low at an estimated 2.5 per cent
of GDP in 1995. Papua New Guinea sharply re
versed its expansionary fiscal policy pursued during
the period 1992-1993 which had resulted in a sharp
rise in the budget deficit to 5.9 per cent of GDP in
1993. The new restrictive expenditure policies, cou
pled with an enhancement in revenue collection by
10 per cent in 1994, brought the budget deficit down
to 2.6 per cent. The sharp devaluation of the kina
had a favourable impact on government revenue and
this, along with continued expenditure restraint,
allowed a fiscal surplus to be recorded in the first
quarter of 1995.
In the 1995 budget, the Papua
New Guinea Government has estimated an 8 per
cent increase in revenue and a 3 per cent decline in
expenditure over the 1994 figures. That would, if
realized, cut back the level of 1995 deficits to less
than half of those in 1994.

year, while domestic revenue and foreign aid grants
registered an increase of 9 per cent. The 1995/96
budget, introduced in June 1995, also emphasized
the importance of the country’s financial stability and
the rationalization and consolidation of government
expenditure to improve efficiency so as to develop a
competitive economy based on private investment
and exports. In Vanuatu, the Government has main
tained a balanced recurrent budget. The recorded
budget deficit has, therefore, been largely on ac
count of developmental expenditure that has been
financed by external grants and concessional loans.
Although a high proportion of recurrent expenditure
is devoted to services such as education and health,
which accounted for a third of total expenditure in
1994, and rising wage costs, the Government tar
geted a balanced recurrent budget for 1995 too. An
estimated increase of 9 per cent in expenditure was
expected to be met by higher revenue collection
from import duties and a new 4 per cent turnover
tax on wholesale and retail trade introduced in 1995.

P olicy responses a n d challeng es
Among other factors, lack of reliable data in
the Pacific islands continues to hamper consistent
analysis of economic and social conditions. That, in
turn, affects the formulation and implementation of
appropriate domestic policies. Some island econo
mies have been facing problems even in planning
and implementing their budgets because of a lack of
skilled personnel.
Serious efforts, backed by re
sources, to compile and analyse the required data
also seem to be lacking. Some progress has been
made in recent years with foreign technical and
financial assistance to improve the situation, but
more remains to be done.

Samoa was able to reduce its budget deficits
substantially to 8.5 per cent in 1994 from 21 per
cent of GDP in the previous year.
The smaller
deficit was largely the result of a 15 per cent fall in
expenditure, the brunt of which was borne largely by
a decline in capital and other developmental expen
diture.
The Government also stopped any new
lending to public enterprises. A fall in the level of
foreign aid grants, which have usually financed about
a fifth of budgetary expenditure, also required a
cutback in expenditure.
The persistently high budget deficit in Solo
mon Islands reflects a generally lax control on the
growth of public expenditure. There has been an
unabated increase in current expenditure, mainly on
account of wages and salary increases. The deficits
have been financed largely through bank borrowings,
with the consequent expansion of the money supply
and inflation.

The available data, analysed above, have indi
cated that the Pacific island economies have not
achieved an improvement in overall economic per
formance during the 1990s relative to their perfor
mance in the previous decade. The rates of popula
tion growth in many of them far exceeded economic
growth rates, resulting in a general decline in living
standards.
Even though foreign aid has enabled
island countries to keep their budget deficits low and
living standards better than otherwise would have
been possible, it may also have entrenched ineffi
ciencies into the dominant public sector that has
been feeding on aid. The recent tendency for aid
levels to shrink, while increasing short-term difficul
ties and hardship, may hasten the necessary adjust
ments and economic reforms that should have been

Tonga, Tuvalu and Vanuatu have pursued more
conservative fiscal policies and have succeeded in
attaining healthier budgetary situations compared
with many other island economies.
As already
mentioned, Tonga and Tuvalu have, in fact, been
experiencing budget surpluses over the past two to
three years. Tonga’s budget surplus of 1.8 per cent
of GDP in 1994 was the result of maintaining
government expenditure at the level of the previous
40

The transition from a subsistence-based island
society to a monetized, growth-oriented economy,
has not proved to be a smooth one. This transition
has brought with it fundamental changes in the
structure of Pacific societies. In many countries, an
explosion of expectations has occurred despite the
absence of firm foundations of self-sustaining income
growth. That has contributed to a rise in social
problems. Many weaknesses in the ability of the
State to carry out its new and demanding mandate
have been revealed.
Pacific island countries will
therefore need continually to redefine the role of the
public sector in the economy. A clear distinction
needs to be drawn between the roles of the public
and the private sectors in the economy.
It is
becoming clear that, except in certain sectors such

tries, difficulties in economic management have been
further complicated by the frequent destruction from
natural disasters, especially cyclones, that cause
millions of dollars worth of damage to property and
standing crops.
As in many other developing countries, Pacific
island economies have introduced economic reforms
in recent years in their efforts to improve economic
performance. Several island countries have asserted
tion of government involvement in the economy but,
for various reasons, not much appears to have been
accomplished. The inadequacy of potential private
investors has also contributed to the unsatisfactory
situation.
Some island countries have also
deregulated wages and interest rates in efforts to

ture, the Government should increasingly play the
role of facilitator to private-sector initiatives.2 This
means that aid, when available, should be efficiently
utilized in productive sectors to create jobs, as well
as to develop the productive skills of a fast-growing
young population.

tries, Fiji has probably achieved most by directing
efforts towards privatizing or restructuring various
loss-making public enterprises.
Island economies are among the recipients of
the highest sums of aid in the world on a per capita
basis. Most of the aid is used to finance the bulk of
their capital expenditure and this aid, along with
subsistence production, has enabled Pacific island

The tourism industry offers good prospects for
most Pacific island economies in their search for
alternative sources of revenue to make up for the
declining aid levels.
Cooperation among island
countries is needed to undertake concrete regional

being. In terms of the human development index,
the Pacific island countries, with the exception of
Papua New Guinea and Solomon Islands, fall in the

tion of adequate finances.

Given the very fragile

erative mechanisms should also enable Pacific island
ever, aid for budgetary support, which a number of
tainable development issues such as reducing their
population growth rate and exploiting their limited
natural resources in an environmentally friendly way.

dence, has either ended or is being progressively
cut back (see box II.1). The prospects of current
aid levels being maintained appear bleak.
In the light of this eventuality, Pacific island
economies have to make necessary adjustments.
They have either to control their public expenditure
substantially or, alternatively, to identify new sources
of revenue to support high levels of consumption.
However, given that Pacific island countries have
very narrow tax bases and limited or no natural
resources in the case of the very small countries,
they have little option but to reduce or control their
expenditure levels.

nize the importance of “community awareness” and
participation in sustainable development and work in
partnership with non-governmental organizations and
other aid agencies towards this endeavour. This is
especially important given that many of the natural
resources are owned by the local communities and
most non-governmental organizations already have
established links with these communities.

2
See Leslie V. Castle, “Government as the great
provider in theory and practice, with special reference to
southern Pacific island economies” in United Nations,
fic Island Countries:
Selected Issues in Development
Policy and Subregional Cooperation in the 1990s
(Bangkok,
ESCAP, 1995), pp. 30-49.

1
For details on sustainable human development in the
Pacific, see, for example, United Nations Development
Programme, Pacific Human Development Report (Suva, Fiji,
July 1994).
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Box II.1.

D eclining aid flo w s to the least developed and Pacific
island co untries
and the former Council for Mutual Economic Assistance.
On the demand side, there has been increased competi
tion for aid from new claimants such as the republics of
the former Soviet Union and other countries in Eastern
Europe, whose needs are enormous. As a result, total
flows of official development assistance to least deve
loped countries and Pacific island economies declined
from $4.3 billion in 1991 to $3.4 billion in 1993, repre
senting a sharp drop of over 21 per cent.

The least developed and Pacific island economies
have traditionally relied upon external resource flows,
especially official development assistance to finance their
development programmes.
Much of the aid that they
received over the years has been used as investment in
economic and social infrastructure, in institution-building
and in overall human resources development.
The
importance of external assistance for these countries can
be gauged from the fact that the ratio of official develop
ment assistance to gross domestic product (GDP) in
many of them was over 20 per cent between 1986 and
1993, with some countries in the Pacific recording a
figure as high as 70 per cent.

The problems of Pacific island economies have
been further compounded by traditional donors such as
the United Kingdom and the United States scaling down
their activities in the subregion. Some donor Govern
ments, in fact, withdrew their budget aid to some island
economies during the late 1980s and the United States
closed the offices of its United States Agency for Inter
national Development in some Pacific island economies
in 1994.
Other donors have cut back their financial
contributions to subregional organizations and the United
Kingdom withdrew from membership of the South Pacific
Commission in 1995, which will cost the organization
about one million dollars in annual contributions.

The heavy reliance of these countries on aid for
development is a reflection of several major structural
weaknesses. These include the small volume of exports,
heavy reliance on a few primary commodities for export
earnings and a low level of domestic savings in the face
of low per capita income. Aid has therefore bridged both
savings-investment and foreign-exchange gaps.
As a result of several factors, however, there was
an overall decline in aid flows to least developed coun
tries and Pacific island economies in the early 1990s,
which has been a cause for considerable concern to
these countries. On the supply side, a major contributing
factor has been the recession and budget constraints in
the countries of the Organisation for Economic Coopera
tion and Development which have traditionally been the
main donors. The situation has been exacerbated by a
sharp fall in assistance from other donors belonging to
the Organization of the Petroleum Exporting Countries

The decline in aid flows to the least developed
countries is disappointing and the overall aid per
formance of donors fell far short of the commitments
undertaken in the Programme of Action for the Least
Developed Countries for the 1990s. The ratio of official
development assistance to G N P for all donors to least
developed countries declined to 0.08 per cent in 1993
compared with 0.09 per cent in 1990. This presents a
sharp contrast with the targets in the Programme of

Flows of official development assistance to least developed countries and Pacific island
econom ies in the ESCAP region, 1989-1993
(Millions of United States dollars at constant 1992 prices)

1.
2.

3.

Total ESCAP least developed countries
Total ESCAP least developed countries,
excluding five Pacific island least
developed countries
Total Pacific island countriesa

Total of 2 and 3

1989

1990

1991

1992

1993

3 719.5
3 542.8

3 578.1
3 393.0

3 750.3
3 570.0

3 228.0
3 053.8

2 927.4
2 759.8

693.4

746.5

693.6

746.3

689.2

4 236.2

4 139.5

4 263.6

3 800.1

3 449.0

S ources: Mid-Term Review of the Implementation of the Programme of Action for the Least Developed Countries
for the 1990s: The Asian and Pacific Region (United Nations publication, Sales No. E.95.II.F. 25) and Organisation for
Economic Cooperation and Development, Geographical Distribution of Financial Flows to A id Recipients 1989-1993
(Paris, 1995).
a Includes Cook Islands, Fiji, Kiribati, Marshall Islands, Federated States of Micronesia, Nauru, Niue, Papua New
Guinea, Samoa, Solomon Islands, Tonga, Tuvalu and Vanuatu.
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Action of 0.15 per cent for those donors which were
below this level and 0.20 per cent for those which had

greater opportunities for the private sector. However, the
inadequate availability of external finance has retarded

governmental Meeting on the Mid-term Global Review of
the Implementation of the Programme of Action for the

tries;

improvements in the national savings rate were

flecting, in part, the decline in aid flows. For example,
Bangladesh increased its savings/GDP ratio from 7.3 per
cent in 1991 to 13.4 per cent in 1994, but its investment/
GDP ratio only increased to 14.8 per cent in 1994 from
11.5 per cent in 1991. Nepal increased its saving/GDP
ratio from 9.6 per cent in 1991 to 12.2 per cent in 1994
and its investment/GDP ratio from 20.8 per cent in 1991
to 22.5 per cent in 1994.
These observations on
savings-investment data may imply a rather disturbing
trade-off in financing investment.

tember and October 1995, reached a consensus on
several measures and actions to be pursued by donors
in the 1990s. These included the need for donors to
ments set out in the Programme of Action more explicitly
into their national aid strategies and budgetary planning
lateral institutions and programmes which are major
sources of financing for least developed countries, and to

Aid will continue to be a dominant factor in the

tially increasing the resources for operational activities.
Many least developed countries and Pacific island
economies have embarked on a process of structural
adjustment and wide-ranging reforms aimed at coping
with fiscal and balance-of-payments deficits, improving
mobilization and use of domestic resources, improving
the effectiveness of the public sector and providing

loped countries and Pacific island economies. These
economies will have to remain steadfast in their pursuit
of economic reform even though they are receiving less
aid.
It is also fair to expect that the international
community will reinforce such reform by meeting the
internationally agreed targets of assistance.

Pacific island governments should also strive
ning machineries which should, among other things,

mies of Central Asia and the Russian Federation.

cally integrated and that resource use is properly
prioritized. However, formulating appropriate policies

After several difficult years of decline in output
and income, which still continues in most cases, the
Russian Federation and some of the Central Asian
republics can finally expect to see an end to that
recession as the year 1995 closes. The first signs
of recovery since 1991, when they started moving
towards a market economy, seemed to be emerging.
Real achievements in economic stabilization have
been made in Armenia, Kyrgyzstan, the Russian
Federation and Uzbekistan. However, Armenia is the
only country among the economies in transition to
have recorded a positive rate of economic growth in
1995. In the Russian Federation, too, output was
stabilizing and beginning to grow in some sectors.
The fall in GDP and industrial production in 1995
slowed in all the Central Asian republics compared
with 1993 and 1994, except in Tajikistan and
Azerbaijan, where the decline in GDP continued
approximately at the 1994 rate. Uzbekistan and the
Russian Federation experienced the lowest rates of
decline in GDP.

ments and reforms,
changed frequently.

once

introduced,

are

not

E c o n o m ie s in tra n s itio n
O verview

public, Myanmar, Mongolia and Viet Nam are
categorized as economies in transition, as well as
tion. All of these economies have been undergoing
profound changes in structure under radically
changed policies over varying lengths of time and
with varying degrees of success.
The cases of
Cambodia, the Lao People’s Democratic Republic
and Myanmar have been discussed above, under
the section on the least developed countries, and
those of Mongolia and Viet Nam are discussed in
the following sections on the respective subregions

Rates of inflation still run high, though they are
coming down in all of these countries. Kyrgyzstan
recorded the lowest rate of inflation at 150 per cent
sure was also noticed in Armenia, Kazakstan and
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Tajikistan but only by 0.5 and 4 per cent in
Uzbekistan and the Russian Federation respectively.
Kyrgyzstan could also succeed in limiting output
decline to 6 per cent.
Armenia, which posted
growth of 12.8 per cent for the first half of the year,
recorded growth of 5.2 per cent for the whole year.

the Russian Federation. These economies appear
to be moving away from the danger of a hyperinflationary spiral which seemed to threaten them in
1992 and 1993.
In 1995, however, all of them faced a severe
tion owing to the cumulative drop in real incomes of
the majority of the population over the years since
1989. The level of GDP dropped to as low as 34
per cent of the 1989 base in Azerbaijan in 1994.
Uzbekistan had the best record with a level of 82
per cent of the 1989 GDP level in 1994. Other
countries suffered declines of various magnitudes
within this range.3
The concerned Governments
initiated a number of further reform measures with a
view to encouraging investment, bringing inflation

Industrial and agricultural production has been
disrupted over the past years in all of the countries.
The industrial and agricultural output of Kyrgyzstan
fell by 24.5 and 15 per cent respectively in 1994.
Industrial output fell by another 12.5 per cent in
1995. In Tajikistan, industrial output in 1995 was 5.1
per cent below the level of 1994. Turkmenistan
experienced a 6.9 per cent decline in 1995. The
decline in the industrial output of the Russian
Federation, however, slowed considerably with a 3.0
per cent fall in 1995 compared with a massive 21
per cent fall in 1994. The fall in industrial output
owed much to a faster decline in the production of
consumer goods than in that of capital goods. In
contrast to the decline in light industry, branches of

tion was a task of paramount importance since
inflation affects decisions about spending, savings
and investment at all levels.

O u tp u t decline slo w s
chemicals staged a recovery fuelled by growing
export demand.

While the fall in domestic output in the Central

The key industry in many of the countries is
energy-related. Oil and gas are a driving force in
the economies of Azerbaijan, Turkmenistan and the
Russian Federation.
A 0.2 per cent rise in oil
extraction and a 5.7 per cent rise in gas extraction
in Azerbaijan in the first four months of 1995 seem
to have stemmed the decline experienced in 1994.
The energy industry in the Russian Federation and
Tajikistan was in a particularly difficult situation.
From 1990 to 1994, overall energy consumption in
the Russian Federation declined by 22 per cent with
oil, gas, coal and electricity consumption dropping by
26, 7, 34 and 17 per cent respectively. Electricity
output in Tajikistan was 13 per cent lower in the first
six months of 1995 compared with the same period
of 1994. Construction activity has also continued to
decline in most countries, although it has generally
fallen at a lesser rate than industrial output.

tinued in 1995, the rate of fall slowed and some of
these economies showed the first signs of growth
mies of most of these countries were shrinking at a
double-digit rate in 1993 and 1994 (table II.6). The
cline may finally have bottomed out and that these
economies could be heading for a recovery.
In 1994, the GDP of Armenia declined by 2
per cent; that of Kazakstan and Kyrgyzstan by more
than 20 per cent; that of Azerbaijan, the Russian
Federation, Tajikistan and Turkmenistan between 12
to 17 per cent; and that of Uzbekistan by 4 per
cent. In 1995, the Armenian economy registered a
strong recovery with a GDP growth rate of 5.2 per
tion, Turkmenistan and Uzbekistan reduced the rates
of contraction of their economies with significant
success.

Shortages of different inputs such as fuel,
fertilizers and spare parts for machinery have been
the main cause of falling agricultural output in
the Central Asian republics.
Grain harvests in
Kazakstan and the cotton crop in Uzbekistan and
Tajikistan are the mainstay of the economies.
Tajikistan’s cotton production in 1995 remained 25
per cent below the target of 800,000 tons.
Uzbekistan planned to increase grain production by
120 per cent in 1995, a target which was unlikely to
be met. In the Russian Federation, crop production
reportedly stabilized. However, grains production in

Azerbaijan and Tajikistan, on the other hand,
experienced the same rate of fall in output as in
duction in 1995, it has been estimated that GDP
may fall by 12 to 17 per cent in Azerbaijan and

3

Economic Commission for Europe,
Econom ic Survey
(United Nations publication, Sales
No. E.95.II.E.1), appendix table 1.
o f Europe in 1994-1995
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Table II.6.

Central Asian republics and the Russian Federation: growth rates, 1992-1995

Rates of growth
Gross domestic product
or net material
product

Gross
agricultural
output

Gross
industrial
output

Armenia

1992
1993
1994
1995

– 46.0
– 9.9
– 2.0
5.2

– 13.0
– 5.0
3.0

– 52.5
– 11.1
6.9
2.4

Azerbaijan

1992
1993
1994
1995

– 2 8.1
– 13.5
– 17.2
– 17.4

– 25.0
– 17.0
– 13.0

– 24.0
– 6.8
– 24.0
– 21.4

Kazakstan

1992
1993
1994
1995

– 14.2
– 12.8
– 25.0
– 8.9

1.0
– 3.0
– 17.0

– 14.8
– 16.1
– 28.5
– 7.9

Kyrgyzstan

1992
1993
1994
1995

– 19.0
– 17.4
– 26.0
–6.2

– 5.0
– 8.0
– 15.0
–4..5

– 26.8
– 24.2
– 24.5
– 12.5

Russian Federation

1992
1993
1994
1995

– 19.0
– 12.0
– 15.0
– 4.0

– 9.4
– 4.4
– 9.0

– 18.0
– 14.1
– 20.9
– 3.0

Tajikistan

1992
1993
1994
1995

– 31.0
– 21.0
– 12.0
– 12.4

– 27.0
– 2.0
– 25.0

– 24.3
– 19.5
– 30.8
– 5.1

Turkmenistan

1992
1993
1994
1995

– 5.3
7.8
– 12.0
– 7.5

– 9.0
9.0
2.0

– 16.7
5.3
– 25.0
– 6.9

Uzbekistan

1992
1993
1994
1995

– 12.9
– 3.5
– 4.0
– 0.5

– 6.0
1.0
– 1.0

– 6.2
– 7.0
1.0
– 0.2

Sources: Economic and Social Commission for Asia and the Pacific, Economic and Social Survey of Asia and the
Pacific 1995 (United Nations publication, Sales No. E.95.II.F.10) Intra-State Statistical Committee of the Commonwealth of
Independent States (Moscow), Statistical Yearbook of the Commonwealth of Independent States 1995 and Economy of the
Commonwealth of Independent States in 1995: Express-Review (January 1996), p. 4.
Note:

Data for 1995 are estimates.

Growth in retailing was one of the factors that has
propelled the service sector upwards. The financial
services sectors have also shown growth. For ex
ample, services accounted for 53.8 per cent of GDP
in the Russian Federation, according to estimates for
the first quarter of 1995, compared with 47.8 per
cent for the same quarter of 1994.

1995 was 22 per cent less than in 1994, the lowest
level for 30 years. Livestock output and the size of
herds continued to decline.
The service sectors have proved more resilient
to the adverse economic climate than have the
goods-producing sectors in all of the countries.
45

In order to reduce the budget deficit from 7.4
per cent of GDP in 1994 to 4.7 per cent in 1995,
the Government of Azerbaijan also freed most
prices in 1995. The budget deficit in Kyrgyzstan for
1994 was running at 7.0 per cent of GDP, which
was considerably above the International Monetary
Fund target of 4.1 per cent under the terms of the
enhanced structural adjustment facility arrangement
approved in 1994. In Kazakstan, the deficit ran at
6.5 per cent of GDP in 1994. In order to reach the
target agreed by the International Monetary Fund of
3.3 per cent in 1995, government spending was cut
by 25 per cent. In Tajikistan, despite large cuts on
the expenditure side, poor revenue performance is
likely to cause a substantial budget deficit in 1995.
In Turkmenistan, the target for 1995 was to keep
the budget deficit within 1.5 per cent. To meet this
goal, the Government raised tax rates substantially
on such items as tobacco, caviar and foreign vehi
cles.

Capital investment continued to fall sharply
in most countries.
For example, in the Russian
Federation, in the first half of 1995 fixed investment
fell by 13 per cent. The bulk of investment was
financed by the enterprises themselves. This was a
sharp change from the practice of previous decades
when enterprises were financed by State alloca
tions. This source accounted for 62.3 per cent of
the total investment in eight months of 1995. Never
theless, given the high real interest rates, fixed
investment was unlikely to stage a major recovery in
1995.
However, some of the economies are attracting
sizeable direct investment by foreign companies,
though an insufficient legal framework and uncertain
ties prevented investment from expanding as rapidly
as it might have done. The bulk of the investment
was concentrated in a few countries.
Azerbaijan
signed an agreement of $8 billion with an interna
tional oil consortium to exploit its oil reserves for 30
years – the biggest foreign investment contract in
the former Soviet Union. Kazakstan and the Rus
sian Federation were the other major destinations of
private investment from the developed countries. At
the end of 1994, foreign direct investment in the
Russian Federation had reached nearly $4.0 billion,
or 1.7 per cent of GDR The bulk has gone into the
energy and mining sectors, followed by manufactur
ing, trade and services. It was expected that foreign
direct investment inflow would reach between $2 and
$3 billion in 1995, and between $5 and $6 billion in
1996. The remaining countries received relatively
small inflows, though the prospects for them to
receive larger inflows are improving. Foreign invest
ment in Armenia, for example, was only $5 million in
1994.

The consolidated government budget of the
Russian Federation showed a deficit of 9.6 per cent
of GDP in 1994. The 1995 budget aimed for a
deficit of 7.7 per cent of GDP, a level which was
considered to be non-inflationary, with finance pro
vided by the International Monetary Fund and in
creased use of Treasury bills for domestic financing.
Two thirds of the 72 trillion rouble deficit was to be
financed by selling Treasury bonds at market rates
of interest and the rest by a loan from the Interna
tional Monetary Fund of $6.4 billion. These efforts
at financial stabilization seemed to be succeeding
as the federal budget deficit was reduced to only
2.8 per cent of GDP in the first seven months of
1995.
Subsidies to regions and state-owned enter
prises accounted for half of the planned spending of
most Governments. In the Russian Federation, the
three main beneficiaries of these subsidies were the
coal industry, agriculture and the military-industrial
complex, which accounted for half of the 1995
planned federal spending on subsidies. Social sec
tors received little more than one-twentieth of the
total.

B u d g e t d e fic its rem ain a p rin c ip a l
co ncern
The budget deficits remain the most intractable
problem for all the countries, though some of them
have made substantial progress in reducing them
(table II.7). The budget deficit in Armenia reached
a disastrous 56 per cent of GDP in 1993. The
Government reduced expenditure considerably in
1994 and 1995 and the deficit could be brought
down to 12 per cent of GDP in 1995. The main
savings were to come from the freeing of statecontrolled prices of food, public transport fares, pub
lic utilities and postal services, and the abolition of
remaining state subsidies.

New taxation policies were implemented as
part of the stabilization programmes in the Russian
Federation and the countries of Central Asia. Fol
lowing the practice in market-based economies, taxa
tion of consumption, income, trade and property in a
framework of deregulated prices was introduced.
The centrepiece of the programmes was the intro
duction of a value added tax and excise taxes.
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Table II.7. Central Asian republics and the Russian Federation: budget balance and inflation
rates, 1992-1995

Budget balance
(Percentage of GDP)

Inflation ratesa

Armenia

1992
1993
1994
1995

-3 8 .0
-5 6 .0
-2 4 .0
-1 2 .0

830
1 098
5 060
280

Azerbaijan

1992
1993
1994
1995

-5 .6
-1 3 .0
-7 .4
-4 .7

1 010
1 230
1 760
510

Kazakstan

1992
1993
1994
1995

-2 .3
-1 .2
-6 .5
-3 .3

1 610
1 760
1 980
280

Kyrgyzstan

1992
1993
1994
1995

-1 4 .2
-1 1 .5
-7 .0
-12 .5

1 190
1 290
380
150

Russian Federation

1992
1993
1994
1995

-4 .7
-9 .6
-9 .6
-7 .7

2 610
940
320
230

Tajikistan

1992
1993
1994
1995

-3 8 .0
-5 4 .0

1 010
2 240
340
500

Turkmenistan

1992
1993
1994
1995

14.1
-2 .6

870
1 730
2 810

1992
1993
1994
1995

-12.1
-5 .5

Uzbekistan

-1 .5
510
1 330
1 650
420

Sources: ESCAP, based on The Economist Intelligence Unit (London), Country Reports and Country Profiles, various
issues, 1994-1995 and Intra-State Statistical Committee of the Commonwealth of Independent States (Moscow) Economy
of the Commonwealth of Independent States in 1995: Express-Review (January 1996), p. 4 and Statistical Yearbook of the
Commonwealth of Independent States 1995, p. 78.
Note:
a

Data for 1995 are estimates.

Refers to percentage changes in the consumer price index.

ment’s tighter fiscal and monetary policies were
working. Monthly inflation fell from 5 per cent in
January 1995 to an estimated 0.6 per cent in MarchJune 1995.
The exchange rate of the national
currency has also stabilized.

In fla tio n s lo w s
The economic decline of the Central Asian
republics and the Russian Federation has been
associated with a steep rise in inflation (table II.7).
Monthly inflation reached over 80 per cent in
Armenia at the end of 1993 and the beginning of
1994. Figures for 1995 suggested that the Govern

The annual consumer price index in Azerbaijan
rose by 1,760 per cent in 1994 compared with 1,230
per cent in 1993. The government objective for 1995
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was to keep the monthly inflation rate at between 7
and 8 per cent. There were already signs of some
success, with month-on-month inflation falling to just
2.5 per cent in March 1995. Although the rise in oil
prices pushed inflation to 5.6 per cent in April,
inflation continued its downward trend in subsequent
months.

introduced laws on property, banking, foreign invest
ment, taxation, bankruptcy, mortgage and monopoly.
Similar laws have also been put in place or have
gone through refinements and revisions in other
countries such as Kyrgyzstan and Turkmenistan.
The progress in privatization continues, though
much of the privatization that has so far taken place
in the Central Asian republics relates to smaller
establishments in retail trade, catering, food industry
and construction. At the beginning of 1995, private
enterprises in retail trade and catering accounted for
more than 60 per cent in Azerbaijan and 70 per
cent in Tajikistan. In Kyrgyzstan and Uzbekistan, 80
to 90 per cent of trading and catering concerns have
been sold off. The corresponding figures for Arme
nia and Turkmenistan were 45 and 56 per cent
respectively. The Russian Federation has launched
the second stage of its privatization programme in
volving larger enterprises. On the whole, however,
the progress in privatization has remained slow, part
ly because of the inherent complexity in the process
of privatization itself, especially of larger enterprises,
and partly because of the lack of resourceful entre
preneurs able to participate in privatization. As of
1994,
the private-sector share of GDP was in the
order of 15 per cent in Tajikistan and Turkmenistan,
20 per cent
in Azerbaijan,
Kazakstan
and
Uzbekistan, 30 per cent in Kyrgyzstan and 50 per
cent in the Russian Federation.

Kyrgyzstan has recorded a major success in
containing inflation.
The rate of rise in the
consumer price index was reduced from 1,290 per
cent in 1993 to 380 per cent in 1994. In April 1995,
the monthly inflation rate was only 0.8 per cent.
The reduction in 1994 and 1995 and a stabiliza
tion of the national currency suggests that the
worst of the inflationary crisis in Kyrgyzstan may be
over.
Consumer price inflation in Turkmenistan was
2,810 per cent and reached 1,650 per cent in
Uzbekistan in 1994. By December 1994, however,
inflation in Uzbekistan had come down to a monthly
rate of 11.7 per cent and further to 1.9 per cent in
June 1995.
In Kazakstan, the monthly rate of
inflation came down to only 2.3 per cent by June
1995, the lowest monthly rate since September
1991.
In Tajikistan, although there has been a
considerable moderation of inflation over the past
few years, the latest information available from the
Government indicates that the inflation rate for the
whole year of 1995 may be about 500 per cent.

With a view to increasing the role of financial
intermediation in economic systems and facilitating
an effective conduct of monetary policy, all of the
countries have instituted two-tier banking systems
which include private commercial banks as well. In
some countries such as Azerbaijan and Kazakstan,
the number of commercial banks has surpassed
200. Many of these are small private banks. In the
Russian Federation, the number of private banks
alone is over 2,000.
However, the number is a
rather poor indicator of the degree of competition
within the banking systems. For example, in 1993
and 1994, three state-owned banks in the Russian
Federation accounted for 30 to 35 per cent of total
commercial bank assets and, in Kazakstan, eight
state-owned commercial banks held more than 80
per cent of the total assets of the banking system.
Ensuring the viability of commercial banks so as to
strengthen the confidence of the public in the finan
cial intermediation system is a significant policy chal
lenge. In addition, many of the banking institutions,
especially the larger, state-owned ones, are heavily
burdened with a large backlog of non-performing
loans. Finding ways to improve the asset structure
of these banks is also a matter of great concern.

A combination of tight monetary policy and
fiscal restraint resulted in a considerable reduction of
inflation rates in the Russian Federation from 940
per cent in 1993 to 320 per cent in 1994 and further
to 230 per cent in 1995. The Government aimed to
reduce inflation to a monthly rate of 2.5 per cent by
the end of the year and monetary growth has been
kept under tight control. The monthly rate of M1
growth was reduced from 6 per cent in the first
quarter of 1994 to 2 per cent in the first quarter of
1995,
Furthermore, the Central Bank almost stopped
new currency issues, limiting its growth to a mere 1
per cent during the first quarter of 1995.

P olicy respo n se s a n d challenges
The momentum of wide-ranging policy reforms
introduced in the Central Asian republics since inde
pendence has been maintained. A major focus of
these reforms has been on the establishment of an
appropriate legal framework to facilitate the smooth
functioning of market-oriented economic systems.
With that end in view, Azerbaijan has, for example,
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As noted before, large budgetary deficits persist in many of these countries. All countries have

adjustment in most of the countries as economic

been making significant efforts both to contain cur-

years.
Nevertheless,
reasonable growth.

rent expenditure and to increase revenue.

reform

In many

measures

have

been

intensified

industrial

output

in recent
maintained

instances, prices of goods and services provided by

reducing government expenditure on subsidies.
Efforts towards increasing government revenue have

Savings-investment activities have not responded adequately to the recent economic reform
measures; savings and investment ratios have tended even to decline in some cases. The failure of
savings rates to improve has been particularly disappointing in three of the larger South Asian countries.

state enterprises have been increased.

Kyrgyzstan,

for example, increased the price of gas, electricity
and long-distance telephone calls very substantially
Such price increases are aimed at

in July 1995.

been directed towards widening the tax base through

A reduction in budgetary deficits, which has been a

such measures as the introduction of value added

basic objective of the reforms aimed at restoring

tax, as well as improving the efficiency of the tax
collection mechanism through institutional changes.

macroeconomic stability and stimulating the savingsinvestment process, seems to be still missing the

Tajikistan, for example, established a tax committee

target in most countries.

and tax police in 1995.

somewhat lower, still remain relatively high.

treasury

earlier.

siderable

need

Turkmenistan established its

However, there
to

strengthen

remains

the

skills

That, in

turn, has required additional public spending to subsidize essential supplies to prevent the living condi-

a conof

Rates of inflation, though

tax-

tions of large segments of poor people from further
worsening.

collection officials in order to improve revenue performance.

made of the fact that some of the countries are

Government policies thus remain delicately
poised between the need to restore macroeconomic

allowing greater access of land to the private sector,

stability, to protect the poor and the vulnerable seg-

In this

either

connection,

through

outright

mention

should

be

through

ments of the population, and to initiate more long-

Land is an important

term economic reform and liberalization. Along with
the continuing drive for economic reform and liberali-

privatization

various forms of land leasing.

also

or

means of production in the agricultural economies of
As the private sector is accorded

zation, a variety of anti-inflationary measures have

greater comm and over this important resource, the

constituted the basic plank of policy for most of the
countries. As part of more long-term reform, efforts

Central Asia.

need to introduce a system of land taxation and its

towards privatization, including the sale of publicsector assets to both domestic and foreign investors,
have been accelerated.
Foreign investment inflow

effective administration will assume greater importance.

has been encouraged through the implementation of
various incentive measures and institutional changes,
including the opening up of sectors hitherto
restricted or closed to foreign investment. On the
fiscal front, a reduction in and rationalization of

OTHER D EVELO PIN G CO UNTR IES

income and corporation tax as well as custom s duty
rates have been effected while the indirect taxes

South Asia

(sales, excise and value added) on domestic pro-

Overview

ducts have been streamlined with the objective of
enhancing revenue and reducing budget deficits as

The South Asian countries, including the four

well as rationalizing the incentive structure for the

least developed among them, maintained their mod-

private sector.

erate pace of economic growth in 1995 with some
acceleration in the rates in a number of cases.

The

India, Pakistan and Sri Lanka in South Asia

agricultural sector, which still retains a considerable

and the Islamic Republic of Iran in the west have

weight in most of the economies, remained, by and
large, free from serious adverse effects of weather

shown a broadly similar pattern of performance and

during the past two years, though localized damage
was not uncommon. Overall agricultural production

differences in their specific details.

was thus well sustained in most cases.

policy stance in recent years,

notwithstanding the
This part of the

review is confined to these cases, the least developed countries of South Asia having been already

The indus-

reviewed above.

trial sector has been undergoing a process of deep
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Moderate growth rates persist

tion of food grains, the major com ponent of agricultural production, has steadily gone up enabling the
Government to build up a sizeable reserve of food

In 1995, the rates of GDP growth appear to

grains to cope with any emergency that may arise in
an economy in which the consumption level for the

have moderately accelerated in India, the Islamic
Republic of Iran and Pakistan while a slight decele-

vast majority of the people is barely above the very

ration occurred in Sri Lanka (table II.8).
In India,
the GDP growth rate rose from 5.3 per cent in 1994
to 5.7 per cent in 1995. That rise confirmed the

essential.
Production of commercial cash crops
such as sugar cane, cotton and coffee expanded
substantially.

slow but steady advance of the production trend in
the Indian economy since 1991, when an economic
crisis pushed the country’s performance to its nadir
and prompted the Government of India to initiate

Industrial production seems to have responded
well to reform and liberalization measures implemented since 1991.
The rate of growth in the
sector advanced from just over 2 per cent in 1992 to

wide-ranging economic reforms.
Agriculture, which contributed 29 per cent of

more than 8 per cent in 1994, but fell below 7 per

GDP in 1994, has maintained an average growth
The

cent in 1995.
Industrial production was given a
boost both by strong export demand for the products

rate of growth in the sector has gone down steadily

of light industries and by a rise in domestic demand,

from 5 per cent in 1992 to an estimated 2 per cent
in 1995. The overall expansion in agricultural out-

particularly for durable household goods. Production
of steel, cars and scooters, and nitrogenous fertilizer

put,

conditions, has, however, provided a strong basis for

increased by 6, 20 and 10 per cent respectively in
1994. The manufacturing industry as a whole grew

the stability and strength of the economy.

at 9 and 8.5 per cent respectively in 1994 and 1995.

rate of 3.1 per cent between 1992 and 1995.

partially assisted by continued good weather

Table II.8.

Produc-

Selected South Asian economies of the ESCAP region: growth rates, 1992-1995

(Percentage)
Rates o f growth
Gross domestic
product

Agriculture

Industry

Services

India

1992
1993
1994
1995

4.0
4.3
5.3
5.7

5.0
2.9
2.4
2.1

2.3
3.9
8.3
6.9

4.5
5.4
5.5
7.5

Iran (Islamic Republic of)

1992
1993
1994
1995

5.5
5.0
3.0
5.1

7.4
5.5
4.4
4.3

3.1
2.9
-0 .3
3.9

7.5
7.7
6.6
7.4

Pakistan

1992
1993
1994
1995

7.7
2.3
3.8
4.7

9.5
-5 .3
2.9
4.9

7.7
5.5
4.8
5.0

6.8
4.6
3.7
4.4

Sri Lanka

1992
1993
1994
1995

4.4
6.9
5.6
5.4

-1 .8
4.9
3.3
2.6

7.5
9.4
8.4
7.5

5.4
6.1
5.2
5.3

Sources: ESCAP, based on International Monetary Fund, International Financial Statistics, vol. XLVIII, No. 9 (September 1995); Asian Development Bank, Key Indicators of Developing Asian and Pacific Countries 1995 (Oxford University
Press, 1995); and national sources.
Note:

Data for 1995 are estimates.
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There has also been a steady expansion in the
services sector, the growth rate rising from 4.5 per
cent in 1992 to 7.5 per cent in 1995. The overall
growth in the Indian economy, however, appears to
have been constrained by the inadequacy of the
infrastructure, particularly power, transport and communications.
Efforts have been under way to ex-

of growth of around 4 per cent, has also been rather
lacklustre. None of the service activities, including
transport and communication, trade and finance,
housing or other miscellaneous services, has shown
any signs of accelerated expansion.
Sri Lanka achieved an average annual GDP
growth rate of about 6 per cent between 1993 and
1995. The rate of growth came down from 6.9 per
cent in 1993 to 5.6 per cent in 1994 and further to
5.4 per cent in 1995. This slowdown in the pace
reflected a slowing of agricultural growth from the
exceptionally high rate in 1993, which was led by a
surge in the production of rice and tea.
In 1994

pand these facilities, for which both domestic and
foreign private investment is actively being sought.
These are activities which have been traditionally
restricted to public investment.
In

the

Islamic

Republic

of

Iran,

the

GDP

growth rate in 1995 was expected to accelerate to
5.1 per cent from the rate of 3 per cent in 1994.
The 1994 drop in the economy’s rate of growth was

and 1995, agricultural growth of around 3 per cent
was rather subdued.
Production of major crops
such as tea, rubber, coconut and rice fluctuated, but
a fall in one was offset by a rise in another. The
largest contribution to growth, however, cam e from

accounted for largely by a decline in the oil sector.
While most other sectors including agriculture, manufacturing and mining continued to expand, a 5.6 per

the manufacturing industries and services, which
have been growing at rates above 9 and 5 per cent
respectively.
Industrial growth was led by clothing

cent decline in the oil sector was reflected in a
small decline in the absolute level of industrial output in 1994.
In 1995, by contrast, the industrial
sector is expected to grow by about 4 per cent,

and wearing apparel, food and beverages, and to bacco production. Trade and financial services and
tourism contributed to the expansion in the services
sector.

partly as a result of a 1.6 per cent growth in the oil
sector. The performance of the agricultural sector,
which accounts for one quarter of GDP, has been
particularly strong for the past several years, with an
average of 5.4 per cent between 1992 and 1995.
The services sector also maintained a steady expansion at a rate above 7 per cent over the past four
years.

Savings-investment process
relatively weak

After two consecutive years of rather poor
performance, Pakistan’s economy registered a growth

The lack of buoyancy in savings and investment and persistent large budgetary deficits remained weak spots of the South Asian economies.

rate of 4.7 per cent in fiscal year 1995.
The
Government has set a target of achieving 6.5 per
cent growth in the next fiscal year, but independent

In India, for example, savings rates declined to
around 20 per cent of GDP in both 1992 and 1993
from 23 per cent in 1991 and rose to 22 per cent in

forecasts indicate a possible growth rate of just over
5 per cent.
That, however, confirms a continued

1994 (table II.9).

The observed decline in savings

rate has become a subject of debate. Some commentators consider it to be spurious, associated with

strengthening of the economy since the rough times
of 1993 and 1994 that were largely due to flood and

deficiencies in the methods of estimation, while
others consider it real and attribute the decline to
increased household consumption following the
liberalization of the import regime (box II.2). The

pest damage to agriculture, especially to the cotton
crop. Cotton has extensive linkages to the rest of
economy via the textile industry, the country’s largest.
Agricultural production has revived to register a 4.9
per cent growth in 1995. Industrial production in the
country, however, has grown at rather unimpressive

investment rates in the economy also fell from more
than 23 per cent of GDP in 1991 to just over 20 per
cent in 1993 to rise again to 22.5 per cent in 1994.

rates of around 5 per cent during the past three
years owing largely to the poor performance of the
country’s large-scale industrial sector.
A rate of
expansion of more than 8 per cent in small-scale
industrial production, as well as rapid expansion in
electricity and gas, have sustained industrial production at the moderate level of around 5 per cent.
The performance of the services sector, with a rate

It is possible that the slackening of both
savings and investments in 1992 and 1993 reflected
the difficult period of adjustment that the economy
went through in the wake of the very significant
degree of liberalization since July 1991. The rise in
savings and investment rates in 1994 may well be
the start of an upward movement in these ratios.
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Table II.9. Selected South Asian economies of the ESCAP region: summary of macroeconomic
indicators, 1991-1994
(Percentage)

India

Iran (Islamic
Republic of)

Pakistan

Sri Lanka

1991

1992

1993

1994

Savings/GDP
Investment/GDP
Budgetary balance/GDPa
Money supply growth

23.1
23.6
– 5.9
22.6

20.0
22.0

20.2

22.0

– 5.7
7.2

20.4
– 7.4
18.7

22.5
– 6.0
26.1

Savings/GDP b
Investment/GDP
Budgetary balance/GDPa
Money supply growth

21.4
15.7

20.9
16.0

18.1
16.2

2.2

1.6

21.8

20.0

19.8
15.9
– 0.5
36.9

35.8

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth

17.4
18.9
– 7.6
10.3

– 7.9
14.9

14.8
20.7
– 7.5
8.6

15.6
19.9
–6.0
9.6

Savings/GDP
Investment/GDP
Budgetary balance/GDP
Money supply growth

13.0
23.2
– 9.5
17.7

14.1
23.4
– 5.4
7.4

14.7
24.2

15.2
27.1

6.8

– 8.6

18.6

18.7

17.0

20.2

0.2

Sources: ESCAP, based on International Monetary Fund, International Financial Statistics, vol. XLVIII, No. 9 (September 1995); Asian Development Bank, Key Indicators of Developing Asian and Pacific Countries 1995 (Oxford University
Press, 1995); and national sources.
Note:
a

Money supply refers to M 1.

Excluding grants.

Government leaders

b

Refers to the ratio of gross national savings to GDP.

in India

recognize that

India

After the strict curb that had been applied to
money and credit growth in 1991 and 1992 aimed at
the short-term stabilization of the economy was re-

needs to step up its savings rates from the present
20 to 22 per cent of GDP to over 30 per cent as in

laxed, the growth of the money supply in the Indian
economy has been rather rapid. That growth can be
partly attributed to a monetization of government
fiscal deficits, but a large inflow of foreign capital,
especially in the form of portfolio investment, leading
to a rapid build-up of foreign exchange reserves has
been a major contributor.

other dynamic economies of the region.4
A budget deficit amounting to 6 to 7 per cent
of GDP is another area where the success of reform
measures has been less visible. After a noticeable
reduction to 6 per cent of GDP in 1994, a 5.5 per
cent deficit has been budgeted for 1995 in the 1995/
96

budget.

This

target,

however,

may

not

be
In the Islamic Republic of Iran, both real consumption expenditure and investment expenditure

achieved as expenditure on food and fertilizer subsidies, as well as other poverty alleviation pro-

are estimated to have risen at rates of 3.0 and 3.4
per cent respectively in 1994 over the previous year.
These were expected to rise faster at 4 and 6.2 per
cent respectively in 1995. The real investment-GDP
ratio thus rose from 15.9 per cent in 1993 to 16.2
per cent in 1994 and could increase by another two

grammes, has been rising at a substantial rate. In
addition, in June 1995 the Government introduced a
supplem entary expenditure programme of Rs 24 billion, including a Rs 16 billion allocation for an
increase in compensation to government employees.

or so percentage points in 1995. Investments have
been financed largely by domestic savings.
4 See “Growth without saving?”, Economic and Political Weekly (Bombay),1 April 1995, p. 647, quoting the
Minister of Finance, Government of India.

The budgetary deficits of the Islamic Republic
of Iran have been relatively low, and to less than 1
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Box II.2. Is the savings rate in India declining?

The behaviour of domestic savings in India has
drawn considerable attention in the aftermath of the
accelerated economic reforms since 1991.
Over the
period 1985 to 1993, the domestic savings rates varied
between approximately 20 and 23 per cent of gross
domestic product and peaked at 23.7 per cent in 1990.
Since then, official estimates of savings indicate a drop
in the rate to 20 per cent.
Some observers have
therefore argued that the savings rate has been eroded
by the higher consumption of the middle and high income classes encouraged by liberal economic policies,
while others consider the observed decline in the postreform period as a statistical artifact emanating from a
bias inherent in the methodology of estimating savings
rates.a The bias is thought to arise in the following
manner.

particularly in the sector's rate of physical savings in the
form of capital assets (see table).
Gross fixed capital formation in the economy is
estimated by using the commodity flow method in which
fixed capital formation is computed from its historical
relationship with the availability of construction materials
and machinery. The investment of households in physical assets is derived as a residual by subtracting those
of government and the corporate sector from the
computed total gross capital formation. The household
sector’s physical savings are then taken as being identically equal to the household sector’s investment in physical assets. Under this methodology, while the estimates
of government and corporate investments (derived from
corporate financial statements) are considered reasonably reliable, the estimate of the fixed asset formation of
the household sector is significantly understated. This
underestimation bias might have become more pronounced following structural changes in the economy
brought about by reforms.

The various components of domestic savings
(household, private corporate and public sectors) indicate
that the decline in the domestic savings rate after 1991
is due to a fall in the household sector savings rate,

The key explanatory variable that is used to derive
an estimate of total capital formation is the availability of
machinery and construction materials in the economy.
These items are produced in both registered (formal) and
unregistered (household) sectors.
Whereas production
estimates of the registered sectors are compiled through
a census for which all units are required to supply

a Premachandra
Athukorala
and
Kunal
Sen,
“Economic reforms and rate of savings in India”, Economic and Political Weekly (Bombay), 2 September
1995.

Gross domestic savings and its sectoral disaggregation
(Percentage o f gross domestic product)
Household sector
Year

1985/86
1986/87
1987/88
1988/89
1989/90
1990/91
1991/92
1992/93
1993/94

Source:

Physical
savings

Financial
savings

Total
savings

7.5
6.2
8.9
10.4
10.0
11.3
7.8
7.7
5.6

7.1
8.0
8.0
6.9
8.1
8.7
10.1
7.8
10.3

14.6
14.2
17.0
17.3
18.1
20.0
17.8
15.5
15.9

Private
corporate
sector

Public
sector

2.0
1.8
1.7
2.2
2.6
2.7
3.2
3.0
4.0

3.2
2.7
2.2
2.0
1.6
1.0
2.1
1.5
0.2

Gross
domestic
savings

19.8
18.7
20.9
21.6
22.3
23.7
23.1
20.0
20.2

Premachandra Athukorala and Kunal Sen, "Economic reforms and rate of savings in India", Economic

and Political Weekly (Bombay), 2 September 1995.
(Continued overleaf)
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information (which is often verified) to the official agency,
only a sample of units in the unregistered household
sector are approached to divulge information on a
voluntary basis. Owners of the unregistered household
production units, including those in the machinery and
construction material sectors, often under-report production or simply do not report any for various reasons.

household sectors in the total production of industrial
goods. Among the explanations cited for the increased
share of the informal sector is that its access to credit,
imported raw materials and machinery improved substantially as a consequence of deregulation and liberalization. Furthermore, the new emphasis on export orientation boosted the demand for the products of the
informal sector as larger firms increasingly resorted to
subcontracting in order to improve competitiveness. This
is true for the production of machinery and construction
materials too and is directly responsible for increasing
the extent of underestimation of production in that sector.
Thus, there are good reasons to support the view that
the declining domestic savings rate in India in the postreform period is a statistical artifact resulting from an
estimation bias.

The resulting underestimation of the output of
machinery and construction materials produced in the
unregistered household sector introduces a bias in the
official statistics on the total economy-wide production of
these items. Such figures also underestimate total capital formation in the economy. As the estimated total
capital formation is used as a control from which the
household physical savings are derived residually, the
downward bias becomes noticeably pronounced in the
household sector’s physical savings.

This discussion shows that the observed decline
in the savings rate in India may be spurious. The
analysis here does not permit any definitive conclusion;
it merely highlights the limitations in the methodology of
the estimation of savings. Similar limitations may also
exist in other countries of the region.

The extent of such underestimation may have
been accentuated since economic reform programmes
were initiated in 1991 because there are indications that
the reforms may have increased the share of informal

per cent of GDP since 1993.
This outcome has
been achieved through continuous government ef-

to public investment and foreign private investment

forts to contain expenditure while revenue, the
largest share of which comes from oil, has received

unresponsive to

through various incentives and facilities.

a boost from the substantial devaluation of the do-

the investment-GDP

mestic currency since 1993.

around the 20 per cent level during the past few

inflow.

The 1995 budget tar-

years.

geted a lowering of the budget deficit to a very low
0.1 per cent of GDP with an estimated increase in
revenue of 44 per cent and in expenditure of about
40 per cent.

The

rate of growth

in the

money

The rate of M 1 growth in 1993 and 1994

real consumption expenditure is

estimated to have increased by 5.2 per cent in 1995
compared with 0.6 per cent in the previous year.

economy

Real fixed

is estimated to

has tended to

stagnate

The savings rate declined to about 15 per
1994 from

about 17 per cent

moderate. The Government’s reliance on com m ercial bank borrowings rather than outright money
creation, along with the slow growth of private-sector
credit, has contributed to the success in containing
monetary expansion.

The rise can be attributed mainly to an expansion in
private consumption while government consumption
expenditure remained under restraint as part of govin the

it

the 4 per cent target originally agreed with the
International Monetary Fund in the context of the
country’s adjustment programmes. The rate of monetary expansion in the economy has been quite

ly from 20 per cent in 1992.

investment

activate

As a result,

Pakistan has succeeded in reducing its budget
deficit from 7.5 per cent of GDP in 1993 to an
estimated 5.6 per cent in 1995. A further reduction
to 5 per cent is targeted for the next fiscal year.
This indicates considerable success in approaching

accelerated to almost 37 and 36 per cent respective-

ernment efforts to reduce budget deficits.

ratio

to

during the preceding two years.

because of the sharp depreciation of the domestic

In Pakistan,

government efforts

cent in 1993 and

supply in the Iranian economy has accelerated considerably during the past few years,
principally
currency.

The domestic private sector remained largely

have

In Sri Lanka, the rate of investment in the
economy has been quite high and increased to 27
per cent of GDP in 1994. The investment growth

increased at slow rates of around 2 per cent from
1993 to 1995. That growth can be attributed largely
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has been led by the domestic private sector,
augmented by a substantial inflow of foreign direct
investment. The domestic savings rate, at around
15 per cent of GDP, however, leaves a large gap in
the mobilization of domestic resources for financing
a sustained high level of investment. The government budget deficit, after a significant drop in 1992,
has been rising and reached 8.6 per cent of GDP in
1994; it was expected to remain at that level in
1995. Increased defence spending and large allocations for poverty alleviation and public investment
programmes have been mainly responsible for the
growth in expenditure, which has not been matched
by growth in revenue. Growth in the money supply
accelerated to almost 19 per cent in 1994, largely
because of the monetization of the government deficits. A large inflow of remittances from abroad also

Figure II.4. Inflation rates in selected South
Asian economies, 1992-1995

resulted in a rise in the liquidity of commercial
banks. The central bank, however, acted to contain
monetary expansion by not allowing interest rates to
decline, even with the existence of excess liquidity in
the banking system. The sale of treasury bonds at
an attractive interest rate also helped to contain
growth in liquidity. The growth in the money supply
was expected to be much slower in 1995 compared
with the previous two years.

Inflation stays relatively high
Sources: ESCAP, based on International Monetary
Fund, International Financial Statistics, vol. XLVIII, No. 9
(September 1995); Asian Development Bank, Key Indicators o f Developing Asian and Pacific Countries 1995
(Oxford University Press, 1995); and national sources.

In India, inflation in recent years has been
caused by both supply and demand factors (figure
II.4). The increase in some administered prices has
been an elem ent on the supply side, while demand
pull resulted from money supply growth fuelled by
fiscal deficits and foreign capital inflows. The inflation rate was recorded at 10.3 per cent in 1994. It
is likely to have come down to 8 per cent in 1995
as efforts were made to slow down growth in the
money supply and other measures, including the
increased sale of subsidized food grains, were
adopted to contain inflation.

Note: In this context, inflation rates refer to changes
in the consumer price index.

to-month basis by May 1995.
The rate for the
whole year appeared certain to exceed the 35 per
cent recorded in 1994. The sharp devaluation of
the rial and certain structural problems affecting the
production of local goods have been identified
as major causes of the acceleration in the inflation
rate.

In 1994, the inflation rate in the Islamic
Republic of Iran accelerated substantially mainly
because of a rapid growth in liquidity on account of
the currency devaluation and public enterprise borrowings.
Price adjustments and increases in a
number of administered prices also partly contributed
to inflation.
As implementation of the economic
adjustment programmes proceeded, the growth of
the cost of living index exceeded 20 per cent for the
fourth consecutive year and reached 35.2 per cent
in 1994.
In 1995, the national index of consumer
prices of goods and services had risen by the
equivalent of an annual 58.8 per cent on a month-

The
inflation
rate,
measured
by annual
changes in the consum er price index, accelerated in
Pakistan during 1994 and 1995 to reach alm ost 13
per cent in 1995. An upward adjustment of utility
charges and petroleum prices, a sharp increase in
the support prices of agricultural commodities and
the monetary overhang resulting from large budget
deficits lay behind the accelerating inflation. But for
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the fact that part of the budget deficit was financed
from comm ercial bank loans instead of using central
bank credit, the rate of inflation could have been

the interest rate ceilings on term deposits from 11
to 12 per cent in order to encourage savings. The
Government continued to sell shares of public-

higher. The devaluation of the Pakistan rupee late
in 1995 and a further upward adjustment of the
domestic price of petroleum as a consequence of
the devaluation may keep inflation at the high
prevailing level well into 1996.

sector enterprises as part of continuing efforts to
privatize the ownership of public enterprises and
to
augment public-sector resources by ploughing
back the proceeds to the budget.
In the 1994/95
budget, Rs 70 billion was estimated from such
sale proceeds compared with Rs 40 billion in 1993/
94.

Inflation in Sri Lanka reached double-digit
levels in 1992 and 1993.
In 1994, the prices of
some essential comm odities were reduced through

The Islamic Republic of Iran implemented a

subsidization and other administrative measures,
which led to a decline in inflation to 8.4 per cent.

range of adjustment policies, including a reduction
in budgetary deficits, monetary and banking reform

Fears have been expressed that these measures
might have an adverse impact on budgetary deficits

and

and

the

expansion

ownership.

of

privatization

and

private

The sharp devaluation of the currency

The

in 1993 had a favourable impact on the balance of

annual rate of inflation in 1995 has been estimated

payments by limiting imports and encouraging do-

at 9.1 per cent,
observed in 1994.

mestic production.

could

cause

inflation

to

marginally

worsen

later.

higher than the

rate

To mitigate the impact of high

inflation rates on the living standards of the people,
the 1995/96 budget included several proposals for
subsidizing essentials such as food and medicine.

Policy reforms continue

Petroleum prices were raised with a view to reducing domestic consumption and increasing the export
surplus.

The reforms launched by the Indian Government in 1991, encompassing monetary, fiscal, trade

Pakistan continued its efforts towards further
deregulating and liberalizing the economy and at-

and investment policy regimes with a view to stabilizing the economy, increasing competitiveness and

tracting foreign investment.

accelerating economic growth have stayed on course
during the past several years.

The policies have

encourage investment in the electronics, chemicals

been adjusted as the situation has evolved.
The
1995/96 budget provided an increase in food and

and

Government

maintained

the

deficit.

budget

the

ment

However, the

its commitment to
On

revenue

and

industries.

raw

concessions.

reduce

side,

edible oil

The

package

included

reductions in the import duty of components, equip-

fertilizer subsidies as well as additional expenditure
on poverty alleviation programmes.

In early 1995, the Board

of Investment announced a package of incentives to

materials,

as

well

as

other

tax

As part of privatization efforts, the

tax

sale of assets of public-sector enterprises continued.

measures are being modified and rationalized with a

This included a proposal to sell a certain proportion

view to enhancing revenue while, at the same time,
retaining incentives for private-sector economic acti-

of

vities.

The private sector is being enlisted in the production

In the budget for 1995, the coverage of the
modified value added tax partially replacing central

ty from the private producers by public entities such
as the Karachi Electric Supply Corporation at pre-

excise duties was extended. Tariff reduction measures included a reduction in the highest rate of

determined prices.

the

equity

Pakistan
to

Telecommunications

domestic

and

foreign

C orporation’s

private

investors.

of electricity under agreements to buy back electrici-

The country’s tax structure has been undergo-

customs duty from 65 to 50 per cent. Tariffs have
been reduced on a wide range of capital goods,
com ponents and raw materials for export industries.
While these measures have as their primary objec-

ing reforms aimed at giving incentives to the private
sector and liberalizing foreign trade.

The 1995/96

budget reduced corporation income tax rates from

tive the liberalization of the foreign trade sector,
care has been taken to balance the tariff cuts with
a corresponding reduction in excise duties payable

49 to 46 per cent while the maximum rate of import

on dom estically produced goods so as not to put
domestic industries at a competitive disadvantage.

inputs used in the textiles, engineering and electro-

In April 1995, the Reserve Bank of India increased

with a 7 per cent devaluation of the Pakistan rupee,

duty was reduced from 70 to 65 per cent.

Import

duty concessions were granted to capital goods and
nics industries.
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However, in O ctober 1995, along

domestic

prices

of petroleum

were

raised

by an

S o u th -E a s t A s ia

equal percentage and a tem porary regulatory duty of
10 per cent was imposed on all dutiable imports,
subject to

the

condition

that the

maximum

Overview

tariff

would not exceed 65 per cent. These measures are
The fast-growing economies of South-East Asia
sustained their strong economic performance in
1995. Malaysia, Singapore, Thailand and Viet Nam
recorded growth rates of around 9 per cent while
Indonesia, with a growth rate of around 7 per cent,
was not far behind. The Philippines also accelerated
its recovery and posted a growth rate of over 5 per
cent in 1995. High rates of economic growth have
been accompanied by improved savings and investment rates in these economies. These results were
achieved while monetary and fiscal policies remained
prudent, with growth in the money supply decelerating and fiscal balances improving in most cases.

expected to stimulate domestic output and reduce
pressure on the balance of payments, while enhancing fiscal revenue.
In Sri Lanka, the economic reform and liberalization

process

is continuing.

A series of fiscal

measures have been announced to encourage investment

and

further

liberalize

the

trade

regime.

The corporate tax imposed at a flat 35 per cent rate
will henceforth apply uniformly to all forms of public
companies, thus removing the existing discrimination
in the tax treatm ent of different types of companies.
C oncessionary tax rates on designated categories of
export profits

and foreign

exchange

Sustained high growth over a fairly long period
has, however, caused some of the economies to
overheat, putting pressure on prices. Infrastructural
bottlenecks and shortage of human resources, especially in specific skill categories, have tended to
translate into higher costs, while rising demand resulting from high income growth has given rise to
demand pressures. Low inflation rates not exceeding 5 per cent in countries such as Malaysia, Singapore and Thailand could be the envy of many other
developing countries. Yet, they have shown considerable concern at signs of inflation edging up lest
this should affect their international competitiveness
and continued foreign capital inflow.
Inflation in
Indonesia and the Philippines has been relatively
high at around 10 and 8 per cent respectively in
1995. Viet Nam successfully brought down the very
high inflation rates experienced during the early
1990s to just over 5 per cent in 1993, but doubledigit inflation has re-emerged in the past two years.

earnings will

continue for 20 years starting in April 1995. Rates
of custom s duties on a range of products including
food items, printing papers, and tyres and tubes for
motor vehicles have been lowered from 45 to 35 per
cent. The customs tariff schedules have been greatly simplified, with only three standard rate bands of
10, 20 and 30 per cent, and the eventual aim is to
adopt a single low tariff on all imports.

The budget

for 1995 also proposed the introduction of a value
added tax by the end of the year, replacing the
existing

business turnover taxes.

Further

moves

have been initiated to encourage foreign investment
in the country.

The Government has decided to

allow foreign companies to set up telecommunications networks, for example, to operate in parallel
with the state telecommunications company.

New

industrial parks housing rubber, gems, food processing, steel and heavy machinery industries have been
proposed

with

the

objective

of increasing foreign
The current account deficit has been a
concern, especially for Malaysia and Thailand. Both
countries appear to be prepared to let their economies grow at slightly lower rates as a corrective
measure. Malaysia was thus considering implem entation of some of its mega-projects over a longer
period than was originally envisaged.
Meanwhile,
structural and macroeconomic policy reforms, initiated earlier, are being carried forward.

participation in industrial ventures to strengthen the
country’s technological capabilities in producing tradable goods.
The

budget

proposals

for

1996,

presented

recently to parliament, reiterated the Government’s
commitment

to

reduce

inflationary

budget deficits and to accord
private

sector to

expand

create

additional

employment

financing

of

a key role to the

economic

activities

opportunities.

and
The

Output growth remains strong

budget deficit would henceforth be financed mainly
through

domestic

foreign loans.

borrowings

and

concessionary

Privatization of the state owned enter-

Brunei Darussalam presents a marked contrast
to the strong output growth in the economies of
South-East Asia (table II.10). The rate of growth of
GDP has changed from negative to positive in recent

prises will continue and realized proceeds, expected
to yield Rs 6 billion in 1996, will be ploughed into
the budget.
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Table II.10.
1992-1995

Selected South-East Asian economies of the ESCAP region: growth rates,

(Percentage)
Rates o f growth
Gross domestic
product

Agriculture

Industry

Services

Brunei Darussalam

1992
1993
1994

-1.1
0.5
1.8

1.4
1.6
2.7

-5 .3
-1 .9
-1.1

6.0
4.1
6.0

Indonesia

1992
1993
1994
1995

6.5
6.5
7.3
7.1

6.7
1.4
0.3
4.3

5.6
7.3
9.8
7.2

7.3
8.0
7.4
8.1

Malaysia

1992
1993
1994
1995

7.8
8.3
9.2
9.6

4.3
3.9
1.0
4.2

8.9
10.0
12.3
10.8

8.1
8.3
8.5
8.3

Philippines

1992
1993
1994
1995

0.3
2.1
4.3
5.3

0.4
2.1
2.3
1.9

- 0 .6
1.7
6.1
8.2

1.0
2.6
3.8
4.8

Singapore

1992
1993
1994
1995

6.0
10.1
10.1
9.0

1.1
-2 .4
5.6
0.1

5.5
9.5
13.2
9.9

6.3
10.6
8.4
8.5

Thailand

1992
1993
1994
1995

7.9
8.2
8.5
8.6

4.2
-1 .7
2.9
2.9

10.0
10.8
12.0
12.3

7.3
8.7
7.0
6.8

Viet Nam

1992
1993
1994
1995

8.6
8.1
8.8
9.5

7.1
3.8
3.9
5.2

14.0
13.1
14.0
14.1

7.0
9.2
10.2
10.3

Sources: ESCAP, based on International Monetary Fund, International Financial Statistics, vol. XLVIII, No. 9 (September 1995); Asian Development Bank, Key Indicators of Developing Asian and Pacific Countries 1995 (Oxford University
Press, 1995) and Asian Development Outlook 1995 and 1996 (Oxford University Press, 1995); and national sources.
Note:

Data for 1995 are estimates.

years but remains small. In 1994, GDP grew by 1.8
per cent from 0.5 per cent in 1993 supported by
improved performances in the agricultural and services sectors.
The country's economy depends
heavily on the oil and gas sector: in 1993, this sector
contributed 54 per cent to GDP. The non-oil contributions of government and the private sector were 26
and 20 per cent respectively.
The share of the
agricultural sector in GDP was less than 3 per cent.
The industrial sector is dominated by hydrocarbonsrelated activity; food and beverage processing and
garment manufacturing are the other main industries.

The economy of Indonesia has been growing
at a rate between 6 and 7 per cent over the last
eight years.

In 1994, growth accelerated to 7.3 per

cent from 6.5 per cent in 1993,5 and was expected
to exceed 7 per cent again in 1995.

Agricultural

output stagnated in 1994 largely because of a 4 per

5 The base of GDP data changed from 1983 to 1993;
the growth figures for 1994 onward are on 1993 market
prices.
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cent reduction in rice production. A long drought
and forest fires contributed to the low productivity of
other agricultural sectors too but the prospects for

buted to lower growth in agriculture.

sistently high performance of the industrial and
services sectors was also expected to be repeated.

ing to 11.5 per cent in 1995 from 10.8 per cent in
the previous year owing to higher public-sector
capital outlays combined with strong private-sector
construction activities.

Construction is

After growing at around 8 per cent for a
Singapore recorded double-digit economic
growth rates at slightly over 10 per cent for the two
consecutive years in 1993 and 1994, the highest in

celerated to over 9 per cent in 1994 and 1995.
GDP grew by 9.2 per cent in 1994 and at the

pected to slow down to around 9 per cent in 1995.

ported by strong expansion in the manufacturing,
construction, mining and services sectors. Strong
expansion took place in both the export-oriented and
the domestic market-oriented industries. High global
demand for electronic chips and computers boosted

facturing sector both in 1994 and in 1995. The
machinery and transport equipment industries also
saw a major recovery after two previous years of
decline.
The construction sector grew fast, by
16 per cent in 1994 against 9 per cent in 1993,

try, and the expansion of the national car industry
led growth of the transport equipment industry.
Activity in the mining sector picked up mainly on
account of higher production of crude oil and gas.
The performance of the construction sector remained

cial and infrastructure construction. The services
sector, which accounts for almost two thirds of the
economy, has maintained its strong growth rates
since 1993.

ties. In 1994, agricultural output rose by 1 per cent
only owing to lower production of palm oil, rubber,

Thailand’s economy has been growing at more
than 8 per cent during the past few years. GDP in
1994 grew by 8.5 per cent after a growth rate of 8.2
per cent in 1993. In 1995, growth was estimated at
8.6 per cent, practically the same rate as in 1994.
Agricultural output increased by 2.9 per cent in
1994, aided by favourable weather conditions, after a
decline in 1993.
Improved agricultural prices in
world markets also provided an incentive for farmers

nued to fall in line with the Government’s forest
mated to grow at more than 4 per cent.
The
services sector has sustained growth of more than 8
per cent since 1991.
The economic recovery in the Philippines that
started in 1993 was maintained in 1994 and 1995.
GDP grew by 4.3 per cent in 1994, more than
double the rate of 2.1 per cent in 1993 and the
growth rate was expected to accelerate further to 5.3
per cent in 1995. The industrial sector expanded by
6.1 per cent in 1994 against 1.7 per cent in 1993.
The sector is estimated to have grown by 8.2 per
cent in 1995, buoyed by strong export and domestic
demand.
Manufacturing activities have been the

cluding rice, maize, sugar cane, rubber, palm oil and
soya beans. Despite severe flooding in the country
in the 1995 rainy season, the sector was expected
to maintain the growth rate of the previous year.
The main contribution to high GDP growth, however,
came from the industrial sector, which grew by
around 12 per cent in 1994, as well as in 1995. In
the manufacturing sector, increases in output took
sumption and for export. Some slowdown in private
construction was observed but this was more than

sumer goods increasing significantly, influenced by
growth in demand.
The services sector, where
significant reforms have been implemented in the
last two years, was expected to grow by 4.8 per
cent in 1995, compared with 3.8 per cent in the
previous year.
Bad weather conditions, however,
took their toll on the agricultural sector, which was
estimated to grow at 1.9 per cent in 1995 compared
with 2.3 per cent in 1994. Output of rice and corn
fell significantly. The lacklustre performance of the

ment and state enterprises) construction, reflecting
continued government emphasis on investment in
infrastructure and utility projects.
Growth of the
services sector at 7 per cent was led by financial
services; rapid growth in financial services came in
the wake of financial-sector reform and liberalization
implemented during the last few years.
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The pace of economic growth in Viet Nam has
accelerated since 1992, with GDP growing at over 8
per cent. In 1995, growth of GDP was estimated at
9.5 per cent against 8.8 per cent in 1994. The
agricultural sector recorded marked improvement in
terms of growth from 3.9 per cent in 1994 to 5.2 per
cent in 1995 favourable weather conditions resulted
in a bumper rice crop. Higher rates of industrial and
services sector growth have been changing the
economy’s structure from its mainly agricultural
orientation.
Foreign investment in hotels and
tourism-related activities, as well as financial and
other services, has been a contributing factor to
rapid expansion in the services sector. The domes
tic private sector has also been active in this sector.
It is to be noted that Viet Nam became a member of
the Association of South East Asian Nations
(ASEAN) in 1995, which will enhance its economic
ties with those of its neighbouring ASEAN members.
This may be expected to stimulate further and speed
up not only its growth but also the reform process
so that it will be able to participate fully in the trade
liberalization envisaged under the ASEAN Free Trade
Area.

In Malaysia, real aggregate domestic expendi
ture grew by 13.2 per cent in 1994 compared with
9.2 per cent in 1993, reflecting higher spending by
both the private and the public sectors.
Higher
disposable incomes, larger corporate profits and
public spending stimulated aggregate demand in the
economy. Private investment also grew sharply in
manufacturing, oil and gas and the services sectors.
Over the last several years, large investments have
been approved, particularly in industries such as iron
and steel, petro-chemicals, non-metallic minerals,
and electronic and electrical products. In 1995, the
slowdown in public-sector spending, and some de
celeration in private-sector investment, specifically in
oil and gas, were expected to moderate expenditure
growth. Investment in the non-oil sector, however,
was expected to grow rapidly, boosted by a more
favourable investment environment created by a re
duction in corporate tax rates, and the reduction or
abolition of import duties on a large number of
items, including machinery. Continuing high invest
ment had pushed the average investment/GDP ratio
to almost 36 per cent in 1993 and 1994 from 33 per
cent in 1992.
In the Philippines, private consumption expen
diture in 1994 expanded at a fast rate but govern
ment expenditure remained subdued, reflecting the
Government’s efforts to contain budget deficits.
However, private as well as public investments have
been on the increase: growth in fixed capital invest
ment was estimated to accelerate to 11 per cent in
1995 from 8.4 per cent in 1994. As in 1994, growth
in construction was to remain above 10 per cent.
Economic reforms over the past several years have
boosted the confidence of both domestic and foreign
investors in the economy. Lower domestic interest
rates in 1995 encouraged the private sector to
invest, particularly in construction and manufacturing
to which most bank loans were also channelled. At
the same time, under the build-operate-transfer
scheme, around 30 projects were programmed for
1995 with a total cost of P16.6 billion, 60 per cent
of which was to be funded by the private sector.
Capital spending both by the national and by local
governments was expected to accelerate to a rate of
17.6 per cent reflecting higher spending, particularly
in the transport and power sectors. Savings as a
proportion of GDP were projected to improve in
1995, driven by higher disposable income and an
expected surplus in the national government budget
equivalent to 0.8 per cent of GDP.

S tro n g d e m a n d a n d h ig h s a v in g s -in ve s tm e n t
rates u n d e rp in g ro w th
South-East Asian economies, especially Indo
nesia, Malaysia, Singapore and Thailand, have expe
rienced high and rising levels of investment in their
economies in recent years (table II.11). Relatively
high rates of domestic savings and a strong surge in
foreign direct investment inflows have enabled them
to keep investment rates high and rising. The fast
rates of income growth have also enabled domestic
consumption demand to supplement export demand
to which a large part of their production capacities is
geared.
Both of these demand components re
mained strong in 1994 and 1995.
In Indonesia, economic growth in 1994 was
propelled by rapid increase in both private invest
ment and consumption.
Foreign and domestic in
vestment approvals increased sharply in 1994.
Foreign investment approvals exceeded $20 billion in
that year, more than double the previous record
set in 1992.
Implementation of some of these
approved investments, along with new ones, would
keep investment activities in high gear in 1995. Pay
rises for civil servants, higher minimum wages and
higher disposable income resulting from a reduction
in income tax rates in early 1995 would further
stimulate consumption demand.

In Singapore, high economic growth in 1994
was largely spurred by strong external demand.
Growth in domestic demand slowed down to 2 per
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Table II.11. Selected South-East Asian economies of the ESCAP region: sum m ary o f macroeconom ic indicators, 1991-1994
(Percentage)

Indonesia

Savings/G DP
Investment/GDP

Malaysia

1993

1994

35.8
35.4

38.2

37.7

38.7

35.3
-0 .4
28.7

35.5
0.2

35.9

35.6
37.2
0.4

Budgetary balance/G D P a
Money supply growth

- 0 .8
10.6

Savings/G DP

32.1
35.9

35.5
33.5

- 2 .0
11.0

- 0 .8
13.0

35.0
0.2
37.5

16.6
20.2

14.9
21.3

13.8
24.5

Budgetary balance/GDP
Money supply growth

-2 .1

-1 .2
9.1

-1 .5
22.3

Savings/G DP

47.0
35.1

47.2
36.4

48.5
38.4

4.8

6.2
12.7

7.8
23.6

Savings/G DP
Investment/GDP

Singapore

1992

36.0
-0 .4
9.3

Investment/GDP
Budgetary balance/G D Pa
M oney supply growth
Philippines

1991

Investment/GDP

15.9

Budgetary balance/G DP
M oney supply growth
Thailand

Viet Nam

S o u rc e s :

7.7

Savings/G DP
Investment/GDP

36.2
42.2

36.0

35.8

39.6

40.0

Budgetary balance/G DP
Money supply growth

4.7
13.8

2.8
12.3

18.6

2.1

Savings/G DP
Investment/GDP

15.0

17.0

19.4

Budgetary balance/G D Pa

-2 .3

-3 .5

Money supply growth

55.6

58.5

-5 .5
31.4

ESCAP, based on International M onetary Fund, International Financial Statistics, vol.

23.2

6.1
15.4
25.3
1.1
11.3
51.3
32.2
6.8
2.3
37.2
42.9
2.5
16.9

19.5
-4 .1

LVIII, No. 9 (Septem

ber 1995) Asian Development Bank, Key Indicators o f Developing Asian and Pacific Countries 1995 (Oxford University
Press, 1995) and Asian Development Outlook 1995 and 1996 (Oxford University Press, 1995) and national sources.

N o te :
a

M oney supply refers to M 1.

Excluding grants.

cent in 1994 compared with growth of 12 per cent in
1993.
Lower growth in both private and public
consumption expenditure was mainly responsible for
the slower growth in domestic demand. Public fixed
capital formation increased by 16 per cent compared
with 8.2 per cent in 1993.
Growth in private
investment was slower in 1994 at 5.5 per cent
against 13 per cent in 1993, which can be largely
attributed to a reduction in investment in transport
equipment, such as ships, boats and aircraft, and
electric power machinery and telecommunications
equipment. Growth in private consumption was ex
pected to moderate further in 1995, rising domestic
interest rates and some restrictions on consumer
credit being partly responsible for this. Public con
sumption expenditure was to pick up, partly because

of increases in the salary of civil servants.
A
slowdown in investment expenditure was also ex
pected. Strong external demand, however, sustained
the economy’s growth momentum.

Rising investment, strong export growth and
buoyant consumer spending underlay Thailand’s
strong economic growth in 1994. Domestic expendi
ture in real terms increased by 9.3 per cent against
8.5 per cent in the previous year, largely on account
of higher private consumption and public investment.
Growth in purchasing power across all income
groups, especially of farmers which rose following
higher agricultural prices and production, stimulated
private consumption. Public-sector investment rose
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significantly by 21.2 per cent against 9.6 per cent in
1993, reflecting government expenditure on infra
structure, investments to facilitate decentralization of
investment activities to disadvantaged areas, and on
education and human resource development.
Ex
ports coupled with both private and public invest
ments remained the driving force for Thailand’s eco
nomic expansion in 1995. The country’s domestic
savings rate was around 37 per cent of GDP in
1994, rising by a percentage point over the level
prevailing during the previous three years. Invest
ment as a ratio to GDP at 43 per cent, however,
rose by almost three percentage points and left
a savings-investment gap of almost 6 per cent of
GDP.

Brunei Darussalam depends heavily on imports
and its inflation rate is largely determined by inflation
in the source countries and fluctuations in the ex
change rate. The inflation rate picked up in 1993
when it rose to 4.3 per cent against 1.3 per cent in
1992. It came down to 2.4 per cent in 1994, partly
helped by the appreciation of the domestic currency.
To ensure price stability, the Government has main
tained a series of price controls and subsidies on
essential goods and petroleum.
The annual inflation rate in Indonesia rose to
9.2 per cent in 1994 from 7.4 per cent in 1992.
The relatively high rate in 1994 can be attributed
mainly to disruptions in food supplies resulting from
unfavourable weather conditions, strong domestic de
mand, especially that generated by investment in the
construction and housing sectors, upward adjustment
in administered prices, including that of energy, in
creases in the pay of civil servants and the minimum
wage and a less restrictive monetary policy.
In
1995, the inflation rate was expected to be about 10
per cent, higher food prices being the main reason
for the increase.
The effect of long droughts in
1994 and flooding in early 1995 put pressure on
food prices, although the Government imported rice
to add to stock and to stabilize prices. The authori
ties also imposed an export tariff of 75 per cent on
crude palm oil, partly to stabilize the price of domes
tic cooking oil. The depreciation of the domestic
currency, especially against the yen during the first
half of 1995, exerted considerable upward pressure
on prices as
about 30 per cent of Indonesia’s
imports originate in Japan. Minimum wages were
raised with effect from 1 April 1995. The growth in
money supply by over 20 per cent per annum also
added to inflationary pressures.

Investment activity in Viet Nam has been grow
ing rapidly in recent years. Gross domestic invest
ment as a percentage of GDP increased from 15
per cent in 1991 to 19.5 per cent in 1994. The ratio
was estimated to exceed 20 per cent in 1995. For
investment purposes, priority has been given to the
production of electricity, oil and gas, coal, steel,
cement, sugar, fertilizers and chemicals, and the
provision of infrastructure, especially for industrial
estates and export processing zones. Viet Nam has
been attracting large foreign direct investment in
recent years.
From January 1988 to June 1995,
1,191 foreign investment projects were licensed, with
a total capital of $14.9 billion, of which $4.5 billion
worth of investment had materialized. In the first six
months of 1995 alone, 206 new foreign investment
projects were licensed with a total capital of $3.6
billion, a figure that is 125 per cent higher than the
figure for the same period of 1994. Most of the
investment so far has come from within the Asian
region: Taiwan Province of China, Hong Kong,
Japan, Singapore and the Republic of Korea are the
top five foreign investors in the country.

The inflation rate in Malaysia has remained
below 4 per cent during the last three years. The
1994 rate, at 3.7 per cent, remained virtually un
changed from the previous year’s level. In 1995, the
inflation rate was estimated at 3.5 per cent. Against
the backdrop of rapid economic growth over the past
several years, and consequent demand expansion,
labour shortages and large short-term foreign capital
inflows, this was a remarkable achievement. The
Government implemented a comprehensive package
of monetary, fiscal and administrative measures to
combat inflation, the success of which is apparent in
the figures. Monetary policy remained focused on
managing bank liquidity so as to keep in check a
potential source of price pressure.
At the same
time, a policy of fiscal consolidation was pursued
by controlling non-essential consumption expenditure

In fla tio n re m a in s in ch e ck
In spite of moderate levels in most South-East
Asian countries, inflation tended to accelerate in
some cases, particularly in 1994 (figure II.5). Con
taining inflation rates became a policy priority for
countries in the region in 1995 against the backdrop
of their tradition of maintaining price stability, and
their eagerness to retain competitive advantage in
international trade and maintain investor confidence
as a basic foundation for strong economic growth.
Most of the countries succeeded in reducing or
stabilizing their inflation rates.
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Figure II.5. Inflation rates in selected South-East Asian economies, 1992-1995

S o u rc e s : ESCAP, based on International M onetary Fund, International Financial Statistics, vol. LVIII, No. 9 (Septem
ber 1995) Asian Developm ent Bank, Key Indicators o f Developing Asian and Pacific Countries 1995 (Oxford University
Press, 1995) and A sian Developm ent O utlook 1995 and 1996 (Oxford University Press, 1995) and national sources.

N o te :

In this context, inflation rates refer to changes in the consum er price index.

and encouraging public investment aimed at easing
supply constraints. The government budget recorded
surpluses in both 1993 and 1994.

instalments for repayment are provided from the
Fund.
The inflation rate in the Philippines was ex
pected to be lower (around 8 per cent) in 1995
compared with 9.0 per cent in 1994. The rate was
generally trending downward during the first half of
1995 and averaged only 6.3 per cent compared to
the same period of the previons year. It picked up
in July and rose sharply in September, raising the
average inflation rate to 7.2 per cent for the first nine
months of 1995. Food prices were the main contri
butor to rising prices. Severe damage caused by
floods and cyclones and distribution problems led to
a sharp increase in the price of rice, and prices of
sugar and meat rose as well. Higher rentals contri
buted to an acceleration in the housing and repair
index. Though monetary conditions eased somewhat
during the later part of the year, as reflected in lower
interest rates, the authorities kept growth in monetary
aggregates under control and within planned targets.

Strict administrative measures have also been
taken to ensure that prices of essential items remain
stable. These measures included price tagging of all
retail items, frequent and stricter price checks by the
authorities to ensure that the benefits of lower prices
following the reduction or abolition of import duties
on more than 3,700 items in the recent three
budgets were passed on to consumers, and the
monitoring and publishing of retail prices to promote
competition.
Since increases in food prices have
been a major cause of inflation in recent years, the
Government launched the Fund for Food scheme in
1993 to promote investment in primary food pro
duction and to encourage the efficient distribution of
food and food products. The Fund was enhanced to
M$ 600 million in 1995 from M$ 300 million in 1993.
Loans at concessionary interest rates and with easy
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rate of 14.4 per cent and stayed around that level in
1995. Prices of food, especially rice, and building
materials rose sharply during this period and pay
increases of government employees also put upward
pressure on prices. Higher growth of the money
supply, aided by the circulation of large volumes of
foreign currency, contributed to price increases.
Substantial fiscal deficits, largely due to growth in
expenditure, are also responsible for rising prices.

my. However, the inflation rate rose from 2.3 per
cent in 1993 to 3.1 per cent in 1994.6 The rate in
1995 was expected to fall back to around 2 per
cent. The main impetus for price increases in 1994
came from the imposition of a goods and services
tax at 3 per cent. Exchange rate appreciation of
the domestic currency in recent years has kept
imported inflation in check, which is important in
Singapore’s highly open economy. Despite labour
shortages, a consistently low inflation rate manifests

ing, but the tax base remains narrow and revenue
lags behind rising expenditure. Legislation adopted
recently to simplify procedures and broaden the tax
base have yet to become fully effective.

nomic growth achieved through improved productivity,
surplus fiscal budgets, surplus current account
balances and high domestic savings rates (about 50
per cent of GDP).

Policies geared to s ta b iliz a tio n
Inflation in Thailand increased to 5 per cent in
1994 from 3.3 per cent in 1993. There was a steep
increase in food prices, resulting from poor crop

a n d fu rth e r libera liza tio n

nent recorded an average increase of 6.9 per cent
compared with 3.8 per cent for non-food items. An
increase in excise taxes on cigarettes led to a 10
per cent price increase for the tobacco and alcoholic
beverages category in 1994.
Shortages of raw
cotton in world markets put upward pressure on
prices of clothing.
Higher overseas demand of

ciency, competitiveness and the growth process. At
the same time, strenuous efforts have been made to
maintain domestic monetary and price stability using
both monetary and fiscal means, but occasionally
also by resorting to administrative measures.

Reform and liberalization have been continuing

The Government of Indonesia introduced a
package of economic reforms in May 1995 with the

ducts led to higher domestic prices and the increase
in civil servants’ salaries and minimum wages also
contributed to the increase in the general price level.
The upward pressure on prices continued into 1995,
with an estimated inflation rate for the full year of

ture. The package spells out the general target
level and a schedule of tariff cuts on 6,030 items to
be achieved by 2003. By that year, almost no tariffs
will exceed 10 per cent, with most falling in the 0-5
per cent range.
The package also restructures
some of the import surcharges, currently set at 5-25
per cent. It also reduces the coverage of import
licensing from 242 to 189 items.

sive flooding during the rainy season increased the
price of fruit, vegetables and other food items.
Moreover, as a result of strong economic growth
over the last several years, the economy has been
operating close to its full capacity.

To combat high inflationary pressure and avoid
overheating the economy, the monetary authorities
have been raising the discount rate gradually since
mid-1994. The rise in domestic interest rates has
also helped to stem capital outflows from the country
induced by higher international interest rates.
In

Viet Nam successfully brought down inflation
from 67.5 per cent in 1991 to 17.5 per cent in 1992
and further to 5.2 per cent in 1993.
However,
inflation re-emerged as a concern in 1994 with a

trative measures early in 1995 to improve banking
6

ing systems. These measures require commercial
banks to submit a detailed business plan to Bank
Indonesia.
Persons who have been involved in
fraudulent transactions or who have defaulted on
significant loans have been banned from becoming
shareholders, executives or members of the board of
commissioners of banks.

These inflation rates are based on new expenditure

weights obtained from the 1992/93 Household Expenditure
Survey. The new basket includes 3,300 items, 50 per cent
m ore than the earlier one. The share of food now is only
30 per cent of total expenditure compared with 40 per cent
in the previous 1987/88 survey.

The consum er price index

tion and health-care costs.
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The process of liberalization of the investment
regime, with privatization as an important compo
nent, continued.
The shares of the governmentowned satellite communication firm, Indosat, were
offered on the New York and Jakarta stock
exchanges and proceeds were used to repay highcost foreign loans in advance of maturity, as part of
foreign debt management. Foreign investment rules
were further liberalized, for example, by adding 10
more industries in which 100 per cent foreign
ownership was allowed.

additional training institutes and polytechnics.
To
encourage private-sector participation, tax incentives
have been provided. The Government also esta
blished the Human Resource Development Fund in
1993 to encourage firms to train and upgrade the
skills of their employees.
The Fund, which was
previously available only to large companies, was
extended in 1995 to employers with fewer than 50
workers in manufacturing and selected service-sector
industries.
Stabilization programmes and structural reforms
continued in the Philippines.
As a result, the
government budget recorded a surplus in 1994 for
the first time in 20 years, partly helped by large
proceeds from the programme of privatization of
public-sector enterprises.
A surplus budget was
again expected in 1995.
The Government was to
start implementing the expanded 10 per cent value
added tax effective on 1 January 1996 to ensure a
steady long-term source of revenue. Reform of the
investment and trade regimes received the greatest
attention.
Rules on foreign investment were libera
lized and foreign firms were allowed 100 per cent
foreign equity and permitted to own productive
assets, such as land.
Restrictions on foreign
exchange transactions were relaxed, allowing rela
tively free use of foreign exchange funds for current
and capital account transactions. The Government
issued Executive Order 264 in July 1995 providing
for a new four-tier tariff regime from the beginning of
1996 with rates of 3 and 10 per cent for capital
equipment and raw materials, 20 per cent for com
ponents, intermediate and semi-finished goods and
30 per cent for finished goods.
In the financial
sector, a significant development was the reorganiza
tion of the Securities and Exchange Commission
signalling the start of further reforms to modernize
the stock market

Malaysia also continued to implement fiscal,
financial and trade reforms which were initiated
several years ago. In 1994, the government budget
recorded a surplus for the second consecutive year.
Numerous taxes were reduced in the 1995 budget
unveiled in October 1994. To enhance the competi
tiveness of local manufacturers, import duties were
abolished or significantly reduced on more than
2,600 items including food, household goods, textile
products, raw materials, and spares and compo
nents. Personal income tax was reduced by two to
three percentage points across income brackets,
while the corporate income tax rate was lowered
from 32 to 30 per cent. Some new incentives to
investors were provided, including income tax
exemptions on overseas income remitted back to the
country, a reduction in the withholding tax on interest
and dividends from 20 to 15 per cent and a lowering
of the tax on technical fees and royalty payments
from 15 to 10 per cent.
In the 1996 budget,
unveiled in October 1995, a further reduction of
personal income tax by one to two percentage
points was proposed this would lower the maximum
rate for personal income tax from 32 per cent to the
same rate as for corporate tax, 30 per cent.
To
increase national savings, a 1 per cent increase in
employee contributions to the Employees’ Provident
Fund was proposed.

The Government of Singapore has been run
ning large budget surpluses over the years, which
has enabled it to reduce the tax burden of corpora
tions and individuals.
In the 1994/95 budget, the
corporate tax rate was reduced from 30 to 27 per
cent and the top personal income tax rate was
lowered from 33 to 30 per cent.
In the 1995/96
budget, a one-time 10 per cent rebate on personal
income tax payable on earnings in 1994/95 was
granted. Property tax on industrial, commercial and
rented-out residential properties was reduced from
15 to 13 per cent. The 1995/96 budget envisaged a
government contribution of S$200 to be paid into the
Central Provident Fund (CPF) account of each citi
zen, the main mechanism for household savings in
the country.
Moreover, S$300 was to be paid in
under the share ownership scheme, provided that

In June 1995, the Government announced a
series of measures to develop the capital market.
These measures included the easing of restrictions
on the Employees’ Provident Fund for investment on
the Kuala Lumpur Stock Exchange, allowing qualified
stockbroking houses to operate unit trust funds and
allowing 100 per cent foreign-owned fund manage
ment firms to conduct their non-Malaysian activities
in Malaysia.
In response to a serious shortage of both
skilled and unskilled workers, the Government has
temporarily allowed the employment of skilled and
professional foreign nationals. Long-term measures
include upgrading and expanding the capacity of
industrial
training
institutions
and
establishing
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the citizen or his/her employer had credited S$750
to his account by 31 August 1995. Since 1 January
1995, members of CPF have been allowed to invest
in overseas stocks as part of government efforts to
strengthen fund management and investment bank
ing.
Members can buy into approved CPF unit
trusts to invest in foreign stocks and bonds traded in
the Stock Exchange of Singapore. This foreign cur
rency investment is, however, limited to 20 per cent
of a member’s fund with CPF.
The main policy
issues of continuing concern in Singapore relate to
potential vulnerability to cost pressures because of
labour shortages and maintaining external competi
tiveness with a strong currency.

development of the capital market.
Following some
sharp falls in prices on the Stock Exchange of
Thailand, the Government announced plans in
November 1995 to establish special funds with a
view to shoring up prices.
Economic reforms in Viet Nam, geared to sus
tain a high growth strategy, were continuing.
A
central steering committee was established in 1994
to oversee state enterprise reforms, with instructions
to accelerate the pilot scheme for converting stateowned enterprises into shareholding companies.
The Bankruptcy Law came into effect in July 1994
and the dismantling of unprofitable smaller state
enterprises continued. To promote resource mobili
zation, in April 1995 the State Treasury Department
issued treasury bonds on a national scale.
The
bonds, denominated in domestic currency, have a
one-year maturity and carry an annual interest rate
of 21 per cent. They can be traded and transferred
freely on the market and can be used as mortgage
in credit transactions. A preparatory committee has
been set up to establish a securities market in Viet
Nam it has been asked to prepare legal documents
on security and stock markets, as well as on the
establishment of a national securities commission.
Amendments to the law on turnover tax were
adopted by the National Assembly in October 1995.

In Thailand, the Government had an overall
surplus budget for the eighth consecutive year. This
has helped in the process of fiscal reform that
included tax reductions and resetting expenditure
priorities. In the 1995 budget, import tariffs on a
large number of items were reduced. To meet the
serious skills shortage faced by the country, budget
allocations for education were raised. Moreover, the
period of compulsory primary school education has
been extended from six to nine years and the
Government plans to raise it further to twelve years
later on.
To combat inflation, which has tended to edge
up over the past two years, the Bank of Thailand
has been following a tight monetary policy since
September 1994, when it raised the discount rate
from 9 to 9.5 per cent. More stringent regulations
were put in place for the treatment of doubtful
credits to curb bank lending.
In early 1995, the
Bank of Thailand advised commercial banks to re
strain the extension of credit to non-priority sectors
and put an overall ceiling of 24.5 per cent on the
growth of domestic credit. The discount rate was
further raised to 10.5 per cent in March 1995,
reflecting concern about rapid lending growth.

To combat growing inflation, the Government
followed a tight credit policy.
It also shifted the
credit structure towards increasing the credit share
of the non-state sector, mostly to farming house
holds, and of medium- and long-term credit. Since
September 1994, the State Bank of Viet Nam has
replaced its policy of setting interest rates by decid
ing on a range within which commercial banks can
offer deposit rates, thus creating more incentives to
depositors and competition among the banking insti
tutions.
The Land Law was revised in 1993. While
ownership of land formally rests with the State, land
users have the right to exchange, assign, inherit and
mortgage land use rights.

In 1994, the authorities in Thailand imple
mented several measures to promote the country
as a regional financial centre. These included the
granting of permission for the opening of the Provin
cial International Banking Facility as an extension of
the Bangkok International Banking Facility introduced
some years ago, relaxation of regulations on, and
requirements for, the expansion in the scope of
business of financial institutions, requirements for
commercial banks to announce details of interest
rates to customers, a lowering from 15 to 10 per
cent of the withholding tax on interest on deposits to
be paid to overseas depositors with a view to in
creasing the competitiveness of the financial sector,
and a number of other measures to promote the

E ast A s ia
O verview
The economies of China, Hong Kong, the Re
public of Korea and Taiwan Province of China are
among the fastest-growing economies in the ESCAP
region, and they maintained their strong performance
during 1994 and 1995. The economies of Mongolia
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and the Democratic People’s Republic of Korea are
still facing tremendous challenges.
In Mongolia,
1994 appears to have been a turning point, with
growing evidence that the Government’s reform poli
cies are beginning to impact positively on the econo
my. In the Democratic People’s Republic of Korea,
the outlook appears less sanguine as the prospect
for an early redress of its economic difficulties was
not apparent.

rise by about 4 per cent in 1995. However, the
expansion of agricultural output, especially of grains,
has not kept pace with the rapid growth in demand,
which has necessitated an increase in the import of
grains.
Agriculture currently contributes roughly a
quarter of national income and its performance con
tinues to have important implications for income,
employment and food supply in the economy.
The fastest-growing sectors in China are the
industrial and services sectors in that order. While
industrial output is expected to grow more slowly in
1995, the services sector may grow at roughly the
same rate as in 1994. The rate of industrial growth
may come down from 16 per cent in 1994 to 12 per
cent, partly reflecting policy restraint applied to
prevent the economy from overheating.

China’s economic growth rate remained the
highest in the region in 1995 despite the austerity
measures implemented since last year to counter
inflationary pressures. The continued high rate of
growth in the Chinese economy exerted a stimulating
influence on the economies of neighbouring coun
tries as well through China’s expanding economic
linkages with the rest of the region. Considerable
investment expansion backed by inward foreign in
vestment both from within and from outside the
region, brisk domestic demand and continued strong
export performance were major sources of economic
growth in the expanding East Asian economies.

It is not feasible to analyse the performance of
the Democratic People’s Republic of Korea because
of the paucity of reliable data on its economy.
There are indications that the economy is passing
through a difficult phase. Recent flood damage to
agricultural production has necessitated substantial
rice shipments from elsewhere to the country.

Mongolia, as an economy in transition, could
not have matched the vigour of its neighbours, but
has made impressive advances in the implementa
tion of its economic reforms to modernize the econo
my.
One important outcome that Mongolia has
achieved has been the successful arrest of output
contraction and spiralling inflation since 1994.

The Hong Kong economy in 1995 is expected
to achieve a rate of economic growth similar to that
in 1994.
Despite benefits from rapid growth in
China, economic recovery in the industrialized coun
tries and increased competitiveness of its exports
owing to the exchange rate advantage vis-a-vis the
yen following the latter’s appreciation in 1995, growth
remained subdued owing to depressed private con
sumption demand since 1994. The services sector
provided the main source of growth as a result of
the robustness of trade, finance and tourism activi
ties.
Construction activities have also provided a
strong stimulus in the wake of major public spending
on infrastructure development, coupled with impor
tant private civil engineering and building construc
tion.

In all East Asian economies, the challenge of
curtailing a further rise in inflation has become a
matter of concern to policy makers. The concern for
stability has to be reconciled with the maintenance
of the momentum of more long-term growth, while
meeting domestic imperatives such as the alleviation
of poverty and correction of income disparities. The
need to enhance external competitiveness in an
increasingly open world trading environment poses
an additional policy challenge.

The Mongolian economy now appears to be on
a sustainable growth path. The decline in GDP
starting in 1990 has been reversed since 1994 and
strong improvements in industrial and agricultural
output have continued into 1995. Agriculture was an
important source of growth in 1994 after a bumper
autumn harvest and a strong recovery from the
losses in livestock caused by severe winter condi
tions in 1993. Modest expansion in industrial and
mining activities, together with rapidly growing private
participation in trading and retail activities, has
broadened the base of the economy. The upturn in
the volume of trade, investment and foreign aid in
1994 and 1995 was also encouraging.

S tro n g o u tp u t g ro w th c o n tin u e s
China remains the fastest-growing country in
the ESCAP region and is expected to achieve
double-digit growth yet again in 1995 despite a
slowdown brought on mainly by a tighter monetary
policy (table II.12). Agricultural production in 1994
was badly affected by heavy floods in southern
China and severe drought in the north, which
caused damage to crops, infrastructure and property,
and even loss of life. The setback has apparently
been overcome and agricultural output is expected to
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Table II.12.

Selected East Asian economies: growth rates, 1992-1995

(Percentage)

Rates o f growth
G ross dom estic
product
China

Hong Kong

Republic of Korea

Mongolia

S o u rc e s :
ber 1995) and

a

Services

1992

13.2

4.1

20.8

9.3

13.4

4.0

20.4

9.3

1994

11.8

3.5

16.3

10.0

1995

10.0

4.0

12.0

10.0

1992

6.3

1993

5.8

1994

5.5

1995

5.5

1992

5.1

6.0

3.4

6.4

1993
1994

5.8

– 2.9

6.2

6.8

8.4

1.2

8.8

9.1

1995

9.3

7.4a

10.1a

1 0 .6 a

1992

- 7 .6

– 3.9

1993

- –7.0

– 13.1
– 5.5

1994

- 1 .3
2.1

7.1

2.8

1995

3.5

– 12.0
2.7

International Financial Statistics,

(O ctober 1995); Asian Development Bank,

Pacific C ountries 1995
(Oxford University Press, 1995) and
Press, 1995); and national sources.
N o te :

Industry

1993

ESCAP, based on International M onetary Fund,
W orld Econom ic O utlook

Agriculture

Key Indicators o f Developing A sia n and

Asian D evelopm ent O utlook 1995 a n d 1996

(Oxford University

Data for 1995 are estimates.

Data are for the six m onths January to June.

Output in the Republic of Korea is estimated to
have grown by 9.3 per cent in 1995, nearly one
percentage point higher than in 1994. Investment in
machinery and equipment during the year has been
strong but is likely to moderate as the capacity
expansion by companies comes to a close. This,
together with a probable slowdown in the pace of
export growth, is likely to cause a deceleration in
the overall growth rate in 1996. Sectoral outputs
responded in a balanced manner, major sectors
growing at similar rates, as the economy regained
strength after the slowdown in 1992 and 1993.
During the first half of 1995, agriculture, which
contributes about 7 to 8 per cent of GDP, rebounded
with an estimated 7.4 per cent growth rate. The
sector had contracted by 2.9 per cent in 1993 and
gained only 1.2 per cent in 1994. The services
sector, which accounts for nearly two thirds of
domestic product, grew at an estimated 10.6 per

cent after a 9 per cent expansion in 1994. The
industry sector also grew at similar rates during the
two years. In the industrial sector, heavy metals and
ing market in 1994, subdued construction activities
ing market in 1995, as evidenced by an increase in
the issue of building construction permits and large
infrastructure projects currently under way, provided
an important boost to the construction sector.

G row th backed b y s tro n g d e m and
a n d h ig h s a v in g s -in v e s tm e n ts
Expansion in both domestic demand and
exports provided a strong stimulus to continued
economic expansion in the East Asian economies as
in South-East Asia.
Rising incomes underpinned
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1994, government expenditure increased faster than
total revenue, yet the budget was in surplus; the
major increases in public expenditure were directed
towards health, education and social welfare, which
rose by about 7 per cent over the 1993 figure.
Public expenditure is expected to show strong
growth in 1995 as well.
Investment growth was

ting into the traditionally high rate of domestic
savings to back the continued rise in investment
(table II.13). Inflow of foreign investment continued
to provide a further fillip to investment, especially in
China.
Over the past several years, China has
received the bulk of foreign direct investments

ments in some major infrastructure projects were
slowed by interruptions in the approval process.

derably as anti-inflationary measures were enforced
to curb the growth of certain activities. Restrictions
were placed on bank lending to curtail growing
speculation in real estate, and control was exercised
tion.

In Mongolia, the main impetus for growth
stemmed from domestic demand as overall economic
activity continued to expand in a second consecutive
year of economic recovery. The increase in private

In Hong Kong, despite the sharp slowdown in
consumer spending in early 1995, GDP growth was
maintained at the previous year’s level owing to

prises, has provided a much-needed boost to the
economy.
The construction of infrastructure,

mer spending grew strongly in 1994 but slowed
down in 1995 as growth in wages was low and
interest rates were maintained at high levels. In

ceeding at a brisk pace. While the production of
construction materials is benefiting from the general
economic recovery, the level of activity in the

Table II.13. Selected East Asian economies of the ESCAP region: sum m ary of m acroeconom ic
indicators, 1991-1994
(Percentage)
1991

1992

1993

1994

China

Savings/GDP
Investment/GDP
Budgetary balance/GDPa
Money supply growth

39.1
35.3
– 1.0
28.2

40.0
38.2
– 1.0
30.3

40.0
42.1
-0 .6
56.5

40.5
39.5
– 1.5
12.1

Hong Kong

Savings/GDP
Investment/GDP
Budgetary balance/GDPa
Money supply growth

33.8
27.2
3.4
19.5

33.8
28.4
2.8
21.1

35.2
28.3
2.2
20.6

33.0
31.1
0.8
– 1.2

Republic of
Korea

Savings/GDP
Investment/GDP
Budgetary balance/GDPa
Money supply growth

36.4
38.9
– 1.6
36.8

35.2
36.6
– 0.5
13.0

35.4
35.1
0.6
18.1

35.5
35.9
– 0.5
11.9

Mongolia

Savings/GDP
Investment/GDP
Budgetary balance/GDPa
Money supply growth

7.4
28.0
– 9.7
54.0

19.2
23.0
– 12.0
4.5

– 14.6
142.8

– 19.7
77.2

Sources:
ESCAP, based on International Monetary Fund,
International Financial Statistics,
ber 1995); Asian Development Bank,
Key Indicators o f Developing Asian and Pacific Countries 1995
(Oxford University
Press, 1995) and
Asian Development Outlook 1995 and 1996
(Oxford University Press, 1995); and national sources.
Note:
a

Money supply refers to M1.

Excluding grants.
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building sector itself is still weak. The food sector is
still lagging behind and shortages of products such
as flour were experienced in 1994.
New fiscal
measures introduced by the Government in 1994
should see improvements in the budgetary balance
in 1995 and beyond.
Public expenditure was
trimmed by over 10 per cent in 1994, while tax
revenue increased by an estimated 30 per cent
following the extension of the sales tax to the
services sector, and the imposition of taxes on the
importation of private automobiles, alcoholic beve
rages and goods imported under barter arrange
ments.

Figure II.6. Inflation rates in selected East
Asian economies, 1992-1995

Double-digit expansion in fixed investment in
equipment and construction and significant growth in
merchandise exports were behind the surge in eco
nomic activity in 1994 and 1995 in the Republic of
Korea.
The investment rate, however, seems to
have stabilized at around 35 per cent of GDP since
1992. Consumption is estimated to grow by about 8
per cent in 1995 under the influence of the high
growth rate in average earnings in manufacturing.
Government spending is projected to increase by
just under 15 per cent in the budget for 1996, with
emphasis on areas such as education, the promo
tion of the information industry and public welfare.
Merchandise exports responded quite strongly to the
competitive advantage offered by the appreciation of
the Japanese yen.
Sources: ESCAP, based on International Monetary
Fund, International Financial Statistics, vol. LVIII, No. 9
(September 1995) and World Economic Outlook (October
1995) Asian Development Bank, Key Indicators o f Develop
ing Asian and Pacific Countries 1995 (Oxford University
Press, 1995) and Asian Development Outlook 1995 and
1996 (Oxford University Press, 1995) and national sources.

In fla tio n re m a in s a co n ce rn
Inflation remains a major problem facing the
Chinese economy. China has recorded double-digit
rates of inflation since 1993, hitting a record 21.7
per cent in 1994 (figure II.6). Strict measures were
introduced in 1994 and 1995 to curb price rises, and
the expected rate of inflation for 1995 is likely to
meet the Government’s target of 15 per cent. The
high rate of inflation has been driven both by cost
and demand. Cost pressures have emanated from
agricultural shortages, wage rises and the effect of
the foreign currency reforms in 1994 (which was
tantamount to a sharp devaluation). Of significance
also was the demand pressure arising from massive
infrastructure development undertakings and high
levels of inflow of foreign investment.

Notes: In this context, inflation rates refer to changes
in the consumer price index. The scale on the vertical
axis is in logarithm.

costs. Although the property market has softened
recently, the impact of this development has not
been fully reflected in lower rental costs.
In
addition, the sharp depreciation of the Hong Kong
dollar vis-a-vis the yen in 1995 will continue to have
an impact upon inflation through increases in import
prices.

The inflation rate in Hong Kong is expected to
rise slightly in 1995 over the previous year. The
rate has persisted at 8 to 9 per cent since 1992.
The continued upward pressure on prices reflects a
number of significant factors such as the persistent
high inflation in China, rising import costs of
commodities, as well as rising labour and housing

Mongolia has successfully brought down an
inflationary upsurge in the economy that ensued as
the country embarked upon a path of reform and
restructuring of its economy to enable it to operate
according to market principles. In 1994, the average
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annual rate of inflation was 88 per cent compared
with 268 per cent for the previous year.
This
downward trend is expected to continue into 1995
when the inflation rate should fall below 30 per cent.
The substantial decline in the level of inflation has
been the result of a continued tight monetary policy
to curb monetary and credit expansion against the
background of the gradual pace of the Government’s
price liberalization programme.

new Commercial Banking Law, which came into ef
fect on 1 July 1995, is intended to lay the founda
tions for the eventual conversion of the four major
specialized banks, the Industrial and Commercial
Bank, the Agricultural Bank, the People’s Construc
tion Bank and the People’s Bank of China (the
central bank), and other smaller banks into fullyfledged commercial banks.
New regulations governing foreign investment
were issued in June. These listed the priority areas
where foreign investors would be encouraged. The
high priority areas for foreign investment were identi
fied as agriculture in general, infrastructure and pow
er generation, mining, high technology projects, ener
gy and environmental conservation. The intention of
these regulations is to direct investment away from
luxury construction and low-tech production, as well
as to influence the location of further investment in
the poorer provinces in the west and north-west of
China.

The inflation rate increased in the Republic of
Korea in 1994 over the preceding year. The expan
sion of domestic demand and rise in factor costs –
wages of workers in the manufacturing sector rose
by nearly 15 per cent in 1994 – were the main
contributors to the inflationary pressures. Price sta
bility has been a major area of concern for the
Government and a tight monetary policy has been in
place to curb excessive domestic demand. Interest
rates are currently higher than in 1994. The rate of
inflation is estimated to be 5 per cent for 1995,
about one percentage point lower than in 1994.

The long-term issue facing Hong Kong revolves
around the future role that it will play following its
reversion to Chinese sovereignty in 1997.
Hong
Kong’s clear comparative advantage lies in its role
as a regional service provider and measures rein
forcing this feature of the economy will remain
important. The moderation of inflationary pressures
arising from increases in property prices and labour
costs remain an immediate task. Prospects for the
Hong Kong economy over the next two years will
depend a great deal upon developments in China
and the United States, which are the main export
markets for Hong Kong.

P o licies a im e d a t s ta b iliza tio n ,
re fo rm a n d lib e ra liza tio n
Controlling inflation has remained the major
preoccupation of Chinese policy makers at least
since 1993, though that has not distracted them
from carrying out the ongoing fundamental reforms
in the economic structure. The austerity measures
launched in 1993 are still in place to keep inflation
under control.
Growth in the money supply fell
sharply in 1994 and is expected to be contained in
1995 with continued tight monetary policies.

Macroeconomic stability is a major challenge
facing the economy of Mongolia as the Government
persists with its institutional and economic reforms in
order to create the necessary framework for a
successful market-based economy. Steps have been
taken, starting with the introduction of central bank
bills in 1993, to hasten the development of the
domestic money and capital markets as a precondi
tion for the effective implementation of monetary
policy for macroeconomic management.

To help to cope with the impact of rising
budget deficits, the Government has been increas
ingly resorting to non-inflationary methods of financ
ing deficits, while trying to reduce the deficit through
revenue and expenditure measures. The Govern
ment is continuing to extend its range of bond
issues and, in August 1995, auctioned its first
tranche of one-year tradable government bonds.
This was the first time that the Government has
used an auction to sell its papers which will be
traded on several stock exchanges in the country.
The Government has planned to issue as many as
Y10 billion worth of one-year bonds in 1995.
A
package of tax reforms and expenditure prioritization
was implemented in 1994.

The Government of Mongolia has initiated a
comprehensive review of its investment regime and
enacted a number of measures to encourage invest
ment. Some of the new measures include incen
tives, such as an income tax exemption for invest
ment in firms that create new jobs and duty-free
imports of machinery and equipment.
With the
transition to a market-based economy, Mongolia has
been faced with a rise in unemployment and poverty,

Major initiatives were taken in 1995 for further
reforms in banking and investment regulations. The
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conditions that were virtually non-existent prior to
1990.
The reconciliation of the need to alleviate
both unemployment and poverty with the pursuit of
deeper economic reforms will remain a major policy
challenge in the next few years.

extent of current polarization between large conglom
erates and small- and medium-sized enterprises.
During the first half of 1995, production increased by
0.9 per cent in the Republic of Korea’s light indus
tries as compared with 14.8 per cent in the heavy
industries.
The measures designed to boost the
growth of small- and medium-sized enterprises will
need to be stepped up. In fact, the 1996 budget
increased the allocation earmarked for structural re
adjustments and strengthening competitiveness of
small- and medium-sized enterprises by nearly 25
per cent over the previous year’s allocation.

There are several important policy challenges
facing the Republic of Korea as it crosses the
threshold towards becoming an industrialized econo
my. The wide-ranging reforms of the last several
years need to be continued in 1996 and beyond, as
the country intensifies its integration into an increas
ingly competitive global economy.
During 1995,
three major aspects of globalization received the
attention of policy makers: the deregulation of the
financial sector, the promotion of foreign direct in
vestment, and building an information infrastructure.

DEVELOPED ECONOMIES
M ixed reco ve ry

Substantial strides have been made in the last
two years with respect to the liberalization of the
financial sector. By now, all interest rates, except
those on demand deposits, have been liberalized.
Policy-based lending has been significantly reduced,
credit controls streamlined and lending regulations
relaxed, except where
needed for prudential
considerations. The ceiling for foreign stock invest
ment was raised from 10 to 15 per cent and the
issuing and listing of foreign stocks on the country’s
stock market is to be allowed beginning 1996. The
criteria for establishing foreign banks and security
funds were relaxed.

Among the three developed countries of the
ESCAP region, Australia and New Zealand emerged
out of the slowdown that they had experienced
between 1990 and 1992 with strong rates of eco
nomic growth since 1993. On the other hand, the
recovery in Japan, which experienced a fall in output
in 1993, remains pronouncedly weak.
The rapid
growth of the economies in Australia and New
Zealand in 1994 led to some rise in inflationary
pressures and, consequently, to a tightening of mon
etary policy. In contrast, Japan has eased monetary
as well as fiscal policy in efforts to stimulate the
economy (table II.14).

Several measures have been implemented to
promote foreign direct investment, particularly in
high-tech industries. To streamline the procedures
for foreign investors filing applications and for followup services a “one step service system” has been
introduced. Greater tax incentives have been pro
vided: strategic high-tech foreign firms will be given
corporate or income tax exemptions for a period of
five years after posting initial profits, and then 50 per
cent tax exemptions for the three years following.
Their import of capital goods will be exempted from
tariff, value added and special excise taxes.

The economy of Australia registered a 4.9 per
cent growth in 1994 after growing by 4.0 per cent in
1993.
However, growth started slowing in the
second half of 1994 following a tightening of
monetary policy, and continued into 1995 when a
2.1 per cent growth rate was expected. Manufactur
ing output, which buoyed the economy with its 4.1
per cent growth in 1994, was expected to be sub
dued in 1995. A 0.4 per cent growth in the first
quarter of 1995, following a 0.7 per cent growth in
the last quarter of 1994, already showed the signs
of a slowdown in manufacturing. Within the manu
facturing sector, machinery and equipment showed
strong growth of 3.8 per cent in the first quarter of
1995.
Food, beverages and tobacco, which are
major activities within manufacturing, on the other
hand, contracted by 5.5 per cent. Output in the
agricultural sector is expected to increase with the
improvement in climatic conditions after the signifi
cant drop in production as a result of the drought in
1994. The output of the mining sector also increased
by 2.2 per cent in the first quarter after a 0.2 per
cent fall in the last quarter of 1994.

Efforts are being made to improve the informa
tion and communication infrastructure. The Republic
of Korea launched its first communication satellite in
August 1995. The telecommunications industry has
been opened to participation by foreigners and, in
June 1995, a set of policy directives was announced
to liberalize the industry, including the privatization of
the Korea telecommunication Authority.
An important issue that requires further atten
tion is industrial restructuring so as to reduce the
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Table II.14
1991-1995

Developed countries o f the ESCAP region: m ajor m acroeconom ic indicators,

(Percentage)
1991

1992

1993

1994

1995a

Australia

GDP growth
Inflationb
Consumption/GDP
Investment/GDP
Budget balance/GDP
Short-term interest rates
Unemployment rate
Exchange rate (per US$)

3.2
78.7
18.6
– 2.6
10.1
9.5
1.284

2.5
1.0
81.1
17.2
– 4.6
6.5
10.7
1.362

4.0
1.8
81.1
18.0
– 3.9
5.1
10.9
1.473

4.9
1.9
80.7
18.4
– 3.1
5.7
9.7
1.369

2.1
4.6
81.7
18.5
– 0.8
8.2
8.7
1.363

– 3.7

– 0.5

2.6
74.5
19.8
– 2.2
10.0
10.3
1.729

1.0
75.6
18.4
– 2.1
6.7
10.3
1.860

5.0
1.4
79.7
16.3
– 0.7
6.3
9.5
1.851

4.3
1.7
78.4
16.4
1.5
6.7
8.1
1.687

2.2
2.3
76.9
16.8
2.8
9.2
7.2
1.503

4.3
3.3
65.8
31.7
3.0
7.2
2.1
134.5

1.1
1.7
66.4
30.8
1.5
4.3
2.2
126.7

– 0.2

0.6
0.7
69.0
28.5
– 3.0
2.3
2.9
102.2

0.7
0.0
69.7
28.3
– 3.7
1.7
3.1
86.9

– 1.6

New Zealand

GDP Growth
Inflationb
Consumption/GDP
Investment/GDP
Budget balance/GDP
Short-term interest rates
Unemployment rate
Exchange rate (per US$)
Japan

GDP growth
Inflationb
Consumption/GDP
Investment/GDP
Budget balance/GDP
Short-term interest rates
Unemployment rate
Exchanae rate (per US$)

1.2
67.7
29.8
– 1.4
2.9
2.5
111.2

Sources: United Nations (Department for Economic and Social Information and Policy Analysis), “Project LINK World
Outlook”, various issues International Monetary Fund, International Financial Statistics, vol. LVIII, No. 9 (September 1995)
and World Economic Outlook (May 1995) Organisation for Economic Cooperation and Development, OECD Economic
Outlook, No. 57 (June 1995) and national sources.

a Estimate.

b Percentage changes in consumer price index.

turing and trade, which together constituted about
one third of GDP, recorded 5.6 and 10.5 per cent
growth respectively in 1994.
These sectors may
grow at somewhat slower rates in 1995 but, along
with the construction sector, which achieved a 12
per cent rate of growth in 1994, will remain the main
sources of growth in the economy.
Agricultural
output was hit by drought in some regions and
decreased by 3.4 per cent in the last quarter of

The New Zealand economy also enjoyed two
years of rapid economic expansion with real GDP
growth of 5.0 per cent in 1993 and 4.3 per cent in
1994. The 2.2 per cent rate of growth expected in
1995, though lower than in 1994, still remains high.
The moderation reflects the effects of the tightening
of monetary policy at the end of 1994. The same
sectors which led the strong growth in 1994 will
continue to contribute to growth in 1995. Manufac
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1994 this was followed by a 2.1 per cent decrease
in the first quarter of 1995. Although agricultural
output provides only about 6 per cent of GDP, the
negative impact of the output decrease could be
much larger as it is a major source of input in the
manufacturing sector in New Zealand.

D em and c o m p o n e n ts
In Australia, private consumption and invest
ment remained strong in 1994 with increases of 4.3
and 14.2 per cent respectively. However, the tighter
monetary policy dampened consumers’ confidence
and business investment towards the end of 1994.
Private investment, which recorded an increase of
more than 3 per cent in each quarter of 1994, fell
by 1.6 per cent in the first quarter of 1995. With
falling long-term interest rates and receding fears of
an imminent tax increase, business investment is
likely to remain strong in 1995. Housing investment
has been subdued as borrowing costs increased
with higher short-term interest rates and increased
prices. Consumers also appear to have become
more sensitive to interest rate movements as house
hold debt has increased in recent years. This has
been viewed with growing concern.

The Japanese economy has not seen a strong
trend towards recovery with expected economic
growth of 0.7 per cent in 1995, following a 0.6 per
cent achievement in 1994. Major concerns for the
Japanese economy in 1995, in addition to the pro
longed recession, relate to the reconstruction of
Kobe, which was hit by an earthquake at the begin
ning of the year, the strong appreciation of the yen
in conjunction with massive trade surpluses, imple
mentation of further deregulation measures and the
debt overhang in the financial sector.
Industrial production, which returned to a posi
tive growth of only 0.4 per cent in 1994, is expected
to grow at around 1 per cent in 1995. The relent
less rise in the yen, which appreciated by more than
20 per cent in the first four months of 1995 though
it later eased, deterred the recovery of output fore
seen at the beginning of the year as currency
appreciation hit the prospects of export-oriented in
dustries. A combination of deflationary pressure and
import growth further depressed the prospects of
manufacturing.
An exception was the electronics
industry, which enjoyed strong growth with the boom
in computer sales in Japan and the boost of export
demand for microchips from the United States. Re
covery of non-manufacturing sectors is also uncer
tain because of comparatively low productivity. A
comparison with the United States shows that pro
ductivity in Japanese non-manufacturing sectors is
much lower than in the United States, with transport
and communications indicating less than half of the
productivity rate of the same sector in the United
States.7 The financial sector continued to suffer
from a massive overhang of bad debt and deteriorat
ing asset markets. The profitability of the sector was
depressed further as borrowing cost for the Japa
nese financial sector increased with overseas mar
kets downgrading its credit ratings. The delay in the
decision on a possible bailout plan increased the
uncertainty in the sector (box II.3).

Private
consumption
showed
signs
of
slowdown reflected in an expected increase of 4.1
per cent in 1995 compared with 4.3 per cent in
1994. However, personal consumption was expected
to increase following continued wage and employ
ment gains in the first half of 1995. The unemploy
ment rate fell from 9.7 per cent in 1994 to 8.3 per
cent at the end of June 1995. However, signals of
subdued economic growth usually filter through to
employment with a considerable time lag through
reductions in output and investment plans. In fact,
an initial sign of a downward movement in employ
ment was apparent by mid-1995 in the hiring plans
of firms.
In New Zealand, growth in private consumption
moderated to a rate of 3.2 per cent in 1995 after the
strong growth of 5.5 per cent in 1994. Retail sales
achieved an increase of more than 4 per cent in the
second quarter of 1995, led by the strength of the
entertainment and service sectors.
Consumption
was encouraged by an improvement in the employ
ment situation as evidenced by a steady decline in
the unemployment rate from 8.1 per cent in 1994 to
an expected 7.2 per cent in 1995, the lowest since
1988.
Investment spending is expected to slow
down in 1995 after increases of 16.7 and 20.9 per
cent in 1993 and 1994, although the growth rate
could be as high as 10 per cent. The growth of
investment will be led by non-residential construc
tion, as well as plant and equipment. Increases in
the interest rate, on the other hand, pushed down
residential housing construction.
Export demand
also slackened as the appreciation of the New
Zealand dollar against the United States dollar and
the Australian dollar in mid-1995 adversely affected

7 Government of Japan (Economic Planning Agen
cy), “Toward the revival of a dynamic economy in
Japan”, Economic Survey of Japan 1994-1995 ( 25 July
1995).
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Box II.3.

The protracted bad debt problem of the Japanese
financial in stitu tio n s

The problem of bad debts affecting Japan’s finan
cial institutions has persisted for a number of years.
This continuing problem in the country’s financial sector
originated in the speculative investments in the property
and stock markets which crashed in the 1990s. Since
the speed of the recovery of the economy from its
prolonged recession hinges a great deal on the restora
tion of the financial sector to sound health, finding a
viable solution to the problem of persistent bad debts is
an urgent priority.

perform a variety of banking and other functions for the
farm sector) are also affected as they were also deeply
involved in funding the jusen. The jusen crisis has thus
had a severe adverse effect on banks and agricultural
institutions.
The jusen have therefore been at the centre of the
financial crisis and efforts towards overcoming it. The
solutions suggested have included proposals for either
the jusen’s founder banks, or all their creditors including
the agricultural institutions, to share the burden of rescu
ing the jusen. Another option that has been considered
is to use public money along with the banks and agricul
tural institutions bearing responsibility. A bailout plan on
this line was announced in December 1995, which
proposed, in the first phase, to write off 6.4 trillion yen
non-recoverable debts of the jusen. Of this amount, 3.5
trillion yen was to be borne by founder banks, 1.7 trillion
yen by other creditor banks, 0.53 trillion yen by agricul
tural institutions, and the balance was to be financed by
public funds.
About 7 trillion yen of the potentially
recoverable assets of the jusen were to be purchased by
a newly set up Jusen Resolution Corporation with loans
provided to it by the founder banks, lender banks and
the agricultural financial institution. The jusen companies
themselves will be dissolved.

The origin of the problem can be traced in the
first place to the excess supply of capital associated with
the country’s large trade and balance-of-payments sur
pluses, and the prevailing low interest rates in the latter
part of the 1980s. At that time, cheap money flowed
into asset markets driving up the prices of property and
stock assets.
The initial rise in prices gave rise to
expectations and speculation inducing a further flow of
investments which were supported by generous loans
and credits from banks and other financial institutions.
With the tightening of monetary policies at the beginning
of the 1990s, interest rates rose and further money flows
into the asset markets started drying up. That triggered
the collapse of asset and stock prices in 1991. Since
then, asset markets have failed to recover sufficiently,
and the lending institutions have been unable to realize
loans. Even when bank loans were fully collateralized by
real assets, the banks found it difficult to liquidate the
loans because of inactive real asset markets and the
sharp decline in prices.

Various other measures have also been taken in
the meantime to revitalize the asset markets to alleviate
the debt overhang affecting the whole system. These
include the establishment of intermediary institutions
such as the Cooperative Credit Purchasing Company to
promote the liquidation of the non-performing loans of
various banks.
Another element of the rescue plan
introduced in 1995 for some of the collapsed credit
unions included the establishment of new intermediary
banks to which the bad loans were to be transferred.
These intermediaries would receive various forms of
financial support such as grants from the Deposit
Insurance Corporation of Japan, public funds, special
finance by the Bank of Japan, renunciation of part of
creditors’ claims and support by other banks.
The
Tokyo Kyodou Bank was thus set up to take over the
assets and liabilities of two dissolved credit unions by
injecting public money by the Tokyo metropolitan govern
ment as the supervisory body of the credit unions,
along with credit and capital support from others.
Burden-sharing has thus been insisted upon as a basic
principle of policy.
The deterioration of credibility of
the financial institutions remained a major problem in
1995.

The scale of the prevailing problem becomes
apparent from an estimated 40 trillion yen in bad loans
in the portfolio of the banks. The bank’s exposure to
bad loans, however, is much greater than this portfolio
figure indicates since the banks had a considerable
financial stake in the non-bank financial institutions,
which failed to realize a large proportion of the loans
they had advanced to property markets.
The credit
unions (small localized banks) also had excessive loan
exposure to property markets and are affected by the
non-realization of those loans.
Among the non-banks, an estimated 6.4 trillion
yen of 13.2 trillion total assests of the housing loan
companies or jusen were non-recoverable. These institu
tions have extensive relationships with the larger banks
as their founders or creditors. The jusen have thus been
badly affected by loan defaults and, in turn, have
affected the banks. The agricultural institutions (which
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New Zealand exports in the Australian and United
States markets, the two major buyers of New
Zealand’s exports.

quarters in 1995, while the rate in 1994 was 1.7 per
cent. The underlying inflation rate has remained
within the range of 1 to 2 per cent during the last
four years but breached the upper limit of the
Reserve Bank’s target range (zero to 2 per cent) in
the second quarter of 1995. The slowdown of the
economy, together with the tight monetary policy, is
likely to bring the underlying inflation rate down
within the target range in the third quarter. Cost
increases were not significant as there were only
modest increases in wages and producer prices.
The wage increase, for instance, was even smaller
than the increase in the consumer price index.
Increases in prices of imported crude oil, wool and
construction materials were offset by decreases in
prices of livestock products.

In Japan, domestic demand has stagnated pro
longing the weak growth. The stronger yen adverse
ly affected investment demand through reduced
competitiveness of domestic firms in the export mar
ket and depressed demand for domestic products as
a result of import penetration.
It also induced
further shifting of manufacturing operations overseas.
Personal consumption still showed a downward trend
in 1995. Although real income of households in
creased as prices declined across the board, the
deflationary impact deterred recovery in corporate
earnings and led to a delay in the employment and
wage recovery.
A 2.9 per cent fall in January,
followed by a 3.4 per cent decrease in February,
reflected a deterioration in consumer confidence af
ter the earthquake in Kobe. Although there was 1.1
per cent rebound in March, the weakness in demand
growth was still revealed. A rise in the unemploy
ment rate and uncertainty about future employment,
after decades of secure lifetime employment, had a
damaging impact on consumption growth, even
though the unemployment rate remained much lower
than in other industrial countries.

In Japan, the extremely low inflation is due to
the continued decline in asset prices, the increase in
low-cost imports with the rise of the yen and the
prolonged recession. The consumer price index
showed only a 0.7 per cent increase in 1994. An
increase of less than 1 per cent was indicated in the
nine months of 1995 and a zero rate of increase
was expected for the year. The producer price index
indicated even stronger downward pressure, with a
2.0 per cent decrease in 1994 and a continued
negative trend in 1995. Increasing unemployment
and cheaper imports also put downward pressure on
wages.

Low interest rates, as well as deteriorating
prices of real estate, reduced the cost of purchasing
houses. However, the price of land still stayed high
for first-time
buyers. Sales of condominiums
increased, but housing starts were rather depressed
and housing investment overall showed a slow re
covery in the first quarter of the year.

P olicy response
In both Australia and New Zealand, the
attention of the Reserve Banks is focused on the
underlying inflation rate in their attempts to control
inflation.
The inflation target was introduced to
provide a measurable criterion by which to assess
the achievement of monetary policy. The underlying
inflation rate is a modified form of the consumer
price index and excludes interest rate movements,
as well as special factors such as significant one-off
commodity price shocks, although the precise defini
tion may differ between the two countries.

In fla tio n
The inflation rate in Australia was relatively
mild, taking into account the robust growth in eco
nomic activity at the beginning of 1995. However,
inflationary pressure has steadily risen to a rate of
4.6 per cent (annual) in the second quarter of 1995,
from 1.9 per cent in 1994. The underlying inflation
rate increased from 1.9 per cent in the first quarter
to 3.1 per cent in the third quarter of 1995 and has
been a growing concern for the Reserve Bank of
Australia as it was breaching the target rate of 2 to
3 per cent. Wage increases were expected to be set
in line with the Reserve Bank’s 2 to 3 per cent
target for underlying inflation which was endorsed by
the trade unions in late June 1995.

In recent years, the Reserve Bank of Australia
has explicitly stated its commitment to price stability
and to the target of keeping the underlying inflation
rate at 2 to 3 per cent. The Reserve Bank turned
towards a tighter monetary policy in the second half
of 1994 after observing the rapid economic expan
sion in the first half of the year. The interest rate
was raised in August 1994, the first change since
July 1993 when the interest rate was cut to stimu
late the economy, followed by another two rounds of

The consumer price index of New Zealand
increased by about 4 per cent in the first two
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increases in October 1994 and again in December
1994.
The higher interest rates, however, also pro
vided support for the weakening Australian dollar.
On the fiscal front, efforts were directed towards
keeping the budget deficit low by resorting to
selected tax increases, proceeds from privatization of
enterprises such as sales of
antas stakes and
expenditure cuts to economize on administrative
costs.

conditions have eased considerably since 1993.
A
cut in the official discount rate to 1 per cent in April
1995 still failed to stimulate the economy in major
sectors sensitive to interest rates such as finance
and construction. The rate was cut again to 0.5 per
cent in September to arrest further appreciation of
the yen and strengthen the recovery of the economy.
Continued differences of views over the sharing of
responsibility have delayed the resolution of the
financial sector’s lingering problems.

The recent economic policies of New Zealand
include a commitment to keep the inflation rate within
the target range of zero to 2 per cent, a balanced
budget, repayment of government debt, a broadbased low-rate tax policy and privatization of stateowned enterprises.
The underlying inflation rate
exceeded the target range in the second quarter but
was brought down within the target range with
several increases in interest rates. New Zealand has
a unique arrangement in which the Governor of the
Reserve Bank is personally responsible for meeting
the target range of inflation agreed with the Govern
ment. The Government has continued efforts aimed
at controlling expenditure and repaying debt.
Through the significant reduction of total expenditure,
and an increase in tax revenue supported by eco
nomic growth, the budget balance turned to a
surplus in 1994 from a deficit in the previous year.
The surplus further increased the following year.
The Government’s medium-term objectives include a
reduction in expenditure to less than 30 per cent of
GDP. Official debt overseas also declined as the
Government repaid its foreign currency debt.

The Japanese Government introduced an
emergency fiscal stimulus package of 4.8 trillion yen
in mid-April 1995 as economic recovery faltered,
followed by a supplementary budget announced in
June.
The focus was placed on the reconstruction
of Kobe region, hit by the earthquake in early 1995,
an increase in aid for smaller firms and a faster
pace of implementation of public works.
A further
economic package of 14.2 trillion yen was an
nounced in September, of which 12.8 trillion yen was
earmarked for public works to supplement weak
private investment. The Government was expecting
this package to push GDP growth up to about 2 per
cent in 1996. The effect of the package is yet to be
seen. The expenditure packages to revitalize the
economy worsened the budget balance. The share
of government bonds in revenue for fiscal year 1994
(end March 1995) went up to 25 per cent, the
highest level in 12 years.
Furthermore, tax reform measures have been
proposed late in 1995 for the fiscal year 1996. The
measures include reductions in tax on land
ownership, tax on capital gains from sale of land
held for more than five years, and tax on stock
transactions. These are intended to revitalize the
inactive asset markets.

Both monetary and fiscal policy actions have
been actively pursued by the Japanese Govern
ment to bring the economy out of its worst reces
sion. Interest rates have been falling and monetary
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III. INTERNATIONAL TRADE AND BALANCE
OF PAYMENTS

RECENT GROWTH PATTERNS
IN MERCHANDISE TRADE

economies in transition is also exposed in the field
of trade and balance of payments. Several of the
least developed countries in the region, such as
Bangladesh, Cambodia, the Lao People’s Democratic
Republic, Myanmar and Solomon Islands have
achieved impressive rates of growth in exports.
These apparently high rates of growth are, however,
based on very small bases, which in terms of GDP
share also constitute a very small part. The high
rates of export growth therefore do not have a
strong impact on the overall growth of these economies. The narrow commodity base of the export
trade, limited either to a few primary commodities, or
simple manufactured goods such as textiles and
garments, constitutes a further structural weakness
of their trade.

Overview
nternational trade is a crucially important element
that has propelled the economic dynamism of the
developing countries in the ESCAP region. With few
exceptions, countries continue to emphasize the
importance of international trade in their economies
and to evolve policies to participate more fully in the
expected expansion in trade in the post-Uruguay
Round environment. While emphasizing export promotion, most countries are taking steps to liberalize
their import regimes by reducing tariffs and removing
administrative controls as well as other forms of nontariff barriers. These refleot not only their commitments under agreements reached in the Uruguay
Round of multilateral trade negotiations but also in
various subregional forums.

I

The balance of payments of these economies
also suffer from structural disequilibrium in most
cases.
Merchandise imports generally exceed exports by a margin of the order of two to one. The
resulting deficits are, with a few exceptions, further
aggravated by the deficits incurred in trade in
invisibles. Recent developments have also indicated
a deterioration in the balance of trade and payments
of a number of the more advanced developing
economies of the region. Among these are India,
Indonesia, Malaysia, Pakistan, the Philippines, the
Republic of Korea, Sri Lanka and Thailand. Very
high rates of growth in imports worsened the deficits
in the trade balances of several of these countries in
1995. That was accompanied by larger deficits in
invisibles, particularly on account of the costs of
servicing external debts and payments related to
foreign direct investment in these countries. China
and Singapore have enjoyed comfortable balance-ofpayments situations, with surpluses recorded in both
their merchandise and their invisible trade accounts.
Continuing strong inflows of capital, however, have
enabled the deficit countries not only to finance the
payment deficits but also to build up their reserve
assets further.

The latest available statistical data confirm that
growth in both exports and imports for most of the
developing countries in the region has remained
buoyant. The export values for the region’s developing countries on average grew at 14 to 15 per
cent even during the worst recession years of 1991
and 1992. Similar but slightly lower rates of growth
were recorded for imports. Stimulated by the broadbased recovery in major export markets, the rate of
growth in the dollar value of exports from the developing countries of the region accelerated to almost
20 per cent in 1994, while the growth rate of imports
accelerated to above 18 per cent. The 1995 data
available for a limited number of countries indicate
that both exports and imports continue to grow
strongly, although the rate of growth overall could
be somewhat slower than in 1994.
As in other areas of economic performance,
the weakness of the region’s least developed
countries, the island economies and most of the
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The balance-of-payments situation, however,
has raised concerns in several countries. The continuing liberalization and openness of trade regimes,
as well as easier access to credit and capital,
including offshore facilities, may be encouraging a
rapid growth of imports. Exports, on the other hand,
are facing more intense competition based on differences in costs and efficiency. Several countries
in the region have been experiencing labour and
skill shortages, and consequently higher labour costs
of production, thereby losing comparative advantage
in producing simple manufactured goods based on
cheap labour. These countries will have to shift
their industrial and production structures towards
more technology-intensive areas and improve labour

Box III.1.

productivity in existing industries. The existence of
cheap labour in low-wage countries is also no
guarantee that they will be able to compete effectively in the international markets. Unit production
costs in the low-wage countries may still remain high
because of low labour productivity.
Apart from costs, the speed of delivery and
the quality of service provided to customers are
important elements for business success both for
enterprises and nations in the intensely competitive
world trading environment. The use of electronic
commerce can greatly enhance business efficiency
and the advantage of developing countries in
ESCAP region which rely a great deal on successful
export to world markets (see box III.1).

Electronic commerce as an instrument for facilitating
trade for countries in the region

Electronic commerce promises to make the accessing of business information and the transmission of
commercial documents nearly as easy as a conversation
on the telephone.
It encompasses inter-organizational
systems that facilitate many kinds of communications
involved in a commercial transaction. It uses technology
to capture, store, manipulate, analyse and visualize the
diverse sets of trade-related data required for electronic
communication among enterprises. Electronic commerce,
with Electronic Data Interchange as its core, will be the
most important element of the information infrastructure
that may herald the advent of paperless commercial
transactions. Its importance in trade facilitation derives
from its contribution to systematic rationalization of procedures and documentation for international trade. The
trade-oriented economies of the region stand to benefit
greatly from its use.

eliminate redundant procedures, rationalize those that are
needed and then integrate them into a coherent approach. There is a need to encourage the use and
application of methodologies that are designed to eradicate problems rather than seeking their simplification.
This is the approach that lies behind the best of
electronic commerce initiatives. Because electronic commerce integrates both information technology and best
business practices, it has the potential to influence and
improve business and administrative processes and it
does so in three ways.
First, as an organization prepares to implement
the idea of electronic commerce, it reviews its business
processes and identifies and removes redundant and
paper-based procedures. In doing so, it usually examines the successful practices of the leading companies in
its sector, the best practices, and where appropriate
adopts them.
Electronic commerce provides both the
framework and the technological tools to achieve this
consistently. Planning for implementation therefore stimulates a process review and the removal of redundant
procedures.

The traditional development of the underlying
internal company procedures and external trading procedures, which together control the trading relationships
and transactions, have been isolated from each other.
Typically, firms base them either on paper information
flows or on “first generation” computerized flows that
closely replicate the paper model.

Second, as the firm starts applying electronic
commerce and works in cooperation with its suppliers
and customers, it effectively adds momentum to the
improvement of business processes. Thus, when firms
learn to cooperate and trust each other, it is possible to
skip completely certain processes. Thus, for example,
one might consider replacing the letter of credit-based
payment system with a simple and inexpensive open
account system. The resultant savings in time and costs
could be enormous.

This is increasingly becoming incompatible with the
needs of the complex and competitive trading environment of today. Successful trading in the global environment, which relies on speed of delivery and quality of
service, cannot be achieved without the use of modern
and effective information systems. Just-in-time inventories and quick response systems require firms to review
all of their procedures affecting the supply of products or
services to customers. Decisive action is essential to
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Third, once an organization has introduced
electronic commerce, it normally reviews its business
processes again, but this time from an advanced and
focused viewpoint. This often leads to another review
and to a radical new approach being adopted.
Thus,
the value chain that begins with “customer order and
delivery cycles” can easily mature into being integrated
with the information system of the “hub”. The result
could be information that was not available before:
updates on competitors, customers and pricing changes.
In this way, achievement often triggers a further review of
processes, but from a more advanced viewpoint.

application of information technology.
While each of
these trends has independent features, each also reinforces the others.
Policy initiatives are being introduced
in countries around the world that will strongly encourage
electronic trading. This will certainly be on the agenda
of all countries as they see the increasing interdependence of telecommunications, information technology,
international trade and trade facilitation. The trends are
expected to be more pronounced by the turn of this
century.
Accordingly, ESCAP has launched activities
relating to facilitation of international trade through electronic commerce, especially for small and medium-sized
enterprises in the region.

It is no wonder then that electronic commerce has
succeeded in catching the attention of top management
in the business world. Electronic commerce is not just
about technology. It is its impact on the internal and
external procedures of organizations which makes it
different from other information technology developments
and gives it the potential for significant added value.
Electronic commerce is a business strategy that delivers

Much of the work undertaken by ESCAP in this field
is through its project on electronic commerce initiatives.
The objective of this project is to ease the integration of
the vast amount of work carried out on procedures and
documentation and to simplify trade with the use of
electronic commerce technologies. The focus is on the
needs of small and medium-sized enterprises.

results.
Electronic commerce has sparked policy initiatives
in many countries, including those of the ESCAP region.
Powerful and interrelated factors are driving policy initiatives.
The underlying forces are the globalization of
markets, economic regionalization and the exponential

Further details on the electronic commerce initiatives
of ESCAP can be obtained from the International Trade
and Economic Cooperation Division of the ESCAP secretariat, Bangkok, Thailand.

The least developed countries and
Pacific island economies

The management of the balance of payments
in the new, open and deregulated trade and
financial environments places a greater reliance on
the market, and this poses new challenges. The
market can sometimes be misinformed, or it can
misread the indicators of economic fundamentals or
react to well-intended policy moves in perverse
ways. Thus, a destabilization of a country’s balance
of payments can be induced by purely speculative
moves. Industrial countries which decontrolled and
freed their balance-of-payments transactions in
earlier decades have devised various individual and
collective mechanisms to protect individual economies from such adverse developments. The countries in the ESCAP region have also shown awareness of the potential risks involved in the new
openness of their trade and financial regimes. That
awareness was reflected in a series of understandings recently reached among central bankers in
the region to provide mutual assistance and credit
lines to each other in critical times. With greater
openness, the need for vigilance on the part of
policy makers in individual countries, as well as for

Structural weaknesses persist
The export sector has played a crucial role in
the rapid growth and structural transformation of the
East and South-East Asian economies. That lesson
has influenced the development strategies of many
other developing countries of the region, including
the least developed and the Pacific island economies.
There is the expectation that the growth
impulse of these more advanced developing economies will be imparted to other slow-growing economies in the region through the familiar “flying geese
pattern”, particularly as rising wages and shortages
of labour in the 1990s have tended to erode the
comparative advantage of labour-intensive exports of
the more advanced developing countries in the region. The relatively advanced countries have also
sought profitable investment opportunities in other
countries, and intraregional flows of trade and investment have risen sharply in recent years.

collective response, will intensify.
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However, a strong domestic manufacturing
sector producing labour-intensive products for the
export market has not yet emerged in most least
developed and island countries. Instead, traditional
exports continue to dominate, though in some cases
ready-made garments based on imported materials
have become the single most important export item.
The export sector of these economies thus continues to suffer from the traditional weakness of a
narrow range of products concentrated on a few
market outlets. In the post-Uruguay Round environment, the need for improved diversification of
exports, in both products and markets, and for improving international competitiveness has taken on a
new urgency as full implementation of the Uruguay
Round agreements will intensify competition and
erode preferential market access.

however, remains serious because of their reliance
on one or two commodities for a major part of their
export earnings. In the case of Fiji, the performance
of its sugar industry largely dictates the outcome of
the trade balance. Similarly, logs and sawn timber
exports in Solomon Islands, mineral exports in
Papua New Guinea and squash in Tonga play a
dominant role.

High growth rates on a small base
Against the background of persistent structural
weakness, many of the least developed countries
and some of the Pacific island economies performed
remarkably well in 1994, enjoying high rates of
expansion in exports. The rate of growth of exports
of Bangladesh rose sharply to 16.3 per cent in 1994,
up from 8.6 per cent in the previous year. An
accelerated rate of growth of ready-made garment
exports, which account for 60 per cent of the total
value of exports, was the main reason for the
upsurge in exports. The ready-made garment industry was adversely affected in 1993/94 by irregular
supplies and rising prices of imported inputs such as
yarn and fabrics, while output prices faced downward
pressures from increased competition. In 1994/95,
however, the rate of growth picked up to more than
30 per cent. Frozen food has been another fastgrowing item. Sluggish external demand had held
down traditional exports such as raw jute, jute goods
and tea in 1993 and 1994. Jute goods and leather
exports, however, picked up considerably, allowing
total exports to grow in 1994 by more than twice the
rate of 1993.
Imports also grew at similar accelerated rates. In recent years, nearly half of total
imports consisted of industrial raw materials,
machinery and other intermediate goods.

For most least developed countries and island
economies, the balance of payments has also been
an area of major structural weakness. With exports
financing only a small proportion of imports, heavy
dependence on external assistance to finance essential imports has been a regular feature. In the
1990s, many least developed countries have experienced large deficits in their trade account. Excessive reliance on imported inputs, for example for
garment production and in the tourism sector, has
also meant that the beneficial effects on the balance
of payments are much less than the gross receipts
from exports might suggest.
In many least developed countries, efforts at
import liberalization and relaxation of controls in the
trade sector gained momentum in the 1990s, a major
aim being improved efficiency of domestic producers
through greater foreign competition and reduced reliance on administrative decisions for access to imported inputs and materials. But the impact thus far
on this score has been limited as there has not been
sufficient progress to overcome major constraints
such as inadequate infrastructure, unreliable supplies
of electricity, shortcomings in managerial and marketing know-how and low levels of skills and technology.
The active promotion of foreign investment and the
establishment of a more conducive climate for private
sector activity have, however, attracted some inflow
of foreign capital in some of these countries and
boosted earnings from tourism and related service
industries.

Over 80 per cent of Bhutan’s external trade is
with India. The main exports are electricity and
forestry and horticultural products. The export sector
has not performed well over the past few years.
After experiencing declines in 1991 and 1992, export
receipts remained at $66 million in 1993 and 1994,
compared with $75 million in 1990. Imports have
followed a similar trend and stood at $87 million in
1994, down from $108 million in 1990. Cement is
expected to be exported when the Dungsum cement
plant commences production in the near future.

The recovery in world economic activity in
1994 was translated into higher commodity prices for
most Pacific island exports during the year. As a
result, several island economies showed significant
improvements in their export earnings. The vulnerability of Pacific island countries to external factors,

In Cambodia, merchandise exports rose by 38
per cent in 1994 over the previous year. Textiles and
fabrics, lumber, rubber, livestock and fisheries products were the main exports. A considerable amount
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of unrecorded trade is also reported to have taken
place with neighbouring countries in such products
as timber, rubber and gems, as well as in rice and
fruits and vegetables.

products and timber. These together still account for
about 70 per cent of total exports. The total value of
exports in 1994 estimated at $764 million was
generally felt to be an underestimate as the substantial amount of border trade with China and Thailand
is not adequately recorded. On the import side,
growth slowed to 8 per cent in 1994 from 25 per cent
in 1993. As a result, the trade deficit was reduced
by half from that recorded in the previous year.

There has been a rapid increase in the exports of the Lao People’s Democratic Republic in the
1990s since they have risen from $79 million in
1990 to $290 million in 1994. The increase was
particularly sharp in 1993 and 1994, when exports
rose by 52.6 and 42.9 per cent respectively. A rise
in receipts from agricultural products, mostly timber
and wood products, and sales of electricity provided
the main impetus for this growth. A sharp rise in
garment exports, as well as receipts from tourism,
primarily through foreign investment and private sector participation in these activities also contributed to
the good performance. The rise in exports has been
matched by high import growth during the first half
of the 1990s, with significant increases occurring
over the last two years. Imports, consisting mostly of
raw materials, machinery and petroleum products,
were valued at $504 million in 1994, nearly double
the value of exports in that year.

Exports grew by 1.8 per cent in Nepal in 1994,
a marked slowdown from the 4.5 per cent increase of
1993. Carpets, which account for 50 per cent of total
export earnings, represented the top export item.
Ready-made garments were next in importance, with
a share of 30 per cent. Apart from these two main
exports, the performance of other items has been
disappointing, although there is potential to develop
simple manufactured goods and some agricultural
products, as well as leather goods, handicrafts and
jewelry. The carpet market is highly concentrated in
one country, Germany, and was affected by adverse
publicity with regard to child labour, as well as the
use of certain dyes that were believed to be harmful
to the environment. The United States was the main
market for Nepal’s ready-made garments and the
country faced growing competition in that market.
Owing to trade liberalization and increased private
sector activity, imports rose sharply by 35.3 per cent
in 1994, from 11.1 per cent in 1993. Imports consist
mainly of manufactured products, transport machinery
and equipment and intermediate goods.

After experiencing declines in both 1992 and
1993, exports of merchandise from Maldives rebounded by 31.4 per cent in 1994 and rose to $46
million. This was, however, still below the figure of $54
million in 1991.
Exports consist primarily of fish,
mainly frozen and canned tuna, and garments. Falling
external demand and low international prices reduced
receipts from fish exports in 1992 and 1993. Earnings
from garment exports also fell during these two years,
higher costs of labour and other inputs relative to
neighbouring countries having placed Maldives at a
competitive disadvantage. A recovery in external demand and higher international prices of tuna underlie
the upturn in merchandise exports in 1994. Garments
exports were also boosted in that year by additional
supplies from new factories. Lacking land-based and
agricultural resources, most industrial and consumer
goods, and staple products such as rice, wheat flour
and sugar, are imported.
The rate of growth of
imports, which was around 16 to 17 per cent in the
early 1990s dropped sharply to 1 per cent in 1993 as
a result of a slowdown in economic activity, a decline
in project-related foreign assistance and the sluggish
growth of the tourist industry. However, imports rose
again by 16.2 per cent in 1994, with the restoration of
tourist activity and a rise in demand for capital goods.

The recovery in world economic activity, evident since 1992, has been translated into higher
commodity prices for most Pacific island exports
during the year, with the exception of logs. In Fiji, a
28 per cent increase in exports in 1994 largely
reflected higher receipts from sugar exports. Other
exports which recorded increased receipts during the
year included fish, molasses, garments and timber.
On the other hand, imports, which included the
importation of an aircraft, rose by about 11 per cent.
In 1994, New Caledonia’s total exports were
valued at $379 million compared with the 1993 figure
of $376.6 million, a virtual stagnation. Minerals,
especially nickel, continue to be the major export of New
Caledonia. The value of imports in 1994 amounted
to $842 million, almost 1.5 per cent less than in 1993.
Papua New Guinea’s exports increased by
almost 34 per cent in 1993 because of high volume
In 1994, the prices and
of exports of minerals.
volume of many export commodities had increased
but the increase in the value of total exports was
limited to 2.2 per cent only reflecting the net results

The merchandise exports of Myanmar rose by
30.4 per cent in 1994, a sharp increase over the
10.4 per cent growth of the previous year. For the
most part, the increase was based on traditional
export items such as rice, beans and pulses, marine
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of the volume and price changes of various items.
With the exceptions of cocoa, copra and palm oil,
the export volume of agricultural commodities especially coffee increased. The volume of log exports
increased by 24 per cent but prices declined. The
export of minerals constituting two thirds of total
exports tended to decline in value as there was a
decline in the volume of exports of crude oil and
gold. The value of exports of forestry products went
up somewhat owing to volume increase despite
lower prices.
Only the value of coffee exports
increased substantially from the previous year. Merchandise imports increased by 17 per cent, reflecting
higher capital expenditure undertaken at the Pogera
mine, as well as an increase in general imports.

Central Asian republics and
the Russian Federation
Direction of trade continues to change
Foreign trade developments in the Central
Asian republics and the Russian Federation are still
greatly influenced by the ongoing transition of their
economies from centrally planned to market-based
systems. In the wake of the disintegration of the
economic space of the former Soviet Union and the
implementation of programmes of economic reform,
these countries have experienced a large contraction
in output, high inflation, and monetary and payment
crises. In general, the volume of trade fell sharply in
these countries.
However, exports stabilized and
even expanded in some countries in 1994 and 1995
as producers successfully exploited new markets
abroad.
The overall trade balance has also improved.
During 1993-1994, trade surpluses were
recorded in Azerbaijan, Kazakstan, Kyrgyzstan, the
Russian Federation and Turkmenistan. In the first half
of 1995, the surpluses increased further in the
Russian Federation and Tajikistan. In Uzbekistan, the
trade deficit has been declining since 1993 and a
surplus was recorded for the first 10 months of 1995.

Samoa recorded a 22 per cent fall in imports,
and a 46 per cent decline in exports associated with
the substantial reduction in taro exports. On the
other hand, net earnings from services and income
rose sharply, boosted by a significant increase in
tourist earnings.
In Solomon Islands, export receipts of $149.4
million in 1994 showed an increase of 14 per cent
over the previous year, while imports declined by
nearly 5 per cent. The improvement in the export
performance in 1994 was due to favourable commodity prices and higher export volumes. The unit
value index for principal exports rose by 6 per cent
in 1994, while the export volume index rose by 16
per cent.
Log and sawn timber exports recorded
increases of 12 and 16 per cent in volume and
value, with receipts from logging accounting for over
50 per cent of total exports. Other commodities that
contributed to the improved trade include fish, which
is now the second largest export earner, and palm
oil.

Overall, the value of merchandise trade of the
Russian Federation and the Central Asian republics
with countries outside the former Soviet Union grew
strongly during the 1993-1995 period (table III.1).
Armenia, Kyrgyzstan, the Russian Federation and
Uzbekistan have increased their exports to new
trading partners such as France, Germany, the
Netherlands, Switzerland, the United Kingdom, and
the United States. In the case of Kyrgyzstan, China
has become a major destination for its exports. The
Islamic Republic of Iran has become the major
destination for exports from Azerbaijan, accounting
for about 80 per cent of exports and, together with
Turkey, accounted for over 60 per cent of its imports
in 1994. In 1994, exports from Armenia, the Russian
Federation and Uzbekistan to countries outside the
former Soviet Union grew by 44.9, 8.4 and 33.6 per
cent respectively. Similarly, imports into the three
countries from outside the former Soviet Union rose
by 41.5, 5.2 and 21.4 per cent respectively. Thus,
the market orientation of trade of these countries has
been changing from concentration within the republics of the former Soviet Union.
This indicates a
welcome measure of success for these countries in
staging a presence in the global trade arena.

While Tonga’s exports have increased over
time, large trade deficits still persist. Imports have
usually been about four times higher than exports.
In 1994, exports rose by about 39 per cent, mainly
because of a significant increase in the value of
squash exports. Fish exports, which are also important, registered an increase of more than 60 per
cent while the value of vanilla exports remained
unchanged. The value of imports during 1994 increased by 11.2 per cent over the previous year.
In Vanuatu, the value of total exports during
1994 increased by nearly 7 per cent over the previous year. Much of the increase in export value
can be attributed to copra, cocoa, timber and cow
hides. The value of imports increased by 2.6 per
cent during the year.

The commodity structure of trade lacks diversification in most cases and the base totals also
remain relatively small.
Exports from the Central
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Table 111.1. Central Asian republics and the Russian Federation:
outside world, 1993-1995

foreign trade with the

(Value in million US dollars, growth rates in percentages)
Exports
Value
1993

1994

Imports
Growth rates

Growth rates

Value

1995a

1993

70.0
283.1
1 931.3
123.0
256.0b
400.0b
1 244.6

-53.5
-9.1
46.5
137.5
15.5
-18.7

44.9
4.4
-13.8
3.8
21.7
-63.6
33.6

85
241
358
112
374
501
947

120
296
514
92
318
304
1 150

4.5

8.4

26 807

28 196

1994

1993

1994

1995a

1993

1994

-27.5
-23.6
58.9
182.8
1 588.2
1.9

41.5
22.9
43.6
-17.5
-15.0
-39.3
21.4

-27.5

5.2

Central Asian republics
Armenia
Azerbaijan
Kazakstan
Kyrgyzstan
Tajikistan
Turkmenistan
Uzbekistan
Russian Federation

29
351
1 271
112
263
1 049
707

43
366
1 095
116
320
382
944

44 297

48 027

53 420.3

263.0
325.6
1 015.1
113.1
187.8b
435.0b
1 204.1
26 544.6

Sources: ESCAP, based on Economic Commission for Europe, Economic Survey of Europe in 1994-1995 (United
Nations publication, Sales No.
E.95.II.E.1), p. 127; and Intra-state Statistical Committee of the Commonwealth of
Independent States, Statistical Bulletin (Moscow), No. 30 (1995).
a Data for 10 months of 1995 (January-October), unless otherwise stated.
July).

b

Data for 7 months of 1995 (January-

the Central Asian republics and the Russian
Federation. That would enable them to utilize the
complementarities that have developed among these
economies over many years. A number of factors
have been responsible for the disruption of trade
among them. Internal trade within the former Soviet
Union used to be based on deliberate planning of
the location of production in different areas to serve
what used to be a single market.
The factors
responsible for the disruption of this trade include
the dismantling of a payment regime based on the
rouble and the loss of confidence in the rouble as
inflation accelerated, a tendency on the part of each
republic to protect domestic supplies in the face of
shortages through restricting exports and problems
associated with the recourse to barter in the face of
the shortage of convertible currencies to settle payments.

Asian republics and the Russian Federation continue
to be dominated by mineral products and raw materials. For example, mineral products accounted for
about 47 and 44 per cent of total exports of the
Russian Federation in 1993 and 1994 respectively,
to countries outside the former Soviet Union. Similarly, Turkmenistan and Kyrgyzstan continued to rely
on exports of gas and other mineral resources. In
Uzbekistan, Tajikistan, Turkmenistan and Kyrgyzstan,
cotton remains the main hard currency earner. Machinery and equipment accounted for only 5 per cent
of the exports of the Russian Federation and roughly
1 per cent of exports of Kazakstan, Kyrgyzstan and
Uzbekistan.
The single largest category of imports, on the
other hand, was machinery and equipment.
For
example, these accounted for 36 per cent of total
imports of the Russian Federation from outside
the former Soviet Union in 1994.
In Kazakstan,
Uzbekistan and Kyrgyzstan, imports of machinery
accounted for two fifths to one half of total imports.
Other imports recording major increases were food
products and consumer goods.

More recently, several important initiatives have
been taken in order to promote trade among these
countries.
In 1994, Kazakstan, Kyrgyzstan and
Uzbekistan set up the Central Asian Economic
Union.
Uzbekistan is expected soon to join the
customs union formed in 1995 between Belarus,
Kazakstan and the Russian Federation. In addition,
a number of bilateral trade accords were signed in
1995 between the Central Asian republics themselves, and between individual republics and the
Russian Federation.

While diversification of markets and of the
commodity structure of trade may remain a desirable
goal, the revitalization of trade between the republics
of the former Soviet Union is seen to be important at
least in the short term for the economic recovery of
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Other developing economies

of industrial (manufacturing) products, indicating a
structural shift away from more traditional agricultural
exports. There has also been a noticeable shift in
export destination in favour of trade with other Asian
countries.

Trade growth accelerates
The export sectors of other developing economies in the ESCAP region generally recorded
another year of outstanding performance in 1994.
The average rate of growth in exports for the developing economies in the region accelerated to almost
20 per cent from around 11 per cent in 1993.
South-East Asia was the subregion with the fastest
growing export sector with an expansion of 22.2 per
cent. Average growth rates of exports in East Asia
and South Asia also accelerated strongly at 19 and
14 per cent respectively in 1994 from 10 and 5 per
cent in 1993. Overall import growth was also extremely strong, driven by strong domestic demand
and investment activity (table III.2).

Domestic currencies depreciated in all the
countries and helped to improve real exchange rates
for keeping exports competitive. Other measures to
increase exports were also pursued. These included
rationalizing and restructuring trade tax regimes,
granting tax incentives, improving technology to reduce production costs and improve the quality of
export products, and further liberalizing access to
imports required for the production of exports.
In East Asia, China retained its position among
the relatively large trading nations in the world.
Between 1991 and 1994, both its exports and imports grew at double-digit rates for all years except
1993, when exports grew only by 8.1 per cent and
China experienced its first trade deficit since 1989.
The turnaround in 1994 was caused by a combination of factors, including strong external demand,
slowing domestic demand and exchange system
reforms that caused an initial depreciation of the
yuan by about 40 per cent. The export growth rate,
though lower than in 1994, is estimated to reach
close to 30 per cent in 1995.
The growth in trade
volume in China has been accompanied by a significant change in the commodity structure of trade.
The composition of exports reflects the rapid growth
and modernization of the economy and is now dominated by the export of manufactured goods. At the
beginning of the 1980s, exports were almost equally
divided between primary items (agricultural products
and minerals) and non-primary items (mainly manufactured goods). In the 1990s, the share of manufactured goods has risen to 75 to 80 per cent of
total exports. The export items, however, still largely
consist of low value-added products such as toys,
textiles, footwear and apparel.

In East Asia, China, Hong Kong, the Republic
of Korea, and Taiwan Province of China have experienced continuing growth in their exports during
1995.
These economies are gradually increasing
their trade links with other developing economies
within the ESCAP region. Mongolia, while not quite
as economically dynamic as its neighbours, has
made substantial progress in its transition to a
market-based economy and has been trying to establish the foundations of a sustainable export sector.
The economies in South-East Asia, in general,
depend heavily on international trade. Their robust
economic growth performance is partly linked to their
strong performance in exports. In 1994, the exports
of Malaysia, Singapore, Thailand and Viet Nam grew
by more than 20 per cent, while those of Indonesia
and the Philippines went up by 9 and 18 per cent
respectively.
The growth of exports of Brunei
Darussalam, at 4.5 per cent, was the lowest in the
subregion. Growth in imports has also been high in
the subregion as a result of rising disposable
incomes, the capital equipment requirements of
growing investment and strong demand for exports
with a high import content. The intra-subregional
trade has been expanding and will get a further
boost from the ASEAN Free Trade Area agreements
concluded recently.

Import expansion has been equally significant
in the 1990s, spurred on by the buoyant economy, as
well as by shortfalls in domestic grain production.
The rate of growth of imports in 1994 was slashed to
half the rate recorded for the previous year, largely
because of weaker domestic demand brought on by
the application of a tight monetary policy to moderate
the rate of inflation. Besides, the devaluation of the
yuan renminbi had raised the cost of imports. The
import slowdown was also effected, for instance, by
tighter controls on and screening of investments. In
1995, imports are expected to grow by about 24 per
cent against the 11.3 per cent recorded for 1994.

In South Asia and the Islamic Republic of Iran,
the performance of exports has been strong in most
of the countries. The brighter performance has been
made possible by the consistent efforts of the
Governments concerned in pursuing reforms in
various areas, including trade and investment.
A
very positive feature of the performance of exports
in the past year has been a rapid growth in exports
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Table III.2. Selected developing economies of the ESCAP region: total value and annual
rates of change in the dollar value of merchandise exports and imports, 1991-1995
(Value in millions o f United States dollars and annual change in percentages)
Exports (f.o.b.)
Value

Imports (c.i.f.)

Annual rates of change

1994

1992

1993

1994

677 542

15.3

11.3

685

17.2

650
66
303

Value

1995

Annual rates o f change

1994

1992

1993

1994

19.6

714 471

13.4

12.8

18.2

7.3

19.9

8 503

– 0.6

11.0

18.3

8.6
4.8
– 17.4
–20.0
52.6
– 12.5
10.4
4.5
11.1
27.6

16.3
0.0
38.4

4 701
87
615

42.9
31.4
30.4
1.8
–45.8
14.4

25

57.6

–2.2

6.9

504
222
878
1 191
80
133
7
75

9.3
– 18.6
55.4
42.3
16.2
17.4
0.8
3.5
17.1
–4.9
0.0
–9.8

7.0
50.6
8.1
–29.7
60.7
1.1
25.0
11.1
–6.8
33.6
40.0
9.4

17.7
–30.4
28.4

290
46
764
398
4
149

24.2
– 12.5
24.4
66.7
37.1
–25.9
26.7
42.2
– 10.4
23.0

East Asia
China
Hong Kong
Mongolia
Republic of Korea

368 627
121 014
151 396
324
95 893

16.0
18.0
21.2
11.8
6.7

10.0
8.1
13.2
–2.1
7.3

19.1
31.9
11.9
– 15.0
16.7

30.1

379 869
115 671
161 777
223
102 198

16.4
26.2
23.1
15.8
0.4

14.1
28.9
12.3
– 13.4
2.4

16.3
11.3
16.7
–38.4
22.0

South-East Asiab
Brunei Darussalam
Indonesia
Malaysia
Philippines
Singapore
Thailand
Viet Nam

261
2
40
58
13
96
45
3

576
296
054
755
304
749
261
800

12.5
– 11.6
14.6
18.7
10.9
7.6
14.2
25.6

15.1
–7.3
8.8
15.7
32.6
16.7
14.5
20.6

22.2
4.5
8.8
26.2
18.1
30.7
21.8
33.3

13.0
28.3
24.3
14.1
18.5
30.0

279
1
31
59
22
102
54
5

853
695
985
581
546
590
459
000

9.3
–2.6
5.5
8.7
20.3
9.1
8.3
23.4

14.4
2.1
3.0
14.6
11.7
18.2
13.2
52.9

22.1
41.1
13.9
28.7
21.2
20.4
18.2
53.9

14.9
34.3
18.5
15.4
18.7
30.0

40
25
7
3

533
053
294
192

12.0
10.8
12.5
24.3

5.3
9.7
–8.3
14.3

14.3
16.2
9.3
14.3

19.8
14.0
20.1

48
26
8
4

406
804
829
482

10.9
15.4
10.7
10.6

– 0.1
–3.5
1.2
9.4

12.4
17.8
–6.9
20.1

24.2
14.5
18.2

Pacific island countriesb
3 747
American Samoa
Cook Islands
4
Fijia
542
Marshall Islands
23
Micronesia (Federated Stated of)
379
New Caledoniaa
2 661
Papua New Guineaa
14
Tongaa

15.0
–2.8
–40.0
–2.4
200.0

8.0

7.0

3 725

– 17.9

14.3

33.3
1.4
– 11.1

0.0
28.1
187.5

85
725
71

–2.0
12.4
7.3
–2.0
10.7
6.0

13.6
21.3
– 1.6

26.9
11.0
16.4

31.4
32.8

33.7
–27.1

0.5
2.2
38.9

842
1 330
55

–5.7
– 1.7

– 14.2
0.0

– 1.5
17.2
11.2

ESCAP developing countries

Least developed countries
4
Afghanistan
Bangladesh
2
Bhutan
Cambodia
Kiribati
Lao People’s Democratic Republic
Maldives
Myanmar
Nepal
Samoaa
Solomon Islandsa
Tuvalu
Vanuatua

South Asiab
India
Pakistan
Sri Lanka

13.1

15.0

29.8
15.8

28.6
16.2
7.9
35.3
–21.9
–4.8
0.0
2.6

1995

12.3

14.0

24.0
16.4
31.7

Sources: United Nations, Monthly Bulletin o f Statistics, vol. XLIX, No.10 (October 1995); “Project Link World Outlook”,
United Nations Department of Economic and Social Information and Policy Analysis, 16 November 1995; Asian Development
Bank, Key Indicators of Developing Asian and Pacific Countries 1995 (Oxford University Press, 1995); and national sources.
Note:

Figures for 1995 are estimates.

a The values of exports and imports are from national sources.
countries of each subregion.
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b

The total includes figures for the least developed

The overall performance of the Hong Kong
economy hinges upon developments in its external
sector, in particular, its links with the economy of
China.
In 1994, exports grew strongly by nearly 12
per cent compared with 1993, though this rate of
growth was down somewhat from the previous year.
Because of the entrepot nature of its trade, a large
proportion of its external trade consists of re-exports.
In 1994, while re-exports increased by a doubledigit figure, domestic exports, which currently account for about one fifth of total exports, declined.
Hong Kong exports had received a boost in 1994
from the recovery in the United States and the strong
yen in Japan that gave them a competitive advantage
vis-a-vis Japanese products. That was not adequate,
however, for the loss of exports to China, which is
one of Hong Kong’s major export markets, owing to
austerity measures implemented by China, and the
rate of growth in exports further decelerated to 12 per
cent from 13 per cent in 1993. It is estimated that
exports in 1995 will increase by 15.8 per cent,
boosted by an expansion in domestic exports which
are expected to make competitive gains from the
weakness of the Hong Kong dollar.

exports, including cashmere, textiles,
ducts, and meat and meat products.

leather pro-

Of the total imports in 1994, about a fifth
consisted of consumer goods, while the balance was
for production and technical uses. The main import
item of the country is petroleum products, which
accounted for nearly 30 per cent of non-consumer
goods imported in 1994. The prospects for commercial exploitation of oil resources are good, and
a joint venture between private companies from
Mongolia and the United States is undertaking oil
exploration in the southern part of the country. Further foreign investment in oil exploration is being
actively encouraged and should lead to a lessening
of the economy’s dependence on imported petroleum
products in the years ahead.
The Republic of Korea achieved strong growth
in exports in 1994 and 1995. The appreciation of
the Japanese yen during the first half of 1995 and
the continued economic expansion in the United
States and the European Union were strong contributory factors to the remarkable surge in exports
from the Republic of Korea in 1995. This export
boom was led by manufactured products such as
electronics, machinery, automobiles and ships. Exports to the developing countries in the ESCAP
region, which accounted for more than 30 per cent
of the total in 1994, also expanded rapidly. The
export markets of the Republic of Korea have thus
become well diversified in recent years, which has
reduced the vulnerability of exports to changes in
business conditions in the industrialized countries.
The buoyant economy and the continued high rate
of growth of investments in machinery and equipment have also stimulated import demand and resulted in a rate of growth in 1995 of about 32 per
cent compared with that of 1994.

Import growth was nearly 17 per cent in 1994,
up from the rate of 12.3 per cent in 1993, driven
largely by the expansion of re-exports, as well as
imports to meet the demand of the large infrastructure projects being undertaken in Hong Kong.
The rapid growth in imports outstripped the growth
in exports in 1994 and the trade deficit widened.
The value of imports is expected to grow faster than
exports in 1995 also, partly reflecting a rise in
retained imports resulting from major public infrastructure investments. The trade deficit is therefore
expected to widen.
The external trade of Mongolia has been
declining since reforms were initiated to establish a
market-based economy. Although the decline in the
country’s output appears to have been arrested and
inflation has been checked, imports and exports
have not yet recovered to any significant degree.
Weakness in the price of copper concentrate, the
main export item of Mongolia, contributed to the
drop in exports in 1993 and 1994. Since mid-1994,
however, copper prices have risen above their 1993
levels and should contribute to more rapid export
growth in 1995. Domestic and foreign investment in
the mining sector is likely to be given a boost by the
recent change in the mining laws. Other ongoing
reforms, in particular the continuation of an appropriate exchange rate policy, the removal of restrictions
on private trading and increased investment in infrastructure should stimulate a recovery in non-copper

Among
the
South-East
Asian
countries,
Indonesia’s exports in value terms grew by about 9
per cent in both 1993 and 1994. Increases in the
international prices of some commodities such as
coffee, shrimps, natural rubber, palm oil, copper,
nickel and aluminium helped to sustain export
growth. The ongoing deregulation process and the
depreciation of the domestic currency also improved
the competitiveness of exports.
Total exports in
1995 were expected to grow by 13 per cent, an
increase shared broadly by all items.
Exports of
textiles, however, were expected to benefit in particular from the conclusion of an agreement with the
United States that would provide for a 9 per cent
increase in Indonesia’s textile export quota.
Indonesia’s merchandise exports are now well
diversified: non-oil/gas exports accounted for 80 per
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cent of the total value of merchandise exports in
1994 compared with 32 per cent in 1985. The value
of non-oil/gas exports grew by 18 per cent in 1994
and by 16 per cent in 1993. Similarly, the share of
exports of manufactured goods has been rising quite
rapidly in recent years: 63 per cent of total exports
in 1994 compared with 51 per cent in 1991. This
structural change is partly due to large foreign private investment in the export sector.

total imports. Large outlays such as aircraft, ships
and offshore installations further accelerated growth
of imports projected at over 34 per cent in 1995.
Imports of consumption goods also grew rapidly, but
their share in total imports fell.
The Philippines achieved robust growth as its
exports grew at 18.1 per cent in 1994, despite the
appreciation of the domestic currency during the
year. The robust growth continued in 1995. The
growth, estimated at 24.3 per cent, was aided by
higher exports of electronics, electrical and telecommunications equipment and parts, coconut products,
garments, mineral products and machinery and
transport equipment. Exports of manufactured goods
have been growing strongly in recent years and
accounted for about 80 per cent of total export
receipts, electronic equipment and garments accounting for roughly 50 per cent of total exports. Japan
and the United States are the country’s top trading
partners, taking roughly 60 per cent of total exports.
The newly industrializing economies of the region
are also rapidly growing markets for the Philippines.

Total imports grew by about 14 per cent in
1994 compared with 3 per cent in 1993. While a
slowdown in investment activity kept imports of
capital goods and machinery low in 1993, import
growth in 1994 reflected stronger domestic demand
for capital as well as consumer goods. In addition,
the deregulation packages introduced in 1994, which
contained phased import tariff reductions, the removal of tariffs on some commodities crucial for exports, and the relaxation of regulations on automotive imports contributed to the surge in imports in
1994. With rising domestic investment activity, total
imports in 1995 were expected to grow at around
the same rate as the previous year.

Total imports expanded by 21 per cent in 1994.
Whereas capital equipment, mostly power-generating
equipment, constituted the bulk of the increase in
imports during the previous years, most of the increase in 1994 was accounted for by raw materials
and intermediate goods.
Higher incomes and the
appreciating domestic currency also led to the 32 per
cent increase in imports of consumer goods. The
growth of total imports was expected to slow down to
around 19 per cent in 1995; even with moderate
growth in domestic consumption, the capital equipment requirements of rising investment and strong
external demand for manufactured goods with a high
import content kept imports growing rapidly.

The export performance of Malaysia has been
quite impressive in recent years. Total exports in
value terms grew by 26 per cent in 1994 against 16
per cent in 1993, higher volumes and higher prices
contributing to accelerated growth.
The principal
contribution to growth came from manufactured
goods (which constituted over 78 per cent of total
exports), mainly electronic component parts, electrical machinery and appliances, transport equipment,
wood products, non-metallic mineral products and
chemicals and chemical products. Agricultural exports, mainly reflecting higher exports of palm oil
and rubber, recorded the first double-digit growth
rate (16.4 per cent) since 1988. Exports from the
mining sector continued to decline.
The United
States, Singapore and Japan remained the major
export markets for Malaysia, taking more than 50
per cent of total exports, though their share has
declined over time. It is estimated that exports will
grow by 28 per cent in 1995.

Singapore’s economy depends heavily on foreign trade, and its economic growth is directly linked
with export growth. In 1994, exports amounted to
over 140 per cent of GDP, and rose sharply by 31
per cent compared with 17 per cent in 1993, mainly
because of higher exports of disk drives, computer
parts and peripherals, integrated circuits, parts of
television and radio-broadcast receivers and telecommunications apparatus, and parts of video cassette
recorders and colour televisions.
ASEAN was
Singapore’s top export market, accounting for 28 per
cent of its total exports in 1994. The North American
market had a share of 20 per cent. The newly
industrializing economies of Hong Kong, the Republic
of Korea and Taiwan Province of China overtook the
European Union to become Singapore’s third largest
market. Growth in total exports was expected to
slow down in 1995 as compared with 1994.

Rising disposable income, brisk investment
activity and the strong performance of exports (with a
high import content) have kept import growth very
high. Total imports in value terms increased by 29
per cent in 1994 against 15 per cent in 1993. The
upsurge in imports came mainly from the higher
import volume, while import prices rose marginally.
Imports of manufactured goods, including electrical
machinery, electronic component parts, transport
equipment, telecommunications equipment and chemicals, rose sharply. Imports of manufactured goods as
a group accounted for more than 86 per cent of
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Singapore’s exports have a high import content as most imports are intended for eventual reexport on their own or as components of finished
products. As a result, growth rates of exports and
imports are positively correlated. Total imports in
1994 grew by 20 per cent as against 18 per cent in
1993.
In 1994, Singapore’s top three sources of
imports were Japan, Malaysia and the United States.
The growth of imports was expected to slow down in
1995 as compared with 1994.

The economy of Viet Nam is becoming increasingly export-oriented and the country’s entry
into ASEAN in July 1995 will provide further impetus for this. At present, exports account for about
a quarter of the country’s GDP.1 The Government
plans to double exports in value terms over the next
five years. The two main export items of Viet Nam
are rice and crude petroleum oil.
The share of
labour-intensive manufactured goods such as textiles
and garments in total exports is also on the rise.
Total exports in value terms grew by 33 per cent in
1994 compared with 21 per cent in 1993, with most
of the increase coming from larger volumes of exports of primary commodities.
Estimates are that
exports will grow by 30 per cent in 1995. The main
export items such as rice, coffee, rubber, crude oil,
coal, garments and aquatic products sustained the
high export growth.

Thailand’s exports rapidly grew by 22 per cent
in 1994 compared with 15 per cent in 1993. Export
growth in 1994 was broad-based, fuelled by increased demand from Thailand’s trading partners and
the markedly higher commodity prices. Exports of
manufactured goods, which increased by 23 per cent,
accounted for around 80 per cent of total exports.
Marine exports rose by 22 per cent and agricultural
exports by 17 per cent. Major manufactured exports
with high growth rates of over 40 per cent included
computers and computer parts.
The increase in
export value of agricultural products was due almost
entirely to the increase in world prices of a number of
products, in particular, rubber and rice. The limited
opening of the Japanese market to rice imports also
boosted Thailand’s rice sales. Exports were growing
strongly in 1995; during the first six months of the
year they grew by 24 per cent. Rising prices of rice,
sugar and rubber helped this growth.
However,
severe flooding in the second half of the year damaged agricultural crops and marine output.
As a
result, it has been estimated that total exports for the
whole year will grow by around 19 per cent.
Thailand’s major export markets have been the
United States, Japan, the European Union and
ASEAN and the share of exports going to ASEAN
countries is expanding. This will receive a further
boost from the recent agreements on further liberalization in the ASEAN Free Trade Area.

Imports have also been growing rapidly.
In
1993, total imports grew by 53 per cent which was
followed by another 54 per cent growth in 1994. In
1995, imports are expected to grow by 30 per cent.
The major import items include petroleum products,
fertilizers, steel, raw cotton, fabrics, machinery, transport equipment and spare parts, consumer electronic
goods, cement and chemicals. Trade liberalization
and large flows of direct foreign investment have
been expanding imports, especially of machinery,
intermediate inputs and raw material.
In South Asia, India’s export growth accelerated sharply in 1994. in response to a number of
liberalization measures, such as adjustments of the
exchange rate, reform of import control regimes,
tariff reforms and a focus on export oriented units
and free trade zones, exports from India increased
at high rates during the period 1992-1994. It has
been estimated that the dollar value of total merchandise exports increased by 16 per cent in 1994
compared with around 10 per cent in the previous
year.
In 1995, growth is expected to accelerate
further to about 20 per cent.
This export performance has been symbolically important because it
takes the share of exports to GNP over 10 per cent
for the first time, suggesting that a growing proportion of the economy is becoming internationally
competitive.
Exports of manufactured goods have
contributed significantly to maintaining the high
growth in exports.
The direction of India’s exports

Total imports into Thailand increased by 18 per
cent in 1994 as against 13 per cent in 1993. Most
of the increase in imports in 1994 can be attributed
to larger volume. Imports of consumer goods rose
by 26 per cent in line with increased domestic
consumption and reduced import tariffs on various
electrical appliances. Imports of raw materials and
intermediate goods increased by 13 per cent, with
major increases in imports of paper and paper pulp,
wood, raw cotton, chemicals, and iron and steel.
Buoyant economic conditions and the expansion of
domestic investment caused imports of capital goods
to grow by 25 per cent.
Rapid growth of total
imports of about 19 per cent continued in 1995.
Part of this increase can be attributed to the appreciation of the Japanese yen as, at present, about 30
per cent of total imports come from Japan.

1

O w in g to larg e and g ro w in g u n re c o rd e d tra d e flow s,

V ie t N a m ’s a ctu a l tra d e in va lu e te rm s
re co rd e d tra d e by a s u b s ta n tia l m a rgin.

90

may

e xce e d

its

has undergone noticeable changes since the beginning of the 1990s and the ESCAP region has been
steadily growing in importance as a destination for
its exports. From just above a quarter in 1992, the
share of this region rose close to a third of total
exports in 1994. The ESCAP region thus emerged
as the largest trading partner of India, replacing
Western Europe.

In fiscal year 1995, the export earnings of
Pakistan rose by 14 per cent, after a 9 per cent
growth rate in 1994. Pakistan’s export trade suffered
a setback in 1992 and 1993 owing to the failure of
the cotton crop. Cotton and cotton products contribute 56 per cent to the country’s total export
earnings. The increase in 1995 has been possible
as a result of increased sales of such items as
cotton yarn (an increase of 15.9 per cent), cotton
fabric (29.8 per cent), other made-up textiles (24 per
cent), rice (89 per cent), leather (20.2 per cent) and
carpets (26.8 per cent).

Imports also rose sharply in 1994 after stagnating in the previous year. The main contributing
factor behind increased imports has been the high
growth in imports of industrial raw materials. The
value of total merchandise imports in the fiscal year
1995 was expected to increase by 24 per cent
compared with an increase of about 18 per cent in
1994.
A major part of these imports comprise
capital goods, industrial components and petroleum
products to support the increasing industrial investment in the economy.

The stagnation and subsequent decline in
imports in 1993 and 1994 has been arrested and
imports increased by more than 14 per cent in fiscal
year 1995. The major imported items which registered an impressive growth included machinery (23.2
per cent), petroleum and petroleum products (13.2
per cent), edible oil (104.4 per cent) and wheat
(73.3 per cent). This high rate of import growth
partly made up for the shortfall as imports had
actually decreased in the previous year.

In the Islamic Republic of Iran, there was a
consistently high trade deficit in the early years of
the 1990s. Since 1993, the Government has opted
for a policy of contraction with regard to imports in
order to reduce the trade imbalance and to be able
to absorb the shock of the exchange rate unification
that led to a sharp depreciation of the official
exchange rate of the rial. The total value of exports
reached $19 billion in 1994 with a 5.4 per cent
increase over the preceding year when the value of
exports decreased by 8.4 per cent. The significant
feature in this has been that most of the increase
was a result of the 19 per cent increase in non-oil
exports. By comparison, there was only a 1.8 per
cent increase in oil exports.
Industrial exports
increased by 20.8 per cent with carpet and
handicrafts exports rising at similar rates. The exports of agricultural products grew at a rate of 15.3
per cent.

In Sri Lanka, the dollar value of exports
increased by 14 per cent in 1994 over the previous
year. In 1995, a growth rate of over 20 per cent
has been estimated. The largest contribution to the
increase in exports has come from manufactured
products which consisted of garments, wearing
apparel, textiles and leather goods. Traditional exports consisting of primary commodities such as
tea, rubber and coconut maintained much lower
average growth rates.
Thus, there has been a
marked diversification away from the traditional
to non-traditional goods and manufactured exports.
Within exports of manufactured goods, wearing
apparel continued to dominate, even though other
manufactured goods, as a result of attractive incentives, have started to move ahead at a much faster
rate. Thus, export diversification in Sri Lanka is
being pursued on a two-track strategy: a movement
from traditional agricultural exports to manufacturing
and within the manufacturing group, a movement
from wearing apparel (which has been the mainstay
of Sri Lankan exports in its early phase of opening
up) to other manufactured products. This strategy is
aimed at improving overall export performance in the
medium and long term.

The measure to rationalize the foreign exchange market under which all import transactions
had to be performed through the official banking
channel, and the depreciation of the domestic
currency, affected imports. Imports of merchandise
goods in 1994 declined by 35 per cent over the
preceding year. The decrease is significant in the
light of a 17 per cent decrease recorded in 1993
and showed the strength of the measures undertaken to improve the balance-of-payments situation.
The import of raw materials and intermediate goods
declined by 39.7 per cent, while imports of capital
goods and consumer goods dropped by 40.1 and
29.8 per cent respectively.

In 1994, the growth rate of 20 per cent in the
value of imports exceeded that for exports by a
substantial margin.
Imports of consumer goods
grew by 19.5 per cent and of intermediate goods by
15.9 per cent. The highest rate of growth (36 per
cent), however, was recorded for investment goods,
with a massive rise in imports of transport
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equipment. Import of aircraft to increase the capacity of the national airline to service the tourism
industry also inflated the import bill. In 1995, imports of consumer goods are likely to maintain
higher growth rates on account of increased demand
for wheat flour and other food articles for which
customs duties have been reduced to help to
augment domestic supply. However, the growth rate
of total imports in 1995 has been estimated at 18.2
per cent.

Maldives has always had large deficits in its
merchandise trade account as most basic necessities and capital goods have to be imported, while
exports remain constrained by a weak resource
base. In 1994, merchandise imports valued at $222
million were nearly five times larger than the $46
million realized from merchandise exports in that
year.
Earnings from tourism easily cover the trade
deficit. Tourism replaced fishery products as the
main source of foreign exchange earnings in the
mid-1980s and currently accounts for 60 per cent
of total earnings. Yet, the current account deficit
widened after 1991 and reached 21.2 per cent of
GDP in 1993. Sluggish exports, a reduced level of
aid and rising import demand were the main causes
for the deterioration. The deficit, although reduced to
18 per cent of GDP in 1994, still remained high.

INVISIBLES AND THE PAYMENT
BALANCE
The least developed countries
and the Pacific island
economies

The current account deficit of Myanmar is low
at around 1 per cent of GDP. However, inadequate
flows of aid and loans have been a serious constraint in restoring external balance and in improving
the overall balance-of-payments situation.

Bangladesh has considerably improved its
balance-of-payments position in recent years.
In
1994, both exports and imports rose sharply but the
current account deficit narrowed to 1.4 per cent of
GDP from 2.7 per cent in the previous year. The
increase in workers’ remittances by 15 per cent also
contributed to reducing the deficit. The lower current
account deficit, coupled with an upturn in the inflow
of foreign investment, led to a surplus in the overall
balance of payments and a build-up of foreign
exchange reserves to the equivalent of eight months
of imports.

In Nepal, the widening gap in the trade
balance, together with a fall in receipts from tourism
because of floods and other factors led to an increase in the current account deficit to 7.7 per cent
of GDP in 1994 from 6 per cent in 1993. However,
on account of substantial inflows on the capital
account, the overall balance of payments was in
surplus and foreign exchange reserves rose to a
level high enough to cover nine months of imports.
Apart from Fiji and Papua New Guinea, most
Pacific island economies have recorded persistent
deficits on their current account.
In Papua New
Guinea, the trade balance has strengthened since
1992. The surplus on trade has more than offset
the deficit on services and income since 1992,
resulting in a current account surplus. However,
sizeable deficits on the other investments, reflecting
private and official loan repayments, have contributed to a persistent deficit in the overall balance.
The level of the country’s foreign exchange reserves
has been declining and, by 1994, dropped to a
quarter of the level recorded in 1990.

In Bhutan, the current account deficit rose
sharply in 1993, mainly as a result of two large
outlays: the purchase of an additional aircraft for the
national airline and the acquisition of equipment for
the construction of a ferro-silicon plant. The deficit
declined in 1994 but remained high. However, the
overall balance of payments was in surplus over the
year and international reserves rose to an equivalent
of 13 months of imports because of a substantial
inflow of external assistance.
In Cambodia, the current account deficit rose
to 7.5 per cent of GDP in 1994 compared with 1.8
per cent in 1993. The deficit was, however, covered
by external assistance and there was a surplus in
the overall balance of payments amounting to 1.5
per cent of GDP. Similarly, the current account deficit
widened in the Lao People's Democratic Republic to
12.6 per cent of GDP in 1994 from 11 per cent in
the previous year, despite increased income from
tourism and private remittances into the country.

Fiji’s overall balance of payments was in
surplus in 1993 as the increase in outflows of other
investments was offset by inflows of foreign direct
investment during the year. While the trade balance
has been in deficit since 1990, the current account
has been kept in surplus because of the consistent
surplus on the services and income balance.
Preliminary estimates suggest that the overall
balance of payments strengthened in 1994 despite a
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deficit in the current account. The improvement in
the overall balance of payments enabled a healthy
build-up in foreign exchange reserves. At the end of
1994, gross external reserves totalled $261.8 million,
equivalent to about five months of imports.

billion. The Republic of Korea, on the other hand,
suffered a large deficit reversing the surplus of the
previous year. In South-East Asia, the current account balance-of-payments deficits sharply increased
in 1994 for all countries except Singapore, which
had substantially increased the surpluses that it has
usually enjoyed.
In South Asia also, the current
account balance tended to deteriorate for countries
such as India, Pakistan and Sri Lanka, although the
extent of deterioration was moderate. This pattern
of development for the various groups of countries
continued in 1995 (table III.3).

The Central Bank of Solomon Islands estimates that, despite a deterioration in the services
account in 1994, mainly reflecting higher interest
payments, surpluses in the trade balance and current transfers have enabled the country to record a
current account surplus of $4.4 million for the first
time since 1990. The surplus on transfers, which
consists of fiscal development assistance in the form
of cash grants, technical assistance etc., has,
however, been declining and reflects the general
decline in aid flows.

The deterioration in the current account
balance-of-payments deficits in most cases has been
the result of very rapid growth in imports, offsetting
the export gains, which is reflected in a worsening
of the merchandise trade balance. Most of the
countries in East and South-East Asia have been
also incurring larger payments on account of foreign
borrowings, and profits and dividends on the rising
stock of foreign investment in these countries. Net
earnings from foreign travel and tourism, which have
been substantially large for several countries in the
region, has also tended to deteriorate in recent
years, owing to a substantial increase in their own
nationals travelling abroad.
In South Asia, the
moderate rise in the balance-of-trade deficits has
been mitigated by an increase in flows of remittances from their nationals working abroad.

Solomon Islands has usually recorded a
surplus on capital account reflecting net borrowings
and receipts of net direct investment from abroad.
However, the account registered a deficit in 1994,
caused principally by a substantial increase in
capital repatriation.
In Samoa, the current account deficit is
estimated to have improved slightly in 1994. Net
earnings from services and income increased largely
as a result of an increase in tourist earnings.
Samoa’s external reserves at the end of December
1994 were sufficient to cover 6.3 months of imports
compared with 4.5 months a year earlier and 5.2
months in 1992.

Capital inflow as foreign direct investment and
also as portfolio placements in the stock exchanges
has remained strong in most cases. Other shortterm capital inflow, especially banking flows, also
rose very substantially in some of these countries.
The capital account thus built up huge surpluses
which more than offset the current account deficits
and added to the large reserve holdings that have
accumulated over the past several years. Only in
rare cases did reserves decline such as in Malaysia
where, in addition to an increase in the current
account deficit, the capital account also deteriorated
on account of a net outflow of portfolio and other
short-term capital. That required a drawdown of the
country’s reserve holdings as the 1994 data indicate.
As the current account balance of payments tended
to deteriorate further in 1995 in countries such as
Malaysia, the Republic of Korea and Thailand,
among others, efforts were under way to arrest and
improve the situation by further boosting exports and
reducing demand for imports.

In Tonga, the large trade deficit has usually
been offset partly by income from services, primarily
tourism,
and,
more significantly,
by transfers
composed mainly of foreign grants and money repatriated by Tongans working or living abroad.
According to the Reserve Bank of Vanuatu, the
current account deficit of Vanuatu rose in 1994 to
more than twice the size of the deficit in 1993. In
addition to the significant deficit in the trade balance
which Vanuatu has usually recorded, the deficit in
1994 was exacerbated by a decline in the size of
the surplus on services and income balance.

Other developing economies
Recent developments in the balance of
payments of other developing countries of the region
present a mixed picture. In East Asia, for example,
China's current account balance of payments turned
again into a surplus in 1994, after suffering in 1993
a first ever deficit since 1989 of more than $11

As indicated above, China regained a surplus
in its trade balance in 1994 with a remarkable
export expansion. A trade surplus is also expected
in 1995 despite a slowdown in exports and stronger
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Table III.3. Selected developing economies of the ESCAP region:
balance of payments, 1990-1994

principal components of
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Least developed countries
Bangladesh

Maldives

Myanmar

Nepal

Samoa

Solomon Islands

Vanuatu

1990

– 1 587.0

–424.5

–2 011.5

1 613.5

–398.0

3.2

0.3

694.2

697.8

602.9

1991

– 1 385.8

– 361.2

– 1 747.0

1 811.6

64.6

1.4

2.2

464.0

467.6

1 206.9

1992

– 1 255.9

– 371.3

– 1 627.2

1 808.1

180.9

3.7

8.7

526.0

538.4

1 783.2

1993

– 1 112.6

–478.5

– 1 591.1

1 950.3

359.2

14.0

8.4

246.4

268.9

2 387.9

1994

– 1 433.5

–412.1

– 1 845.6

2 089.7

244.1

11.1

105.9

632.9

749.8

3 102.6

1990

–63.1

67.2

4.1

3.8

7.9

5.6

2.5

8.1

24.4

1991

–82.6

68.1

– 14.5

5.5

–9.0

6.5

– 1.1

5.4

23.4

1992

– 116.8

101.7

– 15.1

–4.6

– 19.7

6.6

18.9

25.5

27.0

6.9

18.0

24.9

24.9
312.0

1993

– 139.3

103.4

–35.9

– 11.7

–47.6

1990

–301.7

– 168.5

–470.2

39.0

–431.2

161.1

24.6

185.8

1991

–53.3

–269.5

–322.8

55.4

–267.4

238.1

37.0

275.0

258.2

1990

–448.7

51.0

–397.7

108.6

–289.1

304.5

304.5

287.0

1991

–482.4

66.7

–415.7

111.2

–304.5

457.1

457.1

388.7

1992

–375.8

65.5

–310.3

129.0

– 181.3

336.0

335.9

459.4

1993

–461.6

86.6

–375.0

152.5

–222.5

283.5

283.5

632.3

1994

– 790.3

286.4

– 503.9

152.0

–351.9

402.9

403.0

685.1

1990

–61.2

16.0

–45.1

52.4

7.3

9.4

9.4

64.8

1991

–71.1

0.9

– 70.2

41.6

–28.6

18.6

18.6

64.1

1992

–84.1

–3.2

–87.3

34.8

–52.5

20.0

20.0

57.7

1993

–80.9

–2.5

– 83.5

44.8

–38.7

15.6

15.6

47.1

1994d

– 76.6

14.0

45.5
16.5

–20.0

1990

–7.2

– 58.6

–65.8

38.1

–27.8

10.4

12.4

22.9

1991

–8.5

–65.7

–74.2

38.4

–35.9

14.5

0.6

15.1

7.7

1992

14.3

–51.9

– 37.6

36.2

– 1.4

14.2

8.3

22.4

22.7

1993d

– 12.8

–9.7

6.9

19.5

1994d

16.6

4.4

–0.6

16.7

1990

–65.6

34.9

–30.7

24.5

–6.2

13.1

0.7

13.8

34.7

1991

– 59.2

14.8

–44.3

30.6

– 13.7

25.5

– 53.3

– 27.8

36.7

1992

–49.0

13.2

–35.8

22.7

– 13.1

26.5

–2.7

23.7

39.3

1993

–47.3

12.0

–35.2

22.8

– 12.4

26.7

– 10.6

16.1

42.0

1994

–62.8

7.0

–55.8

27.5

–28.3

29.8

–39.9

– 10.2

39.6

Pacific island countries
Fiji

Papua
New Guinea

Tonga

1990

– 149.9

121.6

–28.3

18.5

–9.8

75.5

– 26.8

48.6

227.2

1991

– 103.2

119.6

16.4

36.0

52.4

19.4

– 17.0

2.4

248.5
294.3

1992

– 101.3

123.5

22.2

37.3

59.5

48.7

– 11.8

36.8

1993

–209.9

180.8

– 29.1

42.1

13.0

42.9

–37.0

5.9

247.2

1994d

– 183.4

6.1

261.8
403.4

– 19.8

1990

69.2

–300.5

–231.3

155.6

–75.7

155.4

59.0

214.4

1991

78.8

–488.9

–410.1

259.6

– 150.5

202.8

– 140.0

62.8

323.0

1992

629.2

–724.5

–95.3

192.4

97.1

290.9

–442.6

– 151.8

238.4

1993

1 469.1

–866.4

602.7

42.8

645.5

0.6

–719.3

–718.7

141.3

1994

1 330.9

–773.0

557.9

11.0

568.9

4.0

–603.6

– 599.6

95.9

1990

–38.9

7.3

–31.6

37.4

5.8

0.2

–8.1

6.2

– 1.7

30.0

1991

–36.0

0.4

–35.6

35.5

–0.1

0.3

–2.3

4.9

3.0

30.2

1992

–39.0

–2.6

–41.6

41.1

–0.5

1.2

–0.1

3.3

4.4

29.6

1993

– 40.5

–2.0

–42.5

36.6

– 5.9

2.2

–0.1

1.1

3.2

34.8

(Continued on next page)

94

Table III.3
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East Asia
China

Republic of
Korea

1990

9 165

2 558

11 723

155

11 878

2 657

– 241

839

3 255

28 594

1991

8 743

3 698

12 441

642

13 083

3 453

235

4 344

8 032

42 664

1992

5 183

63

5 246

942

6 188

7 156

– 57

–7 349

– 250

19 443

1993

– 10 654

–2 127

– 12 781

1 079

– 11 702

23 115

3 049

–2 690

23 474

21 199

1994

7 290

–717

6 573

–41

6 532

31 787

3 543

– 2 685

32 645

51 620

1990

–2 004

–937

–2 941

1 196

– 1 745

–268

322

2 812

2 866

14 459

1991

–6 980

–2 154

– 9 134

843

– 8 291

–320

2 934

4 100

6 714

13 306

–481

1992

–2 146

– 3 068

– 5 214

1 275

– 3 939

1993

1 860

–2 415

– 555

1 571

1 016

1994

–3 146

–2 269

– 5 415

1 560

–3 855

1990

5 352

–8 758

–3 406

418

–2 988

1 093

1991

4 801

–9 323

–4 522

262

–4 260

1 482

1992

7 022

– 10 373

–3 351

571

–2 780

1 777

5 702

1 748

6 969

16 640

–773 10 530

–6 569

3 188

19 704

6 867

5 458

10 610

25 032

–93

3 495

4 495

7 353

– 12

4 227

5 697

9 151

–88

4 440

6 129

10 181

– 1 715

South–East Asia
Indonesia

Malaysia

Philippines

Singapore

Thailand

1993

8 231

– 10 874

–2 643

537

–2 106

2 004

1 805

1 963

5 772

10 988

1994

7 901

– 11 310

–3 409

619

–2 790

2 109

1 100

630

3 839

11 820

1990

2 526

– 3 498

– 972

102

– 870

2 332

– 255

–292

1 786

9 327

1991

391

–4 663

–4 272

89

–4 183

3 998

170

1 454

5 623

10 421

1992

3 150

– 5 490

–2 340

172

–2 168

5 183 – 1 122

– 1 679

8 743

16 784

1993

3 026

–6 044

–3 018

210

–2 808

5 006

–709

6 500

10 798

26 814

1994

1 581

– 5 891

–4 310

163

–4 147

4 348 – 1 649

– 1 188

1 511

24 888

1990

–4 020

611

–3 409

714

–2 695

530

–50

1 577

2 057

868

1991

–3 211

1 350

– 1 861

827

– 1 034

544

110

2 273

2 927

3 186

1992

–4 695

2 879

– 1 816

816

– 1 000

228

40

2 940

3 208

4 283

1993

–6 222

2 234

–3 988

699

–3 289

763

– 164

2 687

3 286

4 546

1990

– 1 549

5 176

3 627

–446

3 181

3 541 – 1 037

2 183

4 687

27 535

1991

–207

5 394

5 187

–499

4 688

3 855

–907

–2 203

745

33 931

1992

– 1 258

7 952

6 694

–539

6 155

1 034

1 621

– 3 981

– 1 326

39 661

1993

–2 786

8 595

5 809

–637

5 172

3 232

306

1 972

5 511

48 066

1994

2 106

10 621

12 727

–778

11 949

3 411

785

– 2 408

1 787

57 890

1990

–6 750

–744

–7 494

213

–7 281

2 304

–38

6 832

9 098

13 247

1991

–5 990

– 1 843

–7 833

261

–7 572

1 847

–81

9 994

11 759

17 287

1992

–4 161

–2 570

–6 731

376

–6 355

1 969

927

6 900

9 797

20 012

1993

–4 250

–3 532

–7 782

735

–7 047

1 505

5 455

4 286

11 246

24 078

1994

– 3 709

– 5 823

–9 532

1 113

–8 419

147

2 481

11 517

14 146

28 884

South Asia
lndiae

Iran (Islamic
Republic of)

1990

– 9 438

–2 764

– 12 202

2 522

–9 680

165

8 237

8 402

1 205

1991

– 2 124

–3 122

–5 246

3 111

–2 135

148

5 562

5 710

3 580

1992

–4 092

–3 245

–7 337

3 734

–3 603

344

242

3 746

4 332

5 461

1993

– 1 285

–3 189

–4 474

4 159

–315

600

4 115

4 240

8 955

9 807

1994

– 2 150

–3 191

– 5 341

3 200

–2 141

750

4 250

1 646

6 646

19 386

1990

975

– 3 148

–2 173

2 500

327

295

295

1991

–6 529

–4 919

– 11 448

2 000

– 9 448

6 033

6 033

1992

–3 406

–5 094

–8 500

1 996

–6 504

4 703

4 703

(Continued on next page)
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Table III.3

(c o n tin u e d )

(V alue in m illio n s o f U n ite d S ta te s d o lla rs)
Balance
Services

on

Current

Current

Direct

Port-

Other

Finan-

Fo-

and

goods

trans-

ac-

invest-

folio

invest-

cial

reign

income

and

fers

count

ment

invest-

ment

balance

services

Tradea
balance

Pakistan

Sri Lanka

S o u rc e :

accountb exchange

ment

reservesc

1990

- 2 714

– 1 719

–4 433

2 780

– 1 653

242

87

843

1 173

295

1991

–2 261

– 1 962

– 4 223

2 828

– 1 395

261

92

538

891

519

1992

–2 790

–2 524

–5 314

3 445

– 1 869

347

370

1 840

2 556

850

1993

–2 552

–2 660

– 5 212

2 277

– 2 935

348

292

2 309

2 949

1 196

1990

–472.6

– 366.4

–839.0

540.5

–298.5

42.6

435.6

478.1

422.0

1991

–804.7

– 393.9

– 1 198.6

603.7

–594.9

43.9

32.1

613.2

689.0

685.0

1992

–715.1

– 379.9

– 1 095.0

644.3

–450.7

121.0

25.7

354.6

501.3

899.0

1993

–742.1

– 362.8

– 1 104.9

722.8

–382.1

187.6

65.2

741.4

994.2

1 601.0

1994

– 870.7

–465.7

– 1 336.4

790.4

–546.0

158.1

27.0

726.5

911.7

2 016.0

ESC A P , b a se d on In te rn a tio n a l M o n e ta ry Fund, In te rn a tio n a l F in a n c ia l S ta tistics, vol. X L V III, N o .12 (D e c e m b e r

1995).
a

T h e In te rn a tio n a l M o n e ta ry Fund c o m p u te s th e tra d e b a la n c e using f.o.b. v a lu e s fo r both im p o rts a n d e x p o rts .

Th us,

th e fig u re s o n tra d e b a la n c e p re s e n te d in th is ta b le m a y d iffe r fro m th o s e in d ica te d in ta b le III.2, w h e re im p o rts a re value d
c.i.f.

b

fin a n c ia l

T h e n e t s u m o f th e b a la n c e of d ire c t in ve stm e n t, p o rtfo lio in v e s tm e n t an d o th e r in v e s tm e n t tra n s a c tio n s .
a c c o u n t,

ro u g h ly

e q u iv a le n t to

th e

fo rm e r ca p ita l

a cc o u n t,

cove rs

all tra n s a c tio n s

a s s o c ia te d

w ith

(T he

changes

in

o w n e rs h ip o f th e fo re ig n fin a n c ia l a s s e ts and lia b ilitie s o f an eco nom y. S uch c h a n g e s involve th e c re a tio n and liq u id a tio n o f
c la im s
so u rc e s .

on,

or
e

by,

th e

re st

of

th e

w o rld .)

c

F ig u re s

are

fo r

th e

end

of

th e

pe rio d .

d

E s tim a te s

fro m

na tional

F is ca l year.

import growth.
The deficit on the services and
income account declined in 1994 to about a third of
the level in 1993. The massive overall surpluses in
1993 and 1994 reflect the unprecedented inflows of
foreign investment during this period. China’s international reserves more than doubled from the
previous year to $51 billion in 1994 as a result of
both a positive trade balance and large net capital
inflows. The sharp increase in foreign reserves was
a factor that fuelled an expansion in money supply
with its inflationary consequences.

infrastructure.
The capital account deficit rose in
1994 as a result of short-term capital outflows.
The trade balance in the Republic of Korea
worsened in 1994 as a result of the growth in
imports, which swamped the expansion in exports.
Although the deficit in the trade balance is expected
to deepen in 1995, the import growth fed an investment boom, which is reflected in the large share of
capital goods in total imports that could assist continued robust export growth at the same time.
The
trade deficit therefore does not indicate a weakening
of the international competitiveness of the country’s
exports. In fact, the size of the trade deficit as a
proportion of total trade volume or GDP has been
declining. In addition, the trade deficit provided a
much-needed safety valve against inflationary pressure caused by rising foreign reserves.

The recovery of the economy of Mongolia in
1994 led to a reduction in the current account
deficit, which is financed to a large extent by inflows
of aid and official loans. A major current concern
is the effective management and coordination of
foreign aid resources. With the growth in the inflow
of foreign aid, there has been an expansion in the
number of donors and in the diversity of aid programmes, which has made the coordination of these
aid resources more complex. There have also been
strong government initiatives to attract foreign investment, including revisions of the foreign investment
law to provide greater incentives to foreign investors,
particularly in such areas as mining, industry and

Indonesia has been recording large trade
surpluses in recent years.
However, even bigger
deficits on the services and income account have
resulted in the current account deficit. The openingup of the economy has increased capital inflows to
the country, and the structure of flows has also
changed in recent years.
Public account capital
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inflows have grown more slowly than those on
private account, and the proportion of short-term and
less concessionary loans in the external debt of the
country has increased . These large capital inflows
have not only been financing the current account
deficit but also been adding to the foreign exchange
reserves of the country.

In Thailand, the merchandise trade deficit had
narrowed in 1994 compared with the previous year.
The deficit on the services and income account
however went up slightly as a result of higher
interest payments, royalties and copyright fees,
freight charges and the spending of Thai tourists
abroad.
A higher current account deficit was financed by rising capital inflows. The overall balance
of payments was in surplus, and the country’s
foreign exchange reserves rose to the equivalent of
about seven months of imports at the end of 1994.
The surplus in net capital movement largely reflected
the increase in private capital inflows. Most capital
flows represented borrowings by commercial banks,
particularly under the umbrella of the Bangkok International Banking Facility, which generally replaced
private direct borrowings from abroad. The level of
foreign direct investments in 1994 was lower than in
the previous year. While the current account deficit
was expected to widen further in 1995, capital inflows were expected to contribute to a surplus in the
overall balance.

In Malaysia, the surplus on merchandise trade
was reduced significantly and the deficit on the
services and income account fell slightly in 1994.
The Government undertook several measures to reduce or arrest the rise in Malaysia’s usually large
deficits on the services and income account. The
measures included tax exemptions for overseas investment income and encouragement to companies
to reinvest their profits in Malaysia. Encouragement
of tourism and inducements to Malaysians to reduce
their educational expenses abroad, which are usually
very large, are some of the other measures. Tax
inducements have been offered to encourage parents to send their children to schools and universities at home rather than abroad, and foreign
universities have been invited to open branches in
Malaysia. A number of measures implemented by
the central bank in 1994 to reduce the large overhang of speculative funds in the financial system
caused, for the first time since 1988, a reduction in
international reserves. The situation was expected
to improve in 1995.

Viet Nam achieved a near balance in its merchandise trade account in 1992. However, a large
trade deficit since 1993 and a large current account
deficit have persisted. Foreign aid and direct foreign
investment have been financing the deficit.
The
country was able to attract large foreign aid from
bilateral and multilateral donors in recent years,
although disbursements so far have remained very
slow.

Available data indicated that the merchandise
trade deficit in the Philippines had widened in 1994.
However, the surplus on the services and income
account increased as a result of larger remittances
from overseas workers, increased investment income
and operating expenses of branches of foreign companies in the country and a reversal of capital
flights. The current account deficit as a percentage
of GNP was reduced, and the deficit was more than
offset by a surplus on capital account, leading to an
increase in foreign exchange reserves. In 1995, the
current account deficit was expected to fall further.

In India, a faster growth in imports than exports
in the 1995 fiscal year has caused the expected
merchandise trade deficit to double compared with
the deficit in 1994. The net invisibles, which are
expected to increase by 21 per cent in 1995, helped
in reducing the current deficit, although the deficit
still remained much larger than in 1994.
Foreign
currency reserves (excluding gold), which soared
throughout 1994, have fallen and stabilized at around
$20 billion since late 1994. Persistent differences
between the inflation rate in India and the rates in
the countries of the Organisation for Economic Cooperation and Development in the 1990s caused a
real appreciation of the rupee.
In late 1995, the
rupee was devalued in nominal terms by more than
10 per cent as a corrective measure to improve the
competitiveness of the country’s exports.

Singapore recorded a surplus on merchandise
trade in 1994 reversing the deficits that it has
incurred in previous years.
The surplus on the
income and services account also expanded significantly and contributed to a much higher current
account surplus, equivalent to 17 per cent of GNP.
However, the overall balance of payments surplus
fell in 1994 owing to a reduction in the surplus on
capital account and a sharp increase in unidentified
outflows under the balancing item.
Even a lower
surplus meant an addition to the already large
foreign exchange reserves. A large current account
surplus was again expected in 1995.

In the Islamic Republic of Iran, as a result of
several measures to reduce imports drastically, the
trade deficit turned into a surplus in 1994. However, foreign exchange earnings through services
(purchase of foreign exchange by foreign visitors,
transport agencies, embassies etc.) decreased by
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42.4 per cent.
Payments for services (including
freight and insurance, travel and payment of interest
on foreign loans) also declined, by nearly 36 per
cent. The deficit in the capital account also declined, mainly because of less utilization of shortterm loans.
As a result, the overall balance of
payments registered a much lower deficit compared
with 1993.

precarious level of $261 million in 1993 to $2.3 billion
in June 1994 and to $2.6 billion in May 1995. The
exchange rate of the Pakistan rupee was allowed to
depreciate gradually under a “crawling peg” system
and went down from PRs 23.8 to the dollar in 1991
to PRs 30.56 in 1994. A further nominal devaluation
of the currency (of the order of 7 per cent) was
effected in October 1995 to maintain export competitiveness and improving balance of payments.

Since the beginning of 1993, the administrative allocation of foreign exchange and foreign exchange budgeting was abandoned and a floating
foreign exchange regime was introduced as a further
measure towards balance-of-payments adjustments.
The official exchange rate of the rial to the dollar
depreciated sharply from about 65 rial to the dollar
in 1992 to almost 1,750 rial in 1994. The adjustment of the effective exchange rate helped in limiting
imports and lowering the pressure on the balance of
payments.

A rapid expansion in imports has been responsible for the increasing deficit on the trade balance
of Sri Lanka during the years through 1994. The
deficit is expected to rise further in 1995. However,
the current account deficits may be moderated
somewhat mainly due to higher levels of private
transfers from Sri Lanka employees abroad, has
somewhat moderated the trade deficit.
The balance of payments has been in overall
surplus for the fifth year in succession in 1995
owing to the continuing inflow of official transfers
and foreign direct investment. As of June 1995, Sri
Lanka’s external reserves amounted to about $2.6
billion, the equivalent of 4.8 months of imports. To
maintain the competitiveness of exports, the Sri
Lanka rupee has been allowed to depreciate in
nominal terms against the dollar by nearly 20 per
cent over the past five years.

In Pakistan, remittances from overseas workers
have been an important component of the balance of
payments.
In fiscal year 1995, total remittances
witnessed a sharp rise of 30.2 per cent in the first
three-quarters of the year. This acted as a cushion
to the 25.5 per cent deterioration of the balance on
trade account.
Pakistan had a comfortable level of
foreign reserves in 1995, which rose from the
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IV.

ENHANCING THE ROLE OF THE PRIVATE
SECTOR IN DEVELOPMENT

INTRODUCTION

and for results to be visible.
The private sector
needs to be confident that policies will not suddenly
be reversed if it is to undertake investment. Another
basic prerequisite is that the macroeconomic
fundamentals of an economy must be relatively sta
ble over a long period of time. When there are
basic imbalances in macroeconomic conditions, the
probability of reforms having their desired effect is
greatly reduced. For example, a large government
budget deficit could have a negative impact on the
private sector because of increasing interest rates
and because it is being crowded out of the market
for investment funds.
Furthermore, building a firm
foundation for private sector development depends
on the role of government in creating an enabling
institutional environment for the operations of private
business and in implementing an efficient set of
promotional policies.

nhancing the contribution of the private sec
tor1 to the development effort is crucial in the
ongoing drive towards economic growth in countries
of the ESCAP region. The private sector is viewed
as a key instrument for achieving economic goals in
a world of rapidly increasing global competition. It is
considered to be more efficient, productive and
flexible than the public sector in undertaking a large
variety of investment, production, distribution and
service-related activities.
There is thus a con
sistently visible emphasis across countries in the
region on policy reforms which are either directly or
indirectly designed to encourage the development of
the private sector and to enhance its role in
economic activities.

E

Until the last decade or so, and for a variety of
different reasons, in many countries of the region
including the economies in transition, the least deve
loped countries and the Pacific islands, the private
sector was viewed as being essentially unable to
play a leading role in the development process.
Such an outlook led to the justification of a dirigiste
type of development wherein the State and public
enterprises assumed a dominant position. But that
has changed.
The role of government in all
countries is being transformed from being mainly a
provider to being an enabler in the production and
distribution of goods and services.
Generally, the
success of such a transformation rests on several
preconditions, including stable and credible political
conditions and a situation of law and order that
provides an impartial and secure environment.2
There also needs to be a continuity of policies,
which in themselves must be credible, consistent
and transparent. It takes time to implement policies

The objective of this chapter is to review the
policy reforms implemented by countries of the region
in recent years to facilitate the role of the private
sector, as well as those which actively promote its
development, and then to identify the emerging is
sues which result from these actions. The chapter is
organized as follows. First, there is a brief descrip
tion of the emerging trend in the changing role of
government. This is followed by a review of policy
reforms. The policy reforms of an enabling type are
basically designed to improve the entry and exit
conditions facing private sector entities. These are
grouped into those concerning the development of

1
The private sector in this chapter refers to economic
entities which are driven by the motive of making a profit
and so excludes not-for-profit entities, including non
government organizations.
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2
This political requisite for the market was clearly
stated over two hundred years ago by Adam Smith in The
Wealth of Nations, 1776: “Commerce and manufactures
can seldom flourish long in any state which does not enjoy
a regular administration of justice, in which people do not
feel themselves secure in possession of their property, in
which the faith of contracts is not supported by the law”
(p. 862). A recent restatement of the crucial role of the
Government can be found in Arthur A. Goldsmith, “The
state, the market and economic development: a second
look at Adam Smith in theory and practice”, Development
and Change, vol. 26, No. 4 (October 1995), pp. 633-650.

THE CHANGING ROLE OF
THE STATE

the institutional framework, deregulation of prices and
factor markets, fiscal and financial reforms, external
sector liberalization and protection of competition.
The promotional policies discussed concern the pro
vision of appropriate training for enterpreneurship
development and improving access to technology and
finance. This is followed by a discussion on econo
mic infrastructure.
Selected issues emerging from
the pursuit of policies to enhance the role of the
private sector are dealt with thereafter. The chapter
ends with some concluding observations.

The last decade has witnessed a fundamental
change in the role of the State in the economies of
the Asian and Pacific region, as it did elsewhere in
the developing countries and formerly centrally
planned economies. Economic shocks and political
crises during the period and the ensuing necessary
economic stabilization and structural adjustment
policies that followed brought about this basic trans
formation in the role of government. Concomitantly,
the development paradigm also changed, moving
away from the notion of a dirigiste State towards a
marketization of the economy, thus giving way to an
increasingly important role for the private sector in
development.

It should be emphasized at the beginning that
the policies adopted have not been uniform across
countries nor are the results always identical. There
are a number of reasons for this. Differences in the
initial macroeconomic conditions partly dictate the
choice and the effectiveness of policies: it is easier
to devise and implement policies effectively when
macroeconomic fundamentals are consistent and
stable, whereas, in other circumstances, implement
ing many reforms may lead to a wider imbalance.
Second, it is partly due to the varying emphasis on
the components of the private sector which are given
support. For example, until recently, the Republic of
Korea tended to direct its assistance to big private
companies, whereas India and Taiwan Province of
China put some stress on developing small and
medium-sized enterprises and cooperatives while
leaving the technologically more complicated activi
ties to their public enterprises. Third, endowments
can affect the sectoral aspects of policies.
Hong
Kong and Singapore put emphasis on services and
most Pacific islands, on agriculture and tourism.
Lastly, the intensity of concerns over equity and
income distribution, which varies across countries
and over time, also has a role to play. In view of
these divergences, the picture portrayed in this
chapter should be viewed essentially as reflecting
the broad patterns in the Asian and Pacific region.

Understandably, the above changes are evolu
tionary in nature and far from being completed. The
process of creating and enhancing a private sector is
still going on in many countries in the region with
varying pace and intensity indeed, in transition
economies, the process has just begun.
These
differences notwithstanding, it is perhaps indisputable
that the trend is clearly towards a reduced role of
the State in undertaking economic activities. This,
however, does not necessarily mean a smaller
government, but rather a reorientation in its function.
In fact, it can be argued that, for the private sector to
thrive, the State must be reinforced, not dismantled
and that an effective, able government adds value to
commercial affairs by providing essential public
goods.3 In many countries in the region, however,
the validity of this assertion will rest on the reform of
the public administration to increase its efficiency and
capacity to undertake the tasks assigned. Exercises
of this sort of reform require making conditions of
service attractive to well-qualified persons, being able
to reward outstanding performance and penalize non
performers, as well reducing or eliminating old
functions or departments and creating new ones.

There is, however, one other important facet
which helps to explain the differences between coun
tries: the degree of effectiveness in implementing
the policies adopted. Most countries in the region
have adopted some version of the policies, laws and
regulations discussed in the rest of this chapter, but
in many there has been a great deal of variation in
effective implementation.
This is the result of a
combination of factors: a lack of political will, the
influence of vested interest groups in both the
government and the private sector which will lose
influence and economic rents as a result of changes
and so resist or interfere with the application of new
regulations, and the lack of a well-qualified and
motivated civil service capable of carrying through
the implementation of reforms.

There are various measures to indicate the
size of the State in the economy.
Extreme care
should be taken when interpreting these indicators
as there are problems with definitions and data.
With these caveats in mind, the share of government
expenditure in GDP can be used as an indicator.4
By this criterion, the tendency seems to be that

3 Goldsmith, loc. cit., p. 648.
4 Apart from data problems, conceptual limitations of
this measure are well known and need not be repeated
here.
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Figure IV.1. Government expenditure as a percentage of gross domestic product in selected
developing economies in the ESCAP region

Sources: ESCAP, based on IMF tape No. 95517F and 953 13F: International Monetary Fund, International Financial
Statistics (October 1995) Asian Development Bank, Key Indicators of Developing Asian and Pacific Countries 1995 (Oxford
University Press, 1995) and national sources.
Notes: Government expenditure includes net lending minus repayment. Data for Singapore are for 1992 data for
Hong Kong, India, Iran (Islamic Republic of), Sri Lanka and Thailand are for 1993. Data for Bangladesh, Bhutan,
Indonesia and Nepal exclude net lending minus repayment in 1994.

there is a declining trend throughout the Asian and
Pacific region.5
In some subregions, notably the
Pacific islands and South Asia, the declining trend is
less pronounced compared with that of East and
South-East Asia (figure IV.1).
Another indicator is

5
It should be noted, however, that the ratio of govern
ment expenditure to GDP in Asia is still relatively low (with
the exception of the transition economies and Pacific island
countries) compared with that in advanced industrial
countries. This was true even at its peak period in the
early 1980s with the highest records being held by the
Islamic Republic of Iran, Malaysia and Sri Lanka, all of
which are, for example, far below that of France today,
where the government budget comprises 55 per cent of
GDP ( The Economist, 25 November 1995, p. 4).
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the relative growth in government and private sector
real capital formation: when the former is growing
more slowly than the latter, then the government
share in the real productive economy will fall (see
table IV.1).6 Using this measure, the increasing role
of private investment relative to government invest
ment can be seen in most South Asian countries as
well as in Indonesia, Malaysia, the Philippines,
Singapore and Tonga.

6
A serious limitation with this measure is the
inclusion of capital expenditure on infrastructure in the
government expenditure figures. This is likely to be the
reason why the rates of growth in some South-East Asian
countries such as Thailand are higher in the early 1990s.

Table IV.1. Selected developing economies of the ESCAP region: growth rates of government
capital expenditure and private fixed capital formation in real terms, 1984-1994
(Percentage)
1984-1989

1990-1994

Hong Kong
Government capital expenditure
Private fixed capital formation

5.1
11.1

10.9
8.0

Republic of Korea
Government capital expenditure
Private fixed capital formation

19.0
19.1

5.4a
5.6a

Taiwan Province of China
Government capital expenditure
Private fixed capital formation

10.6
9.9

8.1
8.0

Indonesia
Government capital expenditure
Private fixed capital formation

-2.1
17.5

1.1a
1.4a

Malaysia
Government capital expenditure
Private fixed capital formation

-7.2
6.5

5.7
13.4

Myanmar
Government capital expenditure
Private fixed capital formation

-10.4
-12.0

-4.9
-5.2

Philippines
Government capital expenditure
Private fixed capital formation

-5.3
1.4

0.7
3.7

Singapore
Government capital expenditure
Private fixed capital formation

6.9
-3.8

1.6b
14.9b

Thailand
Government capital expenditure
Private fixed capital formation

2.1
14.2

32.1a
5.8a

Bangladesh
Government capital expenditure
Private fixed capital formation

2.9
-11.0

8.6
-1.5

Bhutan
Government capital expenditure
Private fixed capital formation

3.5
-7.1

India
Government capital expenditure
Private fixed capital formation

-5.1
11.0

Nepal
Government capital expenditure
Private fixed capital formation

20.4
19.9

Pakistan
Government capital expenditure
Private fixed capital formation

5.0
9.0

East Asia

South-East Asia

South Asia

5.5a
46.8a
-10.8
0.5
1.4a
36.2a
-2.9
11.0
(Continued on next page)
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Table IV.1

(continued)

(Percentage)
1984-1989
Sri Lanka
Government capital expenditure
Private fixed capital formation

1990-1994

-6.3
7.8

8.7a
9.9a

Fiji
Government capital expenditure
Private fixed capital formation

7.4
-7.9

1.9
-9.8

Papua New Guinea
Government capital expenditure
Private fixed capital formation

1.6
4.9

4.2a
1.9a

Tonga
Government capital expenditure
Private fixed capital formation

-2.0
-1.0

-31.8 b
11.7b

Pacific islands

Sources: Computed from Asian Development Bank,
Key Indicators of Developing Asian and Pacific Countries 1995
(Oxford University Press, 1995); International Monetary Fund,
Government Finance Statistics Yearbook 1994
(Washington
DC, 1994); and national sources.
a 1990-1993.

b 1990-1992.

Another indicator that could be used to
examine this trend is the share of public enterprises
in total GDP or in investment. This is harder to
discern as up-to-date data are lacking but, on the
whole, owing to various privatizations7 in the second
half of the 1980s and the early 1990s, the trend is
certainly declining in many countries.
Recent
evidence shows that the share of public enterprises
output in GDP in the Asian region averaged about
8 per cent in 1991, down slightly from its peak
of 9 per cent in 1985 but still below the average of
The
11 per cent for all developing countries.8

Governments of India, Malaysia, the Philippines and
ceeds from (mostly partial) divesture of their assets
in public enterprises (table IV.2), whereas divestment
in Central Asian republics took the form of the
distribution of free coupons to stakeholders and in
Bangladesh, restoration to the previous owners.9

butes to creating competitive conditions needed for
private sector development as it reduces the usually
subsidized monopoly position of the government in
certain economic activities. However, a privatization
policy itself does not determine the viability of a
private sector unless it is accompanied by the
various other policies discussed in the rest of this
chapter. A discussion of the benefits and problems

7 In a broad sense, the term “privatization” can be
defined to include the transfer of functions, activities and/
or ownership of public enterprises to the private sector,
as well as policies to rehabilitate the performance of
public enterprises, rather than strictly denationalization or
divesture to the private sector. None of these categories
exclude one another; the permutation of possibilities is

9
In Central Asia, most of the privatization involves the
leasing of the State’s assets and divestment has occurred
only in small and medium-sized enterprises in trade and
services (see R. Pomfret,
The Economies of Central Asia,
(Princeton, N.J., Princeton University Press, 1995), pp. 56-

ments.
8 “A beastly bureaucratic burden”, The Economist , 2
December 1995, p. 100, quoting data from World Bank,
Bureaucrats in Business: The Economics and Politics of
Government Ownership (New York, Oxford University Press,
1995).

loping countries: theoretical issues and the experience of
Bangladesh”, UNCTAD Review, No. 3 (1993), p. 92.
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Table IV.2. Selected developing economies of the ESCAP region: privatization

Sale value
(million US dollars)

Year

Number of companies

Bangladesh

1976-1984
1987-1989

India

1991-1993
1993-1995

2 000
3 700

30

Indonesia

1994-1995

3 000

3

600 (approximately)
9

Lao People's Democratic
Republic

28

Malaysia

1985-1992

6 300

54

Pakistan

1977
1991-1992

360

2 000
57

Philippines

1987-1994

6 000

60

Republic of Korea

1969-1992

5 000

Singapore

1989-1992

1 280

30

Sri Lanka

1989-1990
1991
1992-1993

18

7
5
8

Taiwan Province of China

1991
1992

5
5

Sources:
ESCAP, Privatization: Issues and Prospects
tional, Philippines 1995-97 (London, 1995), p. 75.

deregulation

of privatization per se is not covered here.10
Governments have also sought to infuse market
competition by allowing private enterprises to
emerge in sectors previously considered to be the
exclusive preserve of public enterprises and through
corporatization of public enterprises.11
Enterprise
reforms in China, and to some extent in Viet Nam,
have indicated that public enterprise reform-cum-

has

spurred

growth

and

efficiency,

lation, town and village enterprise reforms and
decentralization.
This was achieved despite the
absence of formal privatization and the inadequacy
of a commercial legal infrastructure in support of the
nant role exists for the state sector in economic
activities in several countries despite efforts at
reforms. This is especially true in the Central Asian
republics and small island or landlocked countries,
which face difficult problems of adjustment.

10 Recent studies on these subjects include C. Adam,
W. Cavendish and P.S. Mistry, eds.,
Adjusting Privatization:
Case Studies from Developing Countries
(London, James
Currey, 1992); T. Clarke and C. Pitelis, eds.,
The Political
Economy of Privatization (London, Routledge, 1993); World
Bank, Bureaucrats in Business...;
and ESCAP, Privatization:
Issues and Prospects (ST/ESCAP/1439).

12
The literature on China’s development is now vast.
Recent studies include H.G. Broadman,
Meeting the
Challenge of Chinese Enterprise Reform,
World Bank
Discussion Paper No. 283, 1995; G.H. Jefferson and T.G.
Rawski, “How industrial reform worked in China: the role of
innovation, competition, and property rights”, in

11 Corporatization is a catch-all term for various ways
of reforming public enterprises, ranging from incorporating
them into a legal corporate body to setting specific and
transparent objectives and performance measures, rewards
and sanctions for managers of public enterprises, and
organizational and institutional reforms.

lopment Economics 1994
1995).
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(Washington DC, World Bank,

In countries with a vibrant private sector, some
of the traditional government functions such as the
provision of social services, infrastructure or energy
are being at least partially transferred to the private
sector. Concomitantly, however, this raises important
new issues for competition policy regarding pricing
policies, contestable markets and the sourcing of
investment finance.

structure ... that governs the ways in which econo
mic actors can cooperate and/or compete”.14 The
efficiency of a given institution depends on the
nature of interactions between these two compo
nents and is distilled and manifested in the
behaviour of the related transaction costs. Hence,
transaction costs refer to all the costs associated
with the provision of services necessary for private
sector transactions to occur, including exchanges of
information, the measurement of the value of goods
and services and the enforcement of property rights,
contracts etc.
Only two aspects of institutional
development, namely, property rights, specifically
ownership of land, and the enforcement of contracts
are discussed here.

POLICIES TO STRENGTHEN THE
ENABLING CONDITIONS
Institutional foundation
for private sector
development

P ro p e rty rig h ts
The system of property rights in a country
provides an important insight into its structure of
incentives for wealth accumulation and has a direct
impact on its long-term growth potential.
Private
ownership of property is a core institution in an
economy with a vibrant private sector since it
provides the incentive for property owners to engage
in various transactions in order to maximize the
economic value of their property. Such an incentive
is inherently lacking in a system of public ownership.
Instead, owing to the existence of a free-rider
problem, overuse and neglect of maintenance result
in the declining value of productive assets over time.
While the modern definition of property rights is
broad, including not only fixed assets such as land
and buildings but also intangibles (equity, intellectual
property, financial assets etc.), attention here is
focused on the system of land ownership as a
primary factor in the development of a private sector.
There are basically three types of land ownership
common in the ESCAP region: private ownership,
communal land and State-owned land.

It is fundamental to the role of a government
in promoting its private sector that it develop and
manage a sound and credible institutional and legal
framework for private sector activities. All economic
activities involve transactions in scarce productive
resources such as land, labour, knowledge and capi
tal, and the ability of private sector entities to under
take these transactions depends to a large extent on
the prevailing institutional framework. The costs of
transactions are omnipresent in all economies and,
when transaction costs exist, institutions matter.13
The critical role of an institution is its capacity to
facilitate economic transactions in an efficient way so
that risks and uncertainty are kept to a minimum.
For developing countries, high transaction costs for
the private sector are often associated with risks
and uncertainty emanating from undefined property
rights systems, problems of contract enforcement
and political hazards.
The term “institutions” has broad dimensions,
including both the rules of the game and the mecha
nisms of governance or implementation. In much of
the recent literature, the term “institutions” as rules
of the game refers to “the set of fundamental politi
cal, social, and legal rules that establishes the basis
of production, exchange and distribution... property
rights, and the right of contract” whereas governance
mechanisms refer to “an arrangement
or a

In many South, South-East and East Asian
countries, including Bangladesh, India, Indonesia,
Malaysia, Pakistan, the Philippines, Sri Lanka and
Thailand, private ownership of land has been in
existence for a very long time. Private ownership

13
This is the basic tenet which laid the foundation for
modern institutional economics. See D.C. North, Transac
tion Costs, Institutions, and Economic Performance (San
Francisco, ICS Press, 1992), p. 6.
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14
L.E. Davis and D.C. North, Institutional Change and
American Economic Growth (Cambridge, Cambridge Univer
sity Press, 1971), pp. 5-6 as quoted by O.E. Williamson,
“The institutions and governance of economic development
and reform”, in Proceedings of the World Bank Annual
Conference..., p. 174.

was largely generated by the rising demand for land
for agricultural production.
As commodity trade
flourished, legal land titling was an institutional sup
ply response to this situation.15 This process was
further accelerated by the then colonial regimes to
facilitate collection of land taxes to meet the rising
financial needs of the regimes, and foreign invest
ment in plantations and factories.
Thus, in these countries, property rights per se
are not the issue problems arise from the skewed
distribution of the size of landholdings and lack of
access to land for many of the rural population.
Many South and South-East Asian countries have
undertaken and are still implementing land redistri
bution policies designed to provide ownership of land
to poor rural households.
So far, land reform
policies have had mixed results. This is partly due
to the fact that inadequate attention is paid to the
institutional aspects of implementation so that,
through various means, large landowners have
managed to dodge the rules (for instance, by split
ting the single large ownership land title into smaller
units using their relatives as the legal owners). This,
coupled with lack of political will, administrative diffi
culties, the limited scope of the policies themselves
(which often exclude owner-cultivated land with hired
labour), limited finance and land scarcity, has meant
that land reforms in some countries in Asia and the
Pacific, including those in India and the Philippines,
seem, to have “aggravated rural poverty by inducing
tenant eviction... hence closing the mobility ladder
for the landless tenants”.16

complications as the ownership structure is seldom
clear.
In Vanuatu, for example, investors are
reported to face major problems in land development
after a leasing deal is made with one party since,
once the project looks successful, other clan mem
bers may claim a share in the proceeds from it.18
There are claims, however, that communal land
ownership is conducive to a more equitable distribu
tion of the economic benefits from it than private
ownership when few individuals hold large portions.
Thus, the Pacific islands are moving cautiously in
changing their system, especially for the purpose of
tourism development.
Governments in the Pacific
islands appear to realize the importance of a more
secure land contract and are generally willing to help
to promote tourism either by granting a long-term
lease of their own land to foreign investors or by
facilitating such an arrangement between the inves
tors and communal landowners.19
In economies in transition where most, if not
all, the land was State-owned, efforts to establish
private property of land are just beginning, and the
pace remains slow. All of the Central Asian repub
lics have enacted property rights as a component of
economic reform and ownership of small agricultural
plots was generally transferred to farmers the larger
farms have been changed into leasing arrangements
instead of full transfer of ownership rights.20
Agricultural reform in Viet Nam has also involved
changes in property rights. While land ownership
still belongs to the State, recent changes made
through the 1993 Land Law have granted farmers
“land-utilizing” rights including land-use, transfer,
sale, mortgage and inheritance rights, thus giving
rise to land markets.21 This limited form of land

In the Pacific island countries, communal land
constitutes a major portion of land tenure, often over
80 per cent of the total land mass of a country.
Under communal ownership, decisions on use are
taken by a community, not an individual, and land
alienation (private land ownership) is difficult.
In
some cases where this is granted, only indigenous
people have the right to apply.17 Lease of com
munal land is possible, but this often creates many

18 P. Ellum, “Customary land ownership and sustain
able development: complementarity or conflict.? The legal
perspective”, in South Pacific Commission, Report of the
Thirty-fourth South Pacific Conference, Port Vila, Vanuatu,
24-25 October 1994.
19 ESCAP, Investment and Economic Cooperation in
the Tourism Sector in Pacific Island Countries (ST/ESCAP/
1386). A long-term land lease agreement is possible in
Papua New Guinea (as long as 99 years), Solomon Islands
and Vanuatu (pp. 100, 116, 208 respectively). However,
problems remain in most island countries regarding the
unwillingness (or reluctance) of the customary landowners to
lease their land to foreigners, as is illustrated by the cases in
Samoa and Solomon Islands (pp. 109 and 116 respectively).

15 D. Feeny, “The development of property rights in
land: a comparative study”, in R. Bates, ed., Toward a
Political Economy of Development (Berkeley, University of
California Press, 1990), pp. 272-299, especially pp. 294296.
16 M.G. uibria, “Access to land and poverty”, AsiaPacific Development Journal (forthcoming).

20 Pomfret, op. cit., p. 56.
21 Central Institute for Economic Management (Viet
Nam), “Price liberalization and the situation of farmers in
Viet Nam” (RUD/REG/PLMR/3/).

17 See N. Douglas and Ng. Douglas, eds., Pacific
Islands Yearbook 1994 (Fiji, 1994), especially pp. 64, 86,
115, 132, 164, 220, 273, 346, 382 and 534.
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“ownership”, coupled
with
other marketization
measures, has provided incentives for agricultural
production to increase significantly since the early
1990s.

a two-tier or multi-tier system of property rights. For
example, investors, both domestic and foreign, are
often granted special and secure access to land to
facilitate their exploitation of a natural resource (tim
ber, mineral) or to build a productive facility (hotel,
resort, factory, economic processing zone, growth
triangle)
sometimes these rights are part of a
foreign investment deal and so are not granted to
nationals of the country. While this may be neces
sary to secure foreign investment, it discriminates
against other potential uses of the land and against
potential local investors.
In addition, government
may claim the right to acquire or expropriate land
when the resources beneath it are considered strate
gic, such as oil reserves, or when it is required for
the implementation of development programmes.

Private ownership of land is a necessary
condition for private land markets to exist but, in
many cases, is not sufficient as transaction costs
may still be substantial, preventing the private sector
from buying and selling land as a productive asset.
In some countries, rules governing property rights on
land are many, and sometimes complicated, and an
ownership title on land is only one component.
Thus, other rules or governance mechanisms may
render exercise of the right of legal title economically
void or, at least, limited in value. Often, enforce
ment procedures are complicated, rules are unclear
and the bureaucracy is slow to process required
formalities.22
Both these aspects inevitably raise
transaction costs enormously, particularly in urban
and growth areas where land transactions become
more frequent.
The restrictive rules on land-use
planning may also complicate the institutional matrix
governing property laws and land markets.23 These
issues boil down to the legal structure and pro
cedures adopted in a country, the efficiency of its
bureaucracy and the functioning of the judiciary.

Specific government policies can sometimes
play an important role in securing at least some
notion of property rights. To a large extent, the
impressive growth in the coastal area of China has
been attributed to the microeconomic reform encom
passing the freedom of agricultural land use and de
facto decentralization and privatization of town and
village enterprises, which together reduced risks and
uncertainty. This established a pseudo property
rights system in addition to creating a competitive
environment and helping a constituency for reform to
emerge.24 Furthermore, some form of land market
in the urban areas of China is emerging as ad hoc
measures have been taken, resulting in a dual
structured land market. Such a market is, however,
not very efficient as its concomitant dual price
structure tends to foster land and property specula
tion.25

Of course, competitive pressures operating on
the demand side also matter. In the face of formal/
structural rigidities, some ingenuity can give rise to
various forms of institutional innovation which, al
though short of providing a secured and clearly
defined property rights system, appear to reduce
transaction costs significantly. There are many in
stances when governments have in essence created

In many countries of the region, there is
considerable scope for improvement in the system
of property rights in land. As governments seek a
greater role for the private sector in development,
this aspect will require greater attention.

22 By the same token, the presence of private proper
ty rights on land in a given country cannot necessarily be
equated with having a viable land market. Two cases
illustrate this point. One is the almost inalienable heredi
tary tenancy rights in some parts of India, which originated
from the traditional system and were reinforced by the
colonial Government (see Feeny, loc. cit., pp. 290 and
293), which have resulted in de facto weak property rights.
The second is the complicated set of rules and procedures,
inadequate land information and bureaucratic discretion
coupled with a weak judiciary system which have made
property rights on land difficult to transfer in Indonesia (see
World Bank, Indonesia: Improving Efficiency and Equity
Changes in the Public Sector’s Role (Washington DC,
1995), pp. 59-61).

C o ntra ct enforce m e n t
Contract enforcement is closely associated with
the implementation of property rights
both define
the basic economic legal system in a country.
As
private sector activity expands, transactions move

24 Jefferson and Rawski, loc. cit.
25 See Zhao Hui, The dual-structured land market in
Shenzen City, China”, in Regional Development Studies,
vol.1 (Winter 1994/95), pp. 186 and 196.

23 For a discussion of these issues, see ESCAP,
State of Urbanization in Asia and the Pacific 1993 (ST/
ESCAP/1300), pp. 3-16 to 3-21.
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from a personalized to a more impersonal type of
relationship which, in turn, gives rise to the demand
for institutions that can enforce contracts. Without
some form of assurance that the purchasing or
selling of contracts into which they enter will nor
mally be honoured and, if they are not, that there is
a legal recourse, private sector entities have no firm
basis on which to initiate activities. The contracts of
interest include those for labour services, inputs,
investment, trading and financial services or, in other
words, the whole gamut of economic activity. Within
this context, transaction costs are then defined as
the costs of arranging a contract ex ante and
monitoring and enforcing it ex post. The distribution
of the lengths of contracts in a country may reflect
the credibility of contract enforcement systems with
weak credibility have significantly higher levels of
risks and uncertainty, and hence transaction costs.
A consequence of this may be a relatively low level
of long-term investment and a portfolio of contracts
skewed towards the short term.
In addition, the
financial sector, which involves various financial con
tracts in the form of IOUs, would be severely con
strained in the absence of credibility and would be
skewed to mainly cash and short-term transactions.

Efficient transition to a strong credible regime,
however, appears to be a necessary path of institu
tional development.
There are indications that
institutional difficulties faced by foreign investors in
China, as well as other economies in transition in
Central and South-East Asia, have given rise to a
demand for more complete and transparent legal
systems.27
While devising a complete and consistent com
mercial legal system is undoubtedly important, no
less so is the mechanism of governance and imple
mentation. There is ample evidence that a weak
bureaucracy, coupled with an ineffective judicial
system, tends to generate an inefficient implementa
tion of the formal institutional structure.28
Front
loading of project costs, high bank spreads and their
effect on the high discount rates are rife in those
economies reflecting the perceived risks and uncer
tainty on the part of the economic actors.29 It is
thus crucial that the public sector is reformed so that
the relevant institutions can support the functioning
of the private sector. There is very little alternative
to property right and contract enforcement by the
State as private enforcement is likely to be more
costly and less equitable.

On the other hand, countries with strong, credi
ble regimes for enforcing contracts for investment,
trade or in the financial sector, such as those in East
and South-East Asia, are more able to achieve rapid
and sustainable growth of their private sector.
Recasting the miracle of East and South-East Asian
growth in terms of institutions, it has been noted, inter
alia, that high rates of investment in physical and
human capital, a low discount rate of investment and
the development of small and medium-sized enter
prises through subcontracting arrangements in these
countries are all manifestations of a regime with
strong contract credibility.26 However, the experience
of China shows that some forms of credibility, at least
in the short run, could be established in the weak and
incomplete commercial law and judiciary system by
building up a coalition to support a private sector
economy. Interdependence was built between the
bureaucrats, farmers, town and village enterprises,
small and medium-sized enterprises and managers of
public enterprises which fostered not only competition
but also cooperation and alliances among the parties
involved. The burgeoning of subcontracting, franchise
and leasing, as well as the transfer of technology
between public enterprises and small and medium
sized enterprises in China would have been difficult
without some mechanisms of contract enforcement.

Economic reforms
Deregulation and liberalization denote domestic
and external sector policy reforms respectively,
although these terms are sometimes used inter
changeably. The aims of both are to get prices and
incentives right and, in so doing, they underwrite the
enhancement of the role of the private sector in an

27 See Business Monitor International, China 1995-97
(London, 1995).
28 See, for example, the Business Monitor Inter
national report, Philippines 1995-97, and World Bank,
Indonesia: Sustaining Development (Washington DC, 1993),
especially pp. 136-140.
29 In fact, the bank spread (the difference between
lending and savings rates) in Indonesia has increased
since the early 1990s and shows no declining trend. The
gap between prime borrowing rates and three-month de
posits has increased from around 4 per cent in 1988-1991
to 6.5 per cent in 1992-1995 (calculated from international
Financial Statistics, various issues) as the banks have
been grappling with mounting non-performing loans and a
plethora of (institutional) problems in debtors’ collateral
execution. This problem is common in many other countries
of the region.

26 See Williamson, loc. cit., pp. 189-191.
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economy. W hen an economy is over-regulated and
prices are set by the government, the private sector
may be reluctant to enter into business as such
regulations tend to increase transaction costs, even
though they may confer certain benefits. However,
many reforms in these areas are easier to design
than actually to implement. It is not an easy matter

of the magnitude experienced in the Central Asian
republics is very detrimental to private sector activity.
It is hardly surprising that the restoration of
macroeconomic stability has become an overriding
priority of these countries in their bid to develop a
viable private sector.

for governm ents to give up powers under their
control or for beneficiaries to forego the rents asso
ciated with certain policies.
The problem is that
existing policies tend to favour certain interest

Administered prices or indicative maximum or
minimum prices still exist in many countries of the
region for selected agricultural inputs and outputs or
basic foodstuffs with the rationale of protecting the

groups who lobby for their maintenance, whereas
implementing reforms brings diffused benefits to the
whole economy.

interests of the small farmers and the poor.
It is
difficult to free these prices completely without pro
viding for alternative ways of coping with the in
creased risks of income instability or consumption
instability for these disadvantaged social groups.
However, experience in some countries which have
deregulated such prices suggests that, except for the
very poor, producers and consumers are generally
able to cope with the impact if they have good
access to information for decision-m aking and to
some modern marketing institution.
At any rate,
administered prices should be highly selective and
generally time-bound, and their removal should be
phased in order to allow for adjustments to be made
by all social groups.

D eregulatio n
Abolition

of price controls

The abolition of controls of prices of both
inputs into and outputs from the production process
is at the core of deregulation. All countries in the
region, including those that previously practised per
vasive administered prices, have implemented them
with varying degrees of success. The experience of
China and Viet Nam showed that reforms of the
pricing system (and other liberalization) brought
about enorm ous benefits in terms of increased
growth of output by the private sector. A very large
supply response was observed following China’s
agricultural price reforms and a virtuous cycle of
growth
and
development permeated from the
agricultural sector to neighbouring towns, giving rise
to the rapid development of town and village enter
prises. As controls on the production structures in
towns and villages were also relaxed, these were
able to respond to market-determined prices. The
newly formed town and village enterprises were in a
position to play a crucial role in channelling the
agricultural surpluses for investment and employment
in these semi-urban areas.30 This type of mecha
nism seems to have been starkly absent in Central
Asian economies. The structural characteristics of
these economies, a near complete breakdown of
trade and payments systems, a drastic fall in ex
change rates, the sudden removal of price controls
on a large number of inputs and final outputs and
continued credit creation to finance public enter
prises have been among the factors causing unpre
cedented hyperinflation in these countries. Inflation

Fiscal reforms
Fiscal reforms also form a major com ponent of
deregulation. W hile these are often intended prima
rily to affect government budget positions (reducing
subsidies reduces pressures on the expenditure side
of government budgets and reforming the tax system
increases government revenue), their content has
significant implications for the private sector. Practi
cally all countries in the region have been under
taking fiscal reforms
examples of recent reform
measures in the fiscal regimes of selected econo
mies in the Asian and Pacific region are reported in
table IV.3. These examples show that many of the
changes in tax rates and in the structure of the tax
systems have been designed to improve the
incentive structure facing the private sector, either by
reducing direct tax on business income or by
rationalizing and simplifying the tax structure for
corporations.31 There has also been a significant
move to introduce or expand the use of value added
taxes. These have the added advantage of providing
an incentive for vertical interfirm subcontracting, as

30
See, for example, the discussion in D. Perkins,
“China’s gradual’ approach to market reforms” (UNCTAD/
OSG/DP/52).
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31
There is some concern, however, that, by substi
tuting indirect taxes for direct taxes, the tax structure is
becoming more regressive.

Table IV.3. Selected developing economies of the ESCAP region: recent fiscal reform measures
with a bearing on private sector development

Direct/indirect taxes

Trade taxes and associated
regulations

Related regulations/
administrative measures

Customs duties were stream-lined
and rates for a large number of
items were reduced.
The exchange control regime was
significantly relaxed.

Both tax and non-tax measures
were introduced to encourage
wide shareholdings and publicly
held companies.
A Securities and Exchange Commis
sion was set up and the Compa
nies Act strengthened.
Changes aimed at simplifying appeal
procedures were undertaken and
provision was made for a Taxes
Settlement Commission to ensure
quick disposal of appeal cases.

Taxes on imported commodities
were reduced.
The dual track system of the
renminbi exchange rate was abo
lished and a managed floating
exchange rate system was es
tablished.
Legal procedures were strengthened
and the first Foreign Trade Law
was promulgated in 1994.
Non-tariff barriers for imports were
reduced.

The Tax Collection and Administra
tion Law has been enforced with
a view to implementing a united
law with applications to both Chi
nese and foreign taxpayers with
respect to general tax administra
tion and collection, including
legislation of businesses, records
administration, filing of tax re
turns, withholding agents, penal
ties, tax investigations and tax
disputes.
Unified accounting and financing
rules were promulgated in an ef
fort to conform to international
norms and reduce direct State
control over enterprises earnings.

Bangladesh
Deregulation and lowering of tax
rates were taken up in an ag
gressive manner.
The highest marginal rate for indivi
dual taxpayers and registered
firms was reduced signitficantly.
The value added tax (VAT) system
was strengthened.
The exemption limit of the wealth
tax was raised.
The income tax rate for publicly
traded companies and other
companies was reduced.
China
The consolidated industrial and com
mercial tax rates for a number of
products were reduced.
VAT was made to cover a wide
range of goods and services.
An enterprise income tax has been
introduced to streamline payment
of separate taxes on stateowned, collective and private en
terprises.
A unified corporation tax was intro
duced.

Fiji
Company tax rates for resident and
non-resident companies and indi
vidual tax brackets and rates for
Fiji residents were not increased
with a view to instilling confi
dence in the business communi
ty.
The dividend exemption/exclusion
scheme for resident individual
shareholders receiving dividends
from a resident company was
revised.
The taxable value of various types
of employee fringe benefits was
revised.
VAT taxes were introduced.
Full exemption from tax on dividends
paid on shares listed on the Suva
stock exchange was granted.

The import licensing system was
dismantled.
The maximum tariff rate was re
duced.

(Continued on next page)
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Table IV.3 (continued)

Direct/indirect taxes

Trade taxes and associated
regulations

Related regulations/
administrative measures

Hong Kong

For individuals earning salary in
come, personal allowances (taxdeductible) were increased signifi
cantly and tax bands were broa
dened. The rate of stamp duty
on share transfers was reduced.
The rate of corporate profit tax was
reduced. The top marginal rate
for salaries tax was reduced.
The exemption level for estate duty
and the thresholds for estate
duty application were decreased.

A composite tax return system elimi
nating the need for individual tax
payers to submit separate returns
for profit tax, salaries tax and
property tax was introduced.
Legislation was enacted against
certain tax avoidance schemes
involving the sale and licenseback of intellectual property be
tween associated parties.

India

Reforms in the direct tax system
concentrated on removing proce
dural complexities and incentive
measures.
A five-year exemption from income
tax for industrial enterprises and
power
generation/transmission
projects located in certain areas
was enacted. A similar exemp
tion has been granted in notified
technology parks.
Specific rules were introduced for
the taxation of income and capi
tal gains of foreign institutional
investors.
Exemptions of gift tax were in
creased and a system of modi
fied value added tax was intro
duced and extended to cover
many products.

The process of liberalizing the
economy and opening up to for
eign investors was strengthened.
Substantial reforms were made in
industrial investment and ex
change controls and in the struc
ture of customs duties. The Indi
an rupee was made convertible
on the current account.
Many items were removed from the
negative list of imports and cus
toms duties were reduced for
many goods. The maximum im
port tariff was reduced substan
tially.

An authority was set up to enable
non-residents to obtain advance
rulings on tax matters.

Indonesia

Major tax reforms were introduced.
Corporate and individual tax rates
were reduced and coverage of
VAT was expanded.
Significant rationalization took place
on capital gains tax on transfers
on real property, the land and
building tax, taxation of foreign
venture capital companies, social
security contributions and the in
dexing of capital gains contribu
tions.

Deregulation packages were promul
gated. These packages liberalized
trade regulations, reduced import
duties, revised sales taxes and
altered divestment rules for for
eign investors.
The state oil and gas company an
nounced a new incentive pack
age for foreign contractors.

Lao People’s Democratic Republic

The applicability of corporate taxes
was broadened.
Unification of
corporate tax rates at a flat rate
was introduced.

Export duties, except duties on tim
ber were abolished.
Import duties were reduced.

A national treasury was established.
Tax collection was centralized.
(Continued on next page)
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Table IV.3

(continued)

Direct/indirect taxes

Trade taxes and associated
regulations

Related regulations/
administrative measures

Malaysia
Foreign equity in export processing
vestments.
Corporate tax rates and withholding
tax rates on interest and royalties
were reduced.

ports.
Guidelines were issued to outline
the criteria for the eligibility of
overseas investment companies
for tax incentives.

An investment protection agreement
with Taiwan Province of China
was signed. Negotiations for a
similar treaty with Poland were
initiated.

moting research and development
activities.
Niue
Legislation was approved to turn
Niue into a tax haven. The new
law provides for a commercial
national companies register, Niue
bonds and offshore banking.
Pakistan
Company tax rates were reduced.

Customs

duties

were

rationalized
plified

posal of specified shares, and
certificates, as well as for profits

duced.
The Pakistan rupee was made fully
convertible.

regarding

tax

appeals.

ing a Settlement Commission to
deal with the large backlog of
appeals.

panies and from deemed income
for bonus issues of own shares.
Five-year tax exemptions were
granted in respect of income of
fruit-processing undertakings and
individual units making toys.
The withholding tax applicable to
dividends paid by companies set
duced.
Republic of Korea
Tax rates for private corporations
ers were reduced. The rate of

duced and enhanced credits and
exemptions were made available
to individuals.
Singapore
Corporate and withholding tax rates
were reduced.

duced for the calculation of net
capital gains/loss and payment of
costs in respect of securities
transactions by non-residents and
residents respectively.

tions for investment development
expenditure; additional five-year
tax holidays for certain banks
and financial institutions, and the

(Continued on next page)

11 2

Table IV.3

(continued)

Direct/indirect taxes

Trade taxes and associated
regulations

extension of concessional income
tax rates to income of members
of the Singapore International
Monetary Exchange.
Tax relief measures for warehousing

Related regulations/
administrative measures

mission to buy land for business
proval.

tended.
duced and imposed at the rate of
3 per cent on the supply of
goods and services in Singapore.
ties companies and a tax-exempt
terprises were introduced.
Sri Lanka
The process of rationalizing the tax
sures to deregulate the economy
continued.
It was proposed that tax rates for all
companies should be merged
into a single rate replacing the
existing regime with its different
rates for small companies and for
all other companies with a view
to creating an atmosphere of
non-discrimination.
Tax credit for employees was
increased.

The Sri Lanka rupee was made fully
convertible on current account.
Nominal tariff rates were reduced
and rationalized

Changes were proposed to the
Banking Act and other legislation
to enable greater competition
with a view to improving the
quality of financial services.

Changes were made in the foreign
investment laws, including a twoyear exemption from profit tax for
enterprises engaged in a number
of specified areas.

Investment protection agreements
were signed with a large number
of countries.

ducts and services were granted
tax concessions.
Viet Nam

Major tax reforms were implemented
tion tax, export-import tax and
prises.
incentives for build-operatetransfer investors were expanded.
Effective tax rates for employment
income were reduced.
Turnover tax, land use tax and tax
on the transfer of land use rights
were introduced for developing a
functioning market economy.

Tax

namese investing in Viet Nam
was reduced. For such investors,
dends repatriated overseas was
also reduced.
S ources:

ESCAP, based on International Bureau of Fiscal Documentation,

sources.
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Annual Report (various issues); and national

credit then becomes more a function of the balance
sheet of a company and its creditworthiness rather
than non-economic criteria. For the private sector, for
which many of the directed credit programmes were
not designed, this increase in access to funds is a
crucial benefit.
For example, a recent study on
Indonesia concluded that the shift from an adminis
trative towards a more market-based allocation of
credit, while it increased borrowing costs, particularly
benefited the smaller firms by giving them a wider
and more transparent access to finance.33 In fact,
most research on the informal sector concludes that
problems of access to credit, including complicated
procedures and collateral conditions, are the most
serious barrier to the development of informal
microenterprises,34 and so deregulation of the finan
cial sector is a very positive signal.

well as widening the general tax base.
However,
there are still many cases of special tax exemptions
for specific sectors and for foreign investors which
are given priority in the development strategy, as
well as for dividends or earnings on shares to
encourage the development of the financial sector.
It is interesting to note that in countries such as
Malaysia, where tax reform was undertaken some
years ago, there is now a concern to keep the tax
structure relatively stable in order not to create
uncertainty for the private sector.
Extensive fiscal reforms have also been imple
mented in the Central Asian economies. In 1992, all
the republics replaced their enterprise and sales tax
system with a value added tax, excise taxes, an
enterprise profit tax and a personal income tax. The
value added tax, as originally set, was viewed as
being too high and led to pressure for exemptions.
It was reduced to 25 per cent in Uzbekistan and to
20 per cent in Kazakstan and Kyrgyzstan in mid1993. There has also been a proliferation of exemp
tions in the enterprise profit tax in order to use it as
an instrument of economic restructuring. There is a
view that this has created a complicated and cum
bersome administration, not to mention discretionary
and discriminatory taxation favouring certain sectors
and industries which may not be supportive of
private sector development.32

Similarly, the ongoing reforms to reduce entry
barriers of financial institutions and to widen the
financial services available should help to increase
competition in the provision of credit to the private
sector and increase the choice of ways of raising
funds. These reforms should also help to reduce
the costs of transactions through improved, more
convenient and rapid methods of payment and more
modern modalities of conducting trade within and
outside a country. It is interesting to note that, in
China, the first private bank is about to open its
doors and, while interest rates are fixed by the
Government, the important benefits for private firms
are seen as efficient service and access to loans
based on proper risk assessment.35

Financial sector deregulation
Financial sector deregulation and liberalization
can also assist in providing the necessary stimulus
to private sector development. Table IV.4 provides a
brief synopsis of the reforms relevant to private
sector development for selected countries in the
region. Interest rate deregulation, which is ongoing
in most countries, can contribute in two ways. By
allowing interest rates to rise, it can increase the
supply of loanable funds by attracting more savings
in monetary form into the financial system and,
despite the increased costs of borrowing from formal
financial institutions, it can actually decrease the
cost of loans for those private sector entities which
before had access only to informal financial re
sources through curb markets and the like, where
interests rates were exorbitant. Reducing or elimi
nating programmes of directed or subsidized credit
helps to reduce the fragmentation in the financial
market and to make the competition for funds within
a country more transparent and equal. Access to

32

In the Central Asian republics and other eco
nomies in transition, the situation is quite different.
While a myriad of small private banks now exist, the
banking system itself is embryonic and there is a
need to develop this first to give the private sector
access to even the most basic of financial services.36

33 J. R. Harris, F. Schiantarelli and M. G. Siregar,
The effect of financial liberalization on the capital structure
and investment decisions of Indonesian manufacturing es
tablishments”, The World Bank Economic Review, vol. 8,
No. 1 (January 1994).
34 ESCAP, The Informal Sector and Urban Poverty
Alleviation in Asia and the Pacific (ST/ESCAP/1600), chap.
V, sect. A.
35 “China yields a little banking turf”, International
Herald Tribune, 30 November 1995.
36 ESCAP, Economic and Social Survey of Asia and
the Pacific 1995 (United Nations publication, Sales No. E.
95.II.F.10), p. 95, box IV. 1.

See Pomfret, op cit., pp. 58-59.
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Table IV.4. Selected developing economies of the ESCAP region:
w ith a bearing on private sector development
Deregulation
of interest
rates

Directed and
concessional
credits

financial reform measures

Decrease in the
entry barriers to the
financial sector

Expansion in the
range of financial
services

Bangladesh
lation began at the end of
1989. The interest rate
structure was replaced by
a matrix of interest rate
bands for all deposit and
lending categories.
In
March 1992, the bands

Concessional lending rates
existed
for
agriculture,
exports and small-scale
industries. At present, low
lending rates are fixed
only for small and cottage
industries.

In the 1970s, there was
very restricted entry for
domestic or foreign firms.
There has recently been
rapid easing of restrictions
facing both domestic and

The range of services is
mains weak.

vate sector banks have
been established since the
mid-1980s.

ries were abolished.
India
Deregulation began in
1991. In October 1994,
duled commercial banks
for credits of over 0.2
million
rupees
were
scribed for credit limits
below this limit to protect
small borrowers.

The number of designated
lending categories was
brought down from over 50
in 1989 to only three in

In the 1970s, there was
very restricted entry for
domestic or foreign firms
but there has been a

ing includes agriculture,
and the small-scale sector.
From the 1970s to the
1990s, government debt
was required to be held at

tions; 1994 saw the first

The range of services is

ments fairly recent.

blished.

times making up 50 per
cent of total assets. The
target for priority lending is
still 40 per cent of gross
tional 10 per cent of total
advances towards export
credit. Foreign banks are
required to devote over 30
per cent of credit to priority
sectors. Since 1991, the
ing rates has been reduced.
Indonesia
Most interest rates were
deregulated in 1983.

Directed and concessional
credits were curtailed in
1983.
Most subsidized
credits were abolished in
1990. Banks are asked to
extend 20 per cent of their
credit portfolio to smallscale companies. Foreign

In the 1970s, there was

The range of services

mestic or foreign firms, and
in the 1980s and 1990s

derately wide, the capital
market less developed.

tic and foreign firms.

In

fered to new banks who
could
meet
minimum
capital requirements. The

tend 50 per cent of their
credit to the export sector.
Concessional credits were
limited to four activities:
rice production, marketing,
maintenance
of
buffer
stock
and
investment

cence for foreign exchange
transactions was simplified.
A simplified procedure for
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Table IV.4

(continued)

Deregulation
of interest
rates

Decrease in the
entry barriers to the
financial sector

Directed and
concessional
credits
financing in the
part of Indonesia.

Expansion in the
range of financial
services

eastern

opening branches by do
mestic banks was esta
blished and foreign joint
ventures were authorized
to extend a branching net
work.

Directed credits exist to
promote some economic
sectors and to achieve so
cial goals. Ceilings on in
terest rates for such loans
also exist to ensure credit
at reasonable rates.

In the 1970s, there was
very restricted entry for
domestic or foreign firms
and in the 1980s and
1990s limited entry for
both domestic and foreign
firms. Some easing of re
strictions has occurred in
recent years. Since 1989,
foreign banks have been
required to divest 50 per
cent of their capital to
Malaysian interests. Local
branches of foreign banks
have to be incorporated in
Malaysian banks.

The range of services is
wide. Money and secon
dary markets are deve
loped. The capital mar
ket is well developed.
The Government has
established
institutions
and
the
necessary
framework for the opera
tion of these capital
markets.

Concessional rates were
raised in recent years to
narrow the gap between
average lending rates and
concessional rates, as well
as to reduce the volume
of directed credits.
The
share of subsidized credit
in total credit was 36 per
cent in 1992-1993.

In the 1970s, there was
very restricted entry for
domestic or foreign firms.
Entry barriers faced by
both domestic and foreign
firms have eased rapidly
in recent years.

The range of services is
inadequate and the di
versification of instru
ments fairly recent.

Credit is directed to prio
rity activities at belowmarket rates. Special cre
dit programmes for the
Department of Social Ser
vices and Welfare car
ry below-market interest
rates. Credit is also di
rected
towards
certain
geographical locations and
service obligations.

In the 1970s, there was
very restricted entry for
domestic or foreign firms.
Currently, there is limited
entry for both domestic and
foreign firms and an ongo
ing easing of controls. In
the 1980’s, the Government
denied permission for new
banks to open and en
couraged mergers and con
solidations. In 1989, the
regulation of entry was
relaxed.

The range of services
and institutions is mode
rately wide. Capital mar
kets became further de
veloped recently. Larger
banking institutions are
permitted to engage di
rectly in securities busi
nesses, leasing and other
financial activities.

Malaysia
In
1978,
commercial
banks were allowed to
determine their own in
terest rates for loans. In
1983, all interest rates
on loans and advances
were allowed to be tied
to the bank base lending
rates, based on the cost
of funds.
In February
1991, base lending rates
were freed from adminis
trative control by the
central bank.

Pakistan
From July 1985, banks
switched from interestbearing loans to Islamic
modes of financing and
rates of return based on
a profit/loss-sharing ap
proach.
Regular auc
tions of government debt
were carried out to allow
the
switch
between
administered interest-rate
settings
and
marketbased interest-rate set
tings to be made.
Philippines
In 1981, all interest-rate
ceilings on all types of
loans, apart from short
term loans, were re
moved. In 1983, interestrate ceilings on short
term loans were re
moved.
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Deregulation
o f interest
rates

Directed and
concessional
credits

Decrease in the
entry barriers to the
financial sector

Expansion in the
range o f financial
services

Republic of Korea

Interest rate liberalization
was initiated in the early
1980s. Reductions were
made in the differential
between general loan
rates and
preferential
loan rates.
In 1984,
banks were allowed to
vary lending rates within
set margins.
In 1993,
interest rates on lending
were liberalized, apart
from interest rates on
policy loans and govern
ment funding, and in
terest rates on loans
longer than two years.
Rates on policy loans
were to be liberalized.
Rates on government
funding will be dere
gulated in 1996.

Prior to 1980, credit allo
cation was almost entirely
directed by the Govern
ment to key industries.
State
intervention
has
been slowly phased out.

In the 1970s, there was
very restricted entry for
domestic or foreign firms.
Currently, there is re
stricted entry for both do
mestic and foreign firms.

The range of services
and institutions is ex
panding but is still limi
ted.
Capital markets
are active.

No priority sectors are as
signed by the Govern
ment.

Free entry

The range of services is
wide and money and
capital markets are well
developed and have a
high degree of interna
tional participation.

Selected
credit
pro
grammes for the agricul
tural and export sectors at
concessional rates exist.
Credit was also directed
towards certain geographi
cal locations and service
obligations.

Currently, there is limited
entry for both domestic
and foreign firms. A gra
dual easing of controls is
occurring.
In the early
1990s, regulations on en
try were relaxed.
The
Government’s objective is
to develop Bangkok as an
international financial cen
tre. Foreign bank partici
pation is encouraged.

The range of services
and institutions is fairly
wide. The capital market
is fairly well developed.
Different categories of
financial institutions are
permitted to provide simi
lar services, expanding
the services offered by
banks
and
non-bank
financial institutions.
In
1992, banks were allowed
to underwrite security is
sues by the Government
or public enterprises and
to provide financial con
sultation and information
services.

Singapore

Nominal domestic
in
terest rates are virtually
identical to Eurodollar
rates adjusted for the
foreign exchange pre
mium.

Thailand

The ceiling on lending
rates was adjusted up
wards in 1980. Reforms
were
implemented
in
1989-1992. The ceiling
on lending rates for com
mercial banks and fi
nance companies was
abolished in June 1992.

Sources: ESCAP, based on Asian Development Bank, Asian Development Outlook 1995 and 1996 (Hong Kong, Oxford
University Press, 1995), pp. 216-223 and ESCAP, Economic and Social Survey of Asia and the Pacific 1995 (United
Nations publication, Sales No. E.95.II.F.10), pp. 92-105.
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licensing is aimed at supervising and controlling busi
ness activities, including preventing tax evasion, but
the private economy often finds other means of con
ducting business to avoid the attendant red tape. One
of these is the emergence and growth of the informal
sector which, owing to its unclear legal status, mostly
remains beyond the reach of taxation (see box IV. 1).

Other deregulation
Simplification of business licensing procedures
is also an important area of reform. Despite efforts at
reform an array of cumbersome procedures still exist
before a business activity can be started in many
countries in the region, with obvious implications for
the high cost of business transactions.37 Supposedly,

37
For a discussion on this issue, see ESCAP, The
Informal Sector..., chap. V, sect. E.

Restrictions on the functioning of labour markets
can also retard private sector development. While all
countries in the region have various regulations on
labour markets that can be justified in terms of

Box IV.1. The urban informal sector as an im portant com ponent
of the private sector
With the diminishing role of the public sector in
employment generation and the limited capacity of the
formal private sector to absorb the growing labour force in
most countries of region, a large number of workers are
joining the informal sector.a For example, the share of
the informal sector in urban employment was estimated at
72 per cent in Indonesia in 1986, 57 per cent in Myanmar
in 1983, 79 per cent in Pakistan in 1990 and 62 per cent
in Thailand in 1988. Estimates of the informal sector
employment in selected large cities in the region also
show considerable growth of the sector over time.

individual enterprises, with the family orientation of these
enterprises being pervasive. A large number of these
enterprises are housed in the residence of the owner or
located in open areas with no permanent structures.
With respect to the characteristics of informal
workers, the proportion of migrant workers tends to be
larger in the informal sector than in the rest of the
economy. In a study of informal enterprises in Dhaka, it
was found that migrants (that is those not born in the
city) constituted 70 per cent of the informal labour force
in the city compared with 37 per cent in the formal
sector. Some studies on Thailand also show that most
informal workers have migrated from rural areas in
search of better jobs and a higher income. Another
important characteristic of participants in the informal
sector which is clear from most of the studies is the low
level of education. In addition, children, the elderly and
females tend to be overrepresented in the informal
sector compared with the formal sector.

Many factors are responsible for this. Urbanization
is on the rise owing to the growing migration from rural
to urban areas and natural increases in population.
Improved infrastructural and transportation facilities have
made the mobility of workers easier, adding pressure on
labour markets in the urban areas. Growth in the formal
sector also provides impetus to the growth of the infor
mal sector owing to complementary linkages between the
two sectors. At the same time, the informal sector has
found its own niche markets where it can provide goods
and services cheaply and thus meet the demands mainly
of the lower income groups. The economic reforms and
liberalization measures being implemented by many de
veloping countries may also have boosted the growth of
the informal sector (see box II.2).

Informal components can be found in all sectors
of the economy. However, the service sector broadly
defined (trade, transport and other services) tends to
have by far the largest share owing to the limited
absorption of workers in the manufacturing sector and
the fact that the majority of workers seeking employment
are unskilled. For example, in Colombo, about 63 per
cent of the informal sector units were in trade, 8 per
cent in transport, 2 per cent in other services and fewer
than 5 per cent in manufacturing.

The informal sector has certain distinguishing
characteristics: ease of entry, reliance on indigenous
resources, family ownership, a small scale of operation,
the use of labour-intensive, local and adapted technology,
skills acquired outside the formal educational system,
and unregulated and competitive markets. Most of the
enterprises in the informal sector operate as single

The productive role of the informal sector as an
important component of the private sector can be en
hanced through the adoption of appropriate policies and
measures aimed at improving the quality of employment.
Lack of finance is perhaps the most important constraint
faced by the informal enterprises. Most of the capital
comes from their own resources or informal money
markets. Funds from the former source are inherently

a This box draws on the analysis in ESCAP, The
Informal Sector and Urban Poverty Alleviation in Asia and
the Pacific (ST/ESCAP/1600).
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small and many workers end up paying exorbitant
interest rates by borrowing from informal moneylenders.
Credit available from formal sources is small in terms of
its coverage because of collateral requirements and
bureaucratic hurdles.
There is therefore a need to
channel more credit through formal financial institutions.
It is generally agreed that access of credit, not the cost
of credit, from financial institutions is the problem to be
addressed.
Credit should therefore be provided at
market interest rates with no subsidization as experience
shows that most of the subsidized credit is expropriated
by influential persons. Innovative approaches to circumvent the main hurdle of collateral in obtaining credit are
also required.
One approach, the group guarantee
system, is being used by the Grameen Bank of Bangladesh.
The same or a similar approach has been
replicated in many other countries, including Bhutan,
India, Indonesia, Malaysia, Nepal, Pakistan, the Philippines and Sri Lanka.
Non-governmental organizations
can also provide assistance in identifying the needy
informal producers and in helping them in the process of
loan application and approval. Procedures for obtaining
loans should be simplified.
As transaction costs discourage commercial banks from providing a large
number of small loans, governments could consider providing tax incentives to commercial banks to defray
additional transaction costs or assist in setting up
specialized institutions for this purpose.

project, a community-based non-governmental organization in Karachi, organized dwellers of a squatter settlement in Orangi. Through the active participation of the
dwellers, the organization was able to provide sanitation
and infrastructural facilities, basic health facilities and
primary education.
Various types of regulations applied by government agencies define the framework within which businesses operate.
These regulations can sometimes
impose heavy costs on enterprises in terms of time and
financial resources. To avoid such costs, many enterprises keep or declare their size small and remain
informal.
Therefore, excessive regulations inhibit the
growth of enterprises; this, in turn, slows down the
growth of the economy and reduces the tax revenue of
the government. Fewer and simpler regulations would
encourage enterprises to grow and may result in a
decline in the size of the informal sector.
Another aspect of these regulations is that they
are used as a source of harassment of businesses by
government officials. Informal enterprises are regularly
harassed under the pretext of the prevailing rules and
regulations.b
Many of the informal units do not have
fixed workplaces and often work on the footpath. They
are forced to bribe officials of many regulatory authorities to carry on their business. Such harassment negatively impacts on the development of the informal sector.
There is a need to abolish excessive regulations; fewer
regulations would make compliance easier. At the same
time, steps should be taken to check the harassment of
informal enterprises.

Education and training can significantly improve
the productivity and earnings of the informal workforce.
More emphasis should be placed on the development of
working skills than on entrepreneurship. Priority should
be given to the provision of basic education, which
makes the acquisition of vocational training easier and
also enhances the mobility and flexibility of workers.
Within the informal sector, many workers acquire skills
through the traditional apprenticeship system. Over the
years, these skills become obsolete and there is a need
to update the skills of trainers too; this problem can be
addressed through mobile workshops. To enhance the
productivity of the informal sector, skills must be upgraded and modern technology introduced.
However,
this requires the purchase of new tools and machinery,
necessitating financial resources that are often lacking.
Thus, the provision of credit and skills could be combined together; institutions that provide credit could also
arrange practical training for informal workers as part of
the conditions for granting loans.

Informal workers and producers can contribute to
the improvement of their productivity and income through
their own organized efforts. The heterogeneity of the
informal sector makes the establishment of business
associations or groups a difficult task. However, it is
possible for participants of the informal sector with similar problems or from the same subsectors to form
associations or self-help groups, such as artisan associations, occupational associations and area-based
organizations, with the aim of addressing many of the
problems being faced by the informal sector. Through
these organizations, they can better articulate their problems and needs. Non-governmental organizations can
and do help in forming and running these associations
efficiently. Governments can also encourage the establishment and strengthening of such associations by
channelling assistance such as credit and training
through them.

The above measures need to be reinforced by the
provision of infrastructural facilities, including housing,
roads, electricity, water supply, drainage, sewerage, garbage collection and disposal, and public transportation.
Sometimes, voluntary agencies and non-governmental
organizations have joined hands with the government to
provide infrastructural facilities. Participants in the informal sector have also contributed through self-help
groups. This participatory approach has proved very
successful in some cases. For example, the Orangi pilot

b For example, a study on India reports that, even
in small towns, an informal unit is subjected to control
by up to 35 different authorities or agencies from various
parts of the Government (cited in International Labour
Office, The Urban Informal Sector in Asia: Policies and
Strategies, Geneva, 1995).
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protection of the rights of workers, rules that are too
rigid in protecting employment may be hampering
private sector investment in some countries.38 For
example, restrictive provisions for retrenchment may
not serve the interests of the workers as a whole
either, as companies would be unduly encouraged to
substitute capital for labour. Prevailing labour practices and the role of labour unions, including their
politicization, may also be a concern. It is noticeable
that the dynamic countries in East and South-East
Asia have experienced many fewer days lost to strikes
and labour unrest than have those in South Asia.
Often, organized labour practices exist only in certain
formal sectors of an economy; yet these have an
enormous influence on labour practices and wage
rates in the whole economy and can critically influence
the decisions of potential investors, both domestic and
foreign. The need for the reform of labour markets
and labour practices has been recognized in many
countries of the region, but much remains to be done.

attractions, only in a few cases did the application of
this policy result in more or less satisfactory promotion of competitive domestic industries, for example,
in the Republic of Korea.39 In most cases, protection
creates a distorted structure of incentives for the
economy at large, segregating the domestic economy
into a protected portion and a non-protected one
which is nevertheless forced to buy its inputs from
the protected one at unnecessarily high prices. The
private sector not only faces a skewed set of incentives but is also put at a disadvantage vis-a-vis
competitors in the rest of the world and is often
denied productivity increases generated by intense
competition and technological progress.
Liberalization, in essence, allows the private sector to source
its inputs from the cheapest domestic or foreign
sources and is thus conducive to its development. A
major task of recent reforms, therefore, has to do with
dismantling the various barriers in the areas of trade,
investment and finance, where the main binding
constraints to growth are felt in many countries.

The reform of laws restricting the employment
of foreign nationals is also important. The existing
laws may be inefficient when certain skills essential to
the development of the private sector are in scarce
supply. In several countries in the region, including
Indonesia, Malaysia and Thailand, shortages of persons with professional skills such as accounting, management and finance, as well as skilled technical
labour, are fast emerging. In some economies such as
those of Hong Kong, Malaysia, the Republic of Korea
and Singapore, there is even a shortage of unskilled
labour, whereas other countries in the region have a
plentiful supply. It would appear rational to encourage
short-term migration of such labour groups under more
formal contractual arrangements than exist at present
in order to cope with the shortages in the immediate
future and thus to facilitate private sector activity.

Liberalization in trade regimes
Liberalization in trade regimes has been escalating in the region, encompassing almost all economies
and sectors within each economy. Table IV.3 provides
examples of reforms affecting imports for selected
countries in the region. Results in creating competitive conditions and accelerating growth of the private
sector have been mixed, however, depending crucially
on the initial conditions of the country. Countries with
strong and stable macroeconomic fundamentals, such
as those in the East and South-East Asian region,
have exhibited substantial gains in growth and exports, including from the private sector, over the past
ten years consequent upon massive deregulation and
liberalization policies.40 Over the past ten years or

Liberalization
39 Controversies are still rife in interpreting the experience of the Republic of Korea (see the recent critical
evaluation of the World Bank’s East Asian Miracle in the
special issue of World Development, vol. 22, No.4, April
1994).
More importantly, there exists some scepticism as
to whether this model can be transferred to other developing countries as many of the stringent conditions unique to
the case are almost entirely absent elsewhere.

Central to the distortions facing the private sector in many economies in the developing countries is
the one that emanates from a commercial policy
protective of local industry. Most Governments in the
region in the past instituted various rules and incentives to encourage import-substitution industries.
While the well-known infant industry argument has its

40 The literature on the East and South-East Asian
economies is voluminous and uses different, and sometimes conflicting perspectives.
For a conventional view,
see World Bank, The East Asian Miracle: Economic Growth
and Public Policy (New York, Oxford University Press,
1993) and East Asia's Trade and Investment: Regional and
Global Gains from Liberalization (Washington DC, 1994). A
prime example of the different perspective is presented by
A. Amsden, Asia's Next Giant: South Korea and Late
Industrialization (New York, Oxford University Press, 1989).

38 On India, see the Business Monitor International
report, India 1995-97, p. 68. On Bangladesh, see European Round Table of Industrialists, Survey on Improvements
of Conditions for Investment in the Developing World (Brussels, 1993), p. 47. There is an ongoing process to revamp
the labour law in Bangladesh.
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so, various measures taken by the Governments of
Indonesia, Malaysia, the Philippines, the Republic of
Korea and Thailand have increased the degree of
openness of these countries, in some cases
tremendously. Various indicators point to the reduction
of protection.
In the early 1990s, the effective
protection rates in manufacturing averaged around 30
per cent, with the exception of Indonesia and Thailand
where the rates were higher; average nominal tariffs
were as low as 10 per cent for Malaysia and the
Republic of Korea, in the region of 20 per cent for the
rest. Imports subject to quantitative restrictions have
been reduced to below 5 per cent of total imports,
with dramatic reductions occurring in Indonesia and
Thailand, where the figure was around 30 per cent in
the early 1980s.41 Some new evidence indicates that
these countries (and also India) experienced a
significant increase in their efficiency during that
period,42 implying that export orientation (and foreign
investment) enhanced the competitive environment in
the domestic economy, leading to improvements in
organizing production and distribution, design, quality
and technology, and human resources and institutions.
While efforts at trade reforms have been made in
other countries in South Asia, Central Asia and the
Pacific islands, these are a more recent phenomenon
and their impact on the economy and the private
sector is not yet well documented.

measures have been undertaken.43 This is also
true for China and Viet Nam despite their comparatively restrictive trade policies, as many export-oriented industries and foreign investors are granted various duty exemptions, with average tariff collections
as low as 6 and 8 per cent respectively, comparable
with those of Indonesia, Malaysia and the Republic
of Korea.44 Indeed, Governments in these countries
have recently announced further reductions in tariff
measures 45
The problem of removing non-tariff barriers of
various sorts still remains. Although these are now
smaller as a proportion of imports, they tend to be
concentrated in certain industries with very few but
powerful players. This makes their removal inevitably harder as the powerful groups (aptly called “infants with big teeth”) enjoy considerable clout in
determining policy outcomes.
There is also a higher degree of protection left
in the agricultural sectors which are often considered
sensitive by governments. These sectors provide a
large proportion of domestic employment and food
supplies. Governments often do not want to risk
exposing their farmers and fishermen to international
competition and continue to resist moves to liberalize
these products. The recent discussions on sensitive
products, most of which are food products, in ASEAN
under the ASEAN Free Trade Area negotiations and
in the Asian-Pacific Economic Cooperation forum are
illustrations of the ongoing debate in this area.

Further prospects of liberalization in the region
seem bright. Indeed, there seems to be ample room
in the East and South Asian countries for additional
trade liberalization as tariff rates, calculated as the
ratio of total tariff revenue to imports, are already low
so that government fiscal losses due to lower tariffs
are likely be negligible. On average, the tariff rate in
the early 1990s was around 5 per cent of the total
imports value in Indonesia, Malaysia and the Republic of Korea; in Singapore, it was almost zero. In the
Philippines, it was around 18 per cent, but the
current value will be lower as further liberalization

Liberalization of investment regimes
Investment reform is closely related to trade
reform.
Governments have come to realize the
strategic importance of foreign investment for supporting the development of the private sector, both
as partners and as competitors. Foreign investors
not only provide financial resources, technology and

41 World Bank, East A sia’s Trade and Investment...,
pp. 30-33, especially table 3.1.

43

Urata, loc. cit., p. 368.

44 World Bank, East A sia’s Trade and Investment..,
pp. 35 and 38. In China, the figure on collections in 1993
was as low as 4.3 per cent (Statistical Yearbook o f China,
1994, pp. 216 and 506).

42 Recent studies by Japan’s Institute of Developing
Economies to evaluate the effects of trade reform on
growth have shown that these countries’ total factor productivity has increased significantly (see the special issue on
trade liberalization and productivity growth in Asia of The
Developing Economies, vol. 32, No. 4, 1994), especially the
articles by S. Urata, “Trade liberalization and productivity
growth in Asia: introduction and major findings” and H.
Kawai, “International comparative analysis of economic
growth: trade liberalization and productivity”.

45 See the Business Monitor International reports for
1995-1997 for China, India, Indonesia, Malaysia, the
Philippines
and Thailand.
Also, the Economist Intelligence Unit reports for these and other countries in the
region, and the statement of Jiang Zemin, President of
China, at the Asia-Pacific Economic Cooperation meeting
in Osaka in November 1995.
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often markets for exports, but they also provide a
model for domestic private firms in terms of structure, procedures and management practices and can
help to create competitive conditions for large national firms. All countries in the region have undertaken
significant measures aimed at investment liberalization, including minimum restrictions on foreign ownership and performance requirements.
Of course,
freedom of profit repatriation and currency convertibility also matter, as do the transparency and stability of the investment regime and its simplicity and
speed of operations (through, for example, one-stop
service centres). Table IV.5 provides a brief review of
major recent changes in investment regimes. Despite these measures and notwithstanding the recent
surge in foreign direct investment to the region,
inflows were biased in favour of a few countries,
particularly East and South-East Asia and to some
extent India. There are various reasons for such
concentration, including the credibility of the regulations and enforcement regime within which the foreign private sector operates.46

The crux of competition policy is to protect the
economy and the public from various forms of abuse
of market power that in one way or another arise
from limiting the entry or exit options of economic
agents. The list of adverse effects of abuses of
market power is lengthy, including lessening competition, reducing consumer welfare, increasing market
and capital concentration, negatively influencing the
viability of small and medium-sized enterprises, and
reducing economic efficiency.47
Deregulation and
liberalization are complementary components to, but
not substitutes for, competition policy. In fact, competition policy has become more important as the
potential for private abuses of market power is now
greater than before. It should be stressed, however,
that competition policy is a dynamic concept and
care should be taken not to stifle the long-term
growth of the economy through denial of the
opportunity to reap the benefits of economies of
scale and scope which often characterize new technologies.
In a formal sense, most countries in the region
have either legislated a competition law or have
provisions on fair trading in their commercial legal
structure.
In particular, India, the Philippines, the
Republic of Korea, Sri Lanka and Thailand
have
legislated a formal competition law48 (see table IV.6)
while many others usually have some provisions for
fair trading or competition practices in their constitution or commercial laws.
The exception is
Singapore, which does not have any specific rules or
regulations on competition policy.49 The scope of
the controls varies considerably.
India has long
implemented a detailed set of anti-trust rules
which have been considerably relaxed in recent

Competition policy
Undertaking actions to enhance the role of the
private sector in the production and service activities
of an economy has crucial implications for the structure of the private sector and the ability of many
private businesses to survive.
While deregulation
and liberalization reduce entry and exit barriers and
make the business environment more competitive,
economic activities in many countries of the region
are still dominated by a relatively small number of
large private entities. It would thus be misleading to
equate private sector dominance with an economic
structure where the all private sector entities have
an equal opportunity to be successful. This is even
more so when many privatizations in the region
essentially transfer a monopoly from the State to the
private sector.
Further, in many countries, restrictions on investment and trade and non-transparent
investment approval procedures still exist in specific
sectors implying high entry barriers for other potential competing private firms.
Domestic controls in
the distribution of goods also serve to raise entry
barriers for new private firms.

46 See European
Survey..., p. 3.

Round

Table

of

47 United Nations Conference on Trade and Development, ’’The basic objectives and main provisions of
competition laws and policies” (UNCTAD/ITD/15), p. 5.
4
8
United Nations Conference on Trade and Development, “Review of all aspects of the set of multilaterally
agreed equitable principles and rules for the control of
restrictive business practices” (TD/RBP/CONF. 4/5), p. 19,
note 1.
49 R.S. Khemani, “The role and importance of
competition law and policy in the ASEAN region’’, unpublished paper presented at a Seminar on Building on
Success: Maximizing the Gains from Deregulation, held at
Jakarta, April 1995, sponsored by the World Bank, the
Indonesian Economists Association and the University of
Indonesia.

Industrialists,
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Table IV.5. Selected developing economies of the ESCAP region: recent changes in investment
regimes with a bearing on private sector development

Fiscal/financial conditions

Other conditions

Bangladesh
Foreign exchange repatriation
1991: foreign investors were not only free to remit profits
but allowed to trade shares and transfer proceeds
abroad without prior approval.
1992:
the annual foreign exchange retention quota for
exports increased from 2-2.5 to 10 per cent of free-onboard export earnings. Goods with a high import content have a retention quota of 5 per cent. No part of
this quota may be used for investment abroad.
Banks may remit the savings of expatriate personnel when
these leave the country.

Restricted sectors for foreign direct investment (FDI)
Four local industries are restricted: arms, nuclear energy,
forestry and railways; and regulations on drug manufacturing effectively prohibit foreign corporations from this
industry.

Access to domestic finance
1990: individual banks were permitted to set interest rates
within prescribed bands.
1991: foreign investment companies could borrow working
capital from commercial banks as term loans.
Some interest-rate subsidies are available.

Licensing/approvals, rules and procedures
1991: no formal permission was required to set up a
company with foreign investment.

Foreign ownership restrictions
1991: foreign private investment could be undertaken either
independently or as a joint venture.
1991: 100 per cent foreign equity was allowed on all
investments, not only those in special zones.

Performance requirements
For all export items, the prior permission of the Bangladesh Bank to open back-to-back letters of credit has
been waived as long as such exports conform to
guidelines for adding domestic value.

India
Fiscal incentives for FDI
There have been no structural changes since 1987.

Restricted sectors for FDI
There has been a substantial cutback in areas reserved
for public undertakings since 1991.

Foreign exchange repatriation
1991: all exporters and other recipients of inward remittances were allowed to keep up to 15 per cent of
receipts as foreign currency with banks out of the 60
per cent share of the total amount surrendered at free
market rates.
1992: foreign investors in the stock exchange were allowed to repatriate profits and exchange money at
market rates.

Foreign ownership restrictions
1991: The ceiling on foreign ownership was raised from
40 to 51 per cent in 34 designated high-priority industries. Other industries remained with a 40 per cent
foreign equity ceiling.
Equity participation of up to 100 per cent will be allowed
in certain industries for companies wishing to invest
over the long term.

Access to domestic finance
1991: foreign companies had (unconditional) access to
credit.

Licensing/approvals, rules and procedures
September 1991: the obligation to seek prior approval (i.e.
a licence) for the
expansion,
acquisition
and
establishing of subsidiaries was abandoned.
The Government has abolished all industrial licensing requirements except for 18 industries.
Performance requirements
1991:
The Government dispensed with
requirements.

local content

Republic of Korea
Restricted sectors for FDI
Sectors inaccessible to foreign investment include: public
utilities and transport, health institutions, mass media and
publishing, retailing businesses operating more than 10
shops, projects that are heavily dependent on imported
raw materials or encourage luxury or wasteful consumption.

Fiscal incentives for FDI
New industries may receive some protection from competing imports.
Foreign exchange repatriation
1987: remittances by expatriate
firms were liberalized.

employees

of foreign

(Continued on next page)
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Table IV.5

(continued)

Other conditions

Fiscal/financial conditions
1992: foreign exchange transactions could be freely conducted unless specifically prohibited by law.
Some foreign exchange controls exist for transactions between residents and non-residents.

1991: the Government removed tourism and advertising
from the forbidden list.
1992: three other industries were removed from this list,
including forest nurseries.
Foreign ownership restrictions
1992: joint venture requirements were abolished in three
sectors (ginseng wine, vegetable oils and textile fabrics).
1992: foreign financial firms were no longer subject to the
10 per cent ceiling on equity positions in locally listed
companies.
Licensing/approvals, rules and procedures
1991:
multinational corporations were only required to
report investments involving equity acquisitions to the
Ministry of Finance.
The Ministry of Finance is only allowed to reject projects
that will result in a monopoly or endanger a domestic
market.
Performance requirements
1989: the Government removed performance requirements
for export and local content in the majority of industries.
1992: residual performance requirements were abolished.

Malaysia
Fiscal incentives for FDI
1991: several tax breaks offered to multinational corporations since 1986 were eliminated.

Restricted sectors for FDI
Some states prevent any landholding by foreign companies.
All sectors are theoretically open to foreign investment,
although the Government is likely to block investments
in the media.
Foreign ownership restrictions
1988:100 per cent equity was allowed in projects catering for
the domestic market but only for a period of five years.
A 25 per cent foreign participation ceiling on privatizations
has been set.
Foreign equity of 100 per cent is allowed in projects
exporting 80 per cent of goods produced; 51-79 per
cent foreign equity is allowed if exports equal 51-79
per cent of goods produced; 30-51 per cent foreign
equity is allowed for exports of 20-50 per cent of
goods produced.
Licensing/approvals, rules and procedures
1988:
the approval process for foreign investment and
manufacturing enterprises was simplified.
A coordination centre on investment has been set up and
bureaucratic procedures have been streamlined.
1990: a special reference unit for investors was created in
the prime minister's office to provide information to
investors.
Investment approval is made on a case-by-case basis.
Performance requirements
No local content conditions apply, although manufactured
products must meet local content guidelines to qualify
for extended incentives.
(Continued on next page)
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Table IV.5

(continued)

Fiscal/financial conditions

Other conditions

Pakistan
Foreign exchange repatriation
1991:
permission was no longer needed to remit dividends and dividend proceeds.
The Government has lifted virtually all foreign exchange
controls.

Restricted sectors for FDI
1990: the Government cut down the list of sectors closed
to foreign participation to two:
defence and items
subject to religious bans.
Foreign ownership restrictions
Foreigners can now own up to 100 per cent of the equity
in a business.
Licensing/approvals, rules and procedures
1990: licensing was eliminated.
Performance requirements
No formal local content requirements apply.

Philippines
Fiscal incentives for FDI
1987: the “tax holiday” incentive was introduced.
1989: the promotion of industrial estates and infrastructure projects began.
Foreign exchange repatriation
1992: all restrictions were removed.
Some remittances are subject to tax.

Restricted sectors for FDI
Foreign companies/residents are unable to own land under
the 1987 constitution.
Mass media, retail trade, rural banks, fishing, and other
aquatic rights are reserved for Filipinos.
Foreign ownership restrictions
1991: the Government allowed 100 per cent foreign equity
in most industries.
Licensing/approvals, rules and procedures
Only those enterprises who wish to avail themselves of
incentives need approval from the Board of Investment.
1987: a One Stop Action Centre was established where
representatives from eight government agencies are
housed together.
Performance requirements
There are no local content requirements except for car
manufacturers where a 40 per cent local content is
required.

Sri Lanka
Restricted sectors for FDI
Five sectors are reserved: pawnbroking, moneylending,
retail trade with capital less than $1 million, personal
services other than tourism, and coastal fishing.

Foreign exchange repatriation
Most types of transactions can be remitted freely.

Foreign ownership restrictions
1991: 100 per cent foreign equity was allowed.
Licensing/approvals, rules and procedures
1989: the Government abolished all industrial licensing
requirements, quotas and controls, except in areas such
as manufacturing ammunition, explosives, military vehicles and hardware, poisons, narcotics, alcohol, toxic and
hazardous materials, and printing of currency.
1991: the free and automatic approval of foreign direct
investment was introduced.
(Continued on next page)

125

Table IV.5

(continued)

Other conditions

Fiscal/financial conditions
Thailand

Foreign ownership restrictions
1991: joint venture criteria were relaxed.
1991: foreign ownership in agriculture, livestock, fisheries,
mining and services was increased to a maximum of
49 per cent.
1992: 100 per cent foreign ownership for firm s exporting
80 per cent of goods produced was planned.
Thirteen sectors require majority Thai ownership.
Thirty-two industries require majority Thai ownership for
newcomers.

Fiscal incentives for FDI
Exemptions or concessions in export tariffs and income
tax are grantd.
Foreign exchange repatriation
1990-1992: exchange regulations were relaxed and mostly
abolished. The approval of commercial banks is still
required in some cases.

Licensing/approvals, rules and procedures
1991: the criteria for approving projects were revised to
increase transparency.
1992:
legislation was enacted to reduce administrative
procedures.
Performance requirements
Local content for automobiles is 50 per cent.
No other performance requirements are in place except for
firms applying for promotional privileges.
Viet Nam
Foreign exchange repatriation
Repatriation of capital is only possible after an enterprise
is terminated or dissolved.

Restricted sectors for FDI
Land remains the property of the State, but can be leased
to foreigners.
Foreign ownership restrictions
1987: foreign firms were free to invest up to 100 per cent
equity in almost any field but there is a 20-year limit
(renewable).
Licensing/approvals, rules and procedures
1992: new directives were issued simplifying the investment approval procedure.

Sources:
ESCAP, based on European Round Table of Industrialists, Survey on Improvements o f Conditions for
Investment in the Developing World (Brussels, 1993); and World Investment Report 1992: Transnational Corporations as
Engines o f Growth (United Nations publication, Sales No.E.92.II.A.19).

times.50 In contrast, the Republic of Korea started
to impose competition policy in tandem with liberalization and deregulation policies, mostly since the
early 1980s.51 While similar actions were taken in

most East and South-East Asian countries, the actual
practice of enforcing competition policies is very
uneven and this situation is of increasing concern to
the growing group of small and medium-sized enterprises. Initial steps are also envisaged to be taken
in 1996 in China to encourage fair competition
between national and foreign firms and to remove
the privileges of firms in special economic zones.

50 The anti-trust legislation previously prevented firms
from expanding and applying the latest technology. This was
relaxed, creating an industrial restructuring process, including
a wave of mergers and acquisitions. The retrenchment rules
are, however, still restrictive so that the exit option is limited
(Business Monitor International, India 1995-97, pp. 53-54).

K.U.
1
5
Lee, “Competition
Building on Success...
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Table IV.6. Selected developing economies
of the ESCAP region: competition laws
Country

competitiveness over time, which provides a wellrecognized rationale for efficient government intervention.52 Indeed, while the rationales may differ and
results vary, all Governments in the region have
made conscious efforts to promote the development
of the private sector. The following discussion deals
with developing entrepreneurship, building up technology capabilities, improving access to finance and
developing appropriate institutional support, including
business associations.

Competiton law

India

Monopolies and Restrictive Trade Practices
Act, 1970.

Malaysia

Competition Bill, being drafted.

Philippines

Provisions in various statutes to prevent
monopoly and unfair business practices;
bills to restrain monopolies in commerce
and on an antitrust commission are
pending before the parliament.

Pakistan

Competition Law, 1970.

Republic
of
Korea

Fair Trade Act, 1981, setting
comprehensive rules of the game for the
market economy; Fair Subcontracting Act,
1984, protecting small and medium-sized
enterprises business linkages with large
firms.

Sri Lanka

Fair Trading Law, 1987.

Thailand

Price Fixing and Anti Monopoly Act,
1979, with provisions to prevent price
fixing, monopolistic and other restrictive
business practices.

Entrepreneurship development
Enterpreneurship development is closely linked
to the development of human resources.53 Indeed,
the extended period of rapid growth in East and
South-East Asia would have been impossible without
a sound human resource base. Investment in various kinds and levels of education has been going
on in these countries for a long time and this has
helped to provide them with both a competitive and
an “adaptive” advantage as economic incentives have
emerged. An employable and trainable (and retrainable) labour force, combined with a focus on
“learning to learn” has enabled them to pursue a
systematic, gradual and efficient transformation to a
higher level of industrialization within a relatively
short time-span.
Most importantly, this capabilitybuilding has not been limited to the provision of
skilled workers but also applies to the supply of
managers and professionals, as well as bureaucrats.
Thus, while the general educational level of the
population is important, this by itself would not be
likely to create conditions for entrepreneurship development. There is, in fact, an ongoing debate on
whether entrepreneurship can be created through
education and training or whether it is inherent in an
individual. Nevertheless, management education and
training are essential to enhance entrepreneurship
development. Knowledge in basic management tools
and practices is crucial. For example, difficulties in
obtaining access to bank (or other financial institutions) financing are often caused by entrepreneurs’

Source: ESCAP, based on R.S. Khemani, "The role
and importance of competition law and policy in the ASEAN
region" and K.U. Lee, “Competition policies in Korea", papers
presented at a Seminar on Building on Success: Maximizing
the Gains from Deregulation, held at Jakarta in April 1995,
sponsored by the World Bank the Indonesian Economists
Association and the University of Indonesia.

PROMOTIONAL POLICIES
Establishing the initial conditions
for entrepreneurship
development
While creating an enabling environment is
crucial for private sector development, it is by no
means sufficient. The private sector may still fail to
flourish because of deficiencies in its initial structural
conditions. In economies characterized by a serious
lack of integrated markets and institutions such as
those in the economies in transition, the least developed countries and many small island and landlocked countries at present, government initiatives
can play a crucial role in creating “linkages” or
overcoming “indivisibilities”.
Furthermore, markets
frequently fail in developing a country’s dynamic

52 See D. Newbery, “The role of public enterprises in
the national economy”, in Asian Development Review, vol.
10, No. 2 (1992);
S. Lall, Building Industrial Competitiveness in Developing Countries (Paris, Organisation for
Economic Cooperation and Development, 1990).
United
5
3
Nations Conference on Trade and Development “Role of the State in creating an enabling environment for the promotion of entrepreneurship and viable
development of enterprises, especially SMEs” (TD/B/WG.7/
2), p. 23.
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While the list of government-sponsored management training schemes in the region is endless,
there is concern on how to improve the schemes by
taking more into account the needs of the nascent
private sector. Close cooperation with the private
sector may be critical to increase the efficiency and
relevance of training institutes, which so far seem to
have been influenced too much by Governments in
terms of both curriculum and delivery.56 Already,
many questions have been raised about whether the
content of current training, the training infrastructure
itself, and the number of qualified trainers in the
region are adequate to meet the basic skills formation of the labour force, not to speak of entrepreneurs having to cope with rapid changes in opportunities and threats emanating from the globalization
process. One crucial problem in this area is the
rigidity of the training institutes in programme implementation: they frequently follow a uniform curriculum throughout a country with limited authority being
given to the managers to innovate and adapt to the
local needs of the private sector. More involvement
of the local private sector, combined with increasing
autonomy, would help to ensure the relevance and
flexibility of the training offered. In this context, it is
also important to explore increasing cooperation with
research centres so that the latest applications in
management technology, as well as changes in the
business environment, can be incorporated in the
(re)training as quickly as possible. It has often been
suggested that the payment of fees per course, even
at a nominal level, be used in order to make the
training more demand-driven.

lack of skills in basic accounting, finance and
marketing. There is also a lack of awareness on the
part of the owners of businesses (or even managers
of bigger local firms) of the need to keep a consistent record of the company’s production, sales and
financial performance for an adequately long timespan in order to prove credit worthiness. Also, and
perhaps more importantly, poor assessments of risks
and uncertainty in their business development plans,
combined with inadequate project supervision and
strategic decision-making skills, seems to have driven
many businesses into failure as they expanded either
too rapidly or out of their core business.
In many countries in the region there are a
variety of training courses on selected aspects of
managerial skills.
However, more often than not,
these courses are offered on an individual subject
basis and only rarely are they integrated around the
concept of developing a coherent set of managerial
skills. Part of the reason for this stems from the
fundamental aim of the courses, which is to provide
qualified employees for existing large-scale private
sector firms.
Thus, many of them are oriented
towards meeting the requirements of various professional examinations, such as those for accountants,
auditors etc.
Important though these are, such
courses are not likely to develop entrepreneurship.
In addition, they are designed for those who have
already completed some minimum level of formal
training, whereas many small private entrepreneurs
have only a minimum educational level.
There are some training schemes in the region
designed to promote basic entrepreneurial development. One of the most extensive programmes is the
series of short courses offered by the MARA
Entrepreneurs Development Division in Malaysia,
lasting not more than two weeks, in management
and entrepreneurship for the “bumiputras”.54 Also,
the incorporation of management subjects into
various technical training programmes in some countries facilitates the efficient management of technology, as well as the integration of the marketing,
design and production processes.55

In some instances, a useful distinction can be
made between entrepreneurs/owners and entrepreneurs/managers and it is the latter category in which
there are significant gaps in existing capabilities.
Some Governments, such as that of Singapore, have
addressed this lacuna by setting up enterprises in
new areas where small and medium-sized private
entrepreneurs have been reluctant to invest. These
enterprises have been provided with the services of
experienced managers responsible for providing onthe-job managerial training to those who were to
operate the enterprises. Then, if the enterprise is

54 P.L. Chee, “SMI programmes” , in Kim Seung Jin
and Suh Jang-Won, eds., Cooperation in Small and
Medium-Scale Industries in ASEAN ( Kuala Lumpur, Asian
and Pacific Development Centre, 1992), pp. 94-95.

In
5
6 the context of developing its eighth national
development plan, the National Economic and Social Development Board of Thailand took the initiative to hold extensive consultations with the private sector in developing a
multisectoral participation programme for human resources
development. See ESCAP, Strengthening o f Regional
Cooperation in Human Resources Development in Asia and
the Pacific (ST/ESCAP/1467), p. 64, Box 11.

55 For the Republic of Korea and Singapore, see Kim
Seung Jin and Suh Jang-Won, op. cit., pp. 97-100. In India,
the Programme for Entrepreneurial Development in the
state of Gujarat has been successful and has inspired the
establishment of similar centres in other areas of the
country (see United Nations Conference on Trade and
Development “Role of the State...”, p.25.
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economically viable, it is transfered to the private
sector within defined time limits.
This type of
approach has facilitated the development of new
small and medium-sized enterprise ventures with
trained managers.
Inter-firm linkages and networks of markets
may also be crucial for enterprise development, and
indeed this has been an important element in East
and South-East Asian countries to promote entrepreneurship.57
They have, for example, helped to
facilitate skills and capability-building, as well as
progression along the technological ladder through
original equipment manufacture arrangements under
which the licensee manufactures a product on behalf
of the licenser at a pre-agreed cost. The design
and marketing are done by the licenser, who owns
the brand name. Such arrangements are now common in East and South-East Asia involving various
famous brands of consumer products in fashion,
apparel and footwear, as well as electric and electronic industries. The case of Samsung electronics in
the Republic of Korea provides an illustration of a
successful joint venture; the company started working with Sanyo of Japan on simple products and
then, as a result of staff training and close monitoring of standards by the licenser, employees in
Samsung learnt various skills such as managing
technology, operations and international marketing.
Eventually, this mode of “learning to learn” was very
useful for the company to develop its own product
design and technology and to market its own
brands.58

(entrepreneurial, managerial and technical) needed
to set up and operate industries efficiently over
time”.59 Technological capability also includes cost
efficiency as well as some mastery of essential
technological functions such as process, production,
design, innovation, and adaptability. This complex
set of capabilities is essentially a learning-by-doing
process and the learning capacity differs for each
economy depending on initial skills as well as economic and institutional incentives.
The role of government in building up technological capabilities is often crucial.
First, the
fundamental importance of the enabling conditions is
clear, as discussed previously. In particular, the role
of export orientation is critical for technology development as it forces firms (and, to some extent,
governments) to compete internationally right from
the start. In East Asian countries, the development
of technological capabilities has been significantly
due to the competitive effects of export orientation
promoted by governments and, at times, their
imposing of punitive sanctions for ignoring this aspect.
Second, while many countries in the region
may exhibit an equally impressive general educational attainment, the content of education seems to
be critically important for technology development.
The contrasting cases of India and the Republic of
Korea, for illustration purposes, point to significant
differences in their historical social preferences in
that India is biased towards liberal arts education
whereas the Republic of Korea is biased towards
science and technology. As regards research and
development, similar patterns emerge.60

Promoting technology capabilities

Promoting technological capability-building has
often received government support as a result to
externalities in the process, but some caution is
needed as success is far from guaranteed. Failures
can be minimized when government policy design is
based on “the interplay of capabilities, incentives

An economically efficient technology is central
to a firm ’s competitiveness and enterprise development.
Building up technology capabilities is also
closely related with human resources development in
that it covers a complex set of capability-building
encompassing “the entire complex of human skills

59

57 The Republic of Korea, for example, has a set of
institutional mechanisms to promote subcontracting. Under
the Act for Promoting Subsidiarization of Small and
Medium Firms (1975) further subcontracting arrangement is
fostered by government guidance, with tax incentives being
given to those larger firms that have successfully set up a
joint business programme with small and medium-sized
enterprises (see Lee, loc. cit., pp. 29-30).

60

Lall, op. cit,. p. 17.

In his study comparing Brazil, Hong Kong, India,
Kenya, Malaysia, Mexico, the Republic of Korea, Singapore,
Taiwan Province of China and Thailand, Lall found that
countries in East and South-East Asia generally showed a
significant bias in their human capital for science and
technology-oriented knowledge and skills. Further, he also
speculated that the recent surge of growth in Thailand may
be explained by its relative performance in this category of
human capital. (See Lall, op. cit., pp. 46-54, tables 10-13).

58 United Nations Conference on Trade and Development, “Role of the State...”, p. 23.
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Im p ro vin g access to fin a n ce

and institutions”61 within a clear framework of export
orientation so that efforts towards technological
deepening are more or less in conformity with pro
moting efficiency.62 Government approaches to this
problem should preferably involve the private sector
so that risks are minimized and (in many cases)
costs can also be shared. In addition, establishing a
network of cooperation between research institutions
and universities and the private sector can create
economies of scale which are important, given the
scarcity of technical human resources in developing
countries.

Government intervention in the region to
provide relatively cheap finance targeted to specific
industries, social groups and even companies was a
common feature until the 1980s.
Even now,
although the trend is declining, special financial pro
visions targeted to certain groups exist in one form
or another in practically all countries (see table IV.5).
The record so far has been mixed, but in many
countries failures seem to have overwhelmed suc
cesses. What is more interesting is that, with the
possible exceptions of Japan and the Republic of
Korea,64 the relative success of the programme
tends to coincide with the cost of borrowing: the
closer the lending rate is to the market rate, the
more successful is the programme.65 Under some
of these schemes, entrepreneurs of microenterprises
operate with a tough budget constraint in addition to
the communal pressures, as normally the availability
of credit is conditional upon the existence of a
collective guarantee scheme. Should the borrower
default, the community or organization or cooperative
or partnership in which the borrower is a member

It is interesting to note that, in agriculture,
there has been considerable indigenous research
and development activity in the region, usually par
tially or wholly funded by governments. Malaysia’s
success in export diversification (moving away from
rubber and tin) was facilitated by successful
research and development, especially in palm oil
and cocoa.63
While government support for
research and development was essential, the
research orientation was market-driven, with im
mediate commercial application. Similarly, Thailand’s
phenomenal surge in agricultural exports, particularly
horticultural products and exotic fruits, owes much to
the application of innovative technology, not only
concerning new seeds, planting and harvesting tech
niques, but also post-harvest and packaging techno
logy developed through a network of governmentsponsored research institutes and testing facilities
with direct links to private sector producers. In the
agricultural area, there have also been several useful
regional initiatives including, for example, the Interna
tional Rice Research Institute, the International Rub
ber Study Group, and the Agricultural Research Cen
tre at the Alafua campus of the University of the
South Pacific, which have developed new products
for private sector firms through useful government/
private sector interaction.

64
The fundamental difference is perhaps that the
Republic of Korea applies a rather comprehensive industrial
policy package approach, with “sticks and carrots” attached,
so that borrowers from concessional schemes are informed
about their obligations such as meeting export targets.
The scheme also involves close cooperation between the
private sector and the Government in various related activi
ties such as human resource development, research and
development product design and development, marketing
and promotion, and sometimes specifies mandatory sub
contracting arrangements with small and medium-sized en
terprises. (In this case, they are required to obtain a good
recommendation from the larger companies that they are a
reliable supplier.) See Nam Dae Woo, “Linkage between
large corporations and small and medium enterprises” as
quoted in UNCTAD, “Issues concerning SMEs’ access to
finance” (TD/WG.7/6), p. 22, note 8.

61 In comparing the industrialization experience in
some Asian countries, the World Bank asserts that capabili
ties and institutions critically determine the response of a
firm to incentives. See World Bank Support for Industriali
zation in Korea, India, and Indonesia (Washington DC,
World Bank, 1992), p. 2.
S.
6
2 Lall, “The East Asian miracle: does the bell toll
for industrial strategy?”, World Development, vol. 22, No. 4
(April 1994), p. 645.
63
See United Nations Conference on Trade and Deve
lopment, “Analysis of national experiences in horizontal and
vertical diversification, including the possibilities for crop
substitution:
Malaysia” (UNCTAD/COM/73), especially pp.
48-52 and p. 57 for palm oil and cocoa respectively.
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The
6
5
cases of Grameen Bank in Bangladesh and
the Kupedes programme in Indonesia are excellent exam
ples of this point. Both schemes charge lending rates
above the prevailing market rates (although still substantial
ly below those charged by “loan sharks”) and their suc
cesses are due more to their simple formalities for borrow
ers and the built-in social control that help to prevent
defaults for the lenders. For more information, see ESCAP,
Economic and Social Survey of Asia and the Pacific 1995
(United Nations publication, Sales No. E.95.II.F.10), p. 110,
box IV. 3 and Chee, loc. cit., p. 80. A similar approach is
proposed for the new Thai bank for rural development
(Bangkok Post, “Government laying groundwork for rural
development bank”, 22 January 1996).

will collectively (or otherwise) act as the guarantor to
service the debt payments.
In contrast, under
concessional interest rate schemes, these sorts of
constraints are normally less powerful, if not entirely
absent, and borrowers operate under soft budget
constraints so that in some cases the money ends
up in inefficient investment.66

medium-sized enterprises, perhaps with the support
of business associations or chambers of commerce,
could assist those providing finance by providing a

The existing concessional credit schemes
generally cater to the needs of very small businesses

As countries move to a more advanced stage
of development, venture capital raised through the
issuing of shares could play an important role in

ments and the like could be made as conditions for
some credit schemes, as in the Republic of Korea
cited above.

tage industries, and the loans have a relatively short
maturity, typically less than one year. For short-term

cially those that engage in innovative technology.
The record so far has been less than satisfactory,

tional finance plays an important role,67 although this
varies among countries. However, in the region, the

nities for those buying the shares except at great
loss. In principle, this problem could be eased by
the financial deepening process accompanying
development, particularly the growth (and depth) of

up capital for small and medium-sized enterprises,
still generally comes from the resources of the
entrepreneur himself. Also, there is an emerging gap
in most financial systems in the region. While very
small loans are available for microenterprises which
assist in alleviating poverty, there seems to be little
credit available to help a microentrepreneur graduate
to a small enterprise.

kets in Asia are not very liquid and the trading of
many of the stocks of small companies listed is
inactive. In fact, in some countries, there are now
moves to delist some of these shares and have
ever, this market is even more underdeveloped and
not very active, with few shares being traded over
long periods of time. This raises doubts about the
viability of using the stock markets at their current
state of development as a way of raising venture
capital for small and medium-sized enterprises,
although this may be possible in the long term.

There appears to be room for improving the
access to finance for investment by small and
medium-sized enterprises without contradicting efforts
to liberalize the financial sector. While lending rates
should be charged at the prevailing market rates,
efforts are needed to reduce transaction costs, which
can be extremely high in the case of credit provision
for small companies. There is a need for these
enterprises to demonstrate their ability to repay in a

Institutional support and developm ent
There is a plethora of government policies and

cial institutions to review their conditions on collateral
lopment in the region, each directed to certain goals
and certain target groups; many are directed

neurship training would help companies to provide
the relevant information to institutional lenders to

sized enterprises (see box IV.2).
ment-sponsored information databases on small and

These can be

lation does not necessarily imply unfettered market
mechanisms. However, the efficacy of these policies
depends critically on the openness of the trade
regime and the existence of domestic competition.

66 For example, the contrast between the performance
of the Kupedes programme and that of the KIK/KMKP (a
low-interest credit propramme) in Indonesia could not be
more striking. While the former managed to have a default
rate of only around 2 to 3 per cent, the latter showed
almost one third of total credit outstanding (see Chee, loc.
cit., p. 80).

grammes as a whole to ensure synergy among
various programmes and institutions is important.
There are indications that many government policies

67 See the results of a recent Asian survey in United
Nations Conference on Trade and Development, “Issues
concerning SMEs access to finance”, p. 6.

68
For example, this was proposed in Thailand by the
Finance Minister.
See Bangkok Post,
’’Slack firms to be
moved to OTC market - Surakiart", 20 October 1995.
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IV.2. Promoting small and medium-sized enterprises
Singapore. In many countries, preferential treatment is
accorded to SMEs in terms of licensing procedures, tax
benefits and infrastructural services.

Governments all over the world recognize the
important role of small and medium-sized enterprises
(SMEs) in development, especially as the breeding
ground for new entrepreneurs and instruments of employ
ment promotion. Various advantages are associated with
SMEs.a They are relatively more labour-intensive and
therefore create more jobs which help to mitigate poverty.
They encourage personal savings, contribute to exports
and create new industries. They are also more innova
tive and flexible these attributes are increasingly needed
in the face of the rapid globalization of the world econo
my and fast-changing consumer tastes.

Some forms of assistance appear to be more
essential for the healthy growth of SMEs than others.
Creating inter-firm linkages appears to be a key strategy:
linkages between SMEs, vertical linkages with large
firms, and linkages with regional and global firms.
Government policies can initiate the creation of dynamic
linkages.
With government support, subcontracting
arrangements between large firms and SMEs have been
successfully implemented in East and South-East Asian
countries, as have schemes reserving a portion of
government procurement for small businesses in Indone
sia, Japan, the Republic of Korea among others.b
Indeed, the promotion of inter-firm linkages can be a
major form of marketing assistance to SMEs, although
marketing is not the only component of such linkage
schemes. Typically, they involve a broader and inte
grated package, including technology transfer, training
and financial guarantees.

Governments in the region have implemented vari
ous policies to assist the development of SMEs. The
assistance takes many different forms. In the area of
management training, courses in basic and intermediate
management tools, in project evaluation and manage
ment and in strategic decision-making are offered in
many countries. Consultancy and advisory services are
provided to SMEs on business opportunities and interna
tional trading possibilities.
Assistance is provided to
upgrade technologies. For example, one of the major
objectives of the “Spark” programme in China is to assist
the technological uplifting of SMEs. The Republic of
Korea provides low-cost loans for technology imports for
SMEs and commercial banks are required to set aside a
sizeable proportion of their loanable funds for SMEs.
Financial assistance in the form of concessional credit
and, occasionally, grants are provided in many countries.
Malaysia, the Philippines, the Republic of Korea and
Singapore also provide financial assistance in the form of
venture capital.
SMEs are encouraged to establish
linkages with larger firms through subcontracting or fran
chise arrangements in several countries, including India,
Malaysia, the Philippines, the Republic of Korea and

Easy and rapid access to information as well as a
capability to analyse and make appropriate use of the
information received often determines the success of
businesses.
As information processing often involves
some economies of scale, government assistance in the
provision of such services to the SMEs, at some nomi
nal charge, would be beneficial to them in terms of
lower transaction costs while at the same time promoting
efficiency.
An interesting case is the integrated as
sistance for small exporters organized by the Trade and
Development Board of Singapore. The Board provides
information on overseas markets, publicity and a trade
documentation service for SMEs. The latter is crucial
since trade documentation is often too cumbersome a
task to be performed efficiently by small firms.c

a For details, see various reports issued by the
United Nations Conference on Trade and Development,
some of which are:
Role of the State in creating an
enabling environment for the promotion of entrepreneur
ship and the viable development of enterprises, espe
cially SMEs” (TD/B/WG.7/2)
“Export development and
the role of SMEs, giving due consideration to possible
advantages arising from the globalization process” (TD/B/
WG.7/3)
“Issues concerning SMEs’ access to finance”
(TD/B/WG.7/6)
“Technical cooperation for policy deve
lopment to enhance the role of small and medium-sized
enterprises” (TD/B/WG.7/7)
“Report of the Ad Hoc
Working Group on the Role of Enterprises in Develop
ment on its first session” (TD/B/WG.7/4) and “Final
report of the Ad Hoc Working Group on the Role of
Enterprises in Development incorporating the report on
its second session (TD/B/WG.7/8).

b P.L. Chee, “SMI programmes”, in Kim Seung Jin
and Suh Jang-Won, eds., Cooperation in Small and
Medium-Sized Industries in ASEAN (Kuala Lumpur,
Asian and Pacific Development Centre, 1992), pp. 100102.

c Trade rules are extremely complicated and vary
from one region or country to another. In consequence,
this requires a set of voluminous and varying documents
to be processed, including rules of origin and local
content, which are generally beyond the administrative
capacity of small firms to handle efficiently. Also, when
trade disputes arise, consistent and well-kept records
are an absolutely indispensable weapon to fight arbitra
tion or the court process.
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At the growth stage, assistance is provided
through the above schemes together with ISO 9000
certification, a local enterprise technical assistance
scheme, a local industry upgrading programme, a market
and investment development assistance scheme, pioneer
status and investment allowances, and a software deve
lopment assistance scheme.

Also important is the promotion of associations of
SMEs. Such associations can represent the interests of
SMEs and give them a stronger bargaining position in
various forums to ensure that their views, needs and
concerns are taken into account in policy formulation.
Considering the fact that SMEs constitute the largest
number of business establishments and account for a
significant share of employment in many countries, em
powerment of SMEs would constitute a key step in the
pursuit of growth with equity.

Programmes for the expansion stage include, in
addition, an automation leasing scheme, a brand name
development assistance scheme, a business develop
ment scheme, a franchise development assistance
scheme and a total business plan development scheme.
SMEs are also assisted in going overseas through the
above schemes, with double deductions for overseas
investment development expenditure, a local enterprise
finance (overseas) scheme and an overseas enterprise
incentive/overseas investment incentive scheme.

A description of the policies followed in Singapore
provides a good illustration of the approach outlined
above.d Despite the image of a thriving economy of
large enterprises, it is interesting to note that in
Singapore, SMEs account for 90 per cent of the total
establishments, 44 per cent of employment, 24 per cent
of value added and 16 per cent of direct exports. They
form the foundation from which local entrepreneurship
and innovation spring and complement the industrial
structure by doing subcontract work and producing
components for transnational corporations. However, it
is recognized that SMEs lag behind in productivity,
management skills, marketing and technology. To redress
these shortcomings, Singapore set up 10 schemes to
assist SMEs in the 1980s, which were later incorporated
into an SME master plan designed to help at every stage
of enterprise growthe The elements of this scheme
include, at the start-up stage: a local enterprise compu
terization programme, a local enterprise finance scheme,
a product development assistance scheme, a research
and development incubator programme, a skills develop
ment fund and access to venture capital.

The Local Enterprise Technical Assistance
Scheme for technological upgrading and productivity
funds a “local industry upgrading programming involving
a tripartite partnership between the Economic Develop
ment Board, transnational corporations and local SMEs.
A transnational corporation adopts an SME as a subcon
tractor and helps it to improve operational efficiency and
introduce new processes. At present, 25 transnational
corporations and 133 SMEs are involved. This scheme
has helped to improve the overall efficiency of local
companies in areas such as production planning, inven
tory control, financial control and management tech
niques. Also, new products or processes are transferred
to local enterprises through subsystem assembly or origi
nal equipment manufacture arrangements. Joint product
or process research and development is undertaken,
including market expansion, technology transfer and tech
nology licensing. In this way, many Singapore enter
prises are able to export their own components and
expertise and also tie up with international companies.
More recently, efforts have started to help local SMEs to
form joint ventures with SMEs of other countries to set
up new firms in third countries.

d Based on information provided by the Singapore
Trade and Investment Board.
e Singapore Economic Development Board, Growing
with Enterprise: A National Effort 1993, p. 23.

scarce resources are being wasted. Selective, yet
integrated, government intervention tends to be more
effective. Such a strategy would appear to entail
special emphasis on capability acquisition at the
microlevel,
encompassing
institutions,
subsector
linkages and firms.70

to support private sector development are less
efficient and effective than they could be, essentially
because they are too fragmented, with too broad a
coverage and a multiplicity of (sometimes conflicting)
objectives. They are also underfunded and, above
all, not very responsive to the real needs of the
private sector.69 In consequence, in many cases,

70
For example, it would be possible to create positive
linkages for small firms between the availability of loans
and the undertaking of entrepreneurial/management train
ing.

69 See, for instance, the discussion on this point in
United Nations Conference on Trade and Development,
“Role of the Stale...”, p. 11.
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While there are various possibilities postu
lated to redress such shortcomings, knowledge on
the subject is still very limited.
Clearly, more
research needs to be done to broaden and deepen
the understanding of the processes underlying the
development of private business.
Also, Govern
ments need to foster closer cooperation with the
local private sector through regular consultations.
To be effective, this dialogue has to take place at
three levels: between the politicians and the civil
service, between the politicians and the private
sector and between the civil service and the
private sector.
While the format for promoting
dialogue is sensitive to cultural factors, there is a
need for all parties to view the others as partners,
not opponents, in their efforts to promote private
sector development.
Experience in the government-business consultancy forums in Malaysia, the
Republic of Korea and Thailand is instructive as it
provides many useful lessons for making policies
more responsive to changes in the business
environment (see box IV.3).
Business associations play an important role
as a conduit of legitimate business interests. The
strength and maturity of a business organization
are critical ingredients in promoting effective
government-private sector cooperation at various
levels.
Also, well-conceptualized input by the
private sector to various training and assistance
packages offered by governments would make
those schemes incorporate the real needs of the
private sector better. These associations exist in
most countries of the region for the more advanced
economic sectors, in general as chambers of com
merce or industry, but need to be fostered for small
and medium-sized enterprises and microenterprises
(see boxes IV.1 and IV.2).
In several countries,
governments have helped to stimulate the formation
of business associations through licensing pro
cedures tied to membership, the collection of
industry-agreed levies which are then passed on to
the association etc., without much involvement in
the operation of the association.
The efforts of governments to facilitate the
functioning of markets, and the efficient marketing
and distribution of goods and services, are also
important.
Assistance geared towards the esta
blishment of local marketing and distribution struc
tures through which price signals can efficiently
reach small farmers or firms and so play their role
in production decisions appears to be one of the
most neglected areas in the government’s scheme

to support private sector development in many
countries.71 Much of the assistance in recent years
has been geared to either setting prices or adminis
tering quotas, neither of which are market-based ap
proaches, rather than on information transmission and
encouraging the use of modern marketing methods.
Very often, small producers of commodities and other
products individually strive against a well-organized
group of middlemen or final purchasers who are
armed with more complete information and the
finance needed to time purchases and sales to make
the best profits.
Some countries such as China,
India, Indonesia, Malaysia and the Philippines have
put their efforts into upgrading their marketing
systems, primarily for commodities of export interest,
including providing for the use of risk manage
ment instruments.72 However, there is a need to
expand the attention given to devising market struc
tures able to complement the competitive setting of
prices and the increased reliance on the private
sector.
In conclusion, the probability of being successful
in promoting the development of the private sector
through programmes designed to enhance human re
sources development and research and development
would be greater if the programmes were well focused
with a concern for building a synergy among various
programmes. Thus, selective strengthening in some
subsectors with potential comparative advantage, in
cluding ones with small and medium-sized enterprises,
in an integrated product/commodity approach or facili
tating inter-firm linkages through subcontracting would
substantially raise the probability of success compared
with widespread and ad hoc assistance. It is equally
important to enhance cooperation between the private
sector in various fields and various levels of govern
ment for the sake of increasing the relevance of
programmes,
as
well
as
promoting
mutual
understanding and information-sharing on economic
and business matters.

71
Despite efforts at deregulation, many aspects of the
domestic trade in Indonesia in the mid-1990s remain control
led by various regulations which impair their efficiency,
Guozhong ie and O. de Bruyn Kops, ’’Clogged distribution
channels: marketing practices for industrial commodities in
Indonesia”, Building on Success....
72

For example, see Sparks Companies, Inc., “Joint
UNCTAD/World Bank Study on Risk Management in
South-east Asia, Final Report” (UNCTAD/COM/MISC.56).
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BOX IV.3.

Government-private sector cooperation

tant to foster cooperation between government (both the
politicians and the civil service) and the private sector so
that these parties see each other as partners, not
opponents, in development. Consultations between them

ry Industry with various private business associations
with the major aim of fostering dialogue and facilitating
private sector feedback on government policies of growth
and equity. As the forum was considered useful, this
ness Council to further promote the role of the private
sector in development. The council meets two or three
times a year and comprises 10 ministers, 8 senior public
servants and 44 business leaders and is chaired by the
Prime Minister. It is stipulated that the objectives of the
council are: (a) to facilitate a free flow of information
and ideas; (b) to address industrial and commercial
problems and remove impediments to growth; (c) to
create better understanding and relationships; and (d) to
identify and promote cooperation and collaboration
between government and business.c

tions of risk and uncertainty due to government action,
promote joint efforts, when appropriate, and incorporate
the needs of the private sector into various government
schemes of assistance such as training, research and
development or export promotion. Broadly, there are two
levels at which such cooperation is organized: a highness leaders to deal with general policy matters and
concerns and the sectoral or product-level consultations
to attend to specific matters concerning a particular
sector or product.

ment and the private sector has been an ongoing feature
of the Singaporean development experience for most of
its existence. The most common form is a committee
structure where businessmen form the large majority of
participants, the relevant minister sits in the chair and

sultation forums exist in the region, particularly in the
East and South-East Asian countries.
In the Republic
ness dates back to the 1960s when the Government’s
active participation in export promotion culminated in

ined the main causes of the recession and formulated
steps to address these. One outcome was the small
and medium-sized enterprise master plan to assist local
entrepreneurs at every stage of their growth (see box
IV.2). Another example is the Committee to Promote
Enterprises Overseas established in 1993. This consists
of 14 leading local businessmen with the Minister of

dent and attended by relevant cabinet ministers and
business leaders.a
Within a more liberal economic
environment coupled with the increasing maturity of the
business associations in terms of their organization and
their conceptual capability (generated through their own
well-resourced think-tanks) the voice and concerns of the
private sector have increasingly become an important
input to government policies.b

dations

The top-level dialogue between the Government
and the private sector in Thailand began in 1981 with

led

to

the

setting

up

of

an

interministry/

seas investments, with specifically designated tasks
assigned. In this way, a private local company wishing
to expand overseas had a transparent and organized
way of receiving assistance.

mittee. This committee meets monthly; it is attended by
cabinet ministers and business leaders and is chaired by
the Prime Minister. The fact that the secretariat of the
committee resides in the prestigious National Economic
and Social Development Board indicates the importance
of this policy forum.

In many Pacific island countries, including Fiji, New
ciations or chambers of commerce have regular meetings
with government and plan joint activities to assist the
private sector. Most countries in South Asia have a
system of consultation between the Government and the

At about the same period, Malaysia also initiated
national Trade and Industry, the Ministry of Finance, the

cises for their budget or for commercial policy.

a II Sakong,
Korea in the World Economy
ton DC, Institute for International Economics, 1993).

c

b See A. MacIntyre,
Business-Government Relations
in Industrialising East Asia: South Korea and Thailand,
Australia-Asia Papers,
No. 53 (Queensland, Griffith
University, 1990), pp. 16-21.

See United Nations Conference on Trade and

ties for crop substitution:
73), pp. 43-44.

Malaysia" (UNCTAD/COM)/
(Continued overleaf)
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certification. Individual company requests for information
or assistance on specific product markets are also met
on a fee-paying basis.e

Along with the top-level forums, there are a
plethora of specific consultative mechanisms dealing with
sectoral or product issues. The example of cooperation
in research and development in Malaysia is interesting.
In 1979, the Government established the Palm Oil Re
search Institute of Malaysia, which was funded mainly
by the industry through a levy on its production. A joint
committee of government and industry was in charge of
the research and development activities of the Institute,
which include both product and market development.
Malaysia’s competitiveness in the industry has been
substantially strengthened by the joint governmentbusiness programmes in the Institute particularly be
cause this has enabled the research and development to
be market-driven and commercially oriented and hence
more responsive to changes in the market.d

Government-private sector cooperation can also
contribute to increasing regional economic cooperation.
It helps to enrich and focus intergovernmental discus
sions by bringing the concerns of the business commu
nity to the negotiations and by indicating areas where it
can play a positive role. Such cooperation has been
critical in the success of several growth triangles” or
similar arrangements in East and South-East Asia. Also,
as a follow-up to their national initiatives, annual consul
tations between economic ministers of countries of the
Association of South East Asian Nations (ASEAN) and
representatives of the private sector umbrella organiza
tion, ASEAN Chambers of Commerce and Industry, were
started in 1995 and it has been agreed that the private
sector should be consulted at the early stages of
ASEAN economic policy formulation.

Trade promotion agencies are another fruitful ave
nue for government-business cooperation in many coun
tries in the region, especially in terms of developing
exports from small and medium-sized enterprises as,
unlike big companies, these enterprises seriously lack
skills in market development and the mastery of compli
cated trading documents. The Trade Development Board
of Singapore, which originated from a government
bureaucracy and was later corporatized as a statutory
body under the Ministry of Trade and Industry, is a
successful example of such an administrative reform
incorporating private sector ideas and mode of operation.
The private sector influence is significant for example, 7
out of 10 members of the board of directors (including
the chairman) are from the private sector. The Trade
Development Board engages in various activities in mar
ket development, that is, identifying markets and export
opportunities, and makes recommendations to firms on
product quality, process, design and export strategy to
specific countries. Various forms of trade facilitation are
also offered such as trade documentation, and export

d

While the benefits of taking private sector views
into account in policy formation are obvious and efforts
towards that end represent a welcome change from the
previously insulated policy-making in many governments,
there is a risk of “regulatory capture” implying that the
private sector shapes government policy to serve its own
interests, at the expense of the wider interests of the
country, including those of fair trading and equity. There
is thus a need to keep the forums as representative as
possible and to avoid the appearance or reality of
collusion between certain private sector interests and
government officials.

e For more discussion on the export promotion
agencies of Singapore and other countries in East Asia,
see D.B. Keesing, The Four Successful Exceptions:
Official Export Promotion and Support for Export Market
ing in Korea, Hong Kong, Singapore and Taiwan, China

(Washington DC, World Bank, Trade Expansion Program,
1988).

Ibid., pp. 48-50.

Econom ic infrastructure

private sector to undertake business activities.
In
special targeted schemes such as those in special
economic zones, it actively encourages certain
private sector activities by providing them with a
relatively dense network of infrastructure services
that would have been too expensive to build over a
larger area. The various policies and institutional
measures to promote growth and development of the
private
sector would
not
be
met with
a
corresponding response if infrastructure were lacking.
In addition, a poor infrastructure network makes an
economy relatively inflexible as the private sector
cannot respond to new external opportunities as

The term economic infrastructure refers to any
physical construction, the services derived from the
use of which are directly used as an intermediate
input in an economic activity.
The constructions
include roads, ports, waterworks, telecommuni
cations, power grids and others.
Economic
infrastructure is thus different from social infrastruc
ture such as hospitals and schools. The provision
of adequate infrastructure services provides an
enabling condition so that it is possible for the
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quickly as competitors from other countries which
are endowed with an efficient network.73

generation and telecommunications. The additional
infrastructure requirements for the most populous
countries in the region, China and India, are phe
nomenal.
For example, towards the end of this
century, they are required to build power generation
capacity of 74,000 MW and 124,000 MW respective
ly. Also, half of the required road construction in the
region is located in India.75 Should the gaps not be
met, growth in the region will be constrained and the
private sector’s investment plans, which are crucial
for future growth, will have to be scaled down.

In fra s tru c tu re se rvice s a n d p o lic ie s
The provision of efficient infrastructure services
is complicated by the fact that investment in infra
structure by its very nature is lumpy and has some
natural monopoly characteristics. Traditionally, this
has meant that the government was the key investor
in and provider of infrastructure and that the pricing
of infrastructure services was also often a govern
ment policy decision. The pricing policies followed
by many governments in the region have been quite
arbitrary and not based on cost recovery or market
principles.
For example, electricity tariffs in many
countries in the region are about 15 to 20 per cent
more expensive for the small and medium-sized
enterprises than for large industries the gap in
creases to 50 per cent at the expense of these
enterprises in large cities such as Bangkok and
Bombay.74
The lack of competitive supply and
pricing mechanisms underlie many of the problems
associated with inadequate provision and poor
service performance.

Until recently, for reasons mentioned above,
the bulk of the infrastructure in the region was
provided and managed by government agencies or
public enterprises. With severely limited government
resources, efficiency in the use and provision of
infrastructure has become an overriding concern.
While the role that governments play in financing
investment in infrastructure is expected to remain
substantial, the supply available to the private sector
is not likely to improve significantly without a policy
framework to increase efficiency. Essentially, such a
policy framework includes a market-based pricing
policy and changes in managerial and institutional
arrangements that have so far not been very effi
cient in providing adequate infrastructure in terms of
quantity, quality and timing.76 In most countries, the
use of electricity, water and telecommunication ser
vices is charged according to the amount of con
sumption, normally with different rates applied to
commercial and household uses. However, only in
rare cases, if any, do the user charges cover the
entire costs of infrastructure provision.77 Even with

The need for a policy framework to increase
the provision and improve the performance of
infrastructure services has been recognized in most
countries in the region.
Indeed, the demand for
economic infrastructure is increasing rapidly for
reasons of rapid growth, urbanization or poor infra
structure maintenance and a yawning gap exists
between the demand for and the supply of basic
economic infrastructure in the region. The size of
the required investment for infrastructure up to the
year 2000 is enormous. It is estimated that for the
whole Asian and Pacific region this would reach $1.1
trillion and the gap between the committed and
required investment in the region would range be
tween $800 and $900 billion.
Further details show
that the resource gap is particularly acute in power

75 ESCAP, Infrastructure Development as Key to Eco
nomic Growth and Regional Economic Cooperation (ST/
ESCAP/1364), tables 1.2 and 1.3.
76 The amount of waste and inefficiency is substantial.
In power utilities, the technical efficiency has declined over
the past 20 years in power generation, transmission and
distribution. Also, there are tendencies of overstaffing in
other government-owned infrastructure. See World Deve
lopment Report 1994..., p. 5.

73 Successful poverty alleviation cases can also follow
infrastructure development.
A longitudinal study in 85
districts in 13 Indian states shows that cheaper transporta
tion following road improvements, combined with better
telecommunications that lower the bank’s costs, has
brought about agricultural growth and increases in income
in the villages.
Similar results are also evidenced in
Bangladesh. See World Bank, World Development Report
1994: Infrastructure for Development (Washington DC,
1994).

77 For example, full cost recovery pricing of water
provision in the region was only found in Japan, the
Philippines, the Republic of Korea and Singapore, whereas
the principle of recurrent cost recovery pricing generally
applies to most countries, except for irrigation water (see
ESCAP, Infrastructure Development..., table 3.1).
Some
comparison in Asian countries also shows that, with the
exception of Pacific island countries, where economies of
scale are low, energy prices tend to be higher in East and
South-East Asian countries than South Asian countries,
implying greater subsidies in the latter (see Malhotra,
Koenig and Sinsukprasert, op. cit., p. 3, table 1).

74 A. Malhotra, O. Koenig and P. Sinsukprasert, A
Survey of Asia s Energy Prices (Washington DC, World
Bank, 1994), p. 5, table 2.
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managing the operation of infrastructure. Countries
in the region with a strong private sector and expe
riencing various strains on the system are seizing
opportunities to allow the private provision of infra
structure as well. There are various forms of private
participation in use ranging from management con
tracts to private ownership, the efficacy of which
depends on the stage of development, capital mar
ket depth and regulatory capacity of the government.

large subsidies, this results in negative effects on
operation and maintenance with a progressive
deterioration in the infrastructure stock and quality.
Also, limited resources are generated for capacity
expansion. On the demand side, low tariffs often
lead to excess demand for infrastructure, which puts
further strain on the system. The pricing policy of
governments should take into account the cost
recovery principle of infrastructure services and,
whenever necessary and viable, specific targeting of
subsidies could be granted for equity or promotional
purposes. At a minimum, the prevailing discrimina
tion in favour of large industries should come to an
end.

In most cases, the major mode of public and
private sector cooperation is a contract arrangement
where ownership remains public but the private sec
tor is put in charge of the operation. Depending on
the rules and regulations in the contract, this is done
either through leasing or through concessions. BOT
(build-operate-transfer) is one of the common forms
of concessional arrangements where the private sec
tor builds and operates the infrastructure for a cer
tain period of time, under certain conditions involving
pricing, standards etc. Later, the ownership is trans
ferred back to the public sector.
Other arrange
ments include variations of BOT, build-transfer (BT)
and build-own-operate (BOO).
Already, there are
various forms of BOT, BT and BOO schemes in the
region involving the provision of toll roads in China,
Malaysia and Thailand, telephone facilities in Indone
sia, Sri Lanka and Thailand, power generation in
China, and energy, transportation and water resourc
es in the Philippines.
In fact, BOT projects are
estimated to account for 53 per cent of total commit
ted infrastructure investments in the Philippines for
the period 1994-1998.

Targeted in fra s tru c tu re schem es
In some instances, specific targeting of infra
structure for concentrated investment promotion can
generate substantial economic benefits that comple
ment private sector activities. This occurs in indus
trial parks, export processing zones and, most
recently, growth triangles. The provision of a mas
sive network of relatively efficient infrastructure
makes a significant contribution to the promotion of
the private sector as production, transportation, mar
keting and other costs are significantly lower than
otherwise.
Once the basic infrastructure is deve
loped, incentives can be given for the private sector
to develop business infrastructure such as was done
in the Batam Industrial Park in Indonesia. Similarly,
when an infrastructural gap exists, the private sector
can join in to complete the system as happened in
the Pearl River delta scheme in southern China.78
There are also economies of scale in the provision
of infrastructure on a concentrated basis which can
be reflected in the rates charged for use, as well as
economies in repair and maintenance.

BOT schemes look attractive because they are
relatively simple and do not require as high a level
of government administrative capability or as
developed a stock market as would the private own
ership option. They appear to be working well in a
number of countries.
Promoting BOT requires an
appropriate legal and institutional framework which
defines the ownership structure, legal dispute
settlement, rules regarding foreign investment and
foreign transfers, pricing formulas etc. An example
of such a framework would be the Republic Act
7718 of April 1994 of the Philippines. Also, the BOT
option can sometimes be expensive as investors
want ample compensation for various risks and un
certainty, such as long lead times (with cost overrun
problems), lumpy investment, pricing and exchange
rate risks etc.
Furthermore, the huge amount of
funds normally needs a combination of loan syndica
tion and investment from various institutions. This
may involve lengthy negotiations with banks, financial
institutions and other investors.

Private p ro v is io n o f in fra s tru c tu re
Marketization and privatization are important
elements in making infrastructure provision and ser
vices more efficient. Even while government finance
will still be the most important source of infrastruc
ture financing, the private sector can and is being
encouraged to take over certain functions such as

78 See P.L. Chee, “Subregional development zones in
East/South-East Asia: lessons and policy implications” in
The Lessons of East/South-East Asian Growth Experience
(ESCAP, Development Papers, No. 17), p. 73.
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EMERGING CONCERNS

reduced by liberalization, at constant nominal stock
of money, the real stock of money increases giving
rise to excess supply of money. Part of that excess
supply will be dissipated in an increase of imports,
putting short-run pressure on the current account,
but the remainder will be spent on domestic goods,
putting upward pressure on prices of non-tradables,
hence generating inflation.

W hile taking measures to enhance the role of
tant policy move, this also creates a new series of
problems and issues which need to be addressed.
Some of these are briefly discussed below.

A second challenge arises from the fact that
some of the policy instruments used in the past may
no longer be appropriate. For example, the use of

Maintaining macroeconomic
stability

tative restrictions on imports to defend the exchange

the stability and predictability of the macroeconomic
environment.
Strategic macroeconomic variables

rate, or a credit ceiling to reduce liquidity would be
inconsistent with the liberalized policy regimes. The
authorities in charge of macroeconomic management
are increasingly required to make use of market-

such as prices, exchange rates and interest rates
need to be both stable and predictable for the

based instruments whose effectiveness cannot be
judged in advance, because of the need to have

private sector to flourish.

adequate information on the behaviour of a host of

lization of economies is significantly determined by

appropriate combinations
balance-of-payments

That, in turn, requires
of fiscal,

monetary

and
tations manifested through financial markets.

policies in order to maintain

Finally,

tries with serious macroeconomic imbalances are not

liberalization

and

deregulation

have

significantly increased the interdependence among

likely to achieve much success in promoting the
private sector.

the key macroeconomic variables and eroded the
capacity of national authorities to exercise effective
control

over

all

these

variables

simultaneously.

bility following the recent policy reforms lies in the
potential destabilizing effects of deregulation and
liberalization, at least in the short run. For example,

tween countries would have a major initial effect on
the flow of short-term funds. The movement of such

deregulation of prices which were controlled at levels

funds quickly makes its effect felt on other variables

far below market clearing ones might create an
enorm ous inflationary impact owing to cost-push

such as domestic money supply, interest rates, price
levels and the exchange rate.

pressures.
In turn, that could induce demand for
credit by enterprises which, if accommodated, could

In sum, the need to ensure a stable and
predictable macroeconomic environment has become

aggravate inflationary pressure through demand pull.
Also, any deregulation tends to increase the risk of

greater as countries rely to a greater extent on the
private sector for development. At the same time,

puts and market-based ways need to be found to
cope with the increased uncertainty through the
appropriate use of m onetary and fiscal policies.
Similarly,

liberalization

measures

generate negative short-run effects.

tion, knowledge and skills related to understanding
the functioning of such an economy and the
influence of the various policy tools.

potentially

For example,

Continuing institutional reform

duce the prices of imported goods; hence, in the
short run, buyers have more incentive
cheaper imported goods.
The current

to buy
account
my is a delicate task for a government: not only
does it have to enact the requisite laws containing
incentives and penalties for inducing market-based
behaviour, but it also has to enforce these laws in a
neutral and efficient manner. This requires that a

deficits may worsen as imports surge and exports
grow with a lag, causing pressure on the exchange
rate.
The possibility that the impact of reducing
protection is inflationary, other things being equal,
cannot be discounted.

As prices of tradables are
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manner so that agents can assess the risks and

governm ent bureaucracy be manned by competent

uncertainty involved

experts who understand and can interpret their role.
They should also be sufficiently independent of both
politicians and the business community but still able
to interact and react to the concerns of both. The
private sector needs the confidence to carry out its
productive activities, knowing that contracts will be
honoured and that they have the right to pursue
profits within the framework of a fair and unbiased
legal system. There is a need for the system to
serve to enhance efficiency by keeping transaction
costs to a minimum and to ensure that the private
sector is not overburdened with too many rules. At
the same time, governments have impartially to
enforce penalties for clearly defined and easily un
derstood market abuses. Thus, governments have
to be concerned that they implement their superviso

in each transaction. There

is

thus a concern about developing some standardized
system of commercial reporting rules which allow for
a satisfactory judgem ent of a firm s transactions and
operations. Much of this system develops naturally
as a result of accessing financial resources through
banks, stock markets etc. as a minimum degree of
disclosure is needed to prove creditworthiness.
In
addition, the undertaking of foreign trade transac
tions or investment with a foreign partner provides
another avenue through which a firm is required to
develop a tradition of transparency. However, even
in economies with
sector,

concerns

inadequate

or

a history of a vibrant private

about

lack

inaccurate

of transparency and

accounting

records

are

common and have led to the developm ent of rather
elaborate requirements for disclosure and indepen

ry role in a manner that is at the same time both
efficient and flexible enough to cope with intermittent
shocks and disruptions.
The undertaking of this
supervisory role by the State is more difficult than
undertaking productive activities directly.

dent auditing.

Many countries in the Asian and

Pacific region have adopted some accounting stan
dard and financial reporting system ,79 but most face
severe shortages of the required expertise and lack
a tradition in this area.

The different historical conditions of countries
in the region have led to differing configurations of
institutional forms and varying modes and contours
of the efforts to develop an economy based on the
private sector.
The experiences available in the

F u rth e rin g the a p p lic a tio n o f
c o m p e titio n p o lic y

region are too varied to be recounted here, but it
can perhaps be predicted that, as countries con
verge on the basic emphasis on the role of
the private sector and on participation in the
globalization process, there will be some con
vergence in the functions of economic and business
institutions, if not in their forms. Also, a need will
arise for harmonization of some standards and rules
of the game.
Already, various provisions in the
agreements reached at the Uruguay Round of multi
lateral trade negotiations, for instance, necessitate
that each mem ber of the World Trade Organization
either changes or sets up new rules in its domestic
economy, and this process is likely to continue in
the negotiations on outstanding issues.

With the increasing relevance of competition
policy in managing a competitive economy based on
the private sector, there emerges a pressing need
for each country in the region to legislate viable
laws governing potential abuses of market power.
The legal provisions to reduce such abuses typically
fall under one of the following areas: (a) structural
arrangements (cartels, mergers, collusive tendering,
bid-rigging),

(b)

horizontal

and

(price fixing, transfer pricing),
dominant
pricing).

market

power

vertical
and

(c)

(monopoly,

integration
abuses

of

predatory

Even if competition laws are legally bind

ing, in practice many countries do not enforce them
in a consistent manner.

There are various reasons

for this, the most important of which are incom
plete provisions in the laws themselves, contradic

The need for continuing institutional reforms
will persist in all countries. The extent and nature of
reforms will, of course, vary depending on where
they are presently situated in terms of institutional
development.

tions with other existing regulations of the economy,
inadequate resources (institutional, human and finan
cial) and a weak constituency to support implem en
tation.

D e velopin g transparency
The functioning of a market economy based

79
See United Nations Conference on Trade and
Development,
International Accounting and Reporting
Issues: 1994 Review (United Nations publication, Sales No.
E.95.II.A.3).

on the private sector requires a minimum commercial
institutional infrastructure that provides adequate, re
levant and transparent information in an efficient
140

There is no doubt that the challenges facing
governm ents trying to implement competition policy

of the public enterprise remains intact after privati
zation.81

effectively are enorm ous as they are always faced
Another complication in promoting efficiency is
that the choice between monopoly/ oligopoly and
competition is often not so straightforward as regards
the effects on dynamic efficiency. For example, in
modern industries such as telecom m unications or
computers, technological innovation for future growth
and efficiency could be dampened if many firm s

with pressures from various business groups with
vested interests, even in the advanced industrialized
countries.
With this perspective in mind, govern
ments in the region have to devise a viable strategy
of implementing competition policy and putting it
clearly within a coherent framework of liberalization
and

deregulation

and

institutional

development.

seek to operate in small markets of many countries
in the region and thus reduce the profits of each.
Also, the existence of significant economies of scale
tends to lead to a few large firms in sectors re
quiring large lumpy investments or vertically inte
grated capital-intensive production processes.

W hen some basic form of competition law already
exists, it appears that the governm ent priority would
initially be better concentrated on institution-building
rather than on devising a more sophisticated law.80
Granting a statutory role for a competition policy
agency is a necessary step to ensure that it is
independent

and

insulated

from

political

and

The above are but some indications of the
complications in promoting efficiency through a

business interference and that it is accountable to
an impartial body.

As effective implementation of

development strategy based on the private sector.
Government intervention in one form or another may
be needed to address some of them.
In addition,

competition law is by no means a trivial task, sub
stantial knowledge and expertise are required on the
part of the enforcement officers.

A lack of these

government cannot be oblivious to the im portance of
equity.
Even if a strategy based on the private
sector is efficient, there is nothing inherent in the

skills would necessitate training and imply a cautious
and limited initial functioning of the body.
The
focus could initially be on the outright prohibition of
collusive

agreements

between

collusive tendering etc.).

firm s

(price

system to assure equitable distribution of the fruits
of efficient production.
Here again, some form of
government intervention may be unavoidable.
In
particular, a priority concern of many Governments
in the Asian and Pacific region is the alleviation of
poverty. For most of the absolute poor, their eco
nomic activity can be classified as microenterprise in

fixing,

Preventing more complex

cases such as abuses of dominant market power or
mergers and interlocking ownerships would perhaps
require a greater institutional development than is
presently the case in most countries.

nature. They are often rural self-employed or tenant
farmers or small service providers in the urban
informal sector.
For this population, special pro
grammes to help to increase productivity can easily
be justified on equity grounds, especially when such
programmes are demand-driven and lead to eco
nomic empowerment.

P ro m o tin g e ffic ie n c y w ith e q u ity
In a m arket-oriented economy based on the
private sector, it is presumed that the profit motive
underlying economic activities by the private sector
will

of

necessity

lead

to

productive

However, there are several concerns.

efficiency.

Being market81
Very few studies on the region evaluate the
allocative efficiency effects of privatization.
In Malaysia,
there seemed to be no significant change in industrial
concentration in the aftermath of privatization, owing inter
alia to the practical absence of competition policy. See R.
Mohamed, “The market structure of selected Malaysian
manufacturing industries , Economic Bulletin for Asia and
Pacific, vol. 44, No. 1 (June 1993) Jomo K.S., “Privatiza
tion in Malaysia: for what and for whom?” in Clarke and
Pitelis, op. cit., p. 438 Bhaskar, loc. cit., p. 92, on
Bangladesh Adam, Cavendish and Mistry op. cit., for
Malaysia, Papua New Guinea and Sri Lanka and L.M.
Briones, “Privatisation in the Philippines: policy, experience
and impact”, in G. Gouri, ed., Privatisation and Public
Enterprise: The Asia Pacific Experience (New Delhi, Oxford
and IBH, 1991), p. 678.

based may not achieve dynamic efficiency, even if
the allocation of resources is efficient by static crite
ria.

Natural m onopolies or oligopolies do occur,

impairing even static efficiency. Partly as a result of
the absence of an enforced competition policy, firms
tend

to

collude

rather than

market shares and prices.

compete

to

maintain

The situation may be

further complicated by the transferring of ownership
of public enterprises to the private sector, as there
is ample evidence that often the monopoly condition

80

The ideas here draw heavily on

Khemani, loc. cit.
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through management and accounting training and
building technological capacity in collaboration with
the private sector should also receive attention.

In any case, it is not possible to generalize
about the scope and extent of government interven
tion in promoting both efficiency and equity in an
economy based on the private sector.
Each
governm ent has to exercise its own ingenuity in
defining the extent and the form of intervention.

In countries where the private sector has been
an important component for many years, the stability
of the economic and institutional structures is impor
tant to enhance credibility and maintain momentum.
As

CONCLUSIONS

the

private

sector grows

and

diversifies

into

areas where the government has played a role, such
as in the provision of infrastructure, the im plem enta
The above discussions lead inevitably to the
conclusion that the responsibility of the State in
enhancing the role of the private sector in
development is not an easy one. It consists of a
rather complex set of tasks, the effective implemen

tion of a viable competition policy should assume
high

priority.

Also,

in

many

of these

countries,

additional programmes to support the growth of
small and medium-sized enterprises will be needed.

tation of which requires a great deal of motivation,

Finally,

it should

be

emphasized

that,

in a

com petence and flexibility on the part of government

rapidly

functionaries.

in

flexibility required to respond efficiently to shifting

economies where
initial macroeconomic funda
mentals are quite out of balance, where the judicial

opportunities has become crucial. W hat matters in a

This

is

even

more

onerous

changing

world,

having

the

economic

system is weak or where there is political instability.

global economy is not only comparative advantage
but also adaptive advantage.
The private sector

The following is an attempt to bring together the
elements of institutional development and promo

appears to be better at coping with the latter than
does the State, partly because the private sector is

tional policies, taking into account the initial condi
tions with respect to the stage of private sector

survival.82

development.

by a major new study conducted by 11 research

more

used

to

continuous

adaptation

institutes around the world covering

In countries where the transition to allowing

for

its

A similar conclusion has been reached
102 countries

over 20 years: the more economic freedom the
citizens of a country had, the more economic growth

the private sector the freedom to decide upon and
undertake economic activities began in recent years,

it achieved.83 W hile the debate on the appropriate
role of the State in an economy will probably never

an em phasis appears to be needed on developing
and implementing an appropriate institutional frame

be conclusive, it is generally agreed that the State
has the prime responsibility for creating and safe

work for property rights and contract enforcement, as
well as on promotional policies to develop local

guarding

entrepreneurs
and
managers
through
training
modalities of various sorts and improving access to
loan finance. Experience suggests that these types

a

competitive

environment

and,

in

the

presence of substantive market failures, producing
public and merit goods.

Thus, an important concern

which emerges from pursuing policies to enable the

of initiatives need to start before, or at least simulta
neously with, economic reforms to deregulate the
internal economy.

private sector to contribute more to developm ent has
to do with how well the government exercises these
roles.

In countries where the emphasis is being
placed on increasing the role of the private sector
from

its state of coexistence with

a large public

involvement in productive activities,
reforms of the
economic institutional structure are crucial in order to

For a further discussion on economic flexibility, see
2
8
T. Killick, ed., The Flexible Economy: Causes and Conse
quences of the Adaptability of National Economies (London,
Routledge, 1995).

remove distortions in the incentives, and to reduce
entry and exit barriers as well as transaction costs.
This may entail further improvement in the basic

J. Gwartney, R. Lawson and W. Block, Economic
3
8
Freedom of the World, 1975-1995
(Vancouver, Fraser
Institute, Washington, Cato Institute, and London, Institute
of Economic Affairs, 1996), as quoted in The Economist,
13 January 1996.

economic legal structure and in its implem enta
tion, the carrying out of reforms in the price, fiscal
and financial regimes and in labour markets.
Com plem entary policies to enhance entrepreneurship
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V.

THE ROLE OF PUBLIC EXPENDITURE IN THE
PROVISION OF SOCIAL SERVICES

INTRODUCTION

T

vices at the conceptual level also is being reinforced
by modelling techniques demonstrating quantitatively
that investment in social services is equally, if not
more, important as investment in commodityproducing sectors, for establishing a sound basis for

he experience and lessons of past development

lar focus on economic growth does not bring about
the desired societal transformation. There is a wide
recognition in contem porary development literature
that conscious policy actions for the provision of

erate growth in the long term (see box V.1).
Chapter IV elaborated various policy measures
adopted by countries in the region to enhance the
role of the private sector in economic development.
However, the public sector has continued to play a
prominent role in providing social services in most
developing countries of the ESCAP region. In many
of these countries, Governments devote considerable

social services such as education, health, housing,
water supply and sanitation to the citizenry as a
whole are needed both to ensure the equitable
distribution of the fruits of economic growth and as a
prerequisite for sustained economic growth.1
The benefits of investment in social services
tend to be mutually reinforcing. For example, infant
and child mortality rates tend to decline with an

tems, enabling the people to obtain these services
either free or at nominal cost. Governments have
also made a conscious effort to set and reach

increase in the level of parental education, and
better survival chances of offspring are an important
factor in the decline in fertility rates.
Apart from
such reinforcing linkages, social investment also has

ment targets.
The role of government in the provision of
social services has often been justified on various
grounds. Many of the services are characterized by

cated parents are generally eager to provide even
better education for their children.
The growing awareness of the importance of,
and the increasing focus on, the provision of social
services have also been prompted by two other

sion of health, education and related social services
can help to redistribute income and reduce poverty
measured both in economic and in human capital
terms.2 It is generally agreed that education and
health are the government services of most direct
value to the poor since the poor do not have the
means to purchase education and health services
provided by the private sector.3

cation and awareness among larger sections of the
population.
International advocacy has also been
catalytic in raising awareness among national
planners and policy makers of the crucial role that
ment efforts. Practically all countries in the Asian
and Pacific region are signatories to a series of
relevant
international
covenants
and
regional
declarations.

structure and urban poverty”, in Ernesto M. Pernia ed.,
Urban Poverty in Asia: A Survey of Critical Issues
(Hong
Kong, Oxford University Press, 1994).
3 Santosh Mehrotra and Aung Tun Thet, “Public
expenditure on basic social services: the scope for budget
restructuring in selected Asian and African economies”,
United Nations Children’s Fund.

tion and the distribution of gains from growth”, paper
versity of Victoria, Canada, 1993.
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Box V.1.

An integrated planning model approach to evaluate
expenditure on social developm ent: the case
of Pakistan

sectors of the economy. The model is dynamic and rich
in specification; it is highly disaggregated in character,
with over 200 equations. It covers all three levels of
government (federal, provincial and local) and so is

mies used for forecasting and policy analysis have been
based on the perception that capital investment, financed
tant determinant of economic growth. These models
have tended to ignore the complementary effects which
the development of social sectors has on the productivity
of physical capital and labour and, consequently, on

trum of possibilities. While there are many lines of
interaction among the variables in the model, the main
ones can be outlined as follows.

nized that investment in the social sectors of primary
education, basic health, housing and sanitation, as well
as social security, is no less important than investment

The macroeconomy to public finance
and social sector development
Growth in the real economy will induce increases
in tax collection and thereby improve the fiscal positions
of Governments and their expenditure patterns, including

structure in determining growth performance. However,
this relationship needs to be quantified in the planning

ment real expenditure outlay. Demographic and other
socio-economic changes may increase the demand for
social sector facilities and influence the level of social

cance.
While countries of the region are now placing a
ment, they have lacked an adequate planning tool to
assess the relative rates of return of economic and
social investment or the trade-offs between various policy
options within the social sector and between the social
and real economic sectors. Many of the countries have
econometric models of varying levels of detail that are
used to generate forecasts of economic growth and to

crease the demand for social sector investment.

Social sector development to the macroeconomy
and public finance
A higher output of educated and healthy workers
and their entry into the labour force raise the stock of
human capital and its health status, and this contributes
to improvements in productivity and a higher rate of
growth of output in the economy. However, a faster rate
of social sector investment may have implications for the
fiscal deficit to finance both capital cost and recurring
expenditure liabilities and influence the rate of monetary
expansion and the rate of inflation in the economy.

cy options such as changes in tax rates.
A first
attempt has been made in Pakistan to develop an
integrated social policy and macroeconomic planning
model in conjunction with a major new social policy
initiative, the Social Action Programme.
The Social Action Programme represents a big
push in public expenditure in the social sectors and will,
in the context of the overall resource constraints faced
by the country in general, and the public sector in
particular, entail a diversion of resources from traditional
areas of priority.
Given the constraints to resource
mobilization faced by all levels of government and the
growing pressures to achieve greater macroeconomic
stability by cutting down the national budget deficit, it
became necessary to evaluate in quantitative terms the
impact of such a diversion, not only on the process of
social development but also on the overall long-term rate
of economic growth.

tically quite complex, compiling sufficiently reliable data
series to estimate its coefficients is also a mammoth
structed in such a manner that they are measurable and
they react to and induce changes in the macroeconomy
and the public finance sector.

arate indices: a human capital index and a public health
index. Both indices were constructed using the weighted
sum technique. In the case of the human capital index,

One of the unique features of the socio-economic
planning model developed is that it has integrated public
social infrastructure investment in education and health
with the traditional public finance and macroeconomic

nufacturing and other occupations using the relative
wage rate by age, level of education and profession as
tifies the contribution of
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the human capital endowment

and allows changes in both economic and social
variables to influence the index and vice versa, and so

The results of the simulation suggest that, if the
baseline scenario were continued, Pakistan’s economic
growth rate would continue to remain lacklustre. A shift
in investment priority to social sector development would
entail a short- to medium-term loss in economic output
lasting for a period of about eight years but, beyond this
period, the rate of economic growth would be much
faster than the country has ever experienced. A further
finding of the analysis is that the stronger the initial shift

cation. For the public health index, as health inputs
(doctors, nurses, hospitals and health care centres) as
well as outputs (patients treated, morbidity etc.) are nonhomogeneous, it was decided to base the index on
inputs to health care, information which is more readily
available than that on outputs. Such information was
combined into one index using the principal component

term gains. The growth trends under these scenarios
take a U-shape as growth declines initially, reaches a
trough, and turns around thereafter to rise strongly. The
stronger the shift in policy, the more pronounced is the
U-shape of the curve; with a weak shift in policy, the
curve will have a relatively flat shape.

nomic and social investment to affect the index and vice
versa.
Owing to its highly disaggregated character, the
model is capable of simulating the impact of numerous
policy measures on economic, social and fiscal variables
in great detail, even at the level of the provision of
individual social services (for example, schools, hospitals,

ment in social sectors, evaluating the conditions for the
financial sustainability of the Social Action Programme,
varying the levels of foreign aid earmarked for the social
sector, increasing the level of private investment in social
sectors, increasing resource mobilization for social sector
development through fiscal efforts, further decentralizing
decisions on social sector expenditure, and examining
cost-effectiveness in the provision of social services.

Thus, in the short- to medium-term, there would
be a deterioration in the country’s GDP. However, during
this period, the policy shift would result in improved
human capital and an improved public health endowment
for the nation. With the enriched social endowment
(educated and healthier workers), once the society
crosses a critical time period of about eight years, the
upturn in GDP will be significant and long-lasting. The
lag in response time can be attributed to the fact that
investments in social sectors usually have a relatively
long gestation period (eight-year is a proxy reflecting the
period of basic education) before they bear fruit. While
the results obtained on the basis of a reallocation of the
given resources are clear-cut, the question arises
whether the short-term negative consequences of the

In order to demonstrate the usefulness of such an
integrated model for planning purposes, the results of
one of the policy simulations concerning changes in the

less, the usefulness of the model simulations is to
illustrate the trade-offs in quantitative terms and thus
help policy makers to take informed decisions.

tant policy simulations undertaken so far which affect the
social sectors are changing investment priorities from

ments are described below.

In Pakistan, subnational
The information in this box is based on the content
of two papers entitled “Integrated social policy and
macroeconomic planning model for Pakistan” and “Is
public investment productive?
Some results from
Pakistan”, by Hafiz A. Pasha, M. Aynul Hasan, Aisha

ments, accounting for 80 to 90 per cent of total social

ture. Thus, this policy exercise involves a shifting of
resources from the central Government of Pakistan to
lower levels of government.

ment Centre, Karachi, Pakistan).

It should be noted, however, that, although in
most countries the Government has assumed major
responsibility for the provision of education, health
care and related welfare services, the degree of

In the light of the above, the present chapter
analyses

the

role

of

public

expenditure

in

the

provision of social services, focusing mainly on
education, health, water supply and sanitation, and
the housing sector.

public sector responsibility varies from country to
country.
For example, all education from lower

The main objectives of this

analysis are to examine the trends and patterns of
tries of the Asian and
cial development and to

Pacific

region, to

kindergarten up to and including university is
provided free in governm ent-managed institutions in
Myanmar and Sri Lanka;
but only primary-level
education is provided free in many other countries.

review

identify key issues that

That

require the attention of policy makers.
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includes

countries

such

as

Bangladesh,

Trends and levels

Bhutan, Fiji, the Islamic Republic of Iran, Nepal and
Pakistan. In Malaysia, free schooling is provided at
governm ent-assisted schools for children between

Available data for the economies of the region

the ages of 6 and 18 years. In the Philippines and
Sri Lanka, textbooks are provided free in Sri Lanka,
transport is subsidized and one free uniform per

indicate that central government expenditure on so
cial services as a proportion of both GDP and total
government expenditure has been rising generally

child is provided.

since the mid-1970s, although there have been mild
oscillations around the trend (figures V.1 and V.2).4

In the Central Asian republics, Governments
were previously fully responsible for the provision of
free education, health care, housing and social secu
rity allowances.
However, the severe budgetary
constraints of recent years have led to the adoption
of economy measures, which include the esta
blishment of various contributory insurance schemes
(for example, pension and social insurance funds)
outside the governm ent budget. In some countries,
user charges and fees have been introduced for
educational and medical services.
In some coun
tries, privatization of housing has started. Thus, the
involvement of the State in the provision of social
services is being somewhat reduced.
However, in
the foreseeable future, Governments are expected to
continue to play a crucial role in the financing and
provision of these services.

In 1990, the latest year for which comparable data
are available for 20 of the economies, public
expenditure on social sectors as a proportion of
GDP amounted to about 8 per cent or more in eight,
5 to 8 per cent in four, and less than 5 per cent in
the other seven countries.

The relative share of the

social sector in total public expenditure in 1990 was
30 per cent or more in 11 countries it varied
between 20 and 29 per cent in six countries and
was below 20 per cent in four countries.
It is interesting to note that the level of public
sector expenditure on social services in a country is
not necessarily related to the level of economic
development of that country. Even some least de
veloped economies are today devoting an equal, if
not higher, share of their GDP, as well as national
budgets, to social services, as do the newly indus
trializing economies.
Of the 11 countries with a
ratio of public expenditure in social services to total

PUBLIC SECTOR E PENDITURE
IN SOCIAL SERVICES

government expenditure of more than 30 per cent in
1990, two were least developed economies. A rank
correlation analysis does not show any consistent
and statistically significant relationship between the

A system atic analysis of the trends and pat
terns of public expenditure on social services is to a
large extent hampered by a lack of comparable timeseries data for all countries in the Asian and Pacific
region.
Data published by the International Mone
tary Fund (IMF) for economies of the region include
only the expenditure incurred by the central Govern
ment. In several countries such as China, India, the
Lao People’s Democratic Republic and Pakistan, the
provincial, state or other local governments are
mainly responsible for the provision of social servic
es and bear to varying degrees the financial burden

level of per capita income on the one hand and the
proportions of GDP or of public sector expenditure
spent on social sectors on the other.
The available data also indicate that the cur
rent

of

governm ent

resources

directed

towards social services is, by and large, higher in
the developing countries of the Asian and Pacific
region than that of the developing world, which
averages

for these services. Hence, the IMF data for these
countries understate the actual public outlays on
social services.
The IMF data may also differ

13

per cent.5

Despite

difficulties

and

constraints, most governments of developing coun
tries of the region for which data are available have
been devoting 20 per cent or more of their budgets
to social sectors (figure V.2).

som ewhat
from
the
data
compiled
by
the
Governments themselves. These limitations should
be borne in mind in interpreting the data.
Nevertheless, in the absence of
source of comparable information, the

proportion

any other
IMF time-

series data have been used here in the analysis of
the trends and patterns of public expenditure on

4 These data include expenditure on education, health,
housing and community amenities, and social security and
welfare. The last category is of minor significance in most
countries.

social services. These have been supplemented for
a few countries by national or other sources.

5 United Nations Children’s Fund, 20/20: Breaking the
Poverty Cycle, December 1994.
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Figure V.1. Public expenditure on social services as a percentage of gross domestic product
in selected economies in the ESCAP region, 1975-1993

Sources: ESCAP, based on International Monetary Fund, Government Finance Statistics Yearbook, various issues and
national sources.
a

1976.

b

1986.
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Figure V.2. Share of social services in total public expenditure in selected economies in the
ESCAP region, 1975-1993

Sources:
a

1976.

ESCAP, based on International Monetary Fund,
b

Government Finance Statistics Yearbook,

1986.
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various issues.

Nevertheless, there are indications that budgetary allocations to the social sector may be vulnerable to overall macroeconomic difficulties.
For
example, in the Philippines, where the economy had
experienced sharp declines in growth during the
1980s with the GDP growth turning negative in 1983
and 1984, the allocation of government expenditure
to the social services sector dipped from 30.1 per
cent in 1985 to 22.5 per cent in 1987, and thereafter averaged about 24 per cent until 1993. Similarly,
in Vanuatu, the economic problems, which began in
the mid-1980s, strongly affected the budgetary allocations to social sectors, which declined from 39 per
cent in 1983 to 31 per cent in 1987 and further to
28 per cent in 1988. The experience of various
countries suggests that it is funding to social services sectors that tends to be drastically reduced in
times of financial constraints. There is thus a risk

that social spending is used as an instrument of
adjustment to balance fiscal accounts.
A strong
political commitment is therefore needed to ensure
that education, health, sanitation and other human
resources development activities rank high among the
priority areas in national public expenditure.

Intersectoral allocation
By and large, allocations to the education sector
continue to constitute the largest share of the government budget devoted to social services in the developing countries of the region. In 1990, the latest year in
respect of which comparable information is available
for 22 of the 24 countries listed in table V.1, the share
of education in the total government budget ranged
from 10 to about 22 per cent in 18 countries.

Table V.1. Selected economies of the ESCAP region: percentage share of education, health
and community amenities in total public expenditure, 1975-1993

Housing and community amenities

Health

Education
Country
1980

1985

1990 1993a

19.1
14.0
20.2

15.3
17.1
14.6

17.4
18,4
21.6

16.9
19.5
19.9

11.9

6.6

9.3
9.6

11.2
12.2

13.5
10.3
16.2

4.7
10.6
9.9
13.5

2.6
12.0
11.7
12.1
19.0
22.7

4.8
11.3
15.9
10.9

1975

1975

1980

1985

1990 1993a

11.7
1.0
6.1

15.4
1.1
7.1

22.9
1.1
6.2

20.1
1.0
4.2

21.8
1.5
6.1

18.0
1.2
6.7

5.2
5.5

5.9
4.8

0.9

6.0

3.7
4.6

4.5
5.4

4.2
7.7

5.9
5.8
7.7
5.0
9.1
12.0

1.3
9.7
6.5
4.8

7.4
4.7

3.6
1.3
2.1

9.3
3.8
1.2
2.6

19.6
3.1
6.1
0.5

11.9
8.3
8.4

6.8

8.5
2.1
1.9
8.1
2.7
9.7
6.0

7.7
1.7
2.4
7.6
5.2
2.8
8.5
4.1

8.6
1.4
2.7
7.3
5.7
2.5
7.9
3.0

3.9
5.7
6.9

5.4
6.8
7.0

5.2
8.1
6.6

3.9
3.1
0.5
3.7
0.9
2.7d
3.1
1.4
0.6
0.7
3.2

1975

1980

1985

1990 1993a

15.8
16.8
22.3

8.8
1.0
8.5

7.5
1.2
7.0

8.7
1.4
6.5

9.8
2.0
4.6

10.8
10.7

5.4

4.3

6.2
5.1

6.6
5.9
14.5

3.5
5.3
3.9
10.7

Newly Industrializing economies

Hong Kong
Republic of Korea
Singapore
Least developed countries

Bangladesh
Bhutan
Lao People’s Democratic
Republic
Maldives
Myanmar
Nepal
Solomon Islands
Vanuatu

17.0
10.9

12.6

6.6

Other developing countries

15.1b 16.4b 21.7b
China
20.4 22.1
22.2
Fiji
1.9
1.9
2.3
India
8.5
8.3
8.9
Indonesia
21.3
16.9
Iran (Islamic Republic of) 7.8
18.3
22.8
Malaysia
6.2
7.1
5.9
Pakistanc
17.2
15.4
16.5
Papua New Guinea
13.0 20.1
12.2
Philippines
11.0
12.9
Samoa
8.2
6.7
10.5
Sri Lanka
19.8 19.5
20.1
Thailand
10.3 18.9
Tonga
Source:
d

26.0b
21.0
2.4
9.1
21.7
19.4
7.4
21.0
16.9

24.6b
19.1
2.2
10.0
19.0
20.3
7.4
15.0
15.9

10.5
20.1
11.1

10.4
21.1
13.0

9.0
2.4
2.0
3.2
6.9
1.8
6.3
4.1
13.6
6.1
3.7

8.1
1.6
2.5
6.4
5.1
2.3
8.6
4.5
9.0
4.9
4.1
12.8

2.5
4.3
1.8
2.3
3.0
3.2d
2.6
5.2
0.4
0.3
2.4
0.6

3.6
1.4
5.0
1.4
2.1
2.8d
1.9
1.6

1.8
6.1
1.8
6.0
7.1
2.7d
1.1
0.6

4.5
7.1
1.6
5.9
5.5
3.5d
0.6
1.9

1.3
1.6
0.3

1.0
2.2
6.9

0.8
2.7

ESCAP, based on International Monetary Fund, Government Finance Statistics Yearbook, various issues.

a 1993 or the latest year for which data are available.
Refers to all other social services.
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b

Includes

health.

c

Data from

national

sources.

In most countries, some positive trends can be
seen in public investment in education; in absolute
as well as relative terms, government resources
allocated to the education sector increased steadily
during the late 1980s and early 1990s. The IMF
data given in table V.1 indicate such increases for
Bangladesh, India, Malaysia, Myanmar, Papua New
Guinea, Sri Lanka and Thailand.
Data from national sources indicate that, in
Pakistan, expenditure on education as a proportion of
total public sector expenditure increased from 5.9 per
cent in 1975 to 7.4 per cent in 1993, while in China
this proportion increased from 13.8 per cent in 1985
to 14.9 per cent in 1993.6 In Nepal, the share of the
education sector in total development expenditure
increased from 14.2 per cent in 1986 to 18.7 per
cent in 1994.7 A recent World Bank study of the
Lao People’s Democratic Republic has shown that,
although the percentage of public expenditure on
education fluctuated between 1987/88 and 1993/94,
expenditure in per capita terms increased steadily
from $1.09 to $13 during the same period.8
However, in a few other countries, there has
been a decline in the share of government budgetary
funds devoted to education.
For instance, in the
Philippines, this share declined from 20.1 per cent in
1985 to 15.9 per cent in 1991, according to IMF data.
A 1991 study for Vanuatu by the United Nations
Children’s Fund (UNICEF) reported a decline in this
proportion from about 26 per cent in 1986 to below 20
per cent in 1990; despite this decrease, the 1990 level
was relatively high compared with other countries in
the Pacific subregion.9 In both of these countries, the
declines occurred in the context of the decline in the
share of overall social sector expenditure.

Health expenditure as a proportion of total
government expenditure recorded increases between
1985 and 1993 in a few countries or areas such as
Hong Kong, Indonesia, Maldives, Sri Lanka and
Thailand but declined or remained more or less
stable in other countries of the region (table V.1).
Data from national sources also suggest that
the share of the health sector in the total government
budget declined from 4.1 to 3.3 per cent between
1985 and 1991 in the Philippines,10 from 4.1 to 3 per
cent between 1986 and 1994 in Nepal;11 from 9.4 to
4.9 per cent between 1986 and 1988 in the Lao
People’s Democratic Republic,12 and from 14.4 to 9.5
per cent between 1984 and 1989 in Vanuatu.13 In
Bangladesh, expenditure on health and family planning as a percentage of revenue budget declined from
6.3 per cent in 1980/81 to 5.4 per cent in 1989/90.14
The decline in the relative shares of healthsector spending has affected the availability and
quality of health services. For instance, in Vanuatu,
the decrease in spending, especially from 1986 onwards, in response to difficult economic conditions
resulted in the downgrading of many rural facilities,
the closure of some, and the retrenching of many
health staff, particularly in 1988 and 1989.15
Relatively low priority appears to have been
given to housing and community amenities within the
overall social services sector in most countries of
the region. Around 1990, public sector expenditure
in housing and community amenities amounted to
about 2 to 11 per cent of total government expenditure. The past low level of expenditure on housing
and community amenities can largely be explained
by the fact that, in most countries, housing continued to be a private activity, with the role of government being mainly limited to that of a facilitator.

Expenditure on health services accounts for
the second largest share within the social services
sector, constituting less than 10 per cent of the total
government expenditure in all countries around
1990. This proportion ranged from 5 to 10 per cent
in 13 countries and was less than 5 per cent in all
other countries for which data are available.

0
1United Nations Children’s Fund, Situation o f Children and Women in the Philippines 1992, Manila, October
1992.
11

Tilak Rawal, loc. cit.

12 United Nations Children’s Fund, Children and
Women in the Lao People’s Democratic Republic, Vientiane,
April 1992.

6 Country paper of China on “Economic and social
development 1993-1995”, prepared for ESCAP, September
1994.

13 United Nations Children’s Fund, A Situation Analysis ....

7 Tilak Rawal, “Role of public expenditure in the provision of social services: case study for Nepal", prepared for
ESCAP, October 1995.
8 World Bank, Lao PDR: Social Development Assessment and Strategy, report No. 13992-LA, 15 August 1995.

14 Sadrel Reza and Shariar Hasan, “The role of public
expenditure in the provision of social services in Bangladesh”, prepared for ESCAP, October 1995.

9 United Nations Children’s Fund, A Situation Analysis of
Children and Women in Vanuatu, Vanuatu, June 1991, p. 60.

15
sis....
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United Nations Children’s Fund, A Situation Analy-

Until recently, Governments have also accorded a very low priority to water supply and
sanitation.
However, around 1990, this subsector
received the largest share of the funds directed to
social services in Hong Kong, India and Maldives,
and the second largest share in Malaysia, Myanmar,
Nepal and Singapore. The commitment of Governments to the goals and ideals of the International
Drinking Water Supply and Sanitation Decade, as
well as the Global Shelter Strategy to the Year 2000,
appear to have been responsible for the increase in
the share of public expenditure devoted to housing
and community amenities in several countries.
These increases were particularly sharp in the
Islamic Republic of Iran, Malaysia, Nepal and Tonga;
in Maldives, the proportion more than doubled from
9.3 per cent in 1980 to 19.6 per cent in 1985, but
declined to 11.9 per cent in 1990.

ACHIEVEMENTS OF PUBLIC
SECTOR EXPENDITURE

with poor transport facilities, adequate access to
education and health services cannot be ensured
by merely building schools and hospitals.
The
construction of roads and the provision of public
transport have to be essential components in any
strategy to increase access to education and health
services.16
Third, the extent to which available services
and facilities are utilized also depends on the economic conditions and socio-cultural values of the
people themselves. For instance, poverty has been
singled out as a major obstacle to the enrolment
and retention of children in schools. In many societies, the benefits of education, particularly of women,
are not readily apparent to parents who are illiterate
as well as poor.
In backward regions of several
countries, traditional beliefs generally inhibit the use
of existing health facilities.
Fourth, since benefits from investment in social
services are realized over the long term, with different time lags in different social services, current
indicators of achievement cannot be related directly
to current levels of expenditure.

General observations
Nevertheless, there are reasons to believe that
the level of public expenditure on social sectors
significantly affects achievements. The data in table
V.2 show a positive and statistically significant rank
correlation between percentages of public expenditure
devoted to social services on the one hand, and
levels of adult literacy and life expectancy on the
other. As expected, the corresponding correlation
with the level of infant mortality rate is negative. Total
expenditure on social services, rather than sectoral
expenditure on education or health, has been used
because of the mutually reinforcing complementarities
between various constituent sectors of social services. An admittedly arbitrary, but plausible, lag of 10
years between expenditure and achievement has
been chosen.
In the case of infant mortality, the
average achievement for the period 1975-1980 has
also been ranked against the 1975 level of expenditure. With this hindsight, a more detailed review of
achievements in education, health, and water supply
and sanitation services is undertaken below.

The preceding section analysed the trends in
the level and composition of public expenditure
on social services. This section seeks to review
the resulting achievements. There are, however, a
number of limitations to this exercise.
First, although Governments have assumed a
major responsibility for the provision of education,
health, water supply and sanitation services, in many
countries the private sector, non-governmental organizations, and the local community also contribute
to the provision of social services, particularly education and health care.
The extent of their involvement varies from country to country, depending
largely on government policies. The indicators of
achievements do not necessarily reflect the results
of government efforts alone. However, private sector
participation is, by and large, profit-motivated, and
private sector activities and investment are mostly
concentrated in urban areas. They focus more on
the needs of upper-income groups, which is reflected
in the better social indicators observed in respect of
urban areas and the higher income groups.

16 S. Selvaratnam, “Demographic and socio-economic
situation in rural areas of nine selected Asian countries” , in
Report and Background Papers: Inter-Country Seminar on
the Role of Rural Worker’s Organizations in Population/
Family Welfare Activities, held at Hyderabad, India, from 30
November to 5 December 1987 (Bangkok, International
Labour Organization, 1988).

Second, the impact of expenditure on social
services is, to a significant extent, influenced by
expenditure in other sectors of the economy. For
example, in sparsely populated, mostly rural, areas
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Table V.2. Ranking of selected economies in terms of expenditure on social services as a
percentage of public expenditure, adult literacy rate, life expectancy and infant mortality rate

Rank in social
expenditure

Country or area

Hong Kong
Sri Lanka
Fiji
Singapore
Malaysia
Thailand
Myanmar
Papua New Guinea
Bangladesh
Republic of Korea
Philippines
Nepal
China
Iran (Islamic Republic of)
Indonesia
India
Pakistan

Rank in adult
literacy rate

Rank in life
expectancy

1975

1980

1985

1990

1985

1990

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17

1
10
4
2
5
6
8
7
13
9
11
14
12
3
15
17
16

3
4
5a
7
9
2
8
13
15
1
6
17
11
12a
10
14
16

7
6
3
5
10
2
9
13
15
1
4
17
11
12
8
14
16

1
3
8
2
4
9
11
14
16
6
10
17
5
7
13
12
15

1
3
9
2
5
8
12
15
17
6
10
16
4
7
11
13
14

Rank in infant
mortality rate
1975-1980
16
12
13
17
14
10
5
8
2
15
9
1
11
7
6
4
3

1990
17
12
11
16
13
15
8
7
3
14
9
1
10
6
5
4
2

Sources: ESCAP secretariat computations based on United Nations Development Programme, Human Development
Report 1990 and 1993 (New York, Oxford University Press, 1990, 1993); International Monetary Fund, Government Finance
Statistics Yearbook, various issues; World Population Prospects: The 1994 Revision (United Nations publication, Sales No.
E.95.XIII.16); Asian Development Bank, Key Indicators o f Developing Asian and Pacific Countries 1990 and 1992; ESCAP,
Asia-Pacific in Figures 1993 (ST/ESCAP/1337); and World Bank, World Development Report 1986 (New York, Oxford
University Press, 1986).
Notes:

Rank correlation between social
Rank correlation between social
Rank correlation between social
Rank correlation between social
Rank correlation between social
Rank correlation between social
Statistically significant at the 95
a

1984.

b

expenditure (1975)
expenditure (1980)
expenditure (1975)
expenditure (1980)
expenditure (1975)
expenditure (1980)
per cent level.

and
and
and
and
and
and

adult literacy rate (1985)
adult literacy rate (1990)
life expectancy (1985)
life expectancy (1990)
infant mortality rate (1975-80)
infant mortality rate (1990)

=
=
=
=
=
=

0.65.
0.51.
0.61.
0.63.
–0.67.
– 0.75.

1987.

Education

number of primary school teachers almost trebled
from 23,395 to 79,590 during the same 16-year
period.17 Such expansion has, by and large, helped
in correcting the regional and other imbalances to a
significant extent and in achieving progress towards
equality of educational opportunities and social justice. In Bangladesh, for example, about 93 per cent
of the country’s primary schools and 89 per cent of
primary school teachers were located in the rural
areas by 1989/90.18

In practically all countries of the region, much
has been accomplished in the field of education
during the past two decades.
Governments have
committed themselves to the ideal of universal
primary education and have initiated programmes to
achieve this objective by specified dates. In many
countries, efforts have also been made to expand
opportunities for education at secondary and tertiary
levels as well. The progress achieved is reflected in
a number of relevant indicators.

17 Central Bureau of Statistics, Statistical Year Book of
Nepal 1987 and 1995, Kathmandu

In the first instance, a tremendous expansion
of educational facilities took place in virtually all
countries of the region. For example, in Nepal, the
number of primary schools more than doubled from
9,067 in 1976/77 to 20,217 in 1992/93, while the

1
ESCAP, Human Resources Development: Effective8
ness o f Programme Delivery at the Local Level in Countries of the ESCAP Region, Development Papers No. 16
(United Nations publication, Sales No. E.94.II.F.11).
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Table V.3.

Selected economies of the ESCAP region:

selected educational indicators

(Percentage)
Gross educational enrolment ratios
Primary

Secondary

A ll levelsa

Adult literacy rate

Country or area
1960

1986-1993

Males Females Males Females
Newly industrializing
economies
Hong Kong
88
Republic of Korea 108
120
Singapore
Least Developed
countries
Afghanistan
Bangladesh
Bhutan
Lao People’s
Democratic Republic
Myanmar
Nepal
Other developing
countries
China
India
Indonesia
Iran (Islamic
Republic of)
Malaysia
Mongolia
Pakistan
Papua New Guinea
Philippines
Sri Lanka
Thailand
Viet Nam

14
80
5

72
94
101

104
101

2
31

20

1986-1992

1980

1990

1970

1990

Males Females

Both
sexes

Both
sexes

Males Females

Males Females

110

104
103
107

70
92
70

75
93
71

32
83
31

17
71
19

11
25
7

6
12

59

66

53

20

69
74
58

94
83

81
54

15
47

1
9

2

13
32
11

42
47
51

11
23
23

65

39
75
11

53
3

112
107
121

84
104
81

27
25
47

17
23
17

44
23
28

42
39
41

37
78
22

10
47
3

131
83
78

90
44
58

125
113
116

116
90
113

59
60
47

48
37
39

50
40
51

43
50
58

47
68

19
43

59
108
80
39
24
98
107
97
103

28
79
80
11
15
93
95
88
74

114
93
96
54
78
113
109
92
106

104
94

70
58
85
29
15
71
71
34
44

54
62
97
13
10
75
78
32
57

46
54
60
19
28
61
58
49
52

61
58
56
24
30
64

46
69
87
40
39
84
86
87

13
42
74
5
24
81
68
70

30

66
111
105

88
100

64
95
83

30
7

43
60
19

100

90
99
95

68

45
52

88
37

87
62

68

88

34
75

72
87
82
46
78
94
93
96
95

52
74
73
21
57
93
85
91
87

Sources: United Nations Children"s Fund, The State of the World’s Children 1995 (New York, Oxford University Press,
1995) and United Nations Educational, Scientific and Cultural Organization, World Education Report 1993 (Paris, 1993).
a

Refers to age group 6-23 years.

fact that most Governments were able to achieve
substantial increases in educational enrolments despite high rates of population growth and the
consequent concentration of school-age population.
Several countries have already achieved universal
primary education and others are within striking
distance of achieving this goal by the end of the
century.

Second, increases in school enrolments at all
levels of education, both in absolute terms and as a
proportion of children in appropriate age groups,
have been dramatic in most developing countries
during three decades (table V.3).
In many countries, enrolment rates for girls increased faster than
for boys, reflecting partly the smaller initial base of
girls’ enrolment and partly the effort to increase
female enrolment.19 What is also significant is the

Third, rising enrolments and average educational attainment have led to improvements in literacy. Over the past three decades, adult literacy rates
have been rising in all countries, and these increases have been very marked in several developing and
least developed countries which initially had very low
literacy levels. In many countries, there has also
been a significant narrowing in the gap between
male and female literacy rates (table V.3).

9
1For example, in Bangladesh, the Government, with
a view to promoting women’s education, has introduced
compulsory primary education and free education for rural
girls until class 10, changed the teacher recruitment system
so that 60 per cent of all teacher positions are targeted for
women and introduced the food for education programme
for boys and girls in primary schools to motivate poor
parents to send their children to school.
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Besides differences in physical facilities, there
are also marked differences in physical accessibility
to existing educational facilities between various
areas and regions within countries. While schools
are within easy reach of students in urban and
economically developed regions, children living in
rural, remote and mountainous areas often have to
travel long distances in harsh conditions to attend
schools.21 Even in large cities, those living in poor
neighbourhoods and informal settlements do not
have adequate access to educational facilities. The
poor quality of physical facilities and the long distances that children have to travel have contributed
to low enrolment rates in the rural and remote
areas.

Despite the impressive performance over the
years, there are still quantitative and qualitative deficiencies in the provision of education in most countries of the region. Past strategies for the delivery
of educational services do not appear to have resulted in equality of opportunity as originally envisaged and emphasized in respective national policy
statements. In many countries, disparities in access
to education persist between boys and girls, between urban and rural areas, between the rich and
the poor, and between various geographic regions
within these countries. Consequently, a large number of children are denied the opportunity to learn in
the formal education system.
In some countries, the percentage of children
in the relevant age groups enrolled in various levels
of education is still relatively low, less than 50 per
cent. Where enrolment rates are low, poor children
and girls are the least likely to be enrolled. At the
primary level, over 60 per cent of the children in the
eligible age groups are not attending school in countries such as Afghanistan, Bhutan and Pakistan. It
is therefore very likely that the widely held goal of
universal primary education by the year 2000 will be
out of reach for these countries, even if there were
to be very much higher levels of expenditure on
basic education during the intervening years.

The qualitative weaknesses of the national
education systems are reflected in the high drop-out
rates, particularly at the primary level. The available
data indicate that an alarming proportion of those
who enter the system in grade 1 do not stay long
enough to complete the final grade of the primary
level and thus fail to acquire literacy and other basic
knowledge and skills. In most countries, the dropout rate is considerably higher for girls than for boys
(table V.4), higher in rural areas than in urban
areas, and higher among the poor than among the
rich.

Although girls constitute approximately 50 per
cent of the school-age population, they are underrepresented in enrolments at every level of formal
education in many countries. The countries where a
significant proportion of girls do not have access to
first-level education or to any education at all are
mostly those countries where access to education is
also low for boys,20 mainly because of low levels of
spending on education.

Those who fail to complete elementary schooling do so for two types of reasons. The first relates
to the inadequacy in schooling facilities such as
difficulties of physical accessibility to schools, the
non-existence of schools with full five or six years of
elementary education within reasonably easy access
to children, and a poor learning and teaching environment that often prevails.
The second type
consists of socio-economic factors such as poverty
and the lack of appreciation of the value of education in general, and specially of girls’ education.

In many countries, lamentable gaps also exist
in educational access and opportunity between various localities and regions within these countries.
In general, the better equipped schools in terms of
qualified teachers, teaching materials and so on are
located in large urban centres and provincial capitals, while facilities in the rural and remote areas are
of relatively poor quality. Most village schools lack
potable water, proper sanitation and ventilation facilities, as well as adequate seating arrangements;
overcrowding continues to be a serious problem in
most of these schools.

Some of the countries with low primary enrolment and completion rates are those that have, over
the years, devoted a smaller share of their public
budgets to education and a smaller share of their
education budget to primary education. In Pakistan,
for example, low government outlays have resulted

2
1
For instance, in Pakistan, only about a third of the
rural schools are located within a mile of any village, and
only a few villages are located within a mile of a bus stop.
Public transport is also rare in rural Pakistan. See ESCAP,
Human Resources Development..., p. 203.

20 United Nations Educational, Scientific and Cultural
Organization, World Education Report 1991 (Paris, 1991).
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Table V.4.
Selected economies of the ESCAP region: selected indicators of the internal
efficiency of primary level education and percentage of female primary teachers

Percentage of 1989 cohort reaching
Percentage of
repeater

Country/area

1980
Developed countries
Australia
Japan
New Zealand
Newly industrializing
economies
Hong Kong
Republic of Korea
Singapore

Source:

Total

100
100
4

3

97

Final grade

Males Females

Total

Males Females

30
48
31

27
34
26

73
37

66

74
52
71

27
45
32

22
47
23

37
27
33

43
28
50

57
44

54
57
58
33
32

96
99

100

100

100
100

7

89
68

70

65

85
62
77

65

58

93
98

94
98

93
98

91
96

92
95

90
96

52
74
79
99
91
93
65

54

48

48

48

79

100

79
97

70
98

70
95

97

89

48
61
70
97
87
92
58

94

87

52

54

28
47

27

32

15
18
13

4
4

7
17

53
51

21

72
58
74

98

97
99

100
100
100

8

68
57
63

21

100

2

1990

20

97

100
100

9

1980

17

97

88

1990

21

99
100
96

100
100
6

1980

25

100

100

4
10

Percentage of
female teachers

20

100
100

100

Pupil/teacher
ratio

100
100
97

99
100
96

4

Developing countries
China
India
8
Indonesia
Iran (Islamic
Republic of)
Malaysia
2
Mongolia
Pakistan
Papua New Guinea
2
Philippines
Sri Lanka
10
Thailand
8
Tonga
9
Viet Nam
Least developed
countries
Afghanistan
Bangladesh
Bhutan
Myanmar
Nepal

1990

Grade 4

27
27
32
37
30
31
32
23
25
39

32
54
36
52
38

28

20
28
43
32
33
29
18
24

32
29
83
33
59
65

69

21
63
37
35
37

8

19

10

11

United Nations Educational, Scientific and Cultural Organization, World Education Report 1993 (Paris, 1993).

great difficulties in achieving an appropriate quantitative and qualitative performance in education. This,
in turn, suggests that a major issue is the efficiency
with which education is being provided.23

in poor quality schools, a shortage of facilities and
teachers in public schools and expensive private
alternatives that are mostly restricted to urban
areas.22 However, there are also a few examples of
countries such as Papua New Guinea, Solomon
Islands and Vanuatu that spend high proportions of
their public budgets on schooling but experience

The low levels of enrolment and high drop-out
rates have resulted in a comparatively low educational attainment of the population in several counThe adult literacy rates for
tries of the region.

22 Ziba A. Sathar and Cynthia B. Lloyd, “Who gets
primary schooling in Pakistan: inequalities among and
within families”, The Pakistan Development Review, vol. 33,
No. 2 (Summer 1994).

23 United Nations Development Programme, Pacific
Human Development Report (Suva, 1994), pp. 41-42.
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countries such as Afghanistan, Bangladesh, Bhutan,
Nepal and Pakistan are among the lowest in the
world. In most developing countries of the region,
literacy rates for women are considerably lower than
for men; female literacy rates are about half or less
than half of the male rates in Bangladesh, Bhutan,
India and Pakistan, and less than one third of the
male rate in Afghanistan and Nepal (table V.3).

infrastructure have been strengthened in almost all
countries and this is reflected in the increase in the
number of different types of health-care institutions
and facilities and in different categories of health
personnel, as well as in their distribution across
various regions and localities within national boundaries.
Campaigns for the prevention and control of
infectious and contagious diseases have been in
operation in most countries of the region. Increasing
emphasis continues to be placed on reproductive
health care (including family planning, antenatal
care, and delivery by trained medical personnel) and
child health services such as immunization, growth
monitoring and early treatment of disease. Indeed,
one of the greatest public health achievements of
the 1980s and early 1990s has undoubtedly been
the rising immunization levels in most countries of
the region, and many countries are close to achieving universal child immunization against diphtheria,
pertussis, tetanus, polio, measles and tuberculosis.

Benefit-incidence studies carried out for a few
countries in the region suggest that the poor are
benefiting less than the rich from national education
systems.
A 1992/93 survey of the Lao People’s
Democratic Republic revealed that, at the primary
level, the net enrolment rate was 44 per cent for the
poorest quintile compared with 78 per cent for the
richest quintile and that, at the lower secondary
level, this ratio was 4 per cent for the poor as
against 18 per cent for the rich.24 In the Philippines, the primary school completion rate is only
about 57 per cent for children from low-income
households compared with 89 per cent for children
from upper-income families.25 Increased cohort survival rates of the higher income groups means that,
generally, the rich benefit more than the poor from
public expenditure in education 26

Consequent upon these developments, the incidence of morbidity and mortality is now substantially lower than what it was a few decades ago in
most countries of the region. Morbidity on account
of several immunizable diseases has declined considerably, while major health problems of the past
such as cholera, smallpox, typhoid and malaria have
today been more or less brought under control.

Health
Until a couple of decades ago, most national
health policies had as their immediate goal the
provision of minimum medical care to all.
Since
then, there has been growing political commitment to
attain the goal of “Health for All by the Year 2000”.
Primary health care, as a major component of health
services, has been emphasized as the key strategy
to attain the broad national health objectives.

Mortality rates have declined dramatically over
the years, and the estimated 1990-1995 crude death
rate is about one third of what it was 40 years ago
in most of the developing countries and nearly half
the 1950-1955 level in most least developed countries of the region (table V.5). Several developing
countries, including China, Fiji, Indonesia, the Islamic
Republic of Iran, Malaysia, the Philippines, Sri Lanka
and Thailand today experience death rates which are
comparable with those obtaining in the most
advanced countries of the world.

Sustained efforts towards the promotion of
health-care services during the past 30 years or so
have resulted in significant improvements in the
coverage by and access to health services, as well
as in the health status of the people in most countries of the Asian and Pacific region. The available
data and information indicate that the health

24

The decline in overall death rate has also
been accompanied by a very significant decline in
infant and child mortality rates; these rates have
been reduced by half or more than half in most
countries during the past four decades. For example, in China, India, Indonesia, the Islamic Republic
of Iran, Pakistan and Papua New Guinea, the infant
mortality rate declined from a very high level of
around 190 per 1,000 live births in 1950-1955 to
between 44 and 91 in 1990-1995.

World Bank, Lao PDR..., p. 16.

25 Tan, Jee-Peng and Alan Mingat, Education in Asia:
A Comparative Study o f Cost and Financing (Washington
DC, World Bank, 1992).
26

Gertler and Rahman, loc. cit.
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Table V.5. Selected economies of the ESCAP region:

Country/area

Newly industrializing
economies
Hong Kong
Republic of Korea
Singapore
Least developed countries
Afghanistan
Bangladesh
Bhutan
Cambodia
Lao People’s Democratic
Republic
Myanmar
Nepal
Vanuatu
Other developing countries
China
Fiji
India
Indonesia
Iran (Islamic Republic of)
Malaysia
Mongolia
Pakistan
Papua New Guinea
Philippines
Sri Lanka
Thailand
Viet Nam

Percentage o f population
with access to health
services 1985-1995
Total

Urban

Rural

99
100
100

100
100

100

80

17

80

50

67
60

100

47

90

100

89

85
80
80

100

80

95

65

99

35

77

74

90
100

90
80

29
45
65
53

95
55
96
76
93
90
90

Crude
death
rate

selected health indicators

Infant
mortality
rate

Expectation o f life a t birth
1950-1955

1990-1995

1950- 19901955 1995

19501955

8.9
32.0
10.6

5.6
6.2
5.7

79
115
66

7
11
6

57.2
46.0
58.8

64.9
49.0
62.1

75.6
67.3
72.4

81.8
74.9
77.4

31.7
24.2
28.0
23.8

21.8
11.7
15.3
14.3

227
180
219
165

163
108
124
116

31.3
38.3
34.5
38.1

31.5
34.9
36.0
40.8

43.0
55.6
49.1
50.1

44.0
55.6
52.4
52.9

25.3
27.1
28.4
22.3

15.2
11.1
13.3
7.2

180
206
197
169

97
84
99
132

36.5
35.6
36.8
40.6

39.2
38.2
35.8
43.4

49.5
56.0
54.0
67.3

52.5
59.3
53.0
65.2

25.0
12.5
25.0
26.1
24.5
19.9
21.7
28.5
28.8
19.5
11.5
19.2
28.5

7.2
4.5
10.0
8.4
6.7
5.1
7.4
9.3
10.7
6.4
5.8
6.1
8.0

195
88
190
160
190
99
148
190
190
100
91
132
180

44
23
82
58
36
13
60
91
68
44
18
37
42

39.3
53.8
39.4
36.9
46.1
47.0
41.0
40.1
35.6
46.0
57.6
45.0
39.1

42.3
56.7
38.0
38.1
46.1
50.0
43.5
37.6
34.5
49.1
55.5
49.1
41.8

66.7
69.5
60.3
61.0
67.0
68.7
62.3
60.6
55.2
64.5
69.7
66.3
62.9

70.4
73.7
60.4
64.5
68.0
73.0
65.0
62.6
56.7
68.2
74.2
71.8
67.3

19901995

Males Females

Males Females

Sources: United Nations Children’s Fund, The State o f the World’s Children 1996 (New York, Oxford University Press,
1996) and World Population Prospects: The 1994 Revision (United Nations publication, Sales No. E.95.XIII.16).

In spite of several significant achievements,
inequities persist in access to health-care services
and in health status not only between countries but
also between various population groups and areas
within countries.
While disparities between developed and developing countries of the region are
tending to diminish in terms of health status and
access to services, those between developing countries as a whole and several of the least developed
countries appear to be widening.27

Improvements in mortality conditions are also
reflected in a remarkable rise in life expectancy for
both males and females. This rise has been more
spectacular in many developing countries and least
developed countries where life expectancy increased by over 20 years during the four decades
from 1950-1955 to 1990-1995.
In several developing countries of the region, expectation of life at
birth approximates levels obtaining in more developed countries. Over the years, the gap between
male and female life expectancy has also been
narrowing and today, with a few exceptions females
tend to live longer than males in countries of the

27
World Health Organization, Ninth General Programme o f Work Covering the Period 1996-2001 (Geneva,
1994), p. 8.

region.
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In most countries, a systematic assessment of
the health status of the people is hampered by a
paucity of reliable and up-to-date data. Nevertheless, the available information indicates that a number of these countries, particularly the least developed ones, have a long way to go in attaining the
goal of health for all within a reasonable period of
time.

There is inequality in the current distribution
of health facilities and personnel among various subnational areas.
Although most Governments over
the years have been allocating increasing shares of
their health sector resources to rural health care,
wider access to adequate health services still remains a major problem in rural areas of many
countries in the region. These areas are served by
basic health facilities such as health posts, health
centres and rural dispensaries, usually in the charge
of trained medical assistants responsible for preventive, promotive and simple curative aspects of health
care. The larger hospitals with more comprehensive
and specialized services are located in urban
centres.

In a number of countries, the incidence of
disease, disability and deaths due to infectious and
communicable diseases continues to be very high, in
most cases accounting for approximately two thirds
of total morbidity, and mortality, particularly among
infants and children. Diarrhoeal diseases are still a
major and largely preventable cause of morbidity and
mortality in infants and children, with an annual
incidence rate averaging about three episodes per
child and as many as four or five episodes among
children from low-income households.

The utilization rate of available health facilities
is also low in most rural areas28 where the inadequate and unacceptable quality of services and long
distances discourage use.
The poor quality of
services can be attributed to several factors such as
staffing problems,29 absence of proper standards,
inadequate medical supplies, insufficient diagnostic
facilities, substandard physical facilities, poor patientdoctor interaction and non-operational referral systems.

Other communicable diseases, including respiratory diseases, are also very important causes of
illness and death. Acute respiratory infections pose
an ever-increasing threat to people’s health in many
countries, where they rank among the 10 leading
causes of morbidity, particularly among young children.

The poor quality of services provided by rural
health centres affects their credibility in the eyes of
the population served. In many areas, there is an
increasing tendency among patients to bypass these
facilities in favour of treatment and care at the
higher-level institutions in district headquarters.
Consequently, the rural health facilities established at
considerable cost remain underutilized, while the
hospitals and outpatient clinics located in large
urban centres are often overcrowded.

Several non-communicable diseases have
emerged as new public health problems. Cardiovascular disease (heart disease and strokes), cancer,
diabetes and accidents account for a substantial
proportion of cases of illness and death in both the
developed and the developing countries of the
region. These “lifestyle diseases” or the “diseases
of modernization” impose a great strain on health
systems and on health-care resources because they
are expensive to treat, usually requiring hospitalbased curative treatment.30

28 For example, in Bangladesh it has been reported
that about 80 per cent of sick people sought treatment, of
whom 18 per cent only went to government facilities, 48
per cent to qualified physicians and 31 per cent to an
allopath who did not hold a medical degree. Thus, despite
the fact that services at government facilities are virtually
free, only one in four patients sought treatment from these
facilities. (Results of a 1987/88 survey on the utilization of
health-care services conducted by the Bangladesh Institute
of Development Studies reported in ESCAP, Human
Resources Development..., p. 37.

In recent years, AIDS has emerged as a
major public health problem threatening to reverse
long-standing mortality declines and to absorb a
sizeable proportion of the limited health budgets in
an increasing number of countries in the region.
The problem appears to be particularly serious in
South and South-East Asia, where the growth of the
epidemic has been described as explosive (see
box.V.2).

29 In most countries, there is a dearth of adequately
trained personnel to man rural health institutions.
In
countries such as Pakistan, rural health staffing problems
are acute with respect to female paramedical personnel
owing to a severely restricted supply of qualified women
and cultural barriers which make it difficult for women to
live in remote locations.

United
3
0
Nations Development Programme,
Human Development Report (Suva, 1994).
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Box V.2.

HIV/AIDS: meeting the challenge

The rapid spread of the human immunodeficiency
virus (HIV), the precursor of the fatal disease known as
acquired immune deficiency syndrome (AIDS), has
emerged as a global public health and welfare concern.

Thailand show that about 20 per cent of infants infected
at birth progress to AIDS within 15 months and that
children who develop AIDS die within a short period of
about four months.

Since the illness was first detected in 1981 in
some developed countries, HIV/AIDS has now become
pandemic, affecting millions of individuals around the
world.
No major population group or community is
immune from HIV infection. Based on available data,
the World Health Organization Global Programme on
AIDS (WHO/GPA) has estimated that the cumulative
number of persons infected with HIV worldwide had risen
to more than 20 million by early 1995 from about 14
million in July 1993. The number of cases with AIDS
globally is also estimated to have increased from 2.5
million in July 1993 to 4.5 million in December 1994.
These estimates underscore the rapidity with which the
deadly epidemic is now perceived to be spreading
throughout the world.

The rapid spread of HIV/AIDS will have serious
demographic, economic and sociocultural implications for
nations. Demographically, the pandemic’s main impact
will be on life expectancy through increased infant and
adult mortality.
Projections of future scenarios for
several countries indicate that AIDS will soon be a
major, if not the leading, cause of death among young
and middle-aged adults in Asia and throughout the world
and that AIDS-related mortality among infants and
children will increase, thereby reversing decades of improvement in child survival rates.
The impact of AIDS on children will not be limited
to those directly affected by HIV. Non-infected children
are endangered by the death of parents with AIDS.
AIDS mortality now and in the future will also result in
millions of children losing one or both parents and
becoming orphans, as well as experiencing discrimination
in many social and institutional settings. Relatives may
be unwilling to look after children whose parents have
died, particularly if the children are also infected with
HIV, and such children may be rejected by orphanages.

As of mid-1994, an estimated total of more than
2.5 million adults were infected with HIV in Asia, 90 per
cent of them in South and South-East Asia, where the
infection is now spreading with alarming rapidity. Many
countries in the Asian and Pacific region are reporting
rates of increases in HIV and AIDS incidence that only a
few decades ago seemed impossible. This has given rise
to alarm about the potentially devastating impact of this
disease not only on individuals but also on the economies
of the region. Given current trends, WHO/GPA estimates
that the cumulative prevalence worldwide will increase to
between 30 and 40 million HIV-infected persons by the
end of this century. By that date, approximately 42 per
cent of the total HIV-infected persons will be concentrated
in three Asian countries. Other countries in the region
with large populations are also at great risk.

Economically, fears have been expressed about
the impact of HIV/AIDS on a country’s development
efforts, particularly since the disease largely affects persons in the prime working ages. The long period of
illness of persons with HIV and the ultimate death from
AIDS, by reducing the number of able-bodied workers,
can have an adverse effect on agriculture, industry,
commerce, tourism and other economic activities. For
instance, current levels of agricultural production may be
threatened given the labour-intensive nature of such
production in most developing countries.
The impact
can be particularly severe if the epidemic is concentrated in particular geographic areas.

A decade ago, women and children appeared to
be on the periphery of the HIV/AIDS pandemic, but now
the major direct and indirect impact of the epidemic is
being felt by women, young people and children, particularly young women and girls.
Biologically, epidemiologically and socially, women are more vulnerable to HIV
than are men. The rate of HIV infection among women
of childbearing age is rising steeply and, for young
women in their teens, the rate is twice or three times
that of young men of the same age. Worldwide, about 7
million women were infected with HIV in 1994 and, by
the year 2000, more than 13 million will have been
infected and 4 million will have died.

The financial impact of illness and death can
devastate a household.
As an adult family member
becomes too ill to work, the family not only is deprived
of that person’s earnings, but also has to divert a
substantial portion of the earnings of the other members
and any savings to meet the heavy costs involved in
hospital treatment of the patient. Studies for Thailand
indicate that an adult dying of AIDS will be ill for an
average of eight months in a year and, during this time,
the family spends about half of its annual income on
medical care.

As infections in women rise, so do infections in
the infants born to them.
In Thailand, for example,
approximately 16,000 HIV-infected babies had been born
by the end of 1994. On average worldwide, about one
third of babies born to HIV-infected mothers are themselves infected. HIV generally develops into AIDS more
quickly in young children than in adults.
Data for

AIDS and its related secondary infections such as
tuberculosis are beginning to place heavy burdens upon
already overloaded medical services.
The level of
(Continued overleaf)
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fore be stepped up to build public health infrastructure
and to support HIV-prevention programmes.

infection predicted for the future will translate into
hundreds of thousands of people sick with AIDS who
together will consume substantial proportions of health
expenditure.
Governments will find it very difficult to
cope with the problem if families and communities refuse
to care for AIDS patients and AIDS-related orphans.

The need for resources will be far greater in
coming years than in the past. WHO estimates indicate
that a 20-fold increase in funding will be necessary to
bring about a significant reduction in the epidemic using
current approaches. Hence, coordination and mobilization at the global, national and community levels are the
key to success.

No definitive treatment, vaccine or cure of HIVinfected persons exists, and the prospects for a preventive vaccine or a cure remain speculative. It also appears
that there will never be a quick and simple solution to
the global AIDS problem. Preventing infections through
behavioural change remains the only way to avoid HIV
infection and the subsequent development of AIDS.

The information in this box has been taken from the
following sources: United Nations Fund for Population
Activities, Population Policies and Programmes: The Impact
of HIV/AIDS, Report of the International Round Table, Berlin,
18 September-1 October 1993; United Nations Children’s
Fund, AIDS: The Second Decade. A Focus on Youth and
Women; James Chin, Scenarios for the AIDS Epidemic in
Asia, Asia-Pacific Population Research Reports, No. 2
(Honolulu, East-West Center), February 1995; and EastWest Center, "T he HIV/AIDS epidemic in Thailand: addressing the impact on children”, Asia-Pacific Population and
Policy, No. 35 (July-August 1995).

Fortunately, most Asian Governments have now
realized that prevention is better than cure and have
launched public health programmes for the prevention
and control of HIV/AIDS. Since the early 1990s, India
and Thailand, two of the countries currently with a large
incidence of HIV/AIDS, have accorded priority to the
prevention and control measures, though only after hundreds of thousands of HIV infections occurred. However,
in practically all countries, the current level of support is
inadequate to meet the challenge. Efforts should there-

Infant and child mortality rates are still on a
high plateau in several countries, the rates currently
obtaining in some of them being among the highest
in the world. These countries have a long way to
go to achieve the goals of infant and child mortality
reductions agreed to in the 1990 World Summit for
Children.31

of the region. By and large, the poor tend to use
lower-quality providers than the non-poor;
higherincome groups also use providers more intensively
than the lower-income groups.
For example, the
recent World Bank study for the Lao People’s Democratic Republic showed that, among 20 per cent of
the rural population in the bottom quintile, only 20
per cent had access to dispensaries and 23 per cent
to pharmacies located within three kilometers; the
corresponding proportions for the top quintile were
43 and 55 per cent respectively. The study also
reported that, for the country as a whole, the use of
pharmacies and modern health care increased with
income levels, with 57 per cent among the poorest
and 85 per cent among the richest groups.32 Studies for Indonesia have shown that utilization rates
are considerably lower for the lower-income groups,
and that, as income level rises, individuals not only
increase utilization but also avail themselves of
higher quality care in both urban and rural areas.33

High rates of maternal mortality continue to
be reported from several developing countries and
poor communities in the developed ones. In most of
these countries, maternal mortality is one of the 10
leading causes of female deaths.
Attendance at
delivery by non-trained health workers, unhealthy
post-delivery practices, distance from the health facility, inadequate and low utilization of health services
and too frequent pregnancies are some of the
factors contributing to prevailing high levels of maternal mortality.
As in the case of education, the poor are
disadvantaged in terms of accessibility to and utilization of health facilities in most developing countries

32
33

31 The goals to be achieved by the year 2000 agreed
at the 1990 World Summit for Children included a reduction
of 1990 infant and under-five child mortality rates by one
third or to 50 and 70 per 1,000 live births respectively,
whichever is less.

World Bank, Lao PDR...

World Bank, Indonesia: Public Expenditures. Prices
and the Poor, report No. 11293-IND, 31 August 1993 and
Dominique van de Walle, "The distribution of the benefits
from social services in Indonesia 1978-87”, World Bank
Policy Research Working Papers, 1992.
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Water supply and sanitation

(WHO) and from 41 to 66 per cent in the Western
Pacific subregion.36 These increases clearly reflect
the commitment of Governments to accord priority to
the poor and the unserved.

Although generally acknowledged as a critical
component of the basic human needs approach to
development, the provision of safe drinking water
and sanitation facilities, particularly to rural people,
was for a long time accorded a relatively low priority
in the public health strategies and expenditure programmes of most developing countries of the region.
Thus, a vast majority of the people in both rural and
urban areas of these countries continued to remain
without clean water and good sanitation, and this
was a major factor contributing to the poor health
status of the people.

On the other hand, progress in regard to
urban water supplies appears to have been slow
throughout the Asian and Pacific region, the
coverage level increasing from 64 per cent in 1980
to 73 per cent in 1990 in the WHO South-East Asia
subregion and from 81 to 91 per cent in the WHO
West Pacific subregion.
In general, the provision of safe sanitation
has advanced more slowly during the Decade, and
these facilities have benefited the urban areas more
than the rural areas. In the WHO South-East Asia
subregion, the proportion of population with access
to safe sanitation increased from 30 to 50 per cent
in the urban areas, and from 6 per cent to 11.6 per
cent in the rural areas. The West Pacific subregion,
however, enjoys a relatively higher level of rural
sanitation with a 1990 coverage level of 76 per cent,
an increase of 13 percentage points over the 1980
level.

However, with the inauguration in March 1981
of the International Drinking Water Supply and
Sanitation Decade, most Governments assumed responsibility to extend water supply and sanitation
services to the unserved and underserved in their
respective countries. Towards this end, they formulated plans incorporating service coverage targets to
be achieved by the end of the Decade.34
As a result of the various measures undertaken, significant achievements in water supply and
sanitation coverage were made during the Decade in
the Asian and Pacific region, with about 900 million
more people having access to a water supply and
about 264 million additional persons being provided
with access to sanitation facilities.35 However, the
progress varied from country to country, as well as
in respect of the two subsectors of water supply and
sanitation (table V.6).

While these gains have made their contribution to reducing the toll of disease and improving
nutritional health,37 a very large proportion of the
population in the Asian and Pacific region still lack
access to safe drinking water and sanitary waste
disposal facilities. Less than half of the rural population have access to safe water in several countries,
and the proportion of the national population with
access to adequate sanitation is less than 50 per
cent in most low-income countries of the region, the
situation being deplorable in rural areas.
Thus,
achievements have fallen far short of the targets
mainly because of inadequate expenditure on these
services.

In regard to water supply coverage, the most
dramatic expansion occurred in the rural areas, with
big increases in the proportion of rural dwellers
having access to safe and adequate water supplies.
Between 1980 and 1990, this coverage more than
doubled from 31 to 64 per cent in the South-East
Asia subregion of the World Health Organization

Although coverage in urban areas is better
than in rural areas, the low-income neighbourhoods
of many urban areas in the developing countries of
the region lack access to potable water and to
adequate sanitation facilities.
In almost all large
cities and many of the smaller ones, inhabitants of
squatter settlements have less access to water than

34 The target for the South-East Asia subregion was
to expand the coverage of water supplies from 35 per
cent in 1980 to 89 per cent in 1990, and the coverage
of sanitation from 12 to 39 per cent during the same
period. For the Western Pacific Region, the Decade target was to raise water supply coverage from 49 to 91
per cent and that of sanitation facilities from 50 to 72
per cent.

36 Note that the World Health Organization subregional
classification of countries in table V.6 does not conform to
the usual classification followed in the rest of this Survey.
37 United Nations Children’s Fund, The State of the
World's Children 1994 (New York, Oxford University Press,
1994) p. 8.

35 World Health Organization, The International Drinking Water Supply and Sanitation Decade: End o f Decade
Review (Geneva, 1992).
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Table V.6. Selected economies of the ESCAP region: percentage of the population covered by
water supply and sanitation, 1980 and 1990
Sanitation

Water supply
Subregion/country or area

Urban

Urban

Rural

Rural

1980

1990

1980

1990

1980

1990

1980

1990

South-East Asiaa
Bangladesh
India
Indonesia
Maldives
Myanmar
Nepal
Sri Lanka
Thailand

64
26
72
34
11
38
82
50
65

73
37
84
65
88
42
67
86
75

31
40
31
19
3
15
7
56
40

64
68
74
33
32
29
34
64
87

30
20
16
28
58
38
16
67
65

50
39
47
42
83
39
33
81
96

6
1
1
21
1
15
0
40
41

12
6
3
30
2
34
3
70
71

Western Pacifica
China
Cook Islands
Fiji
Guam
Hong Kong
Kiribati
Lao People’s Democratic
Republic
Malaysia
Micronesia (Federated
States of)
Niue
Papua New Guinea
Palau
Philippines
Republic of Korea
Samoa
Singapore
Solomon Islands
Tonga
Viet Nam

81

41

63

100
85

92
100
100
91

96
60

76
81
100
65

100
93

100
91

95
25

66
68
100
69
100
96
63

93

100
94

91
87
100
96

100
87

90
91

80

50
49

90

47
96

49

25
66

100

30
94

55

80
94

55
65
86
97
100
91
86

94
100
93
100
100
100
82
92
47

66

38
100
20
97
72
76
77

10
43
61
94
–

–
20
70
32

58
98
33

99

81
100
86
80
82
97

57b
95
79
100b
100
99
73
88
34b

46
100
10b
100
63
100b
97

3
67
100
83

–

–
10
94

2
78
13b

Sources: World Health Organization Regional Office for South-East Asia (New Delhi) and Regional Office for the
Western Pacific (Manila); and United Nations Development Programme, Human Development Report 1995 (New York, Oxford
University press, 1995).
a These WHO subregional classifications of countries are different from the usual classification followed in the rest of the
Survey.
b 1988-1993.

the rest of the urban population.
Because their
capacity to pay is limited and because of the peculiar conditions governing their settlement patterns,
the urban poor are generally deprived of adequate
water and sanitation facilities.
Estimates indicate
that only 20 to 25 per cent of the urban poor have
access to a safe water supply.38

supply and sanitation facilities, qualitatively the available services leave much to be desired. Aggregate
data relating to water supply coverage do not take
into account hours of service, reliability of supplies,
water quality, the distance that users have to travel
to collect water from standpipes or community wells
or whether the community actually uses the reliable
source in preference to a more convenient but-lessthan adequate service.

While in quantitative terms there has been
considerable expansion in the provision of water

38 ESCAP, State o f Urbanization in Asia
Pacific 1993 (ST/ESCAP/1300), pp. 2-44 to 2-45.

In most rural areas, piped water supplies
suffer from poor maintenance, frequent cuts in
supply and reduced pressure, permitting seepage of
polluted groundwater into the piped systems.
In

and the
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many cases, the water in the hand pump system is
polluted because of inappropriate design and inadequate repairs and maintenance. Thus, even where
the rural population has reasonable access to a
water supply, the water quality or level of service
may be poor.
Similar problems are also encountered in regard to urban water supplies. In most cities of the
region, access to piped water is limited on an
average to around 50 per cent of residents with
household connections; others have to depend for
their supplies on public standpipes. There are also
considerable inequalities in the per capita availability
of water within cities, with women, children, the poor
and slum dwellers being particularly disadvantaged.

rural areas. In most countries, the gap between the
provision of drinking water supplies and sanitation
facilities is very wide. The poor sanitation coverage
has been attributed to several factors, including the
inadequacy of financial resources, inadequate manpower, a lack of coordination between implementing
agencies and a lack of private sector participation.
Furthermore, in many rural areas, sanitation is not a
felt need.
The operation and maintenance of water
supply and sanitation installations in both rural and
urban areas is badly neglected and, in most countries, a huge backlog of systems needing rehabilitation is building up at a time when resources are
scarce.
A major recurrent problem is that the
operation and maintenance of existing systems inevitably receive lower priority in terms of personnel,
equipment and financial resources than does the
expansion of the system.

As well as the low level of access and questionable quality of water, the urban poor are also
disadvantaged in regard to what they pay for water.
In many cities, the poor often purchase water from
water vendors at exorbitant prices. A recent study
revealed that the ratio of the price of water supplied
by a private vendor to the price charged by public
utility was up to to 25:1 in Dhaka and 60:1 in
Surabaya, Indonesia.39

As noted earlier, national investment in water
supply and sanitation has been small compared with
overall government expenditure. This fact and the
increasing per capita unit costs of providing services
and inadequate cost recovery are considered to be
serious obstacles to expanding coverage and providing a quality service.
In most countries, the
financial capability of local governments has also
been a major constraint in the effective handling of
the increasingly complex and expensive problems of
operating and maintaining water supply and sanitation schemes.

By and large, water services are unreliable in
most urban areas; intermittent supplies of piped
water appear to be the norm. For example, in many
towns in Pakistan, the duration of service ranges
from six hours to as little as a few minutes a day in
the urban periphery.40 Thus, access to piped water,
in reality, may not mean an adequate supply or
convenient access.

There are other important problems and
issues which are specific to the small island countries. A lack of fresh water is a major problem in
these countries.
For example, in Maldives, fresh
water resources are in shallow underground aquifers
floating in sea water within the confines of each
island’s coral base.41 Domestic use quickly depletes
the aquifer as soon the dry season begins.42 The
least expensive option for providing drinking water is
to collect and store rainwater in public and individual
water tanks. In several island countries, desalination plants have been installed to supplement
groundwater and rainwater to meet daily water
needs.

Supply interruptions produce negative pressure
in the water mains and inevitably introduce the
danger of contamination from raw sewage which
flows in the street drains adjacent to the water
mains. Indeed, water pollution has emerged as a
major problem in many cities, where only a small
percentage of municipal waste water and industrial
effluents is treated.
Low priority continues to be accorded to the
provision of sanitation facilities, particularly in the

39 Yue-Man Yeung, "Past approaches and emerging
challenges” , in Asian Development Bank, Seminar on the
Urban Poor and Basic Infrastructure Services in Asia and
the Pacific (Manila, 1991).

41 United Nations Children’s Fund, “Maldives:
programme recommendation 1987 session”.

40 United Nations Children’s Fund, Situation Analysis
of Children and Women in Pakistan.

42 World Bank, "The Maldives:
nomic report", December 1980.
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country

an introductory eco-

ranged between 20 and 100 per cent, whereas the
percentage of people with access to sanitation in
rural areas ranged between 2 and 100 per cent.
These numbers poignantly depict the disparity in
achievements among countries and indicate how far
some of the countries in the region have to go in
achieving social progress.

Logistics problems in providing services are
being experienced in small island countries. Materials for construction have to be transported from the
capital islands to the outer islands before any construction can be carried out.
This has made it
difficult to plan and supervise project activities and
to provide facilities and services at an affordable
cost.

Second, within countries inequities remain in
access to social services between males and females, urban and rural areas, the rich and the poor,
as well as between various geographical and
administrative areas.

ISSUES REQUIRING
FURTHER ATTENTION

Third, in many countries, even though there
has been a significant quantitative expansion in the
provision of social services, there are serious questions about the quality of these services, particularly
in rural areas.

Making up the shortfalls
The preceding review has clearly shown that
developing countries in the Asian and Pacific region
have made considerable progress in social development.
These achievements are clearly visible in
such indicators as enrolment ratios, adult literacy
rates, the percentage of population with access to
health services, the crude death rate, the infant
mortality rate, life expectancy at birth and the percentage of the population covered by water supply
and sanitation. The achievements in some of the
countries compare favourably with those in most
advanced countries of the world. This also applies
to the Central Asian republics (see box V.3).

Fourth, in many of the countries there are also
questions about the efficiency with which the facilities established for the provision of social services
are being actually used.
Fifth, a major justification for the provision of
social services by the public sector is that this is
expected to promote equity by specifically catering
to the needs of the poor.
There are very few
studies available on the incidence of the benefits of
public expenditure on social services.
Those
available do not provide any strong evidence that
equity justification underlying the public provision of
social services is being fully met.

Nevertheless, the review in the previous section has also shown that there are a number of
issues within each social sector that need the urgent
attention of policy makers.
Quite a few of these
issues cut across all sectors.
They are briefly
recapitulated below.

The above issues will obviously require action
on many fronts. These include more efficient management to reduce underutilization of facilities and
waste of supplies, better targeting to reach the poor,
training of personnel engaged in the provision of
social services with a view to improving the quality
of their performance, and changes in social mores
and cultural values to reduce discrimination against
women. Moreover, there is a strong need for an
increase in the allocation of resources to social
sectors in countries where there are considerable
shortfalls in achievements, and a need to achieve
better results from the present levels of resources
by reordering intrasectoral priorities. The increased
involvement of the private sector, non-governmental
organizations and local communities could also
contribute to a quantitative expansion of services,
qualitative improvement and greater cost-effectiveness. These issues are discussed below.

First, an unacceptably high degree of dispersion remains among countries in terms of level of
achievement. For example, the female gross enrolment ratio at primary level between 1986 and 1993
ranged from as low as 17 per cent in one country
to 116 per cent in another. The adult literacy rates
for females were in the range of 11 per cent in two
countries to 95 per cent in one in 1990. The infant
mortality rate during the period 1990-1995 varied
from as low as 6 per 1,000 live births in one
country to as high as 163 in another. During the
same period, life expectancy at birth for males
varied from under 50 years in three countries to
over 75 years in one. The percentage of population with access to water in rural areas in 1990
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Box V.3. Social services in the Central Asian republics

It is now generally acknowledged that centrally
planned economies prove to be rather inefficient in terms
of allocation of resources, productivity gains and technological advances in the civilian sectors of the economy.
This results in low levels of satisfaction of people’s
needs in terms of the quantity, quality and variety of
available consumer goods. In the area of social services and social security, however, the picture is quite
different. This applies to the Central Asian republics,
where educational and health-care services are provided
by the Government to broad strata of the population at
satisfactory levels. Furthermore, a universal system of

social security schemes embracing old age and disability
pensions, child and maternity benefits and other allowances has been implemented to realize the paternalistic societal goal that the State should look after its
citizens “from cradle to grave”.
The high achievements in education and health
care are reflected in the data presented in the table. In
terms of all the indicators in the table below, the performance of the Central Asian republics is comparable
with that of developed countries in the ESCAP region
and elsewhere.

Central Asian republics: public expenditure on
social sectors and achievement indicators

Crude
death
rate

Infant
mortality
rate

1990-1995

1990-1995

Armenia
Azerbaijan

6.5
6.4

21
28

Kazakstan
Kyrgyzstan

7.5
6.9

30
35

Tajikistan

6.1

Turkmenistan
Uzbekistan

7.5
6.2

48
57

Country

41

Life expectancy
at birth
1990-1995
Males

Adult
literacy rate
1990

Public expenditure and
social sectors as a
percentage o f GDP

Females

Males

Females

Per cent

99
98

21.4
16.9

89
98

98
96
98
94

98
99
98

97
96

69.5

75.5

66.5
65

74.5
73.9

65

72.8

67.3

73

61.5
66

68.5
72.2

Year
1993

8.1
14.1

1992
1994
1994

22.4
39.6

1991
1992

97

Sources: World Population Prospects: The 1994 Revision (United Nations publication, Sales No.E.95.XIII.16);
United Nations Children’s Fund, The State of the World's Children 1995 (New York, Oxford University Press, 1995);
United Nations Development Programme, Human Development Report: Armenia 1995, p. 10; World Bank country
studies, Azerbaijan: From Crisis to Sustained Growth, 1993, p. 193, Uzbekistan: An Agenda for Economic Reform,
1993, p. 109 and Turkmenistan, 1994, p. 222; Asian Development Bank, Economic Review and Bank Operations for
Kyrgyzstan, October 1995, p. 44 and for Kazakstan, October 1995, p. 44.
Note:

The social sector includes education, health and social protection.

390 persons and for developing countries at 6,670
persons.a

These achievements have been underpinned by
the high level of public expenditure allocated to social
services. Data on public expenditure in the table suggest that most Central Asian republics (with the possible exception of Kazakstan) spent a much higher proportion of their GDP on public expenditure on social
services than other developing countries in the region.
This resulted in the high volume of human resources
devoted to social services. In the health sector in the
Central Asian republics, for example, there is one physician for 250-350 persons, whereas for the developed
industrial countries this indicator stood on average at

Needless to say, the paternalistic system of
public provision of social services with universal
coverage also has negative effects. It has possibly led

a United Nations Development Programme, Human
Development Report 1994 (Delhi, Oxford University
Press, 1994), p. 184.
(Continued overleaf)
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existing facilities have been adversely affected, leading
to a deterioration of both the educational and the
medical-care infrastructure.

to a considerable waste of resources and also
discoveraged the more active participation of individuals.
Some developing countries in the ESCAP region, particularly the newly industrializing economies, have been
able to achieve a comparable performance in health and
education with much less public expenditure.

It is quite obvious that the historical proportions
of GDP devoted to public social expenditure are not
sustainable in the present circumstances. The Central
Asian republics have to look for solutions essentially in
three directions: (a) a recovery in the real economy
and revenue base to avoid drastic cuts in public expenditure;
(b) reform of the social services and social
security systems to increase the participatory role and
the contribution of individuals, enterprises and communities; and (c) rationalization and improvements in the
efficiency of resource usage in social sectors.

The Governments in the Central Asian republics
are facing great difficulties in keeping social services
expenditure at current levels.
The sudden loss of
transfers from the former Soviet Union budget, combined
with th e shrinking revenue base resulting from the deep
recession in their economies, has put their budgets under
considerable strain. As a result, the outlays on social
services for both new investment and the maintenance of

Mobilization of more resources
the value added tax is a very productive source of
revenue and can be designed so as to reduce
regressivity while maintaining neutrality of incentives.
Specific levies or taxes that are earmarked for health
or education expenses might also be considered.

In many countries, budgetary allocations for
basic social services are inadequate in relation to
needs.
Most Governments in recent years have
been paying considerable attention to reducing the
fiscal deficit in the interest of macroeconomic stability. Yet, they cannot ignore the imperatives to expand
the coverage and improve the quality of their social
services. The situation therefore requires additional
efforts on the part of Governments to generate more
resources for the social sectors. Several measures
can be considered to mobilize more resources for
social sectors without detriment to other important
areas of expenditure.

Since in several countries of the region
provincial or local governments are mainly responsible for the provision of social services, attempts to
devolve greater autonomy to those levels of government should involve delegating more powers to them
in regard to taxation, especially if such taxes are
earmarked for social sector spending.
Governments could also re-examine the composition of their expenditure budgets to ascertain
whether the transfer of resources to social sectors is
possible.
In this connection, Governments might
examine the scope for reducing their present expenditure on defence, general administration and
other such items, and evaluate the cost-effectiveness
of such expenditure to explore the possibility of a
greater allocation to social sectors out of existing
resources.

Revenue mobilization and reallocation
Most governments have been undertaking
comprehensive review of their tax systems. They
could further step up efforts in this regard with a
view to widening the tax base and effecting improvements in tax administration, thereby enabling the
system to serve as a more effective instrument for
revenue generation.
Governments could also look
into the possibility of simplifying the tax system and
rationalizing tax rates to generate more revenue.43
The experience of several countries indicates that

With regard to the transfer of resources from
the central to local governments, policies and norms
could be adopted to ensure that backward regions
receive an equitable share of central government
funds.
Furthermore, in order to ensure that local
governments devote an adequate share of resources
to social sectors, central governments could earmark
a portion of their transfers specifically to be spent on
social services by local governments.

43 For a detailed review of recent tax reforms in
developing ESCAP countries, see ESCAP, Economic and
Social Survey of Asia and the Pacific 1993 (United Nations
publication, Sales No.E.94.II.F.8).
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user charges will be accepted more readily when the
revenue generated is spent on extending coverage
and enhancing the quality of the services provided.

Levying user charges
Another measure that is widely debated for
augmenting the resources needed to provide social
services is the levying of user fees44 for services
rendered. By and large, Governments provide social
services to their people free of charge or at nominal
cost. The magnitude of unmet social needs and the
continuing need for fiscal austerity are major factors
in the increasing acceptance of the idea of user fees.

It should also be pointed out that a differential
treatment of the rich and the poor will have to be
kept in view in levying user charges. There is some
evidence that the poor may be more price-sensitive
than the rich in the use of social services. Thus,
levying user fees may reduce consumption of social
services by the poor to a greater extent than by the
rich.46

The levying of user fees has been justified on
various grounds: they help to improve the efficiency
and effectiveness of service delivery through price
signals; they generate new resources for expanding
coverage and improving the quality of services; and
they enhance the sense of ownership which leads to
a greater responsibility on the part of users and
accountability on the part of the providers of services. All these benefits, it has been argued, will
eventually contribute to universal coverage and better access for the poor, and hence greater equity.45

Enhanced external aid and
debt reduction
In many developing countries, particularly the
least developed and Pacific island countries, public
expenditure on the social sectors is to varying degrees dependent on external resources. Since domestic revenue will not be sufficient to meet the
growing needs of these sectors, external funding will
continue to be crucial in the provision of satisfactory
standards of education, health care and other services in these countries.

Many Governments in the Asian and Pacific
region are charging user fees for services provided
in the areas of education, health and water supply,
although the extent of this practice varies from country to country and according to the type of service.
The amount of revenue that could be raised through
user fees, as well as its restraining effect on access,
depends on the price elasticity of demand.
The
elasticity varies by type and level of service, as well
as by socio-economic group and age group.
However, very little empirical research has been
undertaken to ascertain the price sensitivity of the
demand for education and health-care services in
countries of the Asian and Pacific region.

The share of total foreign assistance being
directed to social development expenditure has, in
recent years, become an important concern. Most
estimates suggest that, on average, only about 10
per cent of foreign assistance to national development programmes is currently allocated to basic social services. Except for the specialized multilateral
agencies with a specific mandate, all other
multilateral and bilateral organizations allocate resources in terms of their own priorities set under the
respective country programmes.

On the basis of systematically conducted
studies, Governments might consider the possibility
of instituting appropriate cost-sharing mechanisms as
a source of supplementing the resources needed for
social development. User contributions might take
the form of partial cost recovery, charges for special
services or, in the case of health, various forms of
insurance. It should, however, be emphasized that

There are two important reasons for the low
percentage share of total foreign assistance directed
to social services. First, most donor agencies perceive the provision of basic education and primary
health care to the people as the sole or main
responsibility of the central and local governments
concerned.
Second, these programmes are less
capital-intensive and contain a very large component
of recurrent expenditure;
many donors prefer to
finance the foreign exchange components of investments and are reluctant to finance recurrent costs.47

44 A variety of terms such as “user fees”, “user
contributions”, “user-charges”, “cost-recovery”, “cost-sharing"
and “community financing” have been used in the literature
on the subject.

46 See, for example, Banu Bidani and Martin Ravallion,
“Decomposing social indicators using distributional data”,
World Bank Policy Research Working Paper 1487, July 1995.

45 United Nations Children’s Fund, “Should users pay
for basic social services?
A review of theoretical arguments and empirical evidence regarding user contributions
towards basic education, primary health care, and water
and sanitation", New York, Office of Social Policy and
Economic Analysis, July 1995.

47 United Nations Conference on Trade and Development, The Least Developed Countries 1993-1994 Report
(United Nations publication, Sales No. E.94.II.D.4).
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An encouraging development in recent years
has been the increasing priority accorded by donor
agencies to providing assistance to the social sectors, particularly for basic education, primary health
care, family planning, nutrition programmes and safe
drinking water. The “20/20 initiative”48 also recommended that donor countries should continue to
increase their aid allocations in the social sectors to
at least 20 per cent of their total aid budgets.

Re-evaluation of
intrasectoral priorities
There is considerable scope for improving
the social expenditure policies to achieve optimum results within existing resource constraints.
Indeed, in several countries, the issue may not be
so much one of increasing public spending on social sectors as making more efficient use of available resources.
Such efficient use could have
several dimensions such as the provision of priority
services, improved targeting, the application of minimum standards to be achieved in respect of services such as basic education and primary health
care throughout the country.51 The discussion here
is limited to intrasectoral priority in resource allocation.

Since debt-servicing constitutes a substantial
proportion of government expenditure budgets, debtrelief measures could play a useful role in augmenting resources for badly needed social services. In
this connection, several recommendations have been
made by the international community to donor countries and lending institutions to strengthen their efforts to alleviate the debt problems of developing
countries, particularly the least developed and other
low-income countries.
For instance, UNICEF has
been urging creditors to forego a portion of their
outstanding claims on developing countries in support of child survival programmes.49

Given the budgetary constraints, it would be
reasonable to expect that government support to and
expenditure in the area of social development would
be better targeted to those activities where benefits
accrue to the maximum number of people.
For
example, in those countries where primary enrolment
and completion rates are low and illiteracy rates are
high, expenditure needs to be directed more to basic
education since completing primary schooling may
be the most that can be realistically achievable for a
very large percentage of the population. Similarly, in
countries where infectious and communicable diseases constitute the major causes of morbidity and
mortality, budgetary allocations to the health sector
need to be focused on preventive and promotive
health activities.

Recently, the World Summit for Social Development urged the international community, including
international financial institutions and creditors, to
continue to explore ways of implementing additional
and innovative measures to alleviate substantially the
debt burden of developing countries, in particular the
highly indebted low-income countries, in order to
help them to achieve sustained economic growth
and sustainable development without falling into a
new debt crisis.50
Several such initiatives have so far been implemented by commercial creditors and bilateral official
creditors, as well as some multilateral lending agencies, either to reduce the stock of debt or to relieve
the burden of debt-servicing. These need not be
discussed here.
However, the need remains to
strengthen these initiatives to provide greater help to
debt-ridden countries.

Unfortunately, the available data on public sector expenditure on various components of social
sectors are rather limited. In regard to education,
data published by UNESCO indicate that in several
countries such as China, Fiji, Kiribati, the Philippines, and Solomon Islands there has been an
increase in the share of the education budget allocated to primary education during the past
decade.52
Recent country-specific analysis available in
respect of a few countries of the region also

48 The "20/20 initiative” aims to ensure that all people
have access to basic social services. The debate on the
topic was opened in 1991 by the United Nations Development Programme in its Human Development Report.
49 United Nations Children’s Fund, Situation o f Children
and Women in the Philippines 1992, Manila, October 1992.

In
5
1 this connection, the total quality management
principles which have been reportedly applied by Malaysia
deserve serious consideration.

5
“Report of the World Summit for Social Develop0
ment” (Copenhagen, 6-12 March 1995), preliminary version

52 See United Nations Educational, Scientific and Cultural Organization, Statistical Yearbook 1994, table 4.3.

(A/CONF.166/9).
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In Bangladesh, allocations

With regard to health services, Governments

to primary education increased from less than 15
per cent of total allocations to education during
1973-1980 to 46 per cent during 1981-1985 and

indicates a similar trend.

seem to accord higher priority to expensive, hospitalbased curative services than to cost-effective preventive and promotive components.
A recent study
covering seven Pacific island countries (Fiji, Kiribati,
Marshall Islands, Samoa, Solomon Islands, Tonga

further to 49 per cent in 1990.53 Nepal increased
the share of programmes designed to promote basic
education from 36 per cent in 1980/81 to 59 per
cent in 1993/94.54 In India, the share of the total

and Vanuatu) shows that, in these countries, 48 to
67 per cent of national health budgets were devoted

plan expenditure of the central and state governments on elem entary and adult education increased
from 48 per cent in 1990/91 to 51 per cent in the

to

1993/94.55

1993,61 and about 60 per cent in Vanuatu.62

hospital-based

services.60

The

share

of the

health budget spent on curative services averaged
70 per cent in the Philippines between 1991 and

In Pakistan, the share of primary educa-

tion in the total education budget increased steadily
from less than 20 per cent prior to 1978 to 45 per

However, countries appear to be placing in-

cent between 1988 and 1993.56

creasing emphasis on basic health services.
In
Nepal, for example, the share of the programmes

In the Lao People’s Democratic Republic, of

designed to promote basic health services remained

the 1993/94 allocation of public budgetary resources

constant at around 86 per cent between

to education, 43 per cent was devoted to primary

and 1992/93.63

education and another 21 per cent to lower secon-

devoted to

dary education.57 In Vanuatu, about 60 per cent of

24.3 per cent in
1986-1990.64

the 1990 education budget is reported to have been

1980/81

In Malaysia, the share of resources

public

health

services

increased from

1981-1985 to 32.7 per cent in

spent on primary education.58
Obviously, it is not possible to prescribe any
However, in countries such as Malaysia and

universal norm for intrasectoral resource allocation.

the Republic of Korea, which have achieved almost
universal primary education, there appears to have

The important point is that Governments need to
evaluate intrasectoral priority on an ongoing basis

been a decline in the shares allocated to primary

with a view to getting better results out of limited

education

resources.

and

a

corresponding

increase

in

the

shares of secondary and tertiary levels of education.
In Malaysia, for example, allocations for-primary edu-

Increased private
sector, non-governmental
organization and community
involvement

cation declined from 17.5 per cent in 1981-1985 to
14.9 per cent in 1986-1990.59

ESCAP, Human Resources Development....
3
5
54

As noted earlier, in most developing countries
of the region, the private sector plays a significant

Tilak Rawal, loc. cit.

role in the provision of education and health-care

55

services, although private sector activities are largely
urban-based and primarily cater to the rich, who can

56

Sathar and Lloyd, loc. cit.

60 World Bank, Health Priorities and Options in the
World Bank’s Pacific Member Countries, report No. II620EAP, October 1994.

57

World Bank, Lao PDR....

“Social security for the poor in India:
insecurity
dimensions, policies, financing and effectiveness" , paper
presented to the Expert Group Meeting on the Enhancement of Social Security for the Poor, Bangkok, 20-24
November 1995.

61

Mehrotra and Aung Tun Thet, loc. cit., p. 24.

62 United Nations Children’s Fund, A Situation Analysis..., p. 60.

58 United Nations Children’s Fund, A Situation Analysis....
Government of Malaysia, Fifth Malaysia Plan 19861990 (Kuala Lumpur, 1986).
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63

Tilak Rawal, loc. cit.

64

Government of Malaysia, op. cit., p. 518.

Box V.4.

Bangladesh Rural Advancem ent Com m ittee:
a non-governm ental organization success sto ry
has now been extended to include children of 11-16
years as well. Classes are held for two-and-a-half to
three hours a day, six days a week, 270 days per year.
Hours are flexible, with a convenient schedule for each
school, decided jointly by the teachers and the parents
to suit seasonal work requirements.

Although Governments have assumed the main
responsibility for social development, the resources avail
able to Governments for social services in many coun
tries are limited.
Non-governmental organizations can
play a crucial role in supplementing the efforts of
Governments. Indeed, in many countries of the region,
non-governmental organizations have been active in es
tablishing and managing many health, family planning
and education programmes within a broad framework
defined by the Government.

Nearly 70 per cent of the students are girls and
about 80 per cent of the teachers are women. The
teacher is a local married person who is required to
have completed nine or more years of schooling. Upon
selection, the teachers are given 15 days of training in
one of the BRAC training centres each of them is also
required to attend a day’s refresher course. Teachers
are paid a nominal monthly allowance by BRAC.

By and large, non-governmental organizations
have been especially effective in creating awareness
among the people of the importance of education, good
health and sanitation, family planning, and in articulating
peoples’ needs by acting as a channel of expression of
views in respect of specific programmes. Furthermore,
since they can operate with a greater degree of flexibi
lity than is possible in government programmes, non
governmental organizations have been able to adopt
innovative approaches to the delivery of various services.

BRAC has developed two primary school models
for the two age groups, 8-10 years and 11-16 years.
The curriculum is designed to be relevant to the needs
of rural children. Children are taught to read, write, do
simple arithmetic and acquire sound social skills and
values. Books and stationery are given free of charge
to the students. There is very little or no homework,
and no formal examination is given.
The children’s
progress is measured continuously through regular as
sessment recorded on a performance card.

While it is possible in most countries to identify
one or more successful non-governmental organizations,
a notable success story is that of the Bangladesh Rural
Advancement Committee (BRAC), which is active in
several aspects of social development, unlike most other
voluntary organizations which usually limit the scope of
their activities to one single area.

The schools are managed on a participatory basis
involving the parents in the planning and implementation
process.
A four-member village committee for each
school is formed, which includes two parents, the
teacher and one leading member of the community.
Their responsibilities are to ensure regular class atten
dance, make necessary repairs to the school building,
maintain close relations with the community and hold
monthly meetings to solve school-related problems.

BRAC was set up in 1972 with two major objec
tives: poverty alleviation and empowerment of the poor.
In order to meet those two broad objectives, BRAC has,
over the years, implemented a number of multisectoral
programmes focused on the poor and disadvantaged
people of rural Bangladesh, particularly women and chil
dren. Its activities are based on the philosophy that only
the people themselves can bring about changes through
individual and cooperative activities, but BRAC can offer
them opportunities.

The record in attendance and retention at BRAC
schools has been quite impressive. The daily attend
ance is about 98 per cent. Only 2 per cent of learners
drop out during the full length of the course in sharp
contrast to the formal primary schools, where more than
65 per cent drop out before they reach their fifth grade.
The class size in BRAC schools is small, with only 30
students per teacher, allowing the teacher to pay indivi
dual attention to the students.

In the area of social development, BRAC has
been implementing two important programmes: the Nonformal Primary Education Programme and the Women’s
Health and Development Programme. The major fea
tures of the Non-formal Primary Education Programme
and its success are highlighted below.

The BRAC experience clearly indicates that rele
vant curricula, dedicated and well-supervised teachers,
the effective involvement of the community in the ma
nagement of schools, the effective interaction of teachers
with students and guardians, small class size, flexible
school time, a free supply of books and other education
al materials to the students and the proximity of schools
to home are important factors influencing parents’ and
childrens’ decisions on enrolment and continuation in
school. Such incentives could go a long way towards
providing basic education and skills, particularly to un
derprivileged children in rural areas in many other coun
tries in the region.

The Non-formal Primary Education Programme
has emerged as an important adjunct to the country’s
formal education system.
The objective of the pro
gramme is to provide a three-year period of basic
literacy and numeracy to the poorest rural children whom
the formal system fails to reach. Thus, it is not intended
as an alternative or a substitute for the formal primary
education provided by government schools.
Starting with some experimental schools in 22
villages in 1985, BRAC at present runs more than
28,000 schools throughout the country. Designed at first
only for children of 8-10 years of age, the programme

170

pay for the services. The quality of and easy access

A significant expansion in the coverage of and
improvement in the quality of services could also be
achieved by mobilizing comm unity efforts and tapping
local resources and expertise.
In some countries,
community participation has been vital in establish
ing, operating and coordinating educational and

to the services provided by the private sector are the
main reasons why those who are able and willing to
pay seek these services. Studies have also shown
that, as income levels rise, people tend to move out
of the public sector into the private sector.

health programmes, particularly in the rural areas.
For example, in Indonesia, volunteer cadres are an
important component in the national health and fami
ly planning programmes:
village health volunteers
selected by the community are given limited training
to provide simple preventive and curative care on a
part-time basis. In Vanuatu, the Community Action
for Health coordinates the resources of government

In view of the limited resources available to
Governments to provide adequate levels of social
services to the increasing population, they may wish
to share this responsibility with the private sector in
a judicious manner.
For example, greater involve
ment of the private sector in the provision of rela
tively more expensive hospital-based curative health
care would enable the public sector to accord
greater priority and a larger share of its limited
resources to preventive and community health care.
On the other hand, the nationalization of private

departments, community groups and the community
as a whole to overcome some of the constraints in
the provision of health care and improve community
awareness of health issues.

educational institutions would only increase the fi
nancial burden of Governments without any increase
in the coverage of services.

In many instances, local comm unities have
come forward to help in the construction of schools
and have even paid teachers’ salaries fully or par
tially and other expenses connected with running the

Governments should therefore formulate appro
priate policies and take effective measures to accord
an increasing role to the private sector. These would
require defining a better public-private sector inter
face and facilitating the active participation of the
private sector through appropriate regulatory changes
and incentives, without compromising standards of
quality or safety.
Governments may also consider
adopting a system of matching funds as an incentive
to encourage increased private sector participation.

schools.
W herever a comm unity has taken the
initiative of mobilizing local resources, not only have
they been successful in augmenting the facilities of
local schools, but they have also discovered their
own potential in managing these schools.
Since community participation is indispensable
for the effective delivery and utilization of social
services, Governments could consider formulating
appropriate policies to ensure the w ider involvement

In many countries, non-governmental organiza
tions, including religious groups, continue to play an

and increased contribution of the comm unity in so
cial service programmes. This would mean decen

active role in the fields of education and health,
particularly in rural areas. These organizations to
gether with community volunteers, have contributed
considerably to improving the physical conditions of
schools, providing community-based childhood and
adult education, keeping villages clean, improving
village w ater supplies and sanitation, and encourag
ing the poor to enhance their usage of available
services.
Governments could consider identifying
appropriate non-governmental organizations and as
signing them a more important role in the delivery of
various social services to the people.

tralizing political and administrative functions to the
lower levels of governm ent and involving the com m u
nity fully in all aspects of project planning and
implementation. This might encourage the benefici
ary community to contribute to the maintenance of
the facilities on a sustainable basis.

CONCLUDING OBSERVATIONS
Developing countries in the Asian and Pacific
region have generally devoted a substantial share of
public expenditure and of GDP to social services,
particularly education, health, and water supply and

W ith flexibility in their delivery systems and the
ability for comm unication at grass-roots levels, non
governmental organizations are often well positioned
to link with families, Governments and donors to
address basic community needs. There are many
examples of non-governmental organizations suc
cessfully delivering a variety of social services to the
people specially in the field of education and health
(see box V.4).

sanitation.

The analysis in this chapter suggests

that public expenditure has had a positive impact in
terms of bringing about substantial improvements in
indicators of achievement in different social sectors.
However, a number of issues remain which require
the urgent attention of policy makers in the region.
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These include the unacceptably high degree of dis

fiscal authority, deserves examination for certain ser
vices.
Greater resort to user charges might be

persion in achievements among countries, persistent
inequities within countries, poor quality of services

considered.
expenditure

particularly in rural areas, and inefficiency in the use
of resources.
Of course, the importance of these
issues varies among countries.

The patterns of allocation of public
to various sectors and their cost-

effectiveness, including those on defence and general
administration, should be examined for possible sav
ings and enhanced allocations to social sectors.

Actions on many fronts will be required to
address these issues. Among these are improved

The

management, greater attention to equity considera
tions, the increased allocation of resources to social

efforts

of national

Governments

in the

above directions should be supported by the inter
national community through enhanced external as

sectors, reordering of intrasectoral priorities and the
involvement of the private sector, non-governmental

sistance and debt-relief measures, particularly for the
least

organizations and local communities.

developed

and

other

low-income

countries.

Governments should also examine priorities within
each social sector to ensure that the benefits of

In order to increase revenue to be able to
allocate greater resources to social sectors, Govern
ments might wish to consider measures to widen the
tax base, rationalize tax rates and structures and
effect improvements in tax administration. The ques

public

expenditure

reach

the

tion of delegation to local governments, along with

nities in the provision of social services.

people, particularly the poor.

greatest

number

of

Finally, efforts should

be made to increase the involvement of the private
sector, non-governmental organizations and com m u
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1991:
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