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FOREWORD

The Economic and Social Survey of Asia and the Pacific 1993 is the forty-seventh in the series of annual
Surveys prepared by the secretariat. It provides information on recent economic and social developments in the
region and analyses selected development issues.

The Asian and Pacific region has once again distinguished itself by recording a high average growth rate
in 1993 despite the lingering recession in the industrialized world and low growth in other developing regions.
A particularly noteworthy feature is that a number of least developed countries have significantly improved their
performance; however, the economies in transition in Central Asia conlinue o expenénce contraction in output.
Economic growth in the region has been assisted by a variety of reforms in areas such as trade, investment,
financial and fiscal policies implemented by Governments. Major recent reforms in these areas are highlighted
in the context of the discussion on macroeconomic performance.

Fiscal reform has been an important component of policy reforms. In most countries of the region, fiscal
reform has achieved a substantial measure of success in augmenting government revenue, restraining the growth
of expenditure, and reducing budgetary deficit. The incentive structure generated by reforms in tax bases and
rates reflects the greater reliance on the private sector and more outward orientation of economies. At the same
time, greater concern for the public provision of social services is evident from the changing patterns of
allocation of expenditure,

The region has undergone notable economic transformation resulting from sustained high rates of economic
growth for many years. A rising share of manufacturing output in gross domestic product and rapid urbanization
are but two manifestations of the transformation, which has not, however, been accompanied by a commensurate
increase in the share of employment in manufacturingfurban sectors. This imbalance has been partly responsible
for a number of social problems in the region. The progress achieved in social development with reference to
selected issues such as poverty, employment, health and education is reviewed. The challenges that remain in
these fields, as well as some emerging social problems such as crime and drug abuse, and their policy
implications are highlighted.

Finally, the Survey analyses the demographic change in respect of the rates of growth, age composition,
and spatial distribution of population, and brings out their implications for education, health, employment and the
environment. The emerging differentiated approaches to demographic issues in different countries, reflecting
varying degrees of success in managing the transition in past years, are highlighted.

As usual, the Survey is published on the responsibility of the ESCAP secretanat and the views expressed
do not necessarily reflect those of member and associate member Governments.

Rafecuddin Ahmed
Executive Secretary

February 1994
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EXPLANATORY NOTES

The term “ESCAP region” is used in the present issue of the Survey to include Afghanistan, Australia, Azerbaijan,
Bangladesh, Bhutan, Brunei Darussalam, Cambodia, China, Commonwealth of the Northern Mariana Islands, Cook Islands,
Democratic People’s Republic of Korea, Fiji, French Polynesia, Guam, Hong Kong, India, Indonesia, Iran (the Islamic Republic
of), Japan, Kazakhstan, 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, Pakistan, Papua New
Guinea, Philippines, Republic of Korea, Republic of Palau, Samoa, Singapore, Solomon Islands, Sri Lanka, Tajikistan, Territory of
American Samoa, Thailand, Tonga, Turkmenistan, Tuvalu, Uzbekistan, Vanuatu and Viet Nam. The term “developing ESCAP

region" excludes Australia, Japan and New Zealand.
The term “the Central Asian rcpublics” in this issue of the Survey refers to Azerbaijan, Kazakhstan, Kyrgyzstan, Tajikistan,

Turkmenistan and Uzbekistan.

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

delimination of its frontiers.

Mention of any firm or licensed process does not imply endorsement by 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.

The term “billion” signifies a thousand million.

In the tables, three dots (...) indicate that data are not available or are not separately reported, a dash () indicates that the
amount is nil or negligible, and a blank indicates that the item is not applicable.

In dates, a hyphen (-) is used to signify the full period involved, including the beginning and end years, and a stroke (/)
indicates a crop year, a fiscal year or plan year. The fiscal years, currencies and 1993 exchange rates of the ESCAP economies

are listed in the following table:

Mid-point rate of

Country or area Fiscal year Currency and abbreviation exchange for 81
as of June 1993

ASGhanistan .. iiiiiinnasimi 21 March to 20 March Afghani (Af) 50.600
Australia............ 1 July to 30 June Australian dollar (SA 1.488
Azerbaijan 1 January to 31 December Russian Rouble (Rb 990.000*
Bangladesh 1 July to 30 June Taka (Tk) 39.800
Bhutan ............ 1 April to 31 March Ngultrum (Nu) 31.340
Brunei Darussalam 1 January to 31 December Brunei dollar ($Br) 1.60%
Cambodia 1 January to 31 December Riel (CR) 3,525.000%
China 1 January to 31 December Yuan renminbi (YRMB) 5.761
Commonwealth of the Northern

Manana Islands .........ccccccivvieeeinnnns United States dollar ($) 1.000
CooK Ieslanids . i dsiaroiess 1 April to 31 March New Zealand dollar (SNZ) 1.858
Democratic People’s Republic

of Korea North Korean Won (Won) 2.5
| R B AR NP ORI 1 January to 31 December Fijian dollar (SF) 1.541
Guam 1 October to 30 September United States dollar ($) 1.000
Hong Kong 1 April to 31 March Hong Kong dollar (SHK) 7.749
IOAIB coovvvrersnrnssnsenssenssssenssssensenssenses 1 April to 31 March Rupee (Rs) 31.340
JDAOMESIR <cicuviiiiiiiisssiisosonsisrinmsronsososs 1 Apnl to 31 March Rupiah (Rp) 2,088.000
Iran (Islamic Republic of) ..o 21 March to 20 March Rial (Rls) 1,612.000
JRPRN s it s vteer i sess 1 April to 31 March Yen (Y) 106.75
Kazakhstan ... 1 January to 31 December Russian Rouble (Rb) 996.000*
41 R R o SR IR P T Lo 1 January o 31 December Austrahan dollar (SA) 1.488
N | January o 31 December Som 4.9¢
Lao People’s Democratic Republic . 1 July to 30 June New kip (NK) 725.000*
RO s spviasnitici s assassiasssies Macau Pataca (MOP) 7.967
Malaysia ......... 1 January to 31 December Ringgit (SM) 2.580
Maldives 1 January o 31 December Rufiyaa (Mal Rf) 11.305
Mongolia 1 January to 31 December Tugnk (Tug) 150.000
Micronesia (Federated States of)..... United States dollar ($) 1.000
MYBDIOAT «oosiiisivsitbisosssbsrimsorsposassossssess 1 Apnil to 31 March Kyat (K) 6.099
Nauru 1 July to 30 June Australian dollar (SA) 1.488
o [ ) [ —— o 16 July to 15 July Rupee (NRs) 49.010
New Zealand ........ccoorvviennns 1 Apnl to 31 March New Zealand dollar (SNZ 1.858
INTED s cencnsonnssresonaas FFRTT TIPS 1 Apnl to 31 March New Zealand dollar (SNZ; 1.858
|y T PR SRR R e 1 July to 30 June Rupee (PRs) 27.160
Papua New GUinea ..........cuecninans 1 January to 31 December Kina (K) 0.980

X



Country or area

Fiscal year

Currency and abbreviation

Mid-point rate of
exchange for §1
as of June 1993

PHIlPPIeE i il oy
Republic of Korea ......cccccuvvrrerrnrorns
Republic of Palau . o

1 January to 31 December
1 January to 31 December

1 January to 31 December
1 April to 31 March

1 January to 31 December
1 January to 31 December
1 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

Peso (P)

Won (W)

United States dollar ($)
Tala (SWS)

Singapore dollar ($S)
Solomon Islands dollar ($SI)
Rupee (SLRs)

Russian Rouble (Rb)
Baht (B)

Pa’anga (P)

Russian Rouble (Rb)
Australian dollar (SA)
Russian Rouble (Rb)
Vatu (VT)

New dong

27272
803.700
1.000
2573
1.623
3.183
48.451
999,000*
25.25
1.398
9962
1.488
996%
122.010
10,827.000%

Sources: United Nations, Monthly Bulletin of Statistics, vol. XLVII, No, 11 (November 1993); United Nations, Statistical
Indicators for Asia and the Pacific, vol. XXIII, No. 4 (December 1993); and national sources,

3 September 1993,

b July 1993,

€ August 1993,

xi



AFTA
AIDS
APEC
ASEAN
BIS
CBR
CIS
CFl
CMEA
EAEC
EC
ECO
ERM
EU
FDI
GATS
GATT
GDpp
GNP
GST
HIV
IMF
IMR
MFA
MODVAT
NAFTA
NDP
NGOs
NIEs
NIS
ODA
OECD
ORT
PPBS
SAARC
SAPTA

SPF
STABEX
TFR
TNCs
TRIPs
UNCTAD
UNDP
UNICEF
UNTAC
VAT

xif

ABBREVIATIONS

Asian Development Bank

ASEAN Free Trade Arca

acquired immune deficiency syndrome
Agia-Pacific Economic Cooperation
Association of South-East Asian Nations
Bank for International Seitlements

crude birth rate

Commonwealth of Independent States
consumer price index

Council for Mutual Economic Assistance
East Asia Fconomic Caucus

European Community

Economic Cooperation Organization
Exchange Rate Mechanism

European Union

foreign direct investment

General Agreement on Trade in Services
General Agreement on Tariffs and Trade
gross domestic product

gross national product

general sales tax

human immunodeficiency virus

International Monetary Fund

infant mortality rate

Multi-Fibre Arrangement

modified value added tax

North American Free Trade Agreement

net domestic product

non-governmental organizations

newly industrializing economies

newly independent States

official development assistance

Organisation for Economic Co-operation and Development
oral rehydration therapy

planning and programming budgeting system
South Asian Association for Regional Cooperation
South Asia Preferential Trading Arrangement
System of Mational Accounts

South Pacific Forum

system of stabilization of export earmings
total fertility rate

transnational corporations

Trade Related Intellectual Property rights
United Nations Conference on Trade and Development
United Nations Development Programme
United Nations Childrens Fund

United MNations Transitional Authority in Cambodia
value added tax

World Trade Organization



[. WORLD ECONOMIC DEVELOPMENTS AND

PROSPECTS

THE LINGERING
RECESSION

Quitput trends

he world economy has been

On a recessionary course since
1990. ‘The onset of the recession
in industrialized countries coin-
cided with rapid output decline in
the eastern European and the new
national economies which emerged
out of the former Soviet republics
as they were transforming from
centrally planned to market-based
economies involving changes and
difficult adjustments in economic,
social and political organizations
and institutions as well as policies.
Growth performance of the deve-
loping economies, other than those
of the Asian and Pacific region,
also remained weak, although some
of them were slowly coming out of
the debt, stagnation or decline of
the 1980s through vigorous adjust-
ment efforts. Thus the Latin
American and Caribbean region
improved its average growth in
1991-1992, but the African coun-
tries slipped back from a somewhat
better performance in 1989-1990.

The plunge in world output
growth that ensued since 1990 as a
result of the diverse trends in
component groups of economies
scemed to bottom out in 1991
when world output nudged upwards
by a mere 0.2 per cent. A 0.7 per
cent growth in 1992 still implied a
fall in per capita terms during that
year.  Although this statistic of
world per capita output may be
devoid of practical meaning for its

failure to differentiate the impact
regionally, subregionally, nationally
and subnationally, it serves to
highlight the depth of the crisis
that the world has endured, longer
than other similar ones in the
recent past. The 1993 performance,
with 1 per cent growth according to
the latest estimates, looked better
but still fell short of earlier
forecasts.

A feature of the developments
in the world economy over the past
three to four years has been a
“desynchronization” in the timing
of the ups and downs in individual
economies. That stood contrary
to the expectation of a greater
synchronization  resulting  from
growing globalization of economic
activities  through  international
trade, investment, technology and
finance. The desynchronization
phenomenon, however, served to
lighten the impact of the recession
on the world economy as a whole.

Until 1991, the recession was
largely a so-called “Anglo-Saxon™
phenomenon with the economies of
Australia, Canada, New Zealand,
the United Kingdom of Great
Britain and Northern Ireland and
the United States of America
clearly in the grip of recession.
Most other economies were still
growing. Two of the three largest
economies of the world, that of
Germany and Japan, were growing
strongly at rates of about 5 per cent
in 1990. The Japanese economy
grew at 4 per cent cven in
1991 when the German economy
experienced a sharp slow-down
to around 1 per cent growth. In

1992, the “Anglo-Saxon™ eco-
nomies, other than that of the
United Kingdom, were set on a
course of recovery although weak,
but the major European economies

of France, Germany and Italy
weakened and many of the smaller
economies went into  serious
recession.

In 1993, the situation wor-
sened, With the French, German
and several other European econo-
mies clearly in recession, the
European Union (EU) suffered an
output decline of an estimated 0.3
per cent. The economic growth of
Japan, after slowing down to 1.3
per cent in 1992 from 4.0 per cent
in 1991, was reduced to zero. In
the United States an expected 2.8
per cent growth in the economy,
almost the same as in 1992,
signalled continued weak recovery.
While the 1.9 per cent growth
expected in the United Kingdom
was similarly weak, the Canadian
economys 2.6 per cent looked
better.  Economic growth of in-
dustrial economies was thus
restricted to 0.9 per cent in 1993,
lower than the 1.6 per cent in
1992 (table 1.1).

The economies of eastern
Europe improved their performance
with an expected slowing of the
rate of fall in output in 1993,
However, as the Bank for Interna-
tional Settlements (BIS) noted
“owing to serious deficiencies
and a lack of consistency in the
economic policies being pursued at
present the outlook for many coun-
tries remains bleak. The moulding
of a new political order at a time



Table 1.1. World output, 1989-1994

(Annual percentage change)

1989 1990 1991 1992 19939 1994°
World 32 1.6 02 0.7 1.0 25
Developed market economies 33 24 0.6° 1.6 0.9 22
Major industrial countries 33 23 0.6° 1.7 1.1 22
Canada 25 0.2 -1.8 0.8 26 35
France 43 25 0.7 14 -0.9 1.1
Germany 33 4.7 1.2¢ 20 © =10 1.5
Italy 29 2.1 13 09 -0.3 14
Japan 47 48 4.0 13 0.0 1.5
United Kingdom 2.1 0.5 2.2 -0.6 1.9 26
United States 25 08 -12 26 28 3.1
Other industrial countrics 37 2.5 0.7 0.8 -0.2 1.6
European Union 34 28 0.8¢ 12 -03 1.6
Developing countries 35 33 34 48 53 53
Latin America and the Canbbean 1.1 -0.1 28 22 3.1 30
Afrnica 29 29 2.1 1.6 19 255
West Asia 32 19 -02 5.6 35 38
South and East Asia 6.1 6.4 53 5.1 53 6.1
China 36 52 77 12.8 13.0 95
Mediterrancan 03 1.1 -79 -5.1 1.1 4.6
Economies in transition 23 -6.3 -89 -16.7 -104 -08

Sources: United Nations, “The world cconomy at the end of 1993:

(December 1993).

short-term prospects and emerging policy issues”

& Preliminary estimate. b Forecast based on Project LINK. € Indicates discontinuity in the series: from 1991, Germany

includes castern Lander,

when the necessary economic
restructuring causes severe hardship
over a prolonged period is the
central task facing these countries,
especially the new states of the
former Soviet Union”.'

The developing countries in
Africa, Latin America and the
Caribbean experienced slow and
faltering growth, Africa in parti-
cular slipping from its 1989-1990
performance in the subsequent two
years. Wars and natural disasters
affected a number of the sub-
Saharan economies, in addition to
their basic weaknesses — a lack of

! Bank for Intemational Settle-
ments, 63rd Annual Report (Switzer-
land, Basle, June 1993), p.7. Also
see chap. 11 of this Survey

2

resources and infrastructure.  In
Latin America, structural adjust-
ments  and  stabilization policies
produced positive results in coun-
trics such as Argentina, Chile and
Mexico. However, Brazil, the
largest of the Latin American
cconomics, still  languished in
recession with a contraction in
output growth and high inflation
rates. In 1993, growth prospects in
both Latin America and Africa
were better, with average growth
rates rising to 3.1 per cent in
Latin America and 1.9 per cent
in Africa from 2.2 and 1.6 per
cent respectively in 1992,

Many of the developing coun-
tries of the Asian and Pacific
region repeated their earlier strong
performance and some succeeded

in accelerating further.  China’
double-digit growth rates in both
1992  and 1993  significantly
boosted the region’s average growth
rate. India, the other large econo-
my of the region, also recovered
from its low performance level in
19912 The West Asian economies
recovered rather strongly in 1992
from their low points in 1991,
partly as a result of the recon-
struction process implemented in
the aftermath of the Persian
Gulf war, but the rate of growth
was reduced substantially again in
1993. The developing economies
in the Mediterranean region seemed
to remain in deep recession, even
more so than their neighbours,

2 See this Survey, chap. IL



Unemployment

The industrial economies of
North  America, Australia and
New Zealand, and Europe with
the exception of Germany, have
experienced persistently high rates
of unemployment even during the
period of robust economic growth
in the 19805, Unemployment has
risen further since 1990 as is usual
in a recession (see figure [.1a). In
mid-1993, there were a reported
35 million unemployed people in
the industrial countries, 9 million
more than in 1990. Twenty-
two million were unemployed in
Europe.

Spain had the highest un-
employment rate, 22 per cent,
in  the summer of 1993, followed
by Ireland, Denmark, France and
the United Kingdom, all of which
had double-digit rates of unem-
ployment. Unemployment in wes-
tern Germany, traditionally low,
was rising, and combined with
the high eastern German rate,
unemployment in Germany rose
close to 6 per cent in 1993, In
Morth America, the Canadian un-
employment rate stood at 11.2
per cent towards the end of
1992, which was unlikely to
improve much in the short term as
the pace of recovery remained
slow and the required industrial
restructuring  was being carried
out.  Unemployment in the Uni-
ted States was showing a de-
cline as the recovery gathered
pace since the second half
of 1992, Unemployment was also
rising in Japan, where the unique
practice of life-long employment
has normally kept unemployment
levels low.  The practice was
reportedly changing and employee
lay-off frequently occurring. Per-
sistent and rising unemploy-
ment, particularly in Europe, has
raised serious concerns and led
to a search for wviable policies
(box 1.1).

Figure L.1.

Source:

(Percantage of total labour force)

(Annual percentage change)

Unemployment and inflation rates

(a) Unemployment

12 -

-
o

0 1 1 1 L

1

1987 1988 1989 1990 1991

(h) Inflation rates

1992

1993

1988 1989 1980 1991

United Mations, “The world economy af the end of 1993:
term prospects and emerging policy issues” (December 1993).

1992

1993

short-




Box I.1.
the cures

The prevalence of unemploy-
ment in the industrial countries has
raised serious concerns. Obviously,
the first step in the search for
solution of unemployment is the
identification of the underlying
causes, Unemployment in industrial
countries is frequently attributed
to economic recession depressing
demand for labour. As noted in
the text, the current unemployment
rates and levels, although worsened
by the recession since 1990, are
not entirely the product of the
recession. The typical monetary-
fiscal stimulus to increase aggregate
demand, and thereby employment,
has not therefore worked satis-
factorily.  Furthermore, fiscal po-
licy has remained constrained by
the budgetary deficits in  many
countries.

Unemployment in  industrial
countries owes its origin, at least par-
tly, to major technological changes
which have rendered the skill levels
of many workers obsolete. The
relative decline of manufacturing in
the economy has caused the demand
for low-skilled labour to shrink both
in the United States and in Europe.
A similar shrinkage has occurred
within the manufacturing sector it-
self. The problem has been further

Unemployment in industrialized countries:

compounded by a mismatch between
the educational and skill levels of
young entrants in the employment
market and the requirements of em-
ployers.

In so far as the unemployment
problem is rooted in such a mismatch,
the solution points to the need for
enhanced education and training. This
has been tried with some success in
Sweden. A combination of training
and retraining of workers with selec-
tive subsidies w0 encourage labour
mobility and redeployment over a
number of years enabled Sweden to
keep its unemployment rates low.
However, the recession has recently
pushed the unemployment rate in
Sweden to a rather high two digit
level.

A basic factor responsible for
persistent unemployment among the
unskilled is thought to be high
wage demands that do not match
productivity. The availability of
generous social security benefits in-
cluding unemployment compensation,
acts as disincentive to  accepting
employment at lower wages. In ad-
dition, minimum wage legislation to
protect the wage levels of existing
workers tends to bar young entrants
who might accept lower wages to the
employment market. A downward

the causes and

flexibility of wage levels could how-
ever increase the demand for labour
and reduce unemployment. In this
context, the greater flexibility of
wages and less social security protec-
tion to workers in the United States
are considered to have kept that
country’s unemployment rates lower
than in Europe. Social security be-
nefits and minimum wage laws
not only persuade workers against
accepting lower wages, but also im-
pose additional costs on employers,
causing a loss in their com-
petitiveness and ability to expand
employment.

These complicated factors un-
derlying the persistently high rates of
unemployment are either overlooked
or are not given due recoguition.
As a consequence, the loss of
employment is often blamed on
competitive imports of manufactures
from the developing countries, thus
strengthening the plea for protection.
Sober thinking, however, suggests
that protection can be no solution to
the: problem of unemployment.
Rather it can do more harm in the
longer term by artificially propping
up inefficient economic activities and
thereby constraining the develop-
ment of the more competitive ones

to expand employment.

Demand deflation

The recession, although ex-
perienced in different countries at
different times, had the demand
deflationary character in common,
Growth in both consumer demand
and business investment weakened
and turned negative contributing
to the downturn in output and
employment in the economy, This
has been attributed to *“balance-
sheet restructuring” as a conse-
quence of the previous asset price

4

cycle and the related rise
in company and houschold in-
debtedness. The set-back in
property and stock markets in
1990-1991 (see figure 1.2) had
resulted in *“debt deflation”. As
asset prices declined, houscholds
and companies cut back spend-
ing in order to repay debts

3 Bank for International  Settle-
ments, 63rd Annual Report (Switzer-
land, Basle, June 1993).

incurred during ecarlier periods of
higher asset prices that induced
spending booms.  Consumer and
business confidence was shaken as
the value of asset holdings shrank
and real debt burden rose. Busi-

ness fixed investment declined
in all countries experiencing
recession. A weak consumer

demand, few public spending
stimuli and a negative change in
stock build-up combined to bring
about recession in the concerned
countries.



Figure 1.2. Stock market price movements, 1987-1993
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Constraints on policy

Public spending as a policy
variable remained constrained since
most countries entered the reces-
sion with large budget deficits and,
therefore, were unable to push any
vigorous pump-priming packages to
stimulate the economy and achieve
recovery. The role of budgetary
deficits remained a contentious
issue. It has often been argued
that the budget deficits kept the
real interest rates high, in the
face of falling inflation rates,
which discouraged private spend-
ing, caused the recession and
delayed the recovery. A reduction
in budget deficits has therefore
been urged, while others argued in
favour of fiscal stimulus to promote
recovery. The reluctance of the
central bank of Germany to bring
down the German interest rates
which caused the stir in the
European Exchange Rate Mecha-
nism (ERM) reflected the bank’
apprehension of inflation getting
out of control in the face of rising
budget deficits caused by large
transfers to eastern  Germany
following Germanys unification.
Other central banks have been
persuaded to lower interest rates,
but they have also remained
cautious to prevent any possible
resurgence of inflation.

Japan, with a more comfor-
table budgetary situation, imple-
mented three successive fiscal
packages, the latest one in the
summer of 1993 involving a $56
billion expenditure on public works
and building infrastructure. The
objective has been not only to
stimulate the economy to fight
recession but also to encourage
imports that would help reduce the
high balance-of-payment surpluses.
A proposed stimulating government
expenditure package in the early
days of the new United States
administration was aborted for lack
of legislative support. The latest
United States fiscal moves have

5



focused on reduction in federal
budget deficits over the medium
term by a combination of tax
increases and spending cuts. Such
measures are not usual or typical in
a recessionary environment. They
serve to illustrate the constraint that
long-term deficits in the United
States budget have imposed on
short-term  options for making
policy.

Inflation rates have remained
low and were even falling in
major industrial countries (figure
Llb above). Despite  declining
nominal interest rates, inflation-
adjusted real interest rates are still
found to remain high, especially in
Europe. The United States and
the Japanese interest rates, how-
ever, have fallen to their lowest
levels in  decades (figure 1.3).

Insufficient revival of demand to

stimulate recovery in the face
of such a drastic decline in
interest rates has exposed the

weakness in the working of mone-
tary policy to overcome recession.
The weakness has been atiributed
to poor consumer and business
confidence.

The current situation is cha-
racterized as yet another financial
or asset price inflation, reversing
the deflation that followed the
October 1987 plunge and a fur-
ther relapse in 1990-1991. The
monetary policies heralding the
lowest interest rates in recent
history have been causing money
to flow again into the worlds bond
and stock markets, driving the
prices of those market instruments
to their highest ever levels,

Figure 1.3. International interest rates: London interbank offer rates
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especially in the United States
(figure 1.2 above). These prices
are not backed by a sufficient rise
in industrial profitability. People
find opportunities to make easy
money in what they see as a
continuously rising market while
real investments lag,

The ineffectiveness of mone-
tary policy has also been atiributed
to the fact that the service sector
producing the largest proportion of
domestic output in  industrial
countries is relatively insensitive to
interest rate changes, while the
banks have been reluctant to lend
to the more responsive sectors,
such as real estate and construc-
tion, as the banks had already
suffered from bad debts advanced
to those sectors during the earlier
hoom.

INTERNATIONAL TRADE,
BALANCE OF PAYMENTS
AND FINANCE

Trade slow-down

In the past decades, the
volume of world trade has
increased much faster than world
output, with the result that an
increasing proportion of world
output came to be traded inter-
nationally. This structural feature
of trade growing faster than output
has continued. Mevertheless, the
recession had an adverse impact
on the growth of trade. Growth in
world trade wolume dipped to its
lowest level at 2.4 per cent in
1991 when world output rose by a
mere 0.2 per cent (table 1.2). In
1992, a 4.6 per cent rate of growth
was achieved, which slipped back
to 3.0 per cent in 1993, Growth in
world trade thus remained far
below the rate of expansion in the
latter half of the 1980s,

The slow growth in  world
trade, as in output, has been largely
caused by sluggish performance in
the industrialized countries. Their



Table 1.2. Summary indicators of changes in world trade, 1989-1994

(Annual percentage change)

1989 1990 1991 1992 19939 1994b
Volume of world trade® 6.7 4.5 24 4.6 3.0 5.0
Exports
Industrial countries 6.5 5.5 2.9 3.5 0.0 23
Seven major countries 71 5.5 28 3.1 0.1 2.3
Canada 12 5. 09 B8 7.9 5.9
France 82 4.8 48 4.7 =71 4.0
Germany? 8.0 45 02 -2.7 -5.4 12
Ttaly 9.2 33 0.1 39 7.1 43
Japan 42 5.8 24 1.6 0.4 -0.1
United Kingdom 4.9 6.3 3.1 33 4.7 42
United States 10.3 7.6 7.7 6.9 1.2 335
Other industrial countries 5.0 53 i3 4.7 =0.3 30
European Union 7.0 5.0 22 25 -1.7 2.7
Developing countries 5.3 6.4 8.1 9.5 9.4 92
Africa 76 5.8 1.9 21 0.1 -
Asia 6.0 88 11.9 11.2 12.7 11.5
Middle East and Europe 55 14 31 B4 6.9 6.9
Latin America 4.7 59 4.7 ] 4.1 6.7
Imports
Industrial countries 74 4.5 P 37 12 34
Seven major countries 7.0 4.8 28 35 24 4.0
Canada 54 <0.1 26 6.5 7.6 i3
France 18 5.1 28 1.0 =16 33
German 12 12.8 14.4 -4.3 -4.5 1.2
Italy 8.5 4.5 4.5 35 -0.4 33
Japan 79 5.6 38 -0.7 4.1 6.2
United Kmgdom 81 1.0 -2.6 6.7 238 5.0
United States 9 1.5 0.7 10.9 2.8 4.9
Other industrial countries 8.5 3.8 18 4.4 -1.8 1.8
European Community 7.9 6.5 54 2.0 -2.9 23
Developing countries 8.5 16 9.7 10.5 9.3 2.1
Africa 35 2.6 2.7 48 ~0.5 =25
Asia 12.7 8.7 11.7 12.2 13.5 123
Middle East and Europe 3.5 7.2 4.5 25 29 51
Latin America 26 7.6 17.8 16.9 4.5 58

Source: International Monetary Fund, World Economic Outfook (Washington, DC, October 1993),

A Preliminary estimate. b Forecast. © World trade excludes trade among the states of the former Soviet Union but
includes all other trade of the group of countries o transition. Averages of growth rates are calculated from world exports

and imports.

exports volume rose by an average
of 3.2 per cent from 1991 to 1992
In 1993, there was virtually no
growth. As the dollar depreciated
during the period 1991-1992 (see
figure 1.4), dollar value of trade
showed better results.  Howewver,
the fluctuations in exchange rates

d Data up to and including 1990 refer to west Germany only.

of major currencies, largely in
response to capital flows, as the
crisis within the ERM illustrated,
had imposed additional costs on
the conduct of world trade and
may have discouraged its growth.
Imports, in particular, have
decelerated since 1990. Afrer

remaining depressed in 1990-1991,
imports in the United States had
surged to a 109 per cent rate of
growth in 1992, Imports growth
also reached 6.5 per cemt in
Canada and 6.7 per cent in the
United Kingdom, a sign of their
early economic recovery. Growth
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Figure 1.4. Exchange rates: selected major currencies
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of imporis slowed sharply in other
major industrial countries such as
France, Germany, Italy and Japan.
While French and Italian imports
grew by a mere 1.0 and 3.5 per
cent respectively in 1992, Germany
and Japan, in fact, experienced
declines of 4.3 and 0.7 per cent
respectively.

Further serious deceleration
in imports of the industnalized
countries occurred in 1993 with the
average growth falling to 1.2 per
cent from 3.7 per cent in 1992,
Imports of the European Union
declined by 2.9 per cent as a result
of a 7.6 per cent fall in French, 4.5
per cent fall in German and 0.4 per
cent fall in Italian imports while
those of the United Kingdom
decelerated to 2.8 per cent growth
from the previous yearks 6.7 per
cent. Imports in the United States
decelerated to a growth rate of 8.8
per cent from 10.9 per cent in the
previous year. They rose by 7.6
per cent in Canada and by 4.1 per
cent in Japan. Other smaller
industrial economies registered a
decline of 1.8 per cent.

The growth in the developing
countries’ trade was more buoyant,
except for Africa. The rates of
growth of 9 to 10 per cent in
exports and imports of developing
countries remained much above the
world average as well as those of
the industrialized countries, recover-
ing from a slack during 1989-1990.
Trade of Asian economies achieved
faster rates of growth than those of
other developing countries. Most
Latin  American couniries  also
experienced a large increase in
import  volumes in  1991-1992
following economic restructuring,
liberalization of policies, and a
strengthening of domestic demand.

Payment imbalances

A solution to the long-standing
problem of payment imbalances
in the world economy has not yet
emerged. The basic elements of the



imbalance consisted of the large
deficits of the United States and
European Union and the large
surpluses of Japan. A sign of con-
vergence appeared in 1991 with a
sharp fall in the deficits of the
United States which, however,
reflected transfers and other Persian
Gulf war related payments to the
United States. The situation has
relapsed since then. Japan’s current
account surplus rose to a record
$117.6 billion in 1992 while the
United States and the European
Union incurred deficits of $66.4
billion and $63.9 billion respectively.
In 1993, Japan’s surpluses increased
to $137 billion, United States
deficits increased to $111.6 billion
while the deficit in the European
Union fell slightly to $60.4 billion,
The merchandize trade accounts are
mainly responsible for the im-
balances. The trade deficits in the
United States exceeded its current
account deficits, part of the trade
deficit being offset by the invisible
surpluses while trade surpluses in
Japan were somewhat moderated by
deficits on invisibles producing a
lower current account surplus. The
European Union, however, seemed
to have the trade deficits reinforced
by the deficits on invisibles to
produce a larger current account
deficit than in trade.

For the developing countries,
the overall current account balance-
of-payments deficits were reduced
to $62.4 billion in 1992 from
$82.2 billion in 1991 but they are
projected to rise to $80.1 billion in
1993. The 1992 reduction reflected
a sharp fall in the deficits incurred
by countries in the Middle East,
whereas the 1993 projected in-
crease is due to sharp increases in
the deficits of the Asian and Latin
American countries.*

4 The figures used are those from
the Intemational Monetary Fund,
World Economic Outlook (Washington,
DC, October 1993), pp. 163-165.

Development finance

A recent United Nations report
observed that the supplies of
medium-term and long-term private
finance are quite abundant and
available to qualifying developing
countries in an increasing variety of
forms and on an increasing variety
of terms. Yet, too few countries
are beneficiaries at this time. Most
developing countries will need to
rely on some measure of official
finance for many years to come.
Indeed, some low-income countries
with low debt-servicing capacity
will need to draw mainly on
concessional official flows for the
foreseeable future. The key ques-
tion is whether the funds — public
and private — will be available in
adequate amounts.’

There has been a considerable
shift in the composition of private
financial flows with a sharply
reduced role for bank lending and
an increased role for foreign direct
investment, portfolio equity and
bonds. Syndicated bank lending
was the common mechanism for
raising private finance for the
developing countries in the 1970s
and early 1980s. The decline in
the importance of bank lending has
been a visible trend since then,
The debt crisis caused this source
of funds to dry up although the
Asian developing countries which
escaped the debt crisis could still
rely substantially on them. In
fact, between 70 and 80 per cent
of recent bank loans to developing
countries flowed to Asia.

The developing countries have
received a growing proportion of
their external finances from foreign
direct investment and bonds and
equity issues. The share of com-
mercial bank loans in the total

5 United Nations General Assem-
bly, “International conference on the
financing of development” (A/48/367,
20 September 1993), pp. 8 and 10.

financial resources received by the
developing countrics world-wide
was drastically reduced from above
45 per cent in 1981 to less than 14
per cent in 1992, with flows mainly
directed to Asia as noted above. In
contrast, the share of foreign direct
investment (FDI) flows increased
from 8.3 per cent in 1981 to 16.7
per cent in 1992, that of portfolio
equity from 0.1 to 5.7 per cent, and
of bonds from 1.2 to 9.4 per cent,
While the share of official loans
remained more or less stable at just
about a quarter of the total, that of
grants expanded from 7.3 per cent
in 1981 to 13.1 per cent in 1992.5
The growing role of private
flows in the developing countries’
financial receipts has been facili-
tated both by continuing liberaliza-
tion and deregulation of financial
markets by the developed countries,
and by liberal economic reforms,
including the financial sector
reforms, carried out by many deve-
loping countries. One consequence
of the increasing privatization of
financial flows to the developing
countries has been that a greater
share of the total flows has gone
into a smaller group of countries,
which have, by and large, succeeded
in  establishing creditworthiness.
The poorest countries, as a group,
continue to receive a diminishing
share of international capital, Since
the late 1980s, the poorer countries’
share of total private flows shrank
considerably, while the middle-
income developing countries, mainly
in Latin America, gained consi-
derably. Much of the increased
flows to the latter countries,
however, was related to existing
debt as countries embarked upon
debt restructuring and reduction
through rescheduling, swaps, securi-
tization and other conversions.

6Basedonasurwyoflhird
world finance, “New ways to grow"”,
The Economist, 25 September-1 Octo-
ber 1993,



Foreign aid, the chief source of
finance for the poorest and the
least developed countries has
remained subdued. By 1992 only a
few donor countries had met the
long-established United Nations
target of 0.7 per cemt of gross
national product (GNP) as official
development  assistance (ODA).
Some major donors, in fact, have
retrogressed on this score. The
recession and the budget deficits
discussed earlier have put further
pressures on aid budgets of donor
countries.  Aid given by some
major donors has remained unduly
skewed in distribution with a
relatively small number of countries
being the beneficiaries.

SHORT-TERM PROSPECTS
AND IMPLICATIONS FOR
DEVELOPMENT IN THE
ESCAP REGION

A better prospect for world
economic growth has been pro-
jected for 1994, ‘The latest forecast
growth in world output in 1994 has
been fine-tuned to a lower 2.6 per
cent from an earlier forecast of 3
per cent. All economic forecasts
are subject to deviations from the
actual performance due to un-
foreseen  circumstances. The
current  forecasts may also be
overtaken by events which the
forecasters could not foresee. The
political events in many of the new
States emerging from the former
Soviet Union including the Russian
Federation, which could cause a
set-back to the revival of those
economies, are but one example of
such upsetting developments.

The indusirialized countries,
however, could be said to have “hit
the bottom™ from which they could
only be expected to go up.
Corrective policies have been in
place for a number of years and are
being pushed further where they
have not gone far enough. Interest
rates in the United States and
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Japan, for example, have been
lowered to the lowest post-war
levels while keeping inflation under
strict control.  European interest
rates also started falling after a
virtual abandonment of the parity-
band of the ERM in the summer of
1993 and the gradual easing of
German monetary policy.

There are a number of other
mitigating factors to justify greater
optimism for the coming years.
Thus, although the upset within the
ERM may have an impact on the
planned  establishment of the
European Monetary Union later this
decade, the endorsement of the
Maastricht Treaty in referenda in
major Community member coun-
tries and subsequent ratification of
the Treaty brought the European
Union as envisaged in the Treaty
into existence as of MNovember
1993. This followed the establish-
ment of a single European market
in goods, services and production
factors earlier in the year. A boost
of confidence and strength is
expected in  Furope from the
formation of the single market,
further reinforced by the launching
of the Furopean Union. The
prospect of coming inte force of
the North American Free Trade
Agreement (NAFTA)  following
ratification by the United States
Congress is also visualized as
hastening MNorth American econo-
mic recovery and strengthening its
long-term prospects. The success-
ful conclusion of the Uruguay
Round of multilateral trade nego-
tiations would also act to improve
confidence world-wide which could
be expected to translate into higher
world output and trade growth
starting in 1994 (box 1.2).

The lingering recession and the
worsening unemployment situation
in the industrial countries have
served to  intensify protectionist
pressures in those countries against
imports affecting developing coun-
tries’ exports, While the Uruguay
Round, launched in 1986, lingered

for seven years, trade relations
in the meantime came to be
“managed” under national laws.
The trade and payment imbalances
among mnations gave a further
impetus to this process. The actual
or potential use of the penalty
provisions of those laws have kept
the highly trade-oriented economies
of the ESCAP region in a state of
uncertainty and suspense for a
number of years, and sometimes
obliged them to undertake measures
which were not entirely voluntary
on their part,

The conclusion of the Uruguay
Round is expected to remove many
of these anomalies in international
trade relations and allow a freer
play to trade of the economies in
the region in accordance with their
established competitive capabilities.
However, the possible impact of
European unity and MNAFTA has
remained a concern for the trade
prospects of Asian and Pacific
countries with the possibility of a
growing internalization of trade and
investment  within  those areas,
Those two regions together still
absorb between one third to one
half of the exports of many
developing countries of the region
despite  reduced dependence on
them in recent years.

The developing countries of
the ESCAP region have succeeded,
by and large, in sustaining their
high rates of economic and trade
growth despite the recession in the
industrialized countries. That could
sugpest that economic growth in
the industrialized countries is no
longer the driving force in the
growth performance of the develop-
ing economies of the region, The
region has undoubtedly acquired
strength and a capacity for resi-
lience. Yet it would not be
wholly true to say that the re-
gion or the individual economies
are not substantially affected by
developments in the industrial
countries who remain major trade

partners.



Box 1.2 The Uruguay Round concludes

After seven years of nego-
tiations on complex issues, two
more years longer than the onginal
schedule, the eighth GATT round
concluded on 15 December 1993
with the endorsement by GATT
members of the Final Act of the
Uruguay Round. The Act is due
for final adoption at a Ministenal
Meeting in Morocco in Apnil 1994,
and to become effective by mid-
1995 after ratification by member
states. The Act has been called the
most ambitious trade agreement ever
aimed, involving extremely complex
negotiations.

At 1ts launching in September
1986, 15 major issues were included
m the Round for negotiations
aiming, inter alia; further cut in
tariffs reinforcing the substantial
reduction achieved through the
seven preceding rounds; reduction
or removal of non-tariff barriers to
trade; elimmation of exceptions to
GATT's universal coverage of goods,
such as textiles and agricultural
product, and bringing them within
its general framework; inclusion of
new items, such as trade in services,

intellectual  property, and trade
related investment measures under
GATT’s multilateral rules; and

reforming GATT as an institution.
Wide ranging issues under the
above broad subjects were covered
in 28 scparate agreements. In more
difficult arcas, such as trade in
agnculture, textiles and clothing,
services and intellectual property
rights, compromise agreements were
reached after difficult negotiations.
Some of the important highlights of
the agreement are as follows.
Tanfls, which had already
fallen to an average level of about $
per cent as a result of the previous
rounds of negotiations, are expected
to be reduced further by an average
of 40 per cent when the negotiated
market access schedules come into
force. Trade in agnicultural products
and the services will be brought
within GATT framework., Subsidies
on agricultural exports will be
gradually reduced and protective im-

port quotas will be replaced by tar-
iffis. Countries will open their service
sector to trade under the provision of
the General Agreement on Trade in
Services (GATS). However, negotia-
tions on trade in audiovisuals such as
films and television pmgninma, and
financial services, such as banking
and insurance, were to further con-
tinue. The agreements provide for
greater protection of intellectual prop-
erty nghts such as trade marks, pat-
ents and copyrights under the Agree-
ment on Trade Related Intellectual
Property rights (TRIPs). The Multi-
Fibre Arrangement (MFA), which
governed trade in textile products in
the past decades, will be phased out
over a period of 10 years with
gradual elimination of import quotas
imposed under the MFA.

A new World Trade Organization
(WTO) will be established to succeed
the General Agreement on Tanffs and
Trade (GATT). The new accords on
services and intellectual property, and
various GATT codes such as those on
government procurement and anti-
dumping, will come under the
jurisdiction of WTO. Trade disputes
among members will be settled by a
single streamlined disputes settlement
procedure, with provision for appeals
and binding arbitrations.

The Uruguay Round has been
called a truly global negotiation.
With over 100 countries participating
in the negotations, there has been a
wide representation of developing
countries. An important achievement
of the Round is seen in an increase
in the extent to which world trade
will become subject to tanff regula-
tions, rather than arbitrary restnictions
such as quota. Taking into account
the tanflication measures affecting
trade in agnculture, over 95 per cent
of world trade in merchandise will be
subject to tanfl as a result of the
Round. That is expected to substan-
tially increase the transparency,
stability and predictability of trading
conditions.®

As noted before, the Final Act
will not come into force until 1995;
many of its provisions will come into

operation gradually extending over a
decade or so. The short-term
impact of the agreement, therefore,
can remain limited except by way
of providing a boost in confidence
around the world. The optimistic
mood was reflected by Mr. Peter
Sutherland, Director General of
GATT, who concluded the session
adopting the Final Act by saying
that the agreement will mean “more
trade, more jobs and larger income
growth for all"®  One report had
projected the value of world trade
growth resulting from the agreement
at $200 billion annually.

The apportionment of the
gains among countries of the world
is likely o be unequal. There is
some apprehension that the gains
will be weighed more heavily in fa-
vour of the developed countries who
will share 70 per cent of the ex-
pected gains.©

The developing countries could
benefit from the expected rise in the
prices of agricultural products as
subsidies are reduced and protected
markets are opened for imports,
Among other sources of expected
gains are tarifl reductions, although
tarifis on simple processed pro-
ducts were expected to continue
remain generally higher; and a
freer trade in textile products,
which will be moderated by the fact
that the restrictive provisions of the

4 “News of the Uruguay Round
of Multilateral Trade Negotiations™,
Press Release issued by the Informa-
tion and Media Relations Division of
the General Agreement on Tanffs
and Trade (Geneva, 21 December
1993).

b Quoted in Bangkok Post, 17
December 1993,

€ See Statement by Ambassador
Luis Fermando Jaramillo, Permanent
Representative of Colombia to the
United Nations and Chairman of the
Group of 77, at the Formal Handing
Over of the Chairmanship of the
Group of 77 to the Republic of Al-
gena (New York, 14 January 1994).

(Continued overleaf)
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MFA will be phased out over a
longer time than was envisioned at
the carlier stages of the negotiations.
From the perspective of developing
countrics, there are a number of
other concems. These relate, infer
alia, W the possibility of continued
subsidization of domestic production
of agricultural products im deve-
loped countries; the rigour with
which developing countries’ obliga-
tions in the area of GATS and

TRIPs are enforced relative to anti-
dumping rules which were used in
the past by developed countnes as se-
lective protective imstruments; and the
lack of clarity about the scope of
unilateral application of national trade
laws against other countries deemed
to follow unfair trade practices.

d See Third World Economics,
Issue No. 80 (1-15 January 1994),

MNotwithstanding the various
concerns, the widely shared per-
ception 15 that the agreemenis
represent a major improvement over
the cumrently existing  situation
from the point of view of deve-
loping countries as a group. The
extent to which individual coun-
tries can partake of the gains will
depend omn the speed of response
and adjustment to the new sets of
rules.

The “desynchronization” of the
recession however has helped in
offsetting the sluggish demand in
some markets by relative buoyancy
in others. Whereas the demand
slack and protectionist pressures
may have adversely affected some
relatively high technology exporis
and their exporters in the region,
low-technology  labour  intensive
exports  kept nmising, particularly
in the United States despite the
recession, and  benefited  the
exporters of those products. Those
whose exports came particularly
under pressure could also move
quickly to diversify their markets,
especially within the region itself.

The Republic of Korea pro-
vides the most striking example
of success on this count.  That
country had met a serious set-back
in its export trade in 1989-1990,
owing o recession in  demand
abroad and bilateral trade pressures
following large trade surpluses the
country had been accumulaung
since 1986, It succeeded in
reviving its export growth from 3-4
per cent in 1989-1990 1w 10-11
per cent in 1991-1992 by dramati-
cally increasing its share of intra-
regional  exports while the share
going to traditional markets shrank,
Thus, the share of exports to the
developing cconomies in  Asia
doubled between 1988 and 1992,
rising from about 13 per cent of
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total exports in 1988 to 26 per cent
in 1992, At the same time the
share of ils exporis going to the
United States declined from above
35 per cent to less than 23 per cent
and to Japan from about 20 per
cent to 15 per cent. An expand-
ing flow of investment from the
Republic of Korea to the region
has accompanied the trade, a
factor that lay behind intraregional
trade expansion of several other
countries. Indonesia, Malaysia,
Pakistan, Singapore and Thailand
have also enhanced, to  wvarious
degrees, the share of their exporis
within the developing ESCAP
region during this period and
reduced their dependence on the
United States, Europe and .Iapan.“'

While these successes can be
built upon further, it cannot alto-
gether remove the disquiet felt by
the developing countries of the
ESCAP region by the prospect of
lingering recession feeding  further
the proleclionist  senliments  in
the indusirial couniries. As noted
before, the protectionist fervour in
the developed countries is fueled by
the high and rising rates of
unemployment in those countries —
a problem that must be dealt with
effectively.

7 See Survey, 1992, part one,
box V1, pp. 60-61.

With  the possibilities of
domestic monetary policies being
almost fully exhausted and fiscal
policies remaining constrained by
persistent budget  deficits, trade
policies remained the major option
to revive world economic growth.
Trade policies for that purpose
must be freed further ffom protec-
tionist fetters. The conclusion of
the Ulruguay Round of negotiations
augured very well from this point
of view, The trade-oriented deve-
loping economies of the ESCAP
region expect o gain, as do
countries elsewhere, from a further
freeing of trade as envisaged in the
agreements reached. The reduction
in agricultural subsidies and a freer
agricultural trade regime could be
expected to give a boost o
commaodity prices which have faced
downward pressures over the years
(see figure 1.5) and benefit the
commodity exporting countries.

The investment and financial
Nows in their changing forms of
FDI, portfolio securities and bonds
have brought new  investment
capital to the developing countries,
including those in the ESCAP
region. A considerable liberali-
zation of the developing country
markets  has  facilitated  these
inflows. Such liberalizations how-
ever carry their own dangers about
which the countries have to remain
alert. For example, free financial



Figure 1.5. Movements in commodity prices

(a) Non-oil commodity price indices (1985 = 100)
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Box 1.3. Globalization:

A number of processes have
been at work for many years to
expand and strengthen links among
ndividual economies of the world
and make them more and more
interdependent.  With the growing
participation of the developing
countries in these processes, and the
recent redirection of the erstwhile
centrally-planned  economies  in
favour of a far greater integration
with the world market, cconomic
activities based on the market
principles are taking on a truly glo-
bal character. The barriers to the
movement of goods and services,
capital, technology and, to a lesser
extent people, have been coming
down to permit greater mobility
across national borders.

Reduced barniers, however, have
not always affected all processes and
participants evenly. The degree of
freedom of movement vanes
between the different categories of
goods, services, capital, technology
and people. The developing coun-
tries have generally benefited from
the liberalizing and globalizing
trends n trade, investment, produc-
tion and other economic activities,
but they have also faced difficulties
in adjusting to the fast pace of
change on the course of which they
can exercise little influence.

The trading of a growing
proportion of world output interna-
tionally is an aspect of the globa-
lization process. The value of free
international trade is  well esta-
blished in theory and practice. The
world economic prosperity of the

major aspects and implications for development

post-war era is largely attributed to a
freer international trading regime that
negotiations under several GATT
rounds had helped to bring about
The developing countries had ben-
efited not only from the general liber-
alization of the trade regime, but also
under special provisions granted to
them under the auspices of United
Nations Conference on Trade and De-
velopment (UNCTAD) as well as in
GATT articles. The just concluded
GATT round, in which the developing
countries have widely participated, is
expected to give a further boost to
world trade benefiting all participants,
although scepticism has been expressed
that the gains on that score will be
more heavily weighed in favour of
the richer countries (see box 1.2),
International trade and investment
have been complementary activities.
A large part of the present volume of
world trade is investment driven. The
resourceful transnational corporations
(TNCs), in search of access to market
and profits, internationalized produc-
tion of a whole vanety of com-
ponents, products and services. To
the extent that the TNCs treat their
operations as a single accounting unit
irrespective of the actual location of
their operations, they operate as if in
a “borderless world"® The TNCs
have also shipped around the world
large volumes of intermediate and

# Kenichi Ohmar, The Borderless
World:  Power and Strategy in the
Interlinked Economy (London, William
Collins, & Co. Ltd., 1990).

final products produced n different
locations, they themselves being both
buyers and sellers.  Some reports
suggest that such intra-firm trade at
present accounts for one third of
world trade.

The developing countries had
initially put up certain restrictive
conditions on the foreign investors
with a view 10 maximizing the deve-
lopmental benefits of these invest-
ments,  Faced with an increasing
world-wide competition for invest-
ment  resources, many developing
countries have relaxed those restric-
tions in recent years to attract the
sorely needed investment in their
economies. As a part of the Uru-
guay round of negotiations, they
would be required to give further
concessions with regard to a variety
of performance requirements of
TNCs, such as the local content re-
quirement in production and the ob-
ligation to export certain proportions
of the production of foreign ventures.
Intellectual property rights, such as
patents and copyrights, must also be
more strictly enforced locally under
national laws. The required adjust-
ments to meet these concessions will
not be easy for many developing
countries 10 make.

Technology and finance have
been closely associated with invest-
ment and trade, Finance, as a
facilitator to investment and trade, has
been globalized 10 a  greater
degree, since the financial instru-
ments themselves have become the
object of around-the-clock-around-the-
globe trading. The rapid advances in

flows  through the liberalized
market can pose a growing chal-
lenge to the conduct of monetary,
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fiscal and exchange rate policies,
thereby  putting  broad reform
measures in jeopardy. The bullish

or bearish feelings of investors,
particularly when foreign partici-
pation is involved, can severely



computer and information technolo-
gies further facilitated the process of
the globalization of finance.  The
big transnational banks and financial
companies are suppliers of global fi-
nance. The developing countries
have had little role on the supply side
of the markﬂ,h although they have
benefited from the borrowing oppor-
tunities that the market has offered.
It alzo lsnded many of them into
trouble as the debt cnsis of the 19805
testified. The opening of domestic
markets to foreign financial compa-
nies may eventually assist them in
strengthening their domestic financial
industry and enabling them to parhi-
cipate in the supply of global fi-
nance for which a few developing
countries  have already developed
limited capacities. But, ensuring a
continuing and orderly growth of
their nascent financial indusiry in
the face of competition from well-
established institutions, a move cur-
rently underway in many countries,
and a grealer overall openness of the
domestic market with exposer to the
characteristic volatility of shori-term
funds will pose a difficult challenge
(see box IIL.2}

Technology has been having a
profound impact om the economic
and social life of people all over
the world. The pace of technolo-
gical change in recent tmes has
been unprecedentedly rapid.  Those
who succeed in remaining ahead in

b See Survey, 1992, part one,
box L1, pp. 11-12.

technological adaptation, inmovation
and development can expect to win
the competition in production, trade,
investment and economic growth.
The present stock and production of
technologies as well as technological
capabilities remain  unequally  dis-
tributed with developing countries
continuing 1o remain on the receiv-
ing end. In that context, foreign
investment has emerged as an im-
portant mechanism  for  technology
transfer w0 the developing countries.

Two points of concern arise in
this context. First, the technologies
that come with investment are not
fully transferred and, second, im-
ported technologies often  produce
disruptive impacts on Jocal econo-
mies, depnving tradibonal producers
of their staying power and often their
livelihood.

A growing sutomation of in-
dustrial processes lo stay ahead im
competition,” and the application of
biotechnologies are two examples of
the phenomena that can have serious
adverse effects on both industnal
employment and self~employment in
agriculture.  Biotechnology, for ex-
ample, can enable food and raw ma-
terial importing developed countries to
produce their own by removing exist-
ing natural constraints, thus depriving
the poorer countnies of export oppor-
munities. Within the poor countries
themselves, monopolization of bio-
technological processes by local and

€ See Survey, 1992, part one, box
IL1, pp. 24-25.

foreign  apri-business  companies,
backed by large capital, can throw
small peasants out of their traditional
vocations.  Although biotechnology
15 said to be sufficiently versatile for
adoption in the =smallest of scale,
ideas and techniques penetrate much
more slowly nto peasant commumni-
ties than to big business firms and,
therefore, the traditional peasant can
become the wictim rather than a
beneficiary of the new technology.
The distributional as well as the en-
vironmental impacts of technological
modernization have raised serious
CONCErns in many cases.

Thus the global flows of trade,
finance and techmology  linked
through a globally competitive market
process, while having their beneficial
impact on local economies of the
developing countries, are nol an
unmixed blessing. The wvigour with
which domestic policies can channel
the positive impact of global pro-
cesses and stem their negative impacts
will determine the outcome in
individual cases.

d See the set of papers
presented at the Year-End Conference
on the Thai Economy organized by
Thailand  Development  Research
Institute at Jomthien, Pattaya, 9-11
December 1993, especially Akin
Habibhadana, “Social inequity: a
source of conflict in the future™;
Scott R. Chnsiensen and Ammar
Siamwalla, “Beyond patronage: tasks
for Thai state™; and Rangsan
Thanapornphan, “The Thai economy
and society in 2550: a development
strategy™.

disrupt nascent capital and finan-
cial markets of developing coun-
iries (see box 1.3). The poorer

least developed countries’ ability to
attract private capital through the
market will remain lhmited, and,

therefore, any shortfall in ODA
flows would be a serious handicap
for them.
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[I. MACROECONOMIC PERFORMANCE AND
POLICIES IN THE ESCAP REGION

A PERSPECTIVE OF
THE REGION

he economic performance of

the ESCAP region maintained
its robustness in 1992-1993, with
the developing countries of the
region  achieving an  average
economic growth rate of 6.7 per
cent in 1993, the same as in 1992.
This performance is remarkable
against the backdrop of the
depressed conditions in the rest of

the world economy, with reces-
sionary tendencies prevailing
especially in  the industrialized
countries.  Although the average

record of growth performance puts
the ESCAP region as a whole in a
bright light, the various groups of
economies of the region continued
to diverge in their performance.
However, a larger measure of
convergence has emerged among
the countries of the region in the
long-term approach to development
policies, including an enlargement
of the scope for private par-
ticipation and a greater emphasis
on the role of market forces in
cconomic activities, although the
short-term emphasis of policies
varied according to the intensity of

the immediate problems each
economy.
The policy reforms being

implemented by the countries of
South Asia had already started
showing their desired effects, with
the rates of economic growth
improving.  Although Pakistan
received a set-back in 1993 owing
to extraneous circumstances, rates
of economic growth strengthened in
Bangladesh, India and Sri Lanka.
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The Islamic Republic of Iran
sustained above 6 per cent growth
rates. A considerable degree of
success has been achieved by
this group of countries in stabiliz-
ing their economies in terms of
reduced budgetary and balance-of-
payments deficits and inflation
rates.

A further redeeming feature of
the situation prevailing in the
region in 1992-1993 was a sub-
stantial strengthening of the growth
performance of the least developed
countriecs of the region, with the
exception of Afghanistan and
Nepal. Cambodia, Lao People$s
Democratic Republic, Myanmar and
Maldives have recorded high
growth rates, although they have
yet to overcome their basic struc-
tural weaknesses and the paucity of
development resources. The policy
reforms in a variety of areas have

achieved a large measure of
success.
Economic growth remained

strong and steady in economies in
South-East Asia, with the excep-
tion of the Philippines, which
however also started to recover with
positive output growth in 1993,
reversing the decline of the
previous two years. Economic
growth in the Philippines was
expected to strengthen substantially
in 1994 and 1995 as the country
had already successfully brought
down the rates of inflation in the
economy, diffused the long-standing
debt problem, achieved political
stability and stimulated savings
and investment activities.

In East Asia, the spectacular
performance of the Chinese eco-

nomy has attracted worldwide
attention, Its high rate of growth,
however, had given rise to the
concern that a resulting overheating
of the economy could repeat the
country’s 1988-1989 experience of
almost run away inflation followed
by a strong brake slowing growth

sharply.  The country, however,
succeeded in  containing the
situation, and with the policy

pronouncements of the Government
towards the end of 1993, the
economy appeared well-positioned
to restrain inflation without any
drastic reduction in growth. Among
the other East Asian economies,
while Hong Kong succeeded in
strengthening  its  economic  per-
formance with a moderation of
inflation, the Republic of Korea
could not measure up to its per-
formance of past years in the face
of both domestic and external
constraints.  The slower perfor-
mance of the countrys economy
was the result of restrictive
domestic policies targeted at con-
trolling the rather high rates of
inflation that had emerged in 1990-
1991 and the recession in external
demand for its exports, and some
loss of competitiveness.

The Democratic People’s
Republic of Korea and Mongolia
were facing very difficult economic
situations,  These countries were
adversely affected by dislocations
occasioned by the snapping of
their links with the former Soviet
Union and other ecastern European
countries, Mongolia also initiated
major economic reforms aimed at
transforming its economy from a
centrally planned system to a



market oriented one. The internal
dislocations affected domestic pro-
duction adversely and the required
price adjustments resulted in high
rates of inflation. The situation
was further worsened owing to
severe adverse weather conditions
experienced during 1992/93.  The
Democratic Peoples Republic of
Korea has also introduced cautious
reform measures and relaxed its
central planning regime. The two
countries have suffered considerable
decline in their output and income
levels since 1990.

The small Pacific island
developing economies with their
agrarian structures exposed to fre-
quent natural disasters and external
demand and price fluctuations of
export commodities, continued to
remain  vulnerable despite bold
efforts aimed at stabilization and
restructuring for sustained higher
growth. Fiji, Papua New Guinea
and Solomon Islands have achieved
a considerable measure of success
in that regard, reflected in a
strengthening of the rates of eco-
nomic growth and a moderation of
inflation rates. Elsewhere success
in achieving growth and reduc-
ing inflation has remained more
limited.

The six Central  Asian
republics have been facing a
daunting task as they try to revamp
their institutional structures and
stabilize their newly independent
economies within a market-based
framework, in sharp distinction
from decades of development under
a centralized system of planning
within the former Soviet Union.
The tasks facing them included a
reorientation of foreign trade that
was largely internal trade within
the former Soviet Union;  the
settling of the national currency
and the exchange rate questions
including the role of the rouble,
the former domestic currency; the
establishment of a viable banking
and credit network; and the
restructuring,  revitalization  and

reorientation of production and
trade. These could hardly be
expected to be achieved in the
two years that have passed. The
economic and social situation in
most of the six republics has
therefore deteriorated with falling
output and high inflation rates.

The three developed countries
of the region belonging to the

worlds  industrialized group of
countries have suffered from the
recessionary symptoms that have
affected all the industrialized
countries at different time points
since 1990 as noted in chapter L
Australia and New Zealand, which
went into carly recession, showed
definite signs of recovery in 1993
with output growth of above 2 per

Table II.1. Forecast growth rates of gross domestic product at constant

market prices, 1993-1995%

(Percentage)
1993° 1994¢ 1995¢
Developed countries of
the ESCAP region 02 1.6 2.9
Australia 24 3.0 23
Japand 0.0 1.5 3.0
New Zealand 3.6 24 24
Developing countries of

the ESCAP region® 6.7 6.8 7.0
Bangladesh 5.0 5.0 5.5
Chinad 13.0 9.5 9.6

Fiji 4.5 48 5.0
Hong Kong 55 56 58
India 4.6 5.6 6.0
Indonesia 6.3 6.4 6.7
Republic of Korea 4.6 6.5 6.0
Malaysia 7.6 8.1 82
Nepal 29 4.9 5.0
Pakistan 3.0 5.0 54
Papua New Guinea 10.6 03 2.0
Philippines 18 42 5.0
Samoa 1.9 25 3.0
Singapore 8.1 6.3 6.7
Solomon Islands 48 4.5 4.5

Sn Lanka 58 5.9 6.0
Thailand 7.5 8.0 82
Tonga 2.5 33 34
Vanuatu 1.9 25 25

Sources: ESCAP estimates; United Nations, Project LINK estimates; and

national sources.

2 The estimates and forecasts for countries relate to fiscal years defined as
follows: FY 1992/93 = 1992 for India; FY 1992/93 = 1993 for Bangladesh,

Pakistan and Nepal.

Estimate. © Forecast.

Growth rates of real

GNP. © Based on data for 20 developing countries representing more than 95
per cent of the population of the region; GDP at market prices in United States
dollars in 1990 have been used as a weighting scheme to calculate the regional

growth rates.
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cent in Australia and above 3 per
cent in New Zealand. They also
succeeded in brnging down the
rates of inflation to below 2 per
cent annually.

In Japan, however, the eco-
nomy suddenly worsened in 1992
with the economic pgrowth rate
plunging to a mere 1.3 per cemt
from 4.0 per cent in 1991, The
economy was stagnant in 1993,
The successive packages of fiscal

stimulus  and monetary  policy
incentives  symbolized in  the
interest rates  falling to  the

lowest level in decades apparently
failed 1o improve the economy’
performance in 1993, Recovery is
still expected to be slow as the
economy needs to go through a
period of adjustment after years of
high growih accompanied by large
trade and  balance-of-payments
surpluses and unrealistically high
assel values, The new Government
elected in April 1993 initiated a
number of further reform measures
with a view to expediting recovery.

The prospects for the deve-
loping countries of the ESCAP
region in 1994 and 1995 remained,
by and large, wunchanged with
economic prowth averaging closge
to 7 per cent (table II.1) accord-
ing to current forecasis. Among
the three developed countries, the
economy of Australia is expected
te strengthen further with 3 per
cent growth in 1994 compared
with 24 per cent in 1993 while
that of New Zealand is expected
to weaken somewhat. Economic
recovery in Japan is expected to
allain a greater pace but overall
performance will remain weak in
1994, These forecasts, however,
do not take into accoum the
benefits resulting from the recem

successful  conclusion  of  the
Uruguay Round of multilateral
negoliations, which 15 widely

expected to have a  considerable
stimulus on the world economy as
a whole, although its practical
impact could remain limited in the

short term since the agreed
measures were 10 be enforced over
a period of time.

PERFORMANCE BY
SUBREGION: MAJOR
INDICATORS

East Asia

In East Asia, the double-digit
growth rates achieved by China in
1992 and 1993, raised mixed
feelings of both achievement and
concern, Average growih of 12.9
per cent in fwo  years in an
economy as big as that of China
could be considered to be nothing
short of spectacular. At the same
time, it raised concerns about the
economy becoming overheated and
inflation running out of control,
repeating an experience the country
had gone through in 1988-1989.
Hong Kong and the Republic of
Korea had more moderate growth
rates, and yet were concerned about
the overheating and excessive
inflation in their own economies,
Thus, the problems of managing
inflation remained a major policy
focus in these couniries particularly
in the case of China and the
Republic of Korea,

Mongolia and the Democratic
Peoples  Republic  of  Korea
continued to face serious economic
problems emanating from  their
need for adjustment following
changes from  past policies
and external cconomic linkages.
Mongolia experienced a sharp de-
cling in outpul during 1991-1992,
Fortunately, the policy reforms
adopted in the late 1980s helped
to stabilize the fugrik and slow
down inflation. In the Democratic
Peoples Republic of Korea also,
output declined in 1992,  The
Government was trying to redress
the situation by encouraging foreign
trade, especially with neighbour-
ing countries, as well as foreign
investment, In that regard, it has
actively participated in activities
in support  of initiatives  for

cooperation  among  neighboring
countries 1n MNortheast Asia  (see
box 1.1}

Ouipur prowth

The estimated 13 per cemt
growth in gross domestic product
(GDP) in China in 1993 (see table
IL2, pp. 29-32) was butiressed by
rapid growth in industrial pro-
duction, During the first half
of the year, industrial output rose
by a hefty 25 per cent over the
same period of 1992 The
macroeconomic and other regula-
tory measures introduced by the
Government in the mid-year slowed
the pace of growth to an estimated
20 per cent for the whole year
Output growth was spearheaded by
the production of automobiles,
home appliances and construction
materials.  Growth was sluggish,
however, in  the energy and
transport sectors, raising concerns
that their inadequacies could give

rise to bottlenecks to  further
economic expansion,

The sull substantial agricul-
tural economy in  China also

wentl through some stran in 1993,
Although the summer grain har-
vests had exceeded the previous
years levels, droughts and floods
caused a decrcase in sown acreage.
Yet, overall agriculiural growth was
estimated a1t 4.0 per cent for
the wyear, because subsidiary food
crops, and poultry and meat
production registered increases. A
fast rise in the cost of living,
however, put a strain on rural living
standards, giving an impetus 1o
rural people to migrale in larger
numbers to urban cenires in search
of better economic opportunities.
The economy in Hong Kong
gathered further strength during
1992-1993 as it continued to re-
cover from its low performance
levels in 1989-1990. The rate of
GDP growth rose steadily from an
average 3 per cent during 1989-
1990 tw 42 per cent in 1991,



Box II.1.

The existing diversity and
complementaritics among countries
in Northeast Asia offer considerable
potential for economic cooperation
and development through their joint
initiatives, A large area encompass-
ing parts of China, the Democratic
People’s Republic of Korea and the
Russian Federation, could be de-
veloped into a hub of economic
development through joint initiatives
in which capital and technological
resources of Japan and the Republic
of Korea could be combined with
the manpower and natural resources
available in the other neighbouring
countnes including Mongolia, to ac-
celerate growth in  the area.
Among the abundant natural re-
sources are: coal and other mi-
nerals, agncultural products, open
land, and fresh water. An abundant
supply of cheap labour, both skilled
and unskilled is available. These
endowments, of course, differ
among the various countries, offer-
ing immense opportunities for ex-
ploiting the complementarities
through cooperation.  All the par-
ticipating countries could benefit
from the trade and mvestment flows
that the acceleration of growth
would both require and generate.

Several  international  con-
ferences for promoting economic co-
operation in Northeast Asia have
been held already to explore the
potential and  the  appropnate
modalities for cooperation among
the countries concerned. The
ESCAP sccretariat also organized an
Expert Group Meeting in mid-1993
at Changchun, China to address and
clanfy the issues involved and assist

Potential for development through cooperation among
neighbouring countries in Northeast Asia

governments in arriving at decisions
on them. An important initiative is
the Tumen River Arca Development
Programme, on which formal discus-
sions have already taken place among
the concerned countries under the
auspices of the United Nations Deve-
lopment Programme (UNDP). China,
Democratic  People’s Republic of
Korea, Republic of Korea and
Mongolia have participated fully in
that initiative while Japan and Russian
Federation have participated as ob-
servers.

Infrastructures, including roads,
railways and ports must be a priority
in any initiative for the complementary
development of the concerned areas.
Development of maritime transport
holds large potential and would
facilitate mantime trade in the area.
With developments of ports and
related infrastructure, China, for in-
stance, will not have to depend on
its more distant and busier ports on
the Yellow Sea for exports to Japan.
Similarly, trade of the Russian Federa-
tion and China with Republic of Korea
could be accomplished more directly.
Development in the area will help
Democratic People's Republic of Korea
to participate more fully in world trade
while Mongolia will also have casier
access to ports for its exports.

The pattern of production spe-
cialization among the countries and
the likely composition of expanded
trade could lead Mongolia and the
relevant arcas of Russian Federation,
for example, to specialize in minerals
and resource based products as the
mainstay of their exports. China and
Democratic Peoples Republic  of
Korea could develop light, labour-m-

tensive manufactures. Republic of
Korea and Japan could supply high
technology goods and capital equip-
ments needed for development.

Actions are needed in several
directions in order for the trade and
development potential to materialize.
Apart from overcoming the transport
bottlenecks posed by lack of
infrastructure, other requirements
are: simplification of transport re-
gulations; legal safeguards and
guaranteed access for transit trade;
simplification of cumbersome cus-
toms and trade procedures; improv-
ing trade facilitation arrangements;
easing constrainls on  manpower
flows by lifting travel restrictions
that exist; and coordinating export
and exchange rate policies. Harmo-
nization is needed in industrial
standards  (including postal and
teleccommunication standards), bank-
ing regulations, quarantine regula-
tions, quality control procedures,
and labelling and packaging require-
ments. National foreign investment
laws and regulations will require
modifications to enable cross-border
flow of mvestments.

While the meetings and con-
ferences organized so far have re-
cognized the need for feasibility
studies as indispensable before any
proposal for cooperation could be
seriously considered, commitment of
the concerned national authorities to
pursue possibilities of cooperation is
a prior necessity,. With a firm
shared commitment, the countries
could make collective efforts to raise
capital, from both domestic and ex-
ternal sources, that will be needed
to build nitial infrastructures.

5.0 per cent in 1992, and 5.5 per
cent in 1993 The economy’s
close links with the fast-growing
Chinese economy obviously helped
in the recovery process. It had
enabled Hong Kong to cushion
considerably the impact of other

external factors, such as the reces-
sion in the industrialized countries
and the adverse effects of the
Persian Gulf war. The sluggish
private sector activities in both
the manufacturing and construction
industries were offset by stepped

up public sector construction
activities  involving large infra-
structural projects. Growth in the
various service industries, including
tourism, was strong.

The slow-down of economic
growth in the Republic of Korea
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during 1992-1993 partly reflected
the impact of the stabilization
policies first introduced in 1991,
partly the impact of the recession
abroad and partly the loss of
competitiveness of certain catego-
ries of the countrys exports.
While the stabilization policies
succeeded in  reducing inflation
and the balance-of-payments
deficits, the demand slow-down
and the slack in exports had
impacted adversely on the growth
of the economy. The economy
grew at its slowest since 1980
with a 4.8 per cent GDP increase
in 1992, A further reduced 4.6
per cent prowth was estimated for
1993. Dunng the first half of the
year only 3.8 per cent growth
materialized. Between 4 to 5 per
cent growth was expected in the
second halfl

The small agricultural sector
including forestry and fishery
which  had  recovered  with
54 per cent growth in 1992
from the set-backs of 1989-199],
again  experienced an  output
decline by 0.5 per cent owing
mainly to a decrease in rice
production affected by adverse
weather. Growth in the industrial
sector, estimated at a moderate 5.4
per cent in 1993, was affected by

both  domestic and  external
demand slacks as was evident
from a relatively low level of

industrial capacity utilization (80
per cent) coupled with large
inventory accumulations.  Among
manufacturing  industries, heavy
industrial goods and chemicals,
such as automobiles, ships and
petrochemicals, did better than
light industries such as textiles,
clothing and footwear.

In Mongolia the real national
income decreased by 33 per cemt
in 1992 in the face of persis-
tent  domestic constraints and a
deterioration in the external sector,
The severe snowstorms in  the
1992/93 winter affected agricultural
production adversely. The indus-
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trial sector continued o suffer
from a shortage of raw materials,
spare parts and an unreliable
electricity supply. In the first five
months of 1993, gross industrial
production fell by 182 per cent
compared with the same period of
1992, Electricity generation fell by
over 10 per cent owing to a decline
in coal output and a shortage of
diesel oil,

Agriculture remains the crucial
sector of the Mongolian economy.
The sector contributes more than

20 per cent of net material
product. The production of food
and raw materials for light in-

dustry is of considerable impor-
tance to the overall functioning
of the economy. Mongolia regu-
larly experiences severe weather,
but the snowstorms in the 1992/93
winter were the harshest in 50
years., Ower three guarters of
a million livestock, including a
third of the entire stock of the
west and south-west region of the
country were  lost. The total
damage has been estimated at
1.3 billion tugriks. Production of
essentials such as  meat, wool,
hides and milk declined. In
February 1993, the Government
announced measures to help citi-
zens  set  up  subsidiary  farms
and allocated 100 million negriks
from budget reserves to provide
seeds, poultry, bees and equip-
ment, which were helping to
restore agricultural production.

The economy of the Demo-
cratic Peoples Republic of Korea
apparently made no progress
towards growth or stability as the
continuing decline in the country’
real pross national product (GNP)
during the period 1990-1992 indi-
cated. GNP fell by 5 per cent in
1992 following a 5.2 and 3.7 per
cent decling in 1991 and 1990
respectively. The decline in output
growth was recorded in all sectors
of the economy. Rising shortages
of power, food, spare paris and raw
materials  seriously  affected the

national economy. Production of
cereals, including rice, barley,
wheat, maize and millet had
dropped from about 5.1 million
tons in the mid-1980s to 4.2
million tons in 1992,

Demand componenis

The spectacular economic per-
formance of China was propelled
by dramatic growth in investment,
Investment expansion occurred in
both the state and private sectors,
foreign direct investment providing
an additional boost, Foreign direct
investment, accounting for 10 to
11 per cemt of total investment,
rose by 156 per cenl in 1992
Iis growth Ffurther accelerated in
1993,  Investment in fixed assets
registered an  estimated 46 per
cent increase in 1993, HRates of
growth in  overall  investment
reached 70 to B0 per cent in some
sectors and in some regions such
as the eastéern and southern coastal
areas, notwithstanding a rather
slow rate of actual implementation
of foreign investment commitments
and contracts. The investment
boom tended to create imbalances
between the demand and supply of
critical raw materials and inter-
mediate goods. The resulting
shortages gave a further fillip to
price increases caused by overall
demand pressures in the economy.,

A rapid rise in  imporis
reduced balance of payments sur-
plus. Government budgetary short-
falls persisted as revenues lagged
behind owing to exemptions or
tax-breaks granted as well as
lo tax avoidance and evasions.
Current  government  expenditure,
however, was rising fast.  The
restraint  on government  capital
spending on infrastructure pro-
jecis helped contain the budget
deficit,

The rate of growth in the
money supply in the economy had
been accelerating since 1990 when



the restraimis imposed since 1988
were eased. In 1992, the money
supply increased by more than 30
per cent. The expansion of bank
credit played a major role in
this growth. Banks are said to
have resorted to dubious means
of using the money market Lo
channel funds to non-bank fhnancial
institutions for them to on-lend
to  quick-yielding but sometimes
speculative  types of economic
activities.  That way the banks
could bypass obligations to finance
enterprises with low rates of profit-
yield to banks.

Consumer demand in Hong
Kong remained sirong as was
indicated by 9.3 per cent growth in

the retail sales volume as of
August 1992 on a year-on-year
basis. Private consumption was

expected to rise by 7.5 per cent
and government consumption by 3
per cent, Growth in private invest-
ment was expecled to decelerate
with a 4 per cent decline in
investment in construction. How-
ever, public investment was stepped
up to compensate for the slack in
private sector activities,

Demand slow-down in  the
economy of the Republic of Korea
was because both consumption and
investment  decelerated while
exports remained sluggish. Growth
in private consumption slackened
from 9.3 per cent in 1991 to 6.8
per cent in 1992 and further to
6.3 per cent in 1993,  The most
striking, however, was a contraction
in fixed capital formation in the
economy in 1992 and 1993
Investment, after declining by 1.8
per cent in 1992, was expected to
decline again in 1993, though at a
lower rate of 0.7 per cent. While
the 1992 decline was led by the
construction sector with a fall of
2.6 per ceni, construction in 1993
was expected to revive with a
growth rate of 3.5 per cent. A 3
per cent fall in investment in plant
and equipment, howewver, was o
offset the gain n construction,

Growth in  exports has been
sustained at rates of 8 o 9 per
cent between 1991 and 1993,
which was a  considerable
improvement from the serious set-
backs received in 1989-1990 but
still much lower than the pre-1989
achigvements,

Vital macroeconomic aggre-
gates in the economy of Mongolia
remained disturbing. The govern-
ment budget deficit was rising in
consequence of a 296 per cent
increase in  expenditure and 13
per cent fall in receipis in 1992.
In 1993, the Government reduced
considerably, as an economy mea-
sur¢, the subsidies that formerly
made up as much as 25 per cent
of government expenditure. The
current account balance-of-payments
deficits rose from 576 million in
1991 to £120 million in 1992,

In the Democratic People’s
Republic of Korea the Govern-
ments  budpet  deficits  continued
to increas¢ as a resull of faster
growth in expenditures than in
revenue.  Government expenditure
rose¢ by 3.9 per cent in 1991, 6.5
per cent in 1992 and was expected
to rise by 2.9 per cent in 1993,
With the sharp deceleration in
output of key export commodities
and the dislocation of traditional
markets, the Democratic Peoples
Republic of Korea was facing
difficult external adjustment pro-
blems. Imports had to be curtailed
resulting in a worsening of the
supply scarcities.

InfTation

As stated above, overheating of
the economies resulling  from
demand pressures ofien under-
written by monetary growth has
remained a major concern for the
East Asian economies, The rate of
inflation in China, measured by the
consumer price index, accelerated
from 54 per cent in 1992 to an
estimated 12.3 per cent nation-
wide in 1993 (table IL2 on p. 29).

Inflation rates in  wrban  areas
and certain regions reached even
higher.  The rate of inflation in
Hong Kong came down from 12
per cent in 1991 1o 9.3 per cent in
1992, The rate, estimated at 8.5
per cent in 1993, was still rather
high judged by Hong Kong's earlier
record and the experience of other
newly industdalizing economies,
such as Singapore. The lowering
of the inflation rate in Hong Kong
was made possible by a moderation
of inflation in China following the
introduction of Chinas austerity
measures, a depreciation of the
Chinese currency reducing the
costs of imports from China as
well as by low intermational prices
and costs of raw material imporis,

The inflation rate in the
economy of the Republic of Korea
was reduced from 9.3 per cent im
1991 to 4.5 per cemt in 1992, A
better harvest, more liberal imports
of essential consumer goods, low
overall demand and stable inter-
national prices of raw material
imports  along  with  monetary
policy restrainis helped to reduce
inflation.  Prices and rentals for
dwelling units showed a decline in
the face of strong measures taken
against property speculation.
Prices charged for many of the
public  services also remained
frozen as part of the effort to
contain inflation. Nevertheless, the
price index in 1993 was estimated
1o rise at a slightly higher rate of
5 per cent.

There was a slow-down in con-
sumer price increase in Mongolia
from 267 per cemt in January 1o
5.2 per cent in July 1993, as the
Government enforced austere fiscal
and monetary measures, The
exchange rate of the mgrik also
became more stable after the
multiple rates were unified and
allowed to float in the market
Viewed in the light of the runaway
inflation encountered by many
economies seeking to  transform
themselves from central planning to
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a markel orientation, the above
indication of Mongolia% success in
containing  inflation  could be
regarded as a major achievement,

Policy response

Government policies in China
put priority on cooling the eco-
nomy through monetary resiraints
as well as selected regulatory
controls on prices and investment,
However, policies have been cha-
racterized by a cautious stance
in order to awvoid the possibility
of a sudden slump as happened
in 1989,  Among the major policy
steps taken since mid-1993 were an
increase of the interest rates in
steps by the central bank; a
request to the commercial banks to
recall their interbank loans within a
short and fixed time limit; and a
cancellation of plans for freeing
certain categories of administered
prices or their upward adjustments,

In the dual track foreign
exchange market, the domestic
currency, yuan renminbi, depre-
ciated rapidly in the freely ope-
rated “swap™ market despite a
large inflow of forgign investment
and a healthy growth of exports. A
speculative  outflow of funds in
anticipation of China% planned
move towards a unified exchange
rate in 1994, and current high
inflation rates could have been
responsible for a sudden rapid
depreciation of the yuan renminbi
between April and June 1993,
Further depreciation of the cur-
rency was halted since the macro-
economic  stabilization  measures
were introduced in mid-year. A

unified  exchange rmate  was
announced in January 1994 with
the currency depreciating sub-
stantially  in its  immediate
aftermath,

Monetary  policy in  the

Republic of Korea has remained
largely  restrictive  since 1991,
geared towards maintaining price
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stability and balance-of-payments
equilibrium, both of which had
sharply deteriorated in 1991. The
growth in money supply, based on
the M, measure, has been targeted
at about 18 per cent, a trend
since the late 1980s which was
substantially exceeded only in
1990. The central bank has fre-
quently used open market bond
purchase/sales to keep the market
appropriately  liquid, while the
commercial banks were also
restrained in their lending through
strict  enforcement of  reserve
requirements and other measures.
The external sector, largely through
the inflow into the stock market
newly opened up to foreigners,
exerted an expansionary impact.
The Republic of Korea tradi-
tionally maimains a  balanced
budget. There did not appear to be
a major departure from that prin-
ciple.  While growth in revenue
had slowed, restraint on expenditure
was maintained so  that  the
expansionary effects of budgetary
operations remained minimal even
though spending on social overhead
capital and services was main-
tained.

The sharp decline in econo-
mic performance during the period
1991-1993 provided further impera-
tives for policy adjustments and
reforms  in  Mongolia, Policy
reforms in Mongolia started in the
late 19805 with the provision of
greater management autonomy to

Staie enterprises, privale  sccior
participation in small-scale ma-
nufactures and  deregulation of

foreign trade. Further measures of
a4 macroeconomic nature, including
privatization, have been adopted
since then. The austere fiscal and
monetary stance, together with the
establishment of a unified but
flpating exchange rate, helped the
country to achieve the macro-
economic benchmarks set by the
International Monetary Fund  for
the end of 1993, Afier introduc-

ing a unified floating exchanpe
rate  in May 1993, the ferik had
become more stable and tgrik-
denominated deposits in  banks
increased sharply thereafler,

The Government of Mongolia
also had tw tackle serious social
issues, faced by most of the ather
economies of the ESCAP region
(see box I1.2) which have been
carrying oul reforms to replace
central  planning and  establish
market-oriented  economies. A
steady increase in unemployment is
one of the most serious issues that
have been emerging in the process.
In Mongolia the number of
registered unemployed rose to over
60,000 in 1993, The current
system of social benefits was being
restructured in order to provide
support for self-employment, job
creation and expanded job training,
and to assist the most vulnerable
groups of the population.

The Government of the Demo-
cratic Peoples Republic of Korea
was making efforts 1o regenerate
economic activities through several
measures  including  those which
would attract  foreign  investors.
Laws on foreign investment offer
incentives for foreign-funded firms
in industries producing
conductors, refrigerators, telephones,
personal computers and parts for
televisions. Among these in-
centives are a reduction of or
exemption from income and other
taxes, [favourable conditions for
land use and a preferemtial access
to bank loans.

The Government is  also

semi-

encouraging trade with is
neighbours. In 1991, inter-Korean
trade increased sevenfold from

1990 amounting to $170 million.
The Democratic Peoples Republic
of Korea has also signed a
number of joint-venture agreements
with the Republic of Korea in
light industry, resource exploration
and business wentures in  third
countries.



Box I1.2.
economy

The social problems encoun-
tered by Mongolia were typical in
most of the countries seeking to
transform their economies from the
former central planning to market
onented regimes. Under central
planning  social  benefits  were
guaranteed to most citizens in the
form of guaranteed cmployment,
pension rights, subsidized consump-
tion, free education and health
services, and so on. These were
no longer sustainable from available
state resources when reforms were
initiated. Moreover, many of these
were obstacles to the process of
transition to market-oriented econo-
mies and had to be removed. The
social and humanitarian problems
associated with the change and
the removal of hitherto enjoyed
privileges posed difficult political
problems for governments, which
could not be ignored without
severely eroding popular  support
for the whole process of transition.

The sharp nise in unemploy-
ment was one of the most cntical
problems that arose. Unemployment
began to nse sharply as industnal
restructuring got under way, tradi-
tional sectors of the economy were
privatized, and as market forces be-
gan to change the allocation of
capital and labour resources. It was
further aggravated by the drmastic
contraction of economic activity,
taking the character of a deep reces-
sion. The initial 1mpact of falling
output on employment was softened
by the state enterprises still retaining
employees beyond their real needs.
In Central Asian republics, in par-
ticular the impact was delayed be-
cause of soft budget constraints with
the state still continuing to subsidize
the enterprises, slow move to priva-
tization, and sharply falling real
wages.  Yet the 57,500 registered
unemployed at the end of 1992 and
73,900 n the beginning of 1993 in
the Central Asian republics, though
a uny proportion of (0.3 per cent)
of the work force, are traumatic ex-

The social problems accompanying the transition to a market

peniences  for people who have
always been wused to having a
regular employment and  income.
Unemployment could be expected to
worsen with an accelerated imple-
mentation of planned programmes
of privatization and other policy
reforms.

To deal with the emerging prob-
lem of unemployment, the countries
concerned had set up network of la-
bour offices to provide labour market
information and to help match the
job-seckers with existing vacancies.
Schemes were introduced to provide
unemployment benefits along  with
“active" retraming and employment
promotion measures. [Initially, the un-
employment benefits were set at quite
generous levels, in some countnes at
70 per cent of the previous wage. In
view of the budget constraints and
also to some extent due to abuses,
the unemployment benefits have been
reduced and conditions for providing
them made more stnct. The linancial
constramt also led to the curtailment
of the “active” components of em-
ployment policy, ie., retraining pro-
grammes and government-supported
employment schemes.

High rates of inflation, rapidly
croding the real value of income,
emerged as a major problem in the
economies i transition.  The rates
of nflation vaned from 598 per cent
in Uzbekistan to 1,513 in Kazakhstan
m 1992,  In Kazakhstan, the con-
sumer price index (CPl) rose 6.5
times faster than the wage index dur-
ing the first three quarters of 1993,
Real wages went down in 1993 by
about 70 per cent in Uzbekistan from
the level n 1990. Efforts made to
set statutory minimum wages linked
with increases in prices, often as part
of tripartite agreements with trade un-
ions and management representatives,
had to be abandoned in the face of
deteriorating  financial  sitwation  of
state enterpnses and budgetary con-
straints of governments. For protect-
mg the most vulnerable groups, con-
trol over the prices of selected basic

goods and services like food, public
transport and housing (rents) had to
be retained. Since this was contrary
to the establishment of a free mar-
ket economy, some countries tried
to combine a complete liberalization
of prices of food and transportation
with compensation in cash to the
affected population. This had the
advantage of removing the price dis-
tortions connected with pnce con-
trols but put additional burden on
state budget expenditures,

While price and wage reforms
affected the active population, the
pensioners and the children were the
two most vulnerable groups who
had to be protected from the serious
erosion in their pension values and
family allowances.  Fourteen per
cent of the old-age pensioners and
ten thousand single-parent house-
holds in Mongolia, for example,
were estimated to have been living
below the poverty line in 1993,
The mhented retirement systems set
pensions at rather low levels n rela-
tion to ecarnings. The governments
in all these countries tned to protect
the pensioners by continuously re-
valuing the pensions which thus
showed a less pronounced decline
than the real wages. But such re-
valuation focused mainly on the
lowest levels of pension leading to a
general levelling out of pensions.
On the whole, the situation of the
pensioners  detenorated  because the
real level of thear incomes was
seniously eroded by inflation. Fami-
lies with young children were also
being protected by increased cash
transfers.  The family allowances,
which m the past formed a rela-
tively high proportion of family in-
come - around 20 per cent for a
family with two young children® —
were increased penodically, but in

% International Labour Office,
World Labour Report 1992 (Geneva,
1992, p. 73).

(Continued overleaf)
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most countries no formal indexation
was instituted.

The former centrally planned
economies face a daunting challenge
in reforming their social secunty
and public services systems to fit
the requirement of the market
ecconomy. In gencral, it implies a
move away from the universal,
state-financed and paternalistic sys-
tem providing social secunty, health
care, education and other public
services towards a  system that
would be selective and diversified,
its components to a large degree op-
erating on a self-financing basis,
and involving much greater active
participation of both individuals and
a broader spectrum of organizations.

The countries have already

initiated steps in this general direc-
tion. In many of these countries,
measures have been undertaken to
separate the social secunty and health
insurance schemes from the state
budget. Completely autonomous pen-
sion funds have been set up relying
on the contributions of the employers,
employees and self-employed persons.
Similarly, health care is being re-
shaped along the patterns of the self-
financed medical insurance schemes.
This should relieve the strain on the
state budget, though the government
will have to supplement the resources
of these institutions during the start-
up peniod which — especially in the
case of pension funds - can be quite
long. Social sccurity and health sec-
tors will cease to be the exclusive do-

main of the state, partial privatiza-
tion being on the agenda in most of
the countries with the aim to pro-
vide much more diversified sources
of services.

Similarly in education, state
monopoly has been reduced with
private schools already operating. It
is very likely that the trend towards
at least partial recovery of the cost
of educational services provided by
public schools, especially by the
universities, will accelerate. It
should be recognized, however, that
a degree of caution is needed in
lessening the involvement of the
state in social insurance, health care
and education in order to avoid any
popular backlash and erosion of
support for the reform process.

South-East Asia

Economic growth in the
South-East  Asian  countries  re-
mained strong and steady in 1992-
1993. Even the three least devel-
oped countries — Cambodia, Lao
Peoples Democratic Republic and
Myanmar registered strong eco-
nomic growth rates. The economy
of the Philippines, plagued by a
number of problems for a long
time, also succeeded in reversing
the downward slide it had ex-
perienced during the period 1991-
1992. The 1.8 per cent rate of
growth achieved by the Philippines
economy in 1993 was modest, but
a significant improvement from 0.3
per cent in 1992, The economies
of Indonesia, Malaysia, Singapore
and Thailand recorded healthy
growth rates ranging from 6.3 per
cent (Indonesia) to 8.1 per cent
(Singapore) in 1993, These
growth rates were of a similar or-
der as in the previous year. The
only significant change was in the
case of Singapore where GDP
growth accelerated from 5.8 per
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cent in 1992 to 8.1 per cent in
1993.

The economies of Cambodia,
Lao Peoples Democratic Republic,
Myanmar and Viet Nam had grown
at 7 per cent or above in 1992.
They are likely to perform equally
well in 1993, Cambodia being the
possible  exception. With  the
withdrawal of United Nations
personnel from the country, growth
in Cambodia was expected to be
lower.

QOutput growth

The economy of Brunei
Darussalam is heavily dependent
on the oil scctor and therefore
fluctuations in oil prices greatly
affect the performance of the
economy. After an average growth
of 12 per cent in the second half
of the 1970s reflecting the oil
price boom, the economy ex-
perienced some contraction in the
first half of the 1980s. The per-
formance improved marginally in
the second half of the 1980s when
an average annual growth rate of

1.2 per cent was recorded. A bet-
ter performance was expected dur-
ing the Sixth National Develop-
ment Plan (1991-1995).

Cambodias economy has been
buoyant in 1991 and 1992, partly
resulting from the influx of some
22,000 United Nations personnel
associated with the United Nations
Transitional Authority in Cambodia
(UNTAC). The estimated rate of
7 per cent growth of GDP in
1992 was slightly lower than the
7.6 per cent in 1991. The lower
growth rate in 1992 was largely
owing to a downturn in agricul-
tural production as a result of
late and  insufficient  rainfall.
Rice production had fallen each
year during the period 1990-1992,
However, output of other food
crops expanded in response to in-
creased domestic demand.  The
construction  industry was  ex-
periencing a boom and contributed
to strong 15.6 per cent growth in
the industrial sector in 1992. The
estimated growth of the service
sector was 11.2 per cent in 1992
as against 8.4 per cent in 1991,



After  registering  minimal
growth for some years, the
economy of Myanmar achieved
an impressive prowth rate of
109 per cent in 1992. The agri-
cultural sector grew by 13.6
per cent against a 2.4 per cent
decling in 1991. Good weather
and successful development pro-
grammes contributed 1o the success
in 1992. The industrial sector also
witnessed growth of 11.8 per cent
compared with 0.1 per cemt in
1991.  Significant increases were
recorded in the production of
foodstuffs, fabrics and textiles,
garmenis, wood-based products,
fertilizers, and oil and petroleum
products. The service seclor grew
by 7.4 per cent in 1992, up from
0.3 per cent m 1991, The rate of
growth of GDP for 1993 was
targeted at 5.8 per cent.

In the Lao Peoples Democratic
Republic, the rate of growth of GDP
at 7 per cent in 1992 was well above
the 4 per cent rate in 1991, This
better performance of the economy
can largely be attributed to the
strong recovery in  agricultural
output, which rose by 8.3 per cent in
1992 apainst a fall of 1.7 per cent
in 1991. As a result of a logging
ban introduced in 1991, forestry
output declined, but this was largely
offset by a 20 per cent increase in
the production of paddy.  After
recording an annual average growth
rate of 23.7 per cent for three years,
the growth rate of the industrial
sector came down to 7.5 per cenl in
1992  largely because of slower
growth in the manufacturing and
electricity production.  Growth in
the service sector also fell from 8.8
per cent in 1991 to 3.8 per cenl in
1992, Although drought conditions
prevailed in some parts of the
country, the economy was expected
to enjoy continued steady growth in
1993,

After growing at more than
7.0 per cent a year in 1989 and
1990, GDP growth in Indonesia

has stabilized at a somewhat
lower rate since 1991, In 1993,
GDP was estimated to grow by 6.3
per cent, Agricultural production
grew by 3.6 per cent in 1992
against 1.3 per cent in 1991, as a
result of good weather conditions
and an upward adjustment in some
agricultural product prices. With a
good rice crop in 1993, the growth
in the agricultural sector for the
year is estimated at 3.6 per cent,
the same as in 1992. Growth in
the industrial sector fell from 9.9
per cent in 1991 te 7.5 per cent in
1992 and then rose to 8.7 per cent
in 1993, However, the rate of
growth of manufacturing was
around 11 per cent in both 1992
and 1993, The rate of growth of
the service sector  remained
unchanged at 5.8 per cent in 1992
as in 1991, The growth for 1993
was estimated at 4.9 per cent for
this sector.

The Malaysian economy has
grown rapidly since 1987 and
started showing signs of pressure
in the form of rising, though stll
modest, inflation, growing labour
shortages and  botulenecks in
infrastructure. Growth in real GDP
was, however, buoyant at 9.7 per
cent in 1990, moderating somewhat
to 87 per cent in 1991 and 8.0
per cent in 1992. The growth rate
for 1993 is estimated at 7.6 per
cent. GDP growth in 1993 was
being supported by strong growth
in manufacturing, construction and
the service sectors. The manu-
facturing sector was estimated to
maintain double digit growth at 11
per cent in 1993 as against 10.5
per cent in 1992, Construction was
estimated to grow at 11 per cent,
somewhat lower compared with 13
per cent in 1992, Growth in the
service sector 15 esumated at
94 per cent, slightly lower than
102 per cemt in 1992,  The
agricultural sector is estimated to
grow at almost the same rate of 2.5
per cent in 1993 as in 1992 The
mining sector contracted by 1.2 per

cent for the first time since 1986,
‘This was caused by a lower cutput
of crude oil, in line with the
objective of the National Depletion
Policy to  ensure  extended
exploitation, over time, of the
nations oil and gas reserves.
Productinn of tin was estimated to
decline by 5.6 per cent, reflecting
persistent weak prices,

The economy of the Philippines
slowly recovered in 1993 from its
sluggish performance during the
previous two years. In 1993, GDP
was estimated to grow by 18
per cent, compared with the 0.3
per cent growth posted in 1992,
The recovery in domestic produc-
tion was assisted by an improved
performance of the agricultural
sector, which suffered from drought
in the previous year. Improved
weather conditions, efficient
application of inputs and the
rehabilitation of several irrigation
facilities were expected to lead
w 15 per cem growth of the
sector im 1993, reversing the 0.4
per cent contraction in 1992,

Industry  was esumated to
recover moderately in 1993, with
gross value added increasing by
1.8 per cent, a turnaround against
the 0.5 per cent contraction in
1992, Increases in crude il
production and non-metallic mining
were likely to raise the value
added from mining and quarrying
to 5.0 per cent. Construction was
expected to show much im-
proved growth of 3.3 per cent,
buoyed primarily by government
infrastructure activities. Manufac-
turing performance, however, re-
mained sluggish, although slightly
better than in 1992, as the power
crisis limited production during the
first half of the year. The gross
value added for the services sector
increased by 1.9 per cent compared
with the previous years marginal
growth of 0.7 per cent. Transpon,
communications, storage and trade
were expected 10 lead the growth
of the sector.
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Despite  recessionary  con-
ditions in the major export
markets of  Singapore, the

economic growth of the country,
estimated at 8.1 per cent in 1993,
was quite impressive. It was a
major  improvement over the 5.8
per cent growth achieved in 1992
The improvement in growth was
export led, partly resulting from
an upsurge in demand for consu-
mer clectronics, especially in the
United States of America. The
industrial sector was to record
8.9 per cent growth in 1993 com-
pared with 5 per cent in 1992.
All  industries, except transport
equipment and machinery, recorded
higher growth rates. The services
sector also auained a slightly
higher growth at 7.7 per cent.
Thailands economy grew at
74 per cent in 1992, despite
political uncertainty in the country
during the year and recession in
major industrial economies, not far
below the 7.9 per cent achieved in
1991. The growth rate of GDP in
1993 was estimated at 7.5 per cent.
Prolonged drought conditions had
restricted the growth of the
agricultural sector to 3.1 per cent
in 1992 as against 4.4 per cent in
1991.  Drought conditions in the
beginning of the year, low prices
for most farm products and weak
export demand contributed to a
moderate growth of the sector
estimated at 2.6 per cent in 1993,
Growth of the industrial sector
fell from 12.4 per cent in 1991 to
106 per cent in 1992, with
marginal decline in the growth of
the manufacturing sector, Low
industrial growth was attributed to
slow recovery of the world
ecconomy, rising labour costs and
some crosion of the competitive
advantage of Thailands manu-
facturing exports. Industrial output,
however, recorded a 9.1 per cent
increase in the first half of 1993
compared with 5.6 per cent in the
same period of the previous year.
Industrial growth for the full year
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was estimated at 11.0 per cent
The service sector registered a
slightly higher growth in 1992
compared with 1991 despite some
set-backs, especially in tourism.
Further  improvement in  the
performance of the sector was
expected in 1993, bringing its
estimated growth rate to 6.3 per
cent from 5.9 per cent in 1992,

The economy of Viet Nam
sustained a high growth rate for a
second consecutive year in 1993,
GDP growth, estimated at 7.5 per
cent in 1993, was somewhat lower
than the 8.3 per cent achieved
in 1992. Growth in agriculture,
estimated at 3.2 per cent in 1993,
was, however, about half of the
6.3 per cent in 1992. The high
growth in 1992 had reflected a
recovery from the damage caused
to agriculture by natural calamities
in 1991, Government policies
encouraging farmers to invest in
production, broadening the culti-
vated area and increasing produc-
tivity also helped in achieving
higher growth. The industrial
growth rate in 1993 was estimated
to be very close to the 11.2 per
cent of 1992, The high growth
was supported by both the state
and non-state sectors. The service
sector was estimated to record
higher growth at 9.4 per cent in
1993 compared with 8.5 per cent in
1992,

Demand components

Domestic saving performance
has been quite poor in the Lao
Peoples  Democratic  Republic.
Low per capita income has kept
private savings low and the weak
budgetary position of the Govern-
ment has constrained public sav-
ings. The Government has made
efforts to contain budget deficits.
As a result, revenue rose by 21 per
cent in 1992 to 10.9 per cent of
GDP, slightly higher than in 1991.
Expenditure increased by 12 per
cent in 1992, to a share of 20.5 per

cent of GDP, down from 21.4 per
cent in 1991. The overall budget
deficit, excluding grants, amounted
to 8.9 per cent of GDP in 1992
against 9.5 per cent in 1991. To
bring the deficit down further the
Government announced new tax
measures and reforms in tax
collection in May 1993,

Gross domestic savings in
Indonesia were expected to in-
crease to 38 per cent of GDP in
1993 from 37.3 per cent in 1992.
However, gross domestic invest-
ment was estimated to remain
unchanged at 35 per cent of GDP
in 1993. As a result of a less
restrictive monetary policy in 1993
compared with previous years, the
rate of growth of money supply
and bank credit was accelerating
somewhat,

With nominal GNP growing by
over 12 per cent in 1993, gross
national savings in Malaysia grew
by an estimated 23.2 per cent to
attain the level of 35.4 per cent of
GNP as against 33.8 per cent in
1992. Gross investment outlay was
35.2 per cent of GNP (see table
I1.3, pp. 38-40). The financial
position of the federal Government
showed favourable trends through
both revenue growth and expen-
diture restraints. In 1992, revenue
grew by 15.3 per cent. The budget

deficit was reduced because of
significant reductions in current
expenditure,

Growth in investment and
personal consumption expenditure
was fueling the recovery of the
cconomy in the Philippines in
1993. Personal consumption expen-
diture, which accounts for 77 per
cent of GNP, was projected to
grow at 3.2 per cent or slightly
less than the previous years 3.3 per
cent.  Following a rising trend
since the second quarter of 1992,
fixed capital investment was
expected to grow by 8.6 per cent
led by public sector construction
and expenditure on durable equip-
ment. With the change in stocks,



total  investment growth  was
projected to reach 6.0 per cent
propelled by lower interest rates,
better law and order conditions, as
well as vigorous efforts to attract
private investment.

Public construction activities
led investment during the year with
the firm commitment of the
Government to address the infra-
structural bottlenecks, particularly
in the power sector. To reduce
power outages, which lasted as long
as 12 hours a day during the
summer months, the Government
was commissioning fast-track pro-
jects with a combined capacity
of 710 megawatts.  The power
problem was expected to be
substantially solved by the end of
1993. The Government allocated
half of the total infrastructure
investment for the year to projects
for energy, power and -electrifi-
cation. In 1993, as a share of GDP,
investment was  estimated to
increase to 23.2 per cent, higher
than the 22.5 per cent in 1992
Much of this increase was to come
from domestic investors,
particularly the public sector. Since
domestic savings were expected to
be the same as in the previous year,
the incremental investment re-
quirement for 1993 was to be
sourced from foreign savings.

On the fiscal side, the deficit
of the consolidated public sector
composed of the national Govern-
ment, the government corporate
sector, the local government units
and the government financial insti-
tutions, was expected to increase
to 3.0 per cent of GNP in 1993
from 1.9 per cent in 1992. Among
the public sector institutions, the
national Government was to post
the highest deficit followed by the
central bank and the government
corporate sector,

Growth in private consumption
was slower in Singapore in relation
to the rise in wage incomes, which
resulted in higher private savings.
Gross domestic savings were esti-

mated to rise from 47.]1 per cent in
1992 to 48.6 per cent in 1993.
Since the fourth quarter of 1992,
gross fixed investment was quite
robust. Gross domestic investment
was to grow to 43.2 per cent of
GDP in 1993 from 40.8 per cent in
1992.

Growth in private investment
in Thailand slowed since 1989.
The Bank of Thailands private
investment index, a composite of
construction  activity,  machine
imports, cement, iron and steel
sales, credit for the non-agricultural
sector, and equity inflows, showed
a significant decline from 113 in
1991 to 95 in 1992. Lower activity
in the construction and capital
goods sector was mainly
responsible for the fall in the index.
Public sector investment spending
increased sharply as a result of
higher spending on infrastructure
projects and local development.
Overall investment growth in 1992
was 7.6 ,per cent compared with
above 14 per cent in 1991
Investment growth for 1993 was
expected to be better. The private
investment index rose by 10 per
cent during the first half of 1993
compared with 5.5 per cent during
the same period of 1992. Imports
of capital goods also increased
sharply.

The government budget has
been in surplus since 1988, more
because of the containment of
growth of expenditure than faster
growth of revenue. The fiscal
surplus, however, came down to 86
billion baht in 1992 and a small
deficit was indicated in 1993. The
1993 budget was passed somewhat
late  when the new parliament
convened after the September 1992
election. The budget envisaged
a deficit amounting to 26 billion
baht or 0.9 per cent of GDP
Private consumption kept expan-
ding, boosted by income and
corporate tax reductions, increases
in employee compensations in
public and private sectors in both

1992 and 1993 and the easy
availability of bank credit at low
interest rates.

Domestic savings in Viet Nam,
starting from almost zero in 1989,
gradually grew and attained the
level of about 7 per cent of GDP
in 1992, A further increase in this
ratio was expected in 1993. The
investment ratio was estimated
to grow from 12 per cent of GDP
in 1992 to 14 per cent in 1993.
Large increases in infrastruc-
tural investment were to  occur
during 1993. Government revenue
increased during 1993 but at a
lower rate than expenditure,
resulting in a wider budget deficit
compared with 1992,

Inflation

During Cambodias troubled
history of recent years, the
macroecconomic  balance in the
economy has remained upset.
Among other things, the govern-
ment budget deficit has been very
high. Along with non-realization
of taxes, the need for relief,
rehabilitation and  reconstruction
has caused expenditure to rise. As
a result of monetary expansions
and critical supply constraints,
inflation has been excessively high.
In 1992, the rate of inflation was
75 per cent, which however came
down from 197 per cent in 1991
and 142 per cent in 1990.

The inflation rate in Myanmar
was 21.9 per cent in 1992, lower
than the previous year but still
high. Price increases in 1992 were
largely attributed to higher prices of
food items, especially of rice,
beans and pulses. The general
price increase was expected to be
moderate in 1993 in the light of
better budgetary control, tightening
of credit expansions, and measures
to stimulate savings. The overall
budget deficit of the central
Government decreased from 6.4 per
cent of GDP in 1991 to 3.1 per
cent in 1992 as a result of faster

27



growth in
expenditure.

The rate of inflation in the Lao
People’s Democratic Republic came
down to 9.8 per cent in 1992 from
13.4 per cent in 1991, despite a
sharp increase in liquidity in the
economy. ‘The factors contributing
to lowering the inflation rate
were improved supply conditions
in agriculture and the continued
stability of the exchange rate. The
inflation rate was targeted to fall
to around 7 per cent in 1993,
That indicated almost complete
success in stabilizing the price
situation in the Lao People’
Democratic Republic.

The inflation rate in Indonesia
was expected to rise to 9.5 per
cent in 1993 compared with 7.5
per cent in 1992, In addition to a
less restrictive monetary policy,
an upward adjustment in the ad-
ministered prices of energy, fuels
and transport services contributed
to a higher inflation rate,

The maintenance of a tight
monetary policy, fiscal consoli-
dation, and the implementation of
measures to promote savings and
reduce inflationary pressures had a
positive effect on the price situation
in Malaysia. The inflation rate
was estimated at 3.9 per cent in
1993 compared with 4.7 per cent in
1992. The continuing appreciation
of the ringgit and reduction or
abolition of import duties in 1993
on a wide range of goods were
also contributing factors to a lower
rate of inflation,

Inflation in the Philippines fell
sharply from 18.7 per cent in 1991
o 89 per cent in 1992. The
relative stability of food prices,
particularly outside Metro Manila,
as well as a contractionary mone-
tary policy contributed to the
reduction of inflationary pressures.
By February 1992, inflation had
reached single-digit levels with the
full year inflation rate averaging 8.9
per cent. For 1993, inflation rate
was projected to be close to the 7.6

revenue than in
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per cent target set by the
Government, The improved price
situation can be attributed to the
generally stable macroeconomic
environment, and the slow recovery
in domestic demand. Among the
components of the consumer
basket, housing and repairs
continued to register double-digit
inflation rates. Higher prices for
fuel, light and water because of
tariff adjustments during the early
part of the year and exchange rate
adjustments also  contributed to
inflationary forces.

The inflation  rate for
Singapore in 1993 was estimated at
a low level of about 2.5 per cent,
not much different from the
previous year. The appreciating
Singapore dollar has eliminated
imported inflation in recent years.
Among domestic factors exerting
inflationary pressure were rising
labour costs, an increase in
residential  property prices, and
higher vehicle quota premiums.

The rate of inflation in
Thailand came down to 4.1 per
cent in 1992 from 5.7 per cent in
1991.  This was largely attributed
to a moderate slow-down of the
economy.  Food prices increased
faster than prices of non-food
items. Upward pressure on real
estate and rental values subsided,
especially in Bangkok. Inflation
further decelerated during the first
eight months of 1993 to 3.1 per
cent against 4.6 per cent over the
same period of 1992. During this
period, food prices rose at a much
lower rate than non-food prices.

An important achievement of
Viet Nam in 1993 was relative price
stability. The rate of inflation was
brought down from 67 per cent in
1991 to 37.7 per cent in 1992 and
further to 15 per cent in 1993,

Policy response
Economic policies in coun-

tries such as Indonesia, Malaysia,
Singapore and Thailand had a less

activist role during the latest period
reviewed in the Swrvey. Economic
growth, savings and investment,
and foreign trade remained general-
ly strong.  Government budgets
achieved better balances and even
surpluses. Trade, investment and
budgetary reforms carried out in
the mid-1980s bore good results.
In  conjunction with favourable
external factors for growth in trade
and investment, all these economies
were booming in the late 1980s.
In the process, almost all of them
had shown signs of emerging
bottlenecks, reflected in infra-
structural constraints, shortage of
skilled manpower and some
acceleration in the usually low rates
of inflation.

Since  1990-1991, therefore,
monetary policy has steered a
cautious path between maintaining
price stability and strong growth of
the economy. However, as some of
the cconomies showed signs of
slack in 1993 partly because of
recession abroad, monetary policy
was cased. This was reflected in
very  substantial  declines in
domestic interest rates and the
casing of credit restrictions where
they existed. Government policies
have, however, been more active in
redressing  the  problems  of
inadequacies in infrastructure, and
the social and environmental
problems that ensued in the wake
of the recent rapid growth of the
economies.

Cambodia, Myanmar, the Lao
Peoples Democratic Republic, Viet
Nam and also the Philippines
have been actively following
policies of structural reform and
stabilization of their economies.
The measures included enterprise
and farm sector reforms that sought
to enlist the support and
participation of the private sector,
improvement in the efficiency of
public enterprises, trade and tariff
reforms, and monetary and fiscal
reforms.  Most of these countries
enacted, during the course of the



Table I1.2. Selected developing economies of the ESCAP region. Growth and inflation, 1989-1993

{Percentage)
Rates of growth
Inflation
Gross domestic Agriculture Indusiry Services rate®
preduct
East Asia
China® 1989 43 3.1 10.7 68 17.8
19920 4.0 16 7.8 22 2.1
1991 7.7 23 12.9 58 34
1992 128 .7 208 9.2 54
1993 13.0 4.0 200 10.0 12.3
Hong Kong 1989 28 10.1
1990 32 9.7
1991 4.2 12.0
1992 5.0 23
1953 55 8BS
Republic of Korea 1989 62 -1.1 35 9.6 5.0
1990 92 -5.1 8.7 13.1 9.4
1991 25 =1.0 8.7 10.6 9.3
1992 48 54 4.6 6.3 45
1993 4.6 0.5 54 7.0 5.1
South-East Asia
Cambodia 1989 35 7.1 1.7 -1.1 55.0
1990 1.2 12 -2.1 2.7 141.8
1991 7.6 6.7 89 £4 197.0
1992 7.0 1.9 15.6 11.2 75.0
Indonesia 1989 1.5 i3 78 9.3 6.5
1990 1.1 2.0 9.7 7.3 7.4
1991 .6 1.3 9.9 5.8 92
1992 58 i6 75 5B 75
1993 6.3 i6 8.7 4.9 9.5
Lao People’s Democratic 1989 13.4 9.9 35.0 12.5 62.9
Republic 1990 6.7 8.7 16.2 -2.2 35.1
1991 4.0 -1.7 19.9 88 134
1992 7.0 8.3 7.5 s 08
Malaysia® 1989 8.7 6.0 11.0 8.5 28
1994 9.7 0.3 13.2 11.8 3.1
1991 8.7 0.0 10.3 10.2 4.4
1992 B0 2.6 2.5 10.2 4.7
1993 1.6 25 6.9 94 £
Myanmar? 1989 17 4.4 154 0.4 272
1990 28 1.8 55 31 17.6
1591 -1.0 =24 0.1 0.3 323
1992 10.9 13.6 11.8 74 219
Philippines 1989 62 0 74 7.0 12.2
1990 2.7 0.5 2.6 4.0 14.2
1991 -0.8 -0.2 -2.7 0.4 18.7
1992 03 ~0.4 0.5 0.7 8.9
1993 1.8 1.5 1.8 1.9 7.6

{Continwed on next page)

29



Table 11.2 (comtinued)

{Percentage)
Rates af growth
fnflation
Gross domestic Agriculture Industry Services rare®
product

Singapore 1989 92 ~6.6 B3 9.9 2.4
1990 83 -7.6 2.1 8.0 35
1991 6.7 -9.4 78 6.2 34
1992 5.8 0.7 5.0 6.3 23
1993 8.1 0.1 89 73 25

Thailand 1989 12.3 9.7 17.5 9.5 5.4
1950 11.6 =-3.7 16.2 13.2 6.0
1991 79 4.4 12.4 5.3 5.7
1992 74 3.1 10.6 59 4.1
1993 75 26 11.0 6.3 3.7

Viet Nam 1989 8.0 6.9 -2.8 173 34.4
1990 53 4.9 6.0 11.1 67.5
19491 6.0 22 2.1 g2 67.0
1992 83 63 11.2 8.5 1.7
1993 7.5 iz 11.4 .4 15.0

South Asia

Bangladesh 1985 2.5 -1.1 4.8 3.7 10.0
1990 6.6 10,0 6.4 34 8.1
1991 3.4 1.6 43 i8 B9
1992 4.0 39 7.7 3.6 5.1
1993 5.0 4.5 8.6 4.7 14

Bhutan 1989 4.7 2.5 5.4 78 2.8
19090 4.9 22 0.0 13.1 10.1
1991 5.0 i4 54 7.1 11.8
1992 5.0 i4 2.1 4.2 13.0

India 1989 5.6 1.7 72 78 62
1990 52 48 6.9 42 11.5
1991 1.2 -1.4 0.0 43 13.6
19492 4.0 4.6 1.9 5.0 9.7
1993 4.6 LN 4.5 5.5 2.0

Iran (lslamic Republic of) 1989 3.0 3.7 7.1 -3.0 17.4
1990 12.1 8.1 16.5 98 0.0
1991 0.8 51 14.3 1.6 19.6
1992 6.6 6.5 84 35 21.6
1993 6.2 2.0 8.1 7.0 10.0

Maldives 1989 8.3 5.4 10.0 10,9
1990 16.2 9.2 17.8 18.9
1581 7.6 58 03 7.9
1992 6.3 6.4 5.9 5.5

{Continued on next page)
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Table I1.2 (econtinued)

{Percentage)
Rates of growth
Inflarion
Gross domestic  Agriculture  Industry Services rated
product

Nepal® 1939 4.5 7.8 -0.1 6.3
1990 1.9 T4 8.7 11.5

1991 4.6 2% 72 0.8

1992 2.1 =12 6.6 21.0

1993 29 -12 83 11.0

Palkistan 1989 4.8 6.9 4.7 38 10.4
1990 4.6 o0 6.4 4.5 6.0

1991 5.6 5.0 6.9 52 12.7

1992 7.7 2.7 7.9 6.5 9.6

1993 3.0 =39 62 51 9.3

Sr Lanka 1989 2.3 -1.1 34 32 115
1990 6.2 85 78 42 214

1991 4.6 1.9 4.1 6.2 12.2

1992 43 -1.5 7.0 5.3 11.4

1993 58 4.9 72 52 11.5

Pacific island economies

Fiji 1989 12.0 11.5 10.7 12.5 6.1
1990 4.8 3.6 7.0 7.5 8.1

1991 0.7 -0.6 B8 -12 6.5

1992 23 2.9 7.0 1.5 4.9

1993 4.5 52

Papua Mew Guinea 1989 -14 14 ~-14.1 6.1 4.5
1590 =3.0 22 =2.5 =74 6.9

1991 9.5 -2.6 30.0 6.5 6.9

1992 8.6 29 154 74 4.4

1993 10.6 4.0 248 32 4.5

Samoa 198% 1.3 6.4
1990 —4.5 153

1991 -1.5 -1.4

1992 -5.0 ]

1993 1.9 7.0

Solomon lslands 1988 4.9 14.9
1990 23 BR

1991 32 15.1

1992 82 10.7

1993 4.8 10.0

Tonga 1939 1.6 39 43 -0.6 4.1
1990 -2.0 4.5 —4.5 0.4 9.7

1991 53 9.7 =14.2 7.0 106

1992 1.9 50 -3.9 0.8 79

1993 25 8.0

(Continued on mexr page)
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Table I1.2 (continued)
(Percentage)
Rates of growth
Inflation
Gross domestic Agriculiure Industry Services rate®
product
Vanuatu 1989 4.5 9.4 10.4 1.9 7.8
1990 52 16.8 B.1 0.9 4.7
1591 4.1 - 6.5
1992 0.0 4.1
1993 1.9 7.5
Sources: ESCAFP based on International Monetary Fund, Ietermational Financial Statistics, various issues; Asian

Development Bank, Key Indicators of Developing Asian and Pacific Countries (Oxford University Press, July 1993}, and
Asian Development Outlook 1993 {(Oxford Upiversity Press, 1993); and pational sources.

* Refers to changes in consumer price index. P Gross national product. © Services also include electricity, gas and

Waler.

past three to four years, new tax,
tariff and investment regulations to
enhance government TEVENUE,
improve budgetary balances, and
build an incentive structure to
encourage private savings and
investment,  including  foreign
investment. Most  of them,
however, have faced an acute
shortage of resources required to
implement effective  restructuring
and adjustment measures. Mone-
tary growth has threatened price
stability as reflected in the high
rate of inflation in all of these
economies  in  recent  years.
Monetary institutions and policies
are, however, being gradually
strengthened  and  considerable
success has been achieved in
monetary and price stabilization by
almost all of this group of
countries.

South Asia

The South Asian countries re-
gistered a mixed record of perfor-
mance during 1992-1993, Among
the five least developed countries
in this subregion, Bangladesh and
Mepal succeeded in stabilizing their
economies and moderately raising

growth rates. Afghanistan was still
32

to recover from the impact of war
and internal strife. Although Bhu-
tan remains constrained by its basic
structural features of being land-
locked and small, its output growth
at a steady 5 per cent annually in
recent years has been one of the
best among this group of countries.
Maldives kept up the best perform-
ance among the five, its GDP
growing at rates comparable with
some of the best in the whole of
the ESCAP region. The other ma-
jor economies of South Asia
showed improvements, although Pa-
kistan suffered a set-back in 1993
owing to thg adverse effects of
weather on the countrys agricul-
ture, and the political situation pre-
vailing in the country prior to the
October 1993  pgeneral elections.
The extensive economic reform
measures being carried out by al-
most all the South Asian countries
appear to have started showing ben-
eficial results although their full
impact can only be felt over a pe-
riod of time.

Ouiput growth
Afghanistan requires an imme-

diate restoration of civil order, re-
establishment of transport and com-

4 Gross domestic product at 1985/86 producer’s prices. © Industry includes services.

munication links and restoration of
production in agriculture and indus-
tries to rehabilitate its economy.
The United Nations had drawn up
an action plan for immediate reha-
bilitation with a provisional cost of
nearly $600 million to be imple-
mented over a period of two years.
It identified several priority actions
needed to address the immediate
issues, The primary task was seen
as the revival of output growth and
the stabilization of prices with an
acceptable balance-of-payments out-
come.  Agricultural production was
about half of its pre-war level while
some crop yields were as much as
70 per cemt lower, Most manufac-
turing enterprises ceased to operate
or were producing well below ca-
pacity because of war damage and
shortages of raw materials and
gpare paris.

The action plan aimed at a
programme of crop substitution to
boost food production, Recon-
struction of ruined irrigation sys-
tems was regarded as crucial, and
more than half the funds required
were to be used for this purpose,
The plan emphasized rehabilitation
and reconstruction projects and
restoration of energy supplies. A
significant part of the planned in-



vestment is to be targeted at the
electricity ~ generation  system,
which has suffered widespread de-
terioration and destruction, About
60 per cent of the countrys 2,500
kilometres of highways required
major reconstruction. Regional
roads were in generally poor con-
dition. Apart from their restora-
tion the United Nations action
plan envisaged the establishment
of satellite links to allow commu-
nication with major international
centres and between the capital
and other Afghan cities. Consid-
erable attention is also given in
the plan to health, education,
housing, and water and sanitation.

The economy of Bangladesh
was estimated to pick up to
growth of 5 per cent in the fiscal
1993. The devastating 1991 cy-
clone, widespread floods in the
northern parts of the country, and
the difficulties associated with po-
litical transition to a democratic
parliamentary system of govern-
ment, had limited the etonomy’s
growth to 4.0 per cent in the fis-
cal year 1992.

Favourable weather conditions,
coupled with the impact of the
agricultural sector reform pro-
gramme pursued by the Govern-
ment, raised the growth rate of the
sector to 4.5 per cent in 1993 from
3.9 per cent in the previous year.
Production of food grains rose by
more than 2 per cent to record 19.7
million tons. Cash and other sub-
sidiary crops such as jute and su-
gar cane, also registered increases.
Industrial growth rose to 8.6 per
cent from 7.7 per cent in 1992,
aided by favourable forward and
backward linkage effects of higher
agricultural growth.

In Bhutan, real GDP growth
in 1992 was 5 per cent, the same
as in 1991.  Agricultural output
growth, at 3.4 per cent, was also
the same as in the previous year.
Industrial growth was higher at 9
per cent rising from 5.4 per cent
in 1991, reflecting the increased

value of electricity
India.

In 1992, real GDP growth in
Maldives is estimated to have
fallen to 6.3 per cent from 7.6 per
cent in 1991. A decline in fish
exports was more than offset by
the rebound in tourism following
the end of the Persian Gulf war.
The decline in fish exports re-
flected a slump in global demand,
more intense competition from for-
eign producers, and falling prices
in the principal European outlets.
Real GDP growth is projected to
be around 6 per cent again in
1993. Output in the fisheries sec-
tor should increase modestly as
external demand and international
prices recover, but tourism growth
is projected to be lower.

In Nepal, GDP growth was 2.9
per cent in 1993 as a result of the
adverse effects of a poor monsoon.
While agricultural production de-
clined, industrial output increased
sharply, led by advances in con-
struction and the export-oriented
manufacturing sector. Agriculture,
largely rain-fed, is heavily affected
by weather conditions. Agricultural
output declined by 1.2 per cent in
1993, with food grains production
declining by 10.2 per cent. Pro-
duction of cash crops increased by
3.4 per cent. Growth in the indus-
trial sector at 8.3 per cent in 1993,
mitigated somewhat the decline in
agriculture. Production in principal
industries, which increased by 16
per cent in 1992, remained at the
same level in 1993, despite a
decline in hydro-power generation
because of the drought-induced
reduction of water levels in the
reservoirs. However, the production
of small industries (particularly
carpet and garment) increased sub-
stantially during the year. The
services sector, especially tourism,
showed a strong growth as tourist
arrivals rose by 14.1 per cent.

There was a distinct improve-
ment in the economic performance
of India in 1992. Real GDP in-

exports 1o

creased by 4.0 per cent aided by a
4.6 per cent growth in agriculture,
Industrial value added rose by 1.9
per cent and the service sector
grew by S per cent. In 1993,
GDP was expected to grow by 4.6
per cent, industry by 4.5 per cent,
agriculture and allied sectors by
3.6 per cent, and the services sec-
tor by 5.5 per cent in value added
terms.

India had favourable monsoons
for the sixth year in succession and
the rainfall was generally well dis-
tributed over time and space. The
overall agricultural production was
estimated to rise by 3.6 per cent in
1993 on top of an increase of 4.6
per cent in 1992 Food grain pro-
duction was estimated to reach the
level of 188 million tons, the high-
est on record. The provisional in-
dices of industrial production,
available for April-August 1993,
indicated a growth of 1.8 per cent
aided by a growth of 1.0 per cent
in manufacturing and 9.3 per cent
in the electricity sector, while min-
ing production declined by 2.5 per
cent. The annual growth rate of
the service sector during two con-
secutive years, 1990 and 1991,
was about 4 per cent, but was ex-
pected to recover o 5.5 per cent
growth in 1993 owing to govern-
mental operations, trade, infrastruc-
tural and financial sector activities.

After four consecutive years of
rapid economic growth averaging
an annual 7.8 per cent, the
cconomy of the Islamic Republic of
Iran was expected to grow at a rate
of 6.2 per cent in 1993, The rate
of growth had slowed to 6.6 per
cent in 1992 from 9.8 per cent in
1991.

During the period 1989-1992,
agriculture and services expanded
at rates of 5.8 and 4.4 per cent
respectively. Government  price
support for major agricultural pro-
duce, financial facilities and input
supplies at preferential  prices
helped to boost agricultural pro-
duction. In the industrial sector,
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the average annual rate of growth
in gas, water and power output
was 21.4 per cent. Mining, oil
and construction sectors recorded
annual average rates of growth of
12.3, 11.8 and 3.6 per cent during
the period 1988-1992.

As a result of a series of
exogenous shocks, both domestic
and external, economic growth in
Pakistan decelerated in the fiscal
year 1993. The first half of the
fiscal year witnessed unprecedent-
ed floods which caused extensive
damage to agriculture, physical in-
frastructure and related manufac-
turing activities.  The worst hit
was the cotton crop, which has
been sustaining the country’
healthy economic growth in the re-
cent past, Furthermore, inter-
national recession adversely af-
fected the demand for and prices
of Pakistani textiles and resulted
in an overall deterioration in the
terms of trade. The tasks of reha-
bilitation and reconstruction of
flood-affected people and property
led to unanticipated yet unavoid-
able expenditures. In addition, the
second half of the year was
marked by political uncertainties
which created a lack of confidence
among domestic and foreign inves-
tors.

As a result of these factors,
the growth rate of GDP in 1993
was estimated at only 3 per cent,
It was expected that the economy
would recover from these set-
backs and regain its past trend of
relatively high economic growth.
On account of the good perform-
ance expected from the agricultur-
al sector, it is estimated that the
overall growth of the economy
would be around 5.0 per cent in
the fiscal year 1994. Improved
performance from the agricultural
sector was expected mainly from
the high growth of cotton output
(about 30 per cent) while the
wheat crop was expected to regis-
ter a growth rate of only 1 per
cent.
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The large-scale manufacturing
sector was projected to grow at a
rate of 7.5 per cent in 1994, re-
flecting the increased rate of indus-
trial investment during the past few
years. As the reconstruction activi-
ties would continue during 1994,
continued strong growth (6.5 per
cent) was expected in the construc-
tion sector. While the electricity
and gas sector would continue to
grow fast (9 per cent), the growth
of value added in the transport and
communications sector was likely
to slow down considerably on
account of the large increase in
fuel prices.

In Sn Lanka, the estimated
GDP growth rate of 5.8 per cent
for the year 1993, based on the
performance of the first three
quarters of the year, was the
second highest level of economic
activity in the country after the
6.2 per cent in 1990. The re-
bound in the growth in agriculture
from 1.5 per cent decline in 1992
to 4.9 per cent positive growth in
1993, was largely the direct result
of a good weather pattern which
prevailed during the whole year
The output of tea, paddy and
other subsidiary and minor agri-
cultural export crops increased
substantially. The improved man-
agement brought in by the private
management companies in planta-
tions also contributed to the
growth of the countryS tea pro-
duction,

Industry, accounting for ap-
proximately 30 per cent of GDP,
became the leading sector of the
economy. The industrial sector
was estimated to grow by 7.2 per
cent in 1993 as against 7 per cent
in 1992, Manufacturing was ex-
pected to grow by 9.0 per cent,
exceeding the overall industrial
growth rate. The service sector,
which accounted for nearly S0 per
cent of the countrys GDP, was ex-
pected to expand by 5.2 per cent,
reflecting expansion in trade, tour-
ism, banking, insurance etc,

Demand components

Savings and investment activi-
ties in the economy of Bangladesh
remained low-keyed. The gross
domestic savings as well as the
gross investment rates, in fact,
appeared to have declined in 1992,
A gradual nise of the investment
rate to 18 per cent by 1995,
together with a pick-up in the
savings rate, was expected as the
present reform measures yield a
higher return on investment and
uncertainties give way to stable
expectations. The Government
budgetary situation has improved.
In the 1994 budget, a gross re-
venue surplus of 30 billion taka
has been estimated. On the ex-
penditure side, allocations to
priority sectors such as education,
health and population control,
and transport have been increased
significantly. Special emphasis
has been given to the operation
and maintenance of government
assets, and allocation for this
purpose under various heads has
been considerably increased.
Monetary growth remained in
check with narrow money growing
by 9.8 per cent in 1993 as against
13.6 per cent the year before.
M, rose by 10.6 per cent as
compared with 14.1 per cent in
1992.

The indications are that gross
domestic investment in Bhutan
stagnated in 1992 from a lack of
viable projects. However, private
consumption remained buoyant, as
indicated by an expansion in per-
sonal credit. The Government’
domestic revenue did not increase
substantially as an increase in tax
revenue from a general revision in
tax rates was largely offset by a
decline in non-tax revenue mainly
because of lower receipts from
public enterprises. Both current
and capital expenditure exceeded
their original budgeted figures
resulting in overall budget deficits,
which were financed largely by
domestic borrowing from the Royal
Monetary Authority.



Broad money supply expanded
by almost 30 per cent in 1991 and
by 24 per cent in 1992, The surge
in liquidity was caused by an
increase in net foreign assets and
net credit to the Government. The
excessive money supply raised the
demand for consumer goods
imported from India, which put fur-
ther pressure on dwindling rupee
reserves.

The savings-investment activi-
ties in the economy of Nepal
showed signs of improvement. The
ratio of investment to GDP in-
creased to 21.9 per cent in 1992
compared with 21.1 per cent in
1991. Similarly, the savings rate
increased substantially to 9.5 per
cent from 7.4 per cent in the pre-
vious year. Fixed capital forma-
tion, however, remained at 20 per
cent of GDP in 1992, the same as
in the preceding year.

Despite considerable efforts in
revenue mobilization, government
domestic borrowing in 1993 ex-
ceeded a target of 0.75 per cent of
GDP mainly owing to a shortfall in
revenue. Total public sector do-
mestic borrowing amounted to 2.5
per cent of GDP against a target of
1 per cent, although the perfor-
mance of public enterprises had
improved. The revenue shortfall
was occasioned by a reduction of
the average duty rates on imports
under tariff reforms, under civil
service reform the cost of com-
pensation packages offered to em-
ployees retiring early was another
reason for an increased budget
deficit. Nevertheless, both regular
and development expenditures were
contained within the budgeted
figures. Broad money growth ac-
celerated in 1993. The balance of
payments strengthened further with
a substantial increase in foreign re-
serves which however contributed
to a rapid growth of broad money.

Savings and investment actlivi-
ties in the Indian economy suffered
a decline. Gross domestic savings
as a percentage of GDP at current

market prices declined from 24.3
per cent in 1991 to 22.4 per cent in
1992 owing to a sharp fall in
household savings. The gross
saving rate of the public sector,
however, improved marginally from
1.7 per cent of GDP in 1991 to 2
per cent in 1992. Gross domestic
investment declined from 25.5 per
cent in 1991 to 24.6 per cent in
1992. The brighter side of the
savings-investment scene was an
increase in the net inflow of
foreign capital from 1.2 per cent
of GDP in 1991 to 2.2 per cent in
1992. In 1993, the savings invest-
ment situation was expected to
improve with gross domestic sav-
ings-increasing to 23.6 per cent of
GDP and gross domestic invest-
ment increasing to 253 per cent
with an inflow of foreign capital,
estimated to reach 1.7 per cent of
GDP.

Budgetary deficits have been
one of India¥ major structural
problems. The budget deficit as a
proportion of GDP increased from
0.9 per cent in 1981 to 6.9 per cent
in 1990. In an effort to correct the
imbalance, the main thrust of
economic reforms initiated in 1991
was to reduce the deficit through
expenditure control and additional
resource mobilization. By 1992,
the deficit was reduced to 5.3 per
cent of GDP and was targeted at
4.7 per cent in 1993.

Money supply (Mj) growth
was modest during 1993. The ex-
pansion of bank credit by only 0.4
per cent was significantly lower
than the 7.3 per cent of the year
before. The end of year growth in
the money supply was expected to
be 10 per cent as against a target
of 13 per cent.

Real domestic consumption
and investment expenditure in the
Islamic Republic of Iran increased
by 9.3 and 19.7 per cent respec-
tively in 1993 over the previous
year. The investment GDP ratio
had stood at 28.1 per cent in 1992
Also, owing to the Government’

successful effort in enforcing bud-
getary discipline, about 93 per cent
of the revenue expected in the ap-
proved budget was realized. The
major factor in increasing govern-
ment revenue was the rapid growth
of tax revenue. However, govern-
ment current and development ex-
penditures increased rapidly. As a
result, total government expenditure
registered 35.7 per cent ris¢ over
the previous year. The outstanding
balance of government indebtedness
to the banking system grew by
11.4 per cent. Although the objec-
tive of monetary policy in 1992
was to limit the rate of growth of
private sector liquidity (M,) to
about 16 per cent, it had actually
reached 34.8 per cent.

The savings-investment situa-
tion in Pakistan was expected to
record only marginal improvements
in the fiscal year 1994. Improved
returns on savings because of in-
terest rate increases and the pro-
posed reform of the insurance and
social security system were ex-
pected to improve the rate of
private savings significantly. Do-
mestic  savings would, therefore,
increase to 16.8 per cent of GDP
in 1994 as against 14.7 per cent in
1993 and 14.3 per cent in 1992
Similarly, gross fixed investment
was expected to increase to 18.9
per cent of GDP in 1994, mar-
ginally higher than in 1993
Stringent budgetary measures would
lead to a decline in public
investment as a proportion of GDP,
from 9.0 per cent in 1993 1o
8.8 per cent in 1994. However,
improved financial stability could
generate significant increases in
private investment.

The fiscal deficit was expect-
ed to be contained at 7.7 per cent
of GDP in 1993, higher than the
6.4 per cent of 1992, partly due to
contingency expenditures required
to repair damage caused by floods.
The Government imposed a 10 per
cent cut on all expenditure in
1993, reflecting a strong commit-
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ment towards deficit reduction.
Closer cash management by the
Treasury and other administrative
measures such as secondary clear-
ance of already approved capital
expenditure, also helped to curtail
government expenditure. Revenue
receipts remained at around 20 per
cent of GDP.

The budget for fiscal year
1994, presented in June 1993, esti-
mated a 16.7 per cent increase in
revenue compared with the revised
1993 estimates. The total expendi-
ture was estimated to be higher by
9.2 per cent, implying an overall
reduced deficit of 5.5 per cent of
GDP. Despite a large fiscal deficit,
the rate of monetary expansion de-
celerated in 1993 owing to a
contraction of net foreign assets.
Monetary assets (M,) increased by
16 per cent during the year.

An improvement in the sav-
ings-investment  activities ~ was
noticeable in Sri Lanka.  Gross
domestic investment as a per-
centage of GDP showed an increas-
ing trend, rising from 21.7 per cent
of GDP in 1989 to 23.7 per cent
GDP in 1992 and was projected at
24.9 per cent for 1993. The share
of government sector investment,
which was nearly 12 per cent of
GDP five years ago, came down to
7.7 per cent in 1992 and was
expected to be 9.7 per cent in
1993. Domestic savings, estimated
at 15.9 per cent of GDP in 1993,
was the highest rate in recent
years.

Inflation

Fiscal restraint accompanied by
a slow growth in money supply and
a good harvest, caused the inflation
rate in Bangladesh, measured by
the cost-of-living index, to decline
to an all-time low of 1.4 per cent
in 1993 as against 5.1 per cent in
the previous financial year.

In Nepal, the high rate of 21
per cent consumer price inflation
in 1992 was mainly because of
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adjustments in  the prices of
goods and services provided by
public enterprises, and a depre-
ciation of the currency in the
process of exchange rate reforms.
The rate of inflation stabilized in
1993 at an annual average of 11
per cent.

The most important benefit of
economic reforms in India has been
the containment of inflation. The
annual rate of inflation, which had
peaked at nearly 17 per cent in
August 1991, came down steadily
to 9.7 per cent by the end of 1992,
and was expected to be still lower
in 1993, Prices of some essential
goods such as rice, condiments and
spices, raw cotton, oil seeds, edible
oils and cement had declined in
absolute terms.

The economy of the Islamic
Republic of Iran encountered rising
inflationary  pressures in 1992
when the average consumer price
index grew by 21.6 per cent com-
pared with 19,6 per cent in 1991,
The increase in the wholesale
price index was even higher at
334 per cent in 1992 compared
with 28.1 per cent in 1991. The
main factors contributing to these
pressures were expanded govern-
ment activities and high rates of
liquidity creation.

On account of the deceleration
in monetary expansion, the inflation
rate in Pakistan decelerated dur-
ing 1993, The increase in the
consumer price index was 9.3 per
cent as compared with 9.6 per cent
in the previous year, a further
decline to 8.8 per cent was
expected in 1994,

Inflation in Sri Lanka remained
at the double-digit level in 1993,
The Colombo Consumer Price In-
dex was expected to rise by 11.5
per cent. The depreciation of the
Sri Lankan rupee by 6 per cent
against the US dollar during the
year, the increase in the tariff rates
on electricity by 30 per cent, and a
similar increase in the tariff on wa-
ter, are some of the cost-push infla-

tionary factors operating in 1993,
On the demand side, the relaxation
of the credit ceiling on commer-
cial banks exerted inflationary
pressures.

Policy response

In South Asian countries ge-
nerally, economic policy in recent
years has focused on structural
adjustment and stabilization. In
Bangladesh, stabilization measures,
consisting of a cut-back in the
annual development programme and
current expenditures, along with
tight monetary management have
been enforced. Privatization pro-
grammes, investment incentives to
attract private investment, and the
relaxation of exchange control tar-
geting a convertibility of the taka
on  current  accounts,  were
being implemented. Continued
liberalization of import policy was
aimed at easing the import of raw
materials, intermediate goods and
capital machinery, and providing
incentives to exports.

Among the steps taken with a
view to stimulating investment, the
Government set up a Securities and
Exchange Commission and abo-
lished the Office of the Controller
of Capital Issues to develop the
countrys capital market. Capital
gains tax on share transfers have
been withdrawn. Bangladeshi com-
panies have been permitted to issue
securities to foreigners and non-res-
idents,

The financial sector has been
undergoing reforms with a major
focus on reform of interest rates.
All lending rates are now pre-
scribed by commercial banks them-
selves except for agriculture, ex-
ports and small and cottage indus-
tries, for which an interest band is
prescribed by the central bank.
The interest subsidy was gradually
withdrawn and the interest rate was
freed from various measures of
control by the central bank. The
central bank has used the bank rate



instrument to stabilize and stimu-
late the economy. Towards that end
the bank rate was lowered four
times during 1993.

India has been implementing,
since 1991, an extensive pro-
gramme of economic reforms using
fiscal, monetary, financial as well
as industrial, trade and investment
policy tools. India faced one of its
worst economic crises in 1990/91,
of which the financial counterpart
was manifested in an almost $8
billion deficit in the cuTent
account balance of payments with
foreign exchange reserves falling 1o
an all-time low, and the government
fiscal deficit rising to an all-time
high. Reforms, therefore, were
geared initially towards correcting
the financial imbalances focusing
on reducing the fiscal deficits
which were also identified as being
responsible for high rates of mon-
etary growth and inflation, and
large current account balance-of-
payments deficits.

A rigorous scrutiny of capital
expenditures envisaged under the
five-year plan and a pruning of cur-
rent expenditures have been a
major part of the efforts to reduce
the fiscal imbalance. Extensive tax
reform measures with a view to
enhancing  revenue, along  with
other objectives, were introduced. !
The measures achieved their
intended effect in the targeted time,
The fiscal deficit came down to 5.3
per cent of GDP in 1992/93 and
has been targeted at 4.7 per cent in
1993/94, The current account
balance-of-payments  deficit  was
halved to 1.5 per cent of GDP in
1991/92 as fiscal, monctary and
trade control measures restrained
imports. As the initial harsh mea-
sures were gradually lifted, with the
ultimate poal of establishing more
liberal trade, investment and pro-
duction regimes, current account of
the balance of payments de-

! See details in chap. IV of this
Survey

teriorated to 2.6 per cent of GDP
in 199293 and has been projected
at 1.8 per cent in 1993/94,
Stabilization policies were thus on
course.

India has also initiated signifi-
cant measures of structural reforms
involving investrment, trade and
tariff laws and enterprise reforms
that envisage privatization of public
enterprises and improvement of the
operational efficiency of enterprises
remaining in the public sector,
among other measures. The basic
objectives of all measures have
been to encourage private invest-
ment, including foreign direct
investment, and to stimulate domes-
tic production and foreign trade.
TarfT reductions, tax reforms seek-
ing rationalization and appropriate
lowering of tax burdens, and
administrative  and  procedural
simplifications and streamlining
have been pgeared to achieve the
purpose. The exchange rate and
the domestic credit regimes have
been freed in a large measure from
the previous controls to permit the
market forces to play a greater role
in the financial and capital markets.
In fact, the Indian rupee, has been
made convertible for all current
account transactions.”

The efforts of the Government
of the Islamic Republic of Iran to
stabilize its finances and the
economy, upset during the war
years in the 1980s, have achieved
considerable success although there
were still problems. In 1989, the
first year after the Irag-Iram war
ended, government revenue in the
Islamic Republic of Iran as a
proportion of GDP declined to 10
per cenl of GDP compared with 20
per cent in 1981, The Government
was ohliged also to cut its expendi-
ture by one half from a proportion

2 For futher details see “Eco-
nomic reforms: two years after and
the task ahead”, Discussion Paper,
Ministry of Finance, Government of
India. Also Swrvey, part one, 1992,

of 36 per cent of GDP in 1987, the
cuts falling mostly on capital ex-
penditure, Even then revenue
could finance only about 50 per
cent of budgetary expenditure. A
drastic fall in the oil revenue from
14 per cent of GDP in 1981 to 2.5
per cent in 1989 had led the coun-
try to its predicament. Most of the
deficits were financed by the
domestic banking  system, pre-
dominantly the central bank. The
resulting monetary growth trans-
lated into high rates of inflation
and substantial balance-of-payments
deficits.

Measures  undertaken  since
then have focused on reducing the
budget deficits. By 1992, revenue
shortfall amounted to 6.8 per cent
of budgetary expenditure. Efforts
are being made towards diversifica-
tion of revenue sources away from
dependence on woil, which resulied
in non-oil tax revenues increasing
from 4.3 per cent of GDP in 1988
to 6.2 per cent in 1992 with an
overall revenue-GDP ratio rising to
16.2 per cent. Expenditure control,
after the drastic post-war cuts, was
less successful than expected. Yet
more than a percentage point
reduction from 19.4 to 18 per cent
was cffected between 1983 and
1992, The simation in 1993 wor-
sened somewhat as there had been
a 35.7 per cent increase in expendi-
ture owing to a rise in both capital
expenditure, and cuwrrent expendi-
ture pushed up by salary and wage
adjustments in the public sector
Although tax revenues also in-
creased by 41.3 per cent, the oil
sector from which the bulk of the
revenue comes, continued to cause
problems.

As in other countries, policies
had to be weighed between the
objective of  stabilization and
growth. Thus the monetary and
financial reforms in the Islamic
Republic of Iran, while secking to
reduce the ligquidity resulting from
excess spending ower the years,
also sought to remove the credit
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Table 11.3 Selected economies of the ESCAFP repgion. Summary of macroeconomic indicators, 1986-1992

(Percentage)
1986 1987 1958 1989 1990 1991 1992
East Asia
Hong Kong Saving='GDP 294 338 35.0 35.7 133 3i1.0 30.5
Investment'GDP 24.7 276 29.9 2.7 284 23.0 28.8
Current account balance/GDP
Budgetary balance/GDP 1.3 25 3.0 22 0.7 5 2B
Money supply growth 23.9 46.0 BS 6.8 133 19.5 21.1
Republic of Savings/GDP 34.0 i6.6 383 35.6 6.2 316.7 5.2
Korea Investment/'GDP 28.3 295 0.6 334 169 19.0 315.9
Current account balance/GDEP 4.3 75 8.1 24 -0.9 -3.0 -1.5
Budgetary balance/GDF -0.1 0.4 1.6 0.2 -0.7 -1.7 -0.9
Money supply growth 16.6 14.7 202 17.9 11.0 68 130
South-East Asia
Indonesia Savings'GDP 273 129 34.0 37.5 316.7 354 37.3
Investment/GDP 283 314 315 35.2 6.1 35.0 34.6
Current account balance/GDP -5.1 -3.0 -1.B -1.4 -3.1 -3.6 -3.0
Budgetary balance/GDP =3.5 =0.8 =3.1 =2.0 0.4 —4.6 =3.5
Money supply growth 14.9 9.2 133 42.9 15.9 12.1 7.9
Lao Pmp'le'.l- SlvingﬁGDP 22 1.1 0.8 2.0 35
Democratic Investment'GDP 15.1 14.5 14.5 12.7 14.0
Republic Current account balance/GDP -9.2 =162 -17.9 -18.7 -11.6 -12.0 -8.1
Budgetary balance/GDP -5.5 -58 -204 -16.5 -13.5 -9.5 -89
Money supply growth 69.9 82.2 757 1076 124 52 245
Malaysia Savings/'GDP 321 173 363 34.5 32.6 31.1 338
Investment'GDP 26.0 23.2 26.0 29.1 321 36.3 352
Current account balance/GDP —0.6 £.1 5.0 0.8 -39 -0% -32
Budge‘ll.rjl' balance/'GDP =10.5 =T.7 =43 =5.1 =12 4.4 2.9
Money supply growth 28 12.8 144 17.3 15.6 99 9.4
Myanmar Saving#'GDP 10.1 .1 11.1 13.2 18.0 253 11.5
Investment/GDP 12.7 11.6 12.3 9.4 12.5 11.2 12.0
Current account balance/GDP 4.7 -35 ~2.50 ~16% _ps53
Budgetary balance/GDP 2.5 -2.2 -3.0 4.2 -5.2 ~6H.4 =3.1
Money supply growth 414 420 654 6.1 435 353
Philippines Savings'GDP 19.1 213 214 206 18.1 18.6 20.6
Investment/GDP 16.0 18.0 184 21.8 249 209 225
Current account balance/GDP 2.5 -1.9 -1.7 4.3 -6.9 -3.1 =2.6
Budgetary balance/GDP -5.0 -2.4 -2.9 2.1 -3.5 -2.1 -1.2
Money supply growth 17.4 24.6 13.7 2.8 143 159 9.1
Singapore Savinge/GDP 103 40.0 42.5 44.1 45.1 458 47
Investment'GDP 385 39.0 36.9 5.0 39.7 g2 40.8
Current account balance/GDP 1.9 0.5 3.9 2.0 5.5 8.2 6.4
Budgetary balance/GDP 1.5 -2.7 70 10.4 113
Money supply growth 11.8 123 54 14.9 11.0 1.7 12.7
Thailand Savings'GDP 224 24.8 208 311 32.3 34.4 359
Investment'GDP 218 23.9 288 31.5 36.5 395 394
Current account balance/GDP 0.2 =1.0 =3.1 =39 =032 =82 =79
Budgetary balance/GDP - 4 -2.3 0.7 31 4.8 4.9 32
Money supply growth 19.3 293 122 17.7 11.8 138 123

{(Continwed an next page)
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Table 113 [confinued)

{Percentage)
1986 1987 1988 1989 1ee0 1991 1992
Viet Nam Savings/GDP -2.4 -2.1 -02 -02 2.1 4.8 6.9
Investment/'GDP 1.7 10.9 14.4 11.6 11.5 11.6 12.0
Current account balance/GDP -3.8 4.6 -1.7 -3.1 -5.6 -53
Budgetary balance/GDP -4.5 =36 54 -7.0 -3.1 -2.9 -1.6
Money supply growth 018 426.5 109.5 il4 58.6 42.5
South Asia
Bangladesh Savings'GDP 3z 18 22 25 23 28 2.6
Investment'GDP 11.0 133 135 10.7 10.9 10.5 9.7
Current account balance/GDP 8.1 -5.5 -5.7 -3 =55 -4.7 2.6
Budgetary balance/GDP 7.6 ] =7.1 -T7.3 -1.7 6.9 .6
Money supply growth 8.8 2.0 42 129 9.6 7.7 136
Bhutan Savings/GDP o
Investment'GDF 0.2 38.6 33l 334 356 51
Current account balance/GDP —-42.9 -21.6 -27.7 ~-18.0 -192% _257% 265
Budgetary balance/GDP -3.5 08 -0.9 =79 -2.5
Money supply growth 58 14.4 ElN | 326 -1.2 389
India Savinga/'GDP 19.5 21.% 24.6 238 236 243 224
Investment'GDP 21.6 23.6 25.0 27.1 26.3 255 246
Current account balance/GDP -22 -22 -27 -2.6 -2.8 -1.5 -2.6
Budgetary balance/GDP -93 54 -2.1 82 6.9 -6.0 =53
Money supply growth 16.1 13.5 16.5 18.0 143 225 124
Iman (Islamic Savings/GDP 293 208 235 231 229 26.3 29.1
Republic of) Investment/'GDP 243 23.6 19.3 17.6 18.5 26.0 28.1
Current account balance/GDP =22 =08 0.6 0.0 0.1 -1.1 04
Budgetary balance/GDP -1.5 -6.7 9.4 =19 -1.8 -23 -1.8
Money supply growth 17.3 19.4 6.7 18.1 218 20.0
Maldives Savings/GDP 6.8 21.6 213 2l.6 23.0
Investment/GDP 365 60.5 574 65.5 64.2
Current account balance/GDP -0.3 8.7 8.2 92 7.0 =61 =187
Budgetary balance/GDP -12.1 23 2.7 =41 =14.0 -14.8 =20.4
Money supply growth 124 57 12.7 17.5 17.8 26.9 14.9
Mepal Savings'GDP 11.7 124 11.0 9.9 73 T4 9.5
Investment'GDP 210 21.8 22.1 220 19.4 21.1 219
Current account balance/GDP -8.0 =72 =11.6 -10.2 =10.9 =13.0 -5.0
Budgetary balance/GDP -7.2 —6.6 —6.2 -10.3 =1.7 —6.2 -89
Money supply growth 238 249 132 19.3 212 24.0 19.5
Pakistan Savings/GDP 10.9 13.9 12.4 12.6 13.2 17.1 14.3
Investment/GDP 18.8 19.1 18.0 18.9 18.6 18.7 18.7
Current account balance/GDP =3.6 =3.0 =54 4.9 =54 =5.6 =52
Budgetary balance/GDP 92 =73 -6.3 =74 =7.1 —6.3 ~6.4
Money supply growth 18.0 19.1 9.7 14.3 17.3 202 21.5
Sn Lanka Savings'GDP 120 12.8 120 122 143 12.8 14.7
Investment'GDP 23.7 233 228 21.7 222 22.9 23.7
Current account balance/GDP -93 7.6 -8.6 -B.6 =59 -8B 6.6
Budgetary balance/GDP -10.1 8.7 -12.7 -8.6 9.9 -11.6 -7.3
Money supply growth 12.8 183 29.1 9.1 12.8 17.7 7.4

{Continued on next page)
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Table 113 (continued)

(Percentage)
1986 1987 1988 1989 1990 1991 1992
Pacific island economies
Fiji Savings/GDP 23.0 17.1 16.7 18.2 19.8 16.7 19.0
Investment/GDP 18.2 16.0 148 14.7 193 173 172
Current account balance/GDP -1.9 -2.4 -0.3 0.1 -54 -2.1 1.5
Budgetary balance/GDP -48 -5.0 -0.7 -2.9 -2.2 -2.3 -0.1
Money supply growth 249 -2.2 62.2 -3.4 0.6 34 145
Papua New Savings/GDP 11.9 14.0 18.5 11.1 16.1 17.5 19.0
Guinea Investment/GDP 19.7 20.5 272 232 244 274 20.6
Current account balance/GDP -12.0 -132 -15.0 -16.0 -9.9 -155 -10.1
Budgetary balance/GDP -2.6 -1.1 -1.0 -12 -33 -1.8 -54
Money supply growth S:1 9.6 145 6.9 -02 213 .
Samoa Savings/GDP -19.2 -234 -10.4 -4.9 -6.7 4.5
Investment/GDP 255 29.6 278 273 27.0 29.0
Current account balance/GDP -4.5 -5.6 -5.6 -1.6 632 -240* -228?°
Budgetary balance/GDP 22 03 6.2 1.8 -2.0
Money supply growth 84 32.6 52 9.8 42.6 -92 -114
Solomon Savings/GDP -23 -98 -59 -12.7
Islands Investment/GDP 26.5 23.1 37.1 31.9 32.1 325 33.0
Current account balance/GDP 286 -302 404 449 -143* _141% -136°
Budgetary balance/GDP -6.0 -13.6 -9.5 -2.0 -9.0 -15.0
Money supply growth 72 225 31.7 38 26.6 234 36.8
Tonga Savings/GDP ~5.5 -6.5 -8.0 -5.4 4.5 -3.5 -3.5
InvestmentVGDP 235 212 214 215 225 242 222
Current account balance/GDP -3.3 -08 -195 124 -143%* 141 -13.6°
Budgetary balance/GDP -4.7 -58 -0.5 0.1 -1.3 -6.0
Money supply growth 21.6 143 32 9.5 298 152 =127
Vanuatu Savings/GDP 14 4.9 32 57 838 7.6 7.8
Investment/GDP 294 33.0 278 334 40.8 35.0 36.0
Current account balance/GDP -21.0 -30.9 -19.6 -17.1 ~13.9 2.1 34
Budgetary balance/GDP -1.0 38 -4.2 -8.1
Money supply growth 6.4 50.1 -16.7 243 -10.9 124

Sources: ESCAP based on International Monetary Fund, International Financial Statistics, vanous issues; Asian
Development Bank, Key Indicators of Developing Asian and Pacific Countries (Oxford University Press, July 1993), and
Asian Development Outlook (Oxford University Press, April 1993); and national sources.

Notes:

2 Including official transfers.

ceilings which were used as the
most important instruments of
monetary control in the past. This
permitted a larger proportion of
the credit facilities to go to the
private sector with a corresponding
reduction of credit to the public
sector. This was also in line with
the objective of increasing the role
of the private sector in the
economy. Privatization of nation-
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alized industries using the stock
market for share divestitures has
been pursued for the past four
years.

Nepal has also been using
similar structural and stabilization
measures as Bangladesh and India
since 1991. Budgetary imbalance,
excessive monetary growth, in-
flation and unsustainable balance of
payments have been targeted as the

GDP means gross domestic product; current account balance excludes official transfers; money supply refers to M1.

focus of remedial measures along
with a simultaneous process of
reorganizing and restructuring pro-
duction. The latter objectives,
however, called for - substantial
liberalization of tariffs and taxes
which tended to aggravate financial
problems of the public sector. In
efforts towards monetary stabi-
lization, the central bank issued
bonds on its own account to mop



up excess liquidity in the banking
system which contributed to a
reduction in the mnet domestic
assets of the banking system in
1993, However, structural change
and financial liberalization mea-
sures resulted in strong growth of
broad money.

As part of its ongoing process
of economic reforms and adjust-
ment, Pakistan also focused on a
reduction of its budgetary deficits
running high at 6.3 per cem of
GDP in 1990/91, which was also
seen as a source of monetary ex-
pansion, high inflation and balance-
of-payments deficit.  Among the
efforts to redoce the deficit were
an expansion of the base of the tax
system, a shift in emphasis favour-
ing generalized income and con-
sumption taxes and less foreign
trade and selective sales taxes,
withdrawal of many exemptions and
concessions on the revenue side,
and a consolidation of expenditures,
With these measures, a reduction in
the budget deficit to 4.8 per cent of
GDP was targeted for the fiscal
year 1993, However, the target was
upset as a resull of unanticipated
expenditures related to relief, reha-
bilitation and reconstruction work
in the wake of the damage caused
by excessive rains and foods early
in the year. Realization of revenue
also fell short of the target, Mo-
netary policy again had to be
geared to minimizing the conse-
quences of the budgetary deficit
while catering for the credit needs
of the productive sector of the
economy.

Within the framework of a
liberalized market economy regime
with the greater participation of the
private sector, a new credit/deposit
ratio was introduced for commer-
cial banks as an instrument of
credit control in 1992, replacing the
credit ceiling system which was
abolished as a step (0 move
towards market-oriented  monetary
management,  An annual credit
plan was implemented to ensure

adequate flows of credit to the pri-
vate sector for all productive activi-
ties and discourage credit flows for
speculative and inessential activi-
ties. Thus monetary policy was a
blend of liberalism and planned
control to ensure price stability as
well as expansion in  production.
Mevertheless, actual monetary ex-
pansion during the year exceeded
the policy target as well as the rate
of the previous year owing to both
government borrowing and private
sector credit expansion.

The latest thrust of policy re-
forms in Sri Lanka has emphasized
a reduction in the budgetary deficit
which ran at 11.6 per cent of GDPE,
in 1991. Budgetary reforms have
continued scaling down various
subsidies from the budget, a prac-
tice that was introduced since the
reforms were initiated in the late
1970s. Recent measures have em-
phasized tax reforms aimed at
broadening the tax base and
rationalizing tax rates. The rates
of direct taxes were lowered and
the rate structure of the countrys
lurnover tax  System was ra-
tionalized with the elimination of
certain rate bands to facilitate a
move towards the introduction of a
value added tax system early in
1994,

Monetary policy was geared to
minimizing the expansionary effects
of the budgetary deficit still run-
ning at above 8 per cent of GDP in
1993, the major part of which,
howewver, was being financed by
external aid and credits. As part
of efforts to promote industrializa-
tion, investment and trade within a
liberal framework of policy, foreign
investors were granted liberal tax
concessions including duty free im-
ports. As a trade liberalization
measurg, tanff bands have been
reduced, and the maximum tariff
rate is targeted to be reduced to 35
per cent over two years while
export duties are expecied io be
gliminated. The exchange rate is to
operate at competitive market rates

and the removal of exchange con-
trol on all current account transac-
tions is expected to be effective
early in 1994,

The Central Asian
republics

After the dissolution of the
Soviet Union in December 1991,
the Central Asian republics operat-
ed as independent economic enti-
ties for the first time in 1992, The
break was, of course, less clear-cut
in economic areas than in the po-
litical sphere with many old links
being retained. In particular, the
rouble continued in use in all of
these republics, and they shared in
the high inflation of the rouble
zone. Because economies of these
repubiics had been closely inte-
grated into the Soviet system, there
was considerable disruption of sup-
plies and loss of markets, which
translated into substantial drops in
output throughout the region. Thus,
the two dominant features of eco-
nomic performance in 1992 were
high rates of inflation and falling
output levels,

The  disintegration of the
Soviet Union disrupted many sup-
ply chains and reduced the output
of many goods and services. In
addition, some goods produced
under the command system had no
market after 1991, Even con-
ceptually, it is impossible to value
some of these changes; using pre-
1992 relative prices would give too
much weight to items whose output
has fallen, while some previously
produced items do not have post-
1992 prices because they cannot be
sold. In addition, there is a report-
ing hias; under the old system ma-
nagers had an incentive to overstate
their production levels, while in the
new system producers are wary of
publicizing their sales because this
might attract the tax collectors’
attention. On top of all this, are
the difficulties of reorienting na-
tional accounts from Soviet prac-
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tices to international norms and of
making international comparisons
when the exchange rate is changing
rapidly.

Although the qualitative di-
mensions are clear, it is thus
impossible to quantify these coun-
tries’ economic performance with
any precision. The establishment
of independent statistical offices
with responsibility for preparing
accurate and timely measures of
the major macroeconomic variables
was not a feature of the old system
and has not been a top priority of
the new States. Nevertheless, some
consistent inflation and output data
were available for 1992,

The national governments, the
International Monetary Fund (IMF)
and the World Bank have been
working together to construct na-
tional accounts for the former
Soviet republics. To provide a
benchmark for cross-country com-
parisons, the current best estimates
of per capita GNP in the Central
Asian republics in 1990 are as
given in the first column of table
I1.4. These have been constructed
to be consistent with the estimates
for all countries given in the World
Banks annually published Atlas. In
terms of these indicators, all of the
Central Asian republics fall into the
World Banks category of middle
income countries, although there is
a big range from Tajikistans $1,130
up 1o Kazkhstan's £2,600.
Kazakhstan is clearly far richer
than the other Central Asian repub-
lics. The other five Asian republics
were the poorest of the fifteen So-
viet republics.

Output growth

By these accounts, all these
republics suffered large drops in
output in 1991/92. In 1991, the
rates of decline were penerally
smaller than elsewhere in the
former Soviet Union, reflecting the
relatively slow  start to economic
reforms; Kazakhstan suffered the
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biggest output fall in 1991, partly
because of a poor grain harvest,
In 1991-1992, all of the Central
Asian republics experienced double-
digit percentage decline in output,
exacerbated in  Azerbaijan  and
Tajikistan by civil unrest and mili-
tary conflicts. The smallest decline
in output was in Uzbekistan and
Turkmenistan which adopted the
most cautious approach to eco-
nomic reform. These two countries
also had the lowest rates of open
inflation in 1992, as they retained a
greater number of price controls

and subsidies than the other
republics,

In 1991, output fell slight-
ly in Azerbaijan, Kyrgyzstan,

Turkmenistan and Uzbekistan, and
more substantially in Kazakhstan
and in Tajikistan, At this stage, the
first four republics did better than
the former Soviet Union average,
but largely because they had not
embarked on any serious economic
restructuring.  In 1992, following
the price reforms and introduction
of other reform measures, as well
as the more serious collapse of in-
ter-republic trade, output fell more
rapidly throughout the region, The
decline was greatest in Tajikistan
and in Azerbaijan. The cumulative
decline in output over 1991-1992
was less in  Turkmenistan and
Uzbekistan where reform was
slower, and greater in Kazakhstan
and Kyrgyzstan where reform pro-
ceeded faster. The different time
profile in Kazakhstan reflects in
part that republick different eco-
nomic base; the important grain
sector experienced a poor harvest
in 1991 and a pgood harvest in
1992,

Under normal circumstances,
changes in output per head closely

parallel changes in income per
head. In the former Soviet Union,
however, expenditure and income
changes diverged from output

changes because of the disruption
in inter-republic transfers and be-
cause of substantial terms-of-trade

effects from adopting world prices.
Both of these phenomena are diffi-
cult to quantify precisely, but the
exisling estimates reveal that they
are likely to have been dominant in
determining changes in the eco-
nomic well-being of some republics
between 1991 and 1993,

The magnitude of inter-republic
transfers within the former Soviet
Union ig difficult to establish.
Many enterprises were run as All-
Union enterprises with centralized
accounts irrespective of where ac-
tual  production took  place.
Kyrgyzstan’s gross national expen-
diture, divided into consumption
and investment, for example, ex-
ceeded domestic output by 17 per
cent in 1990, which was a wvery
substantial “aid package”. In 1991,
this gap had been eliminated, even
though official net transfers were
more or less constant. One plausi-
ble explanation of this phenomenon
is that All-Union enterprises were
anticipating the break-up of the
Soviet Union and began transfer-
ring resources from subsidiaries 1o
headquarters. Whatever the expla-
nation, Kyrgyzstan gross national
expenditure fell drastically in 1991
with the entire burden falling on
consumption expenditure,

The magnitude and time path
undoubtedly varied from country
to country, but all of the Ceniral
Asian republics were net benefi-
ciaries of inter-republic transfers in
the former Soviet Union, and all
suffered a substantial drop in
gross national expenditure during
the period 1991-1993. Given the
dominant role of Russia within the
former Soviet Union, the speed
with which the transfers were cut
off depended upon retaining good
relations with the Russian Federa-
tion in the post-Soviet world. The
Russian Federation continued to
run a surplus on intra-CIS {Com-
monwealth of Independent States)
trade in 1992, but official es-
timates of its magnitude wvary
widely (from 58 billion to 3,000



billion roubles)’ and there is little
information on the trade position
of individual CIS members with
the Russian Federation,

One reason why the Central
Asian republics were the firmest
adherents to the rouble zone was the
willingness of the Russian Federa-
tion to continue extending credit to
them through the monetary system,
This softened the blow, but was at
best only a fraction of the aid they
had received wup to 1990
Kazakhstan was the most favoured
of the republics; according to World
Bank estimates, inter-republic flows
to Kazakhstan still amounted to 11
per cenmt of GDP in 1992
Azerbaijan and Kyrgyzsian were the
least satisfied with credit availability
from the Russian Federation, and
credit disputes were the catalyst for
their decisions to leave the rouble
zone in the spring of 1993,

3 Economic Commission for Eu-
rope, Economic Survey of Europe in
1992-1993  (United Natons publica-
tiom, Sales No.E93.ILET, p. 86.

In sum, although GDF fell
substantially in all of the Central
Asian  republics in 1992, the
economic impact wvaried. In
Turkmenistan, the huge benefit of
shifling to world prices sheltered
the economy, placing less pressure
on the Government to undertake
market-oriented economic reforms,
which in twmn reduced the dis-
ruption of  output. Given
Turkmenistan'’s trade/GDP ratio of
43 per cent, the shift to world
prices represenied a  one-shot
boost to GDP of over one fifth.
Kazakhstan also enjoyed a terms-
of-trade pain, which probably off-
set the loss of inter-republic trans-
fers, but because the Government
procecded  with  faster  economic
reforms, output was disrupted and
average income fell.

Kyrgyzstan and Uszbekistan
were not much affected by the shift
to world prices, but as relatively
poor republics they undoubtedly
suffered from the loss of inter-
republic transfers. The disruption
of trade and the pursuit of eco-
nomic reforms, particularly in

Kyrgyzstan, led to a sharp decline
in output, which exacerbated the

decline in living standards. The
situation was even worse in
Azerbaijan and Tajikistan, where
armed conflicts added to the terms-
of-trade loss and economic disrup-
tion.

Macreeconomic adjusiment and
inflation

The underlying inflation rate
throughout the rouble zone was
almost certainly in the four-digit
zone i 1992, Most estimates are
of changes in consumer prices; all
are approximations because there
are no gata on consumption pat-
terns which can be used to de-
termine appropriate weights. In
practice, government offices are
calculating inflation rates on the
basis of a small number of items
50 that there are wide variations in
the figures. The inflation rates
used in table II.4 are from
PlanEcon, an independent research
institution based in the United
States which has at least tned to

Table 11.4. Economic performance indicators for the Central Asian republics

Per capita Net marerial Inflation Budger Terms of
gross national product (percentage change defict trade
product (percentage in eonsumer {percentage af impact®
(U8 doflars) change) price index) gross domestic product)  (percentage)
1990 oot 1992 o902 1992
Azerbaijan 1 640 -0.4 -28.2 2 280 -4 -7
Kazakhstan 2 600 -10.3 -14.2 1 738 —6 +19
Kymgyzstan 1 570 52 -26.0 1 760 -15 +1
Tajikistan 1 130 -£4 -31.0 1 450 -7
Turkmenistan 1 690 -0.6 980 +50
Uzbekistan 1 340 0.9 -12.9 &40 =12 =3
KSources: World Bank, “Measunng the incomes of economies of the former Soviet Union™, World Bank Policy

Research Working Papers, WPS 1057 (December 1992); United Mations Economic Commission for Burope, Economic
Survey af Europe in 1992-1993 (United Nations publication, Sales No.E.93.1LE.1), p. 73; PlanEcon Report MNo. 5-6, 1993,
pp- 2-%; International Monetary Fund, World Ecomomic Owtlook (Washington, DC, May 1993), p. 59; and David Tarr,
“How moving to world prices affects the terms of trade in 15 countrics of the former Soviet Umon”, World Bank Working

Papers, WPS 1074 (January 1993).

8 Impact on domestic income of moving from Soviet prices to world prices (1990 base).
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make the estimates consistent,

The monthly rate of inflation
was several hundred per cent in
January and February 1992 when
all of the Central Asian republics
followed the Russian Federation in
removing many price controls and
raising the remaining fixed prices.
In the Russian Federation the
monthly inflation rate then dropped
substantially for the next four
months, before starting to acceler-
ate during the last part of the year
when monetary policy became
more accommodating. Kazakhstan
and Kyrgyzstan, which followed the
Russian Federation in substantially
liberalizing prices and enjoying
annual inflation rates practically
identical to those of the Russian

Federation, undoubtedly followed
the same time path. Turkmenistan
and Uzbekistan, whose initial price
reforms were more cautious and
which then retained widespread
price controls and subsidies, had
significantly lower open inflation
rates. The inflation rates in
Azerbaijan, which liberalized
prices, and Tajikistan, which was
more cautious on price liberaliza-
tion, were worsened by conditions
of civil war.

By the end of 1992, the Go-
vernments of the republics viewed
inflation as a serious problem, al-
though there was no consensus over
how to reduce it. In October 1992,
at the Bishkek summit of the Com-
monwealth of Independent States,

the Presidents of the Central Asian
republics had reaffirmed their
commitment to remain in the rou-
ble zone, but nothing had been
done to reform the monetary insti-
tutions in order to permit the pur-
suit of price stability. By early
1993, all of the republics had na-
tional banknotes printed, so that
they were prepared to introduce
their own national currencies at
short notice. In Azerbaijan, the
manat, which had circulated as a
parallel currency since August
1992, became the dominant means
of exchange during the second
quarter of 1993, taking on all as-
pects of a national currency by
June.  Kyrgyzstan introduced its
national currency in May 1993 and

and implications

After the Soviet Union was
replaced by the Commonwealth of
Independent States (CIS) in Decem-
ber 1991, all of the CIS members
continued to use the rouble as the
currency in their economies. The
printing presses for rouble bank-
notes were located in the Russian
Federation and the Central Bank
of Russian Federation therefore con-
trolled the currency supply. The
central banks of the newly indepen-
dent republics, however, controlled
the creation of credit within their
own jurisdiction

This mstitutional arrangement
was inherently unstable because of
a free nder problem; every central
bank had an incentive to create
credit because the inflationary con-
sequences were diffused throughout
the rouble zone. The cumulative
cffect of such credit creation was
accelerating inflation in the rouble
zone, which could only be con-
trolled by a coordinated monetary
policy. Inflation also encouraged
the use of panallel currencies to
supplement roubles printed in
Russian Federation. Credit roubles
issued by some republics faced
problems of acceptability as a

Box IL.3. National currencies in the Central Asian republics:

means of settling  inter-republic
payments, which resulted in market-
determined  discounts or premia for
roubles of different republics. The
rouble zone was thus not only mfla-
tionary, but also became increasingly
complex which reduced its basic
advantage of facilitating trade among
members.

During the second half of 1992,
four countries emerging out of the
former Soviet Union left the rouble
zone. Estonia, Latvia and Lithuania
exited in order to pursue their
independent  macroeconomic  stabi-
hzation plans; following that move,
all of their currencies appreciated
against the rouble and during 1993
they all reduced inflation significantly
through tighter monetary policies.
Ukraine left the rouble zone in
formal recognition that its parallel
currency had in practice depreciated
against the rouble and was exhibiting
all of the attributes of a separate
currency. Unlike the Baltic States,
however, Ukraine continued to pursue
easy monetary policy in 1993 with
consequent acceleration of inflation.

The six member countries of
ESCAP all remained in the rouble
zone through 1992, That had

evolution

allowed them access to Russian
credit and raw matenials at rouble
prices. The value of these benefits
was, however, declining as rouble
prices were converging to world
prices and as deliveries of rouble
banknotes became more erratic
during 1993. Therefore they moved
to create their own independent
national currencies.

Azerbaijan had begun issuing
the manat as a parllel currency,
equal to ten roubles, in August
1992 but the number of manat in
circulation initially remained small.
In the spring of 1993, especially after
the spread of the war from Nagorno
Karabakh to undisputed Azerbaijani
territory in Apnl, the Government
began to issue increased quantities
of manat. Meanwhile, the supply of
roubles dried up and the quantity
of roubles available in the country
dropped sharply. By ecarly June,
the manat was effectively the sole
circulating medium and it traded at a
discount from the par rate of ten o
the rouble.

The other Asian republics took
the precaution dunng the winter of
1992/93 of having banknotes printed,
but none of them issued a parallel
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Kazakhstan,  Turkmenistan and
Uzbekistan in November 1993 (see
box 11.3).

Prices within the former Soviet
Union had remained unrelated to
world prices despite discussion of
price reform in the final years of
the former Soviet Union. With the
replacement of the Soviet Union by
fifteen independent countries, there
was more or less a rapid transfor-
mation to world prices for inter-
republic trade. A major exception
was the decision of the Russian
Federation to change oil prices
gradually, which was a significant
incentive for oil-importing republics
to remain within the rouble zone.
In general, however, prices quickly
converged towards world prices and

individual republics expenenced
major changes in their terms of
trade. The impact of terms-of-trade
changes, however, depended cru-
cially on the composition of im-
ports and exports, with producers
of manufactured goods losing and
primary producers gaining.

The net terms-of-trade effects
of the move to world prices, based
on an analysis of 1990 trade flows
using a 105-sector aggregation,
point to the huge terms-of-trade
gain accruing to Turkmenistan,
whose exports are dominated by
natural gas which was underpriced
in the former Soviet Union,
Kazakhstan also enjoyed a fairly
substantial terms-of-trade gain. The
other republics all suffered losses

from the shit to  world
prices, but for Kyrgyzstan and
Uzbekistan the net effect was
small.

During their first full year of
independence, 1992, all of the re-
publics had a certain commonality
of macroeconomic experience im-
posed upon them by membership in
the rouble zone, but by 1993 their
economies were becoming more
differentiated. In 1994, these dif-
ferentiating features are likely to be
increased because five of the six
countries left the rouble zone in
1993 and therefore now have

greater  macroeconomic  policy
independence.
Economic prospects are

brighter in Kazakhstan with its

currency. Kyrgyzstan was the first
among them to issue a national
currency and declare it sole legal
tender. The som was released in May
1993,  Residents were allowed to
exchange roubles at the rate of 200
per som during the first week of its
introduction after which the som
was the sole legal tender. The som
is convertible and its value market-
determined. After an initial apprecia-
tion, the som gradually depreciated
against the rouble and the US dollar
over the summer, trading around 150-
160 roubles by September, 1993,

Turkmenistan  announced  in
August 1993 that it would mntroduce
its national currency in November.
This long-planned move was part
of a carefully prepared strategy
to cement the countrys economic
independence. The benefits of
rouble zone membership were unim-
portant to a country with abundant
energy resources. The manat was
issued on November 1, with its
nitial value set at two per US dollar
and residents were allowed to
exchange their roubles at the rate of
500 for one manat.

In September 1993, at a summit
in Moscow the leaders of Kazakhstan,

Tajikistan and Uzbekistan affirmed
their agreement to remaining in a
renewed rouble zone. There ensued
some confusion later and Kazakhstan
and Uzbekistan planned a
coordinated withdrawal from the
rouble zone in order 0 minimize
disruption of trade between them-
selves. Uzbekistan introduced a
temporary currency in November,
cach som coupon equal in value to a
rouble.  Kazakhstan introduced the
tanga on November 15th,  Each
resident was allowed a single op-
portunity to exchange up to 100,000
roubles at the rate of one ramga for
500 roubles.

Thus, by the end of 1993, only
Tajikistan among the Asian republics
of the former Soviet Union remained
in the rouble zone. By then, the
rouble zone’s only other member was
the Russian Federation.

What effects can be expected
from monetary independence? The
immediate impact will be that
national authorities will be directly
responsible for thier inflation rates.
If governments can bring monetary
growth under control, they will see
inflation drop. If they do not control
monetary  growth, inflation  will

accelerate, the currency will rapidly
lose value, and confidence could
collapse. This need not necessarily
happen since governments have now
independent control on this very
crucial policy instrument, although
they also have very limited scope
for manoeuvres given the constraints
that exist.

In the absence of govern-
ment security markets, monetary
control essentially means reducing
the fiscal deficit, which is financed
by money creation. While
govemments will have to work on
both revenue and expenditure sides
of the budgetary operations, the
short-run option lies primanly in
reduction in expenditure which, in
practice, means reducing subsidies
10 state enterprises and consumers.
These are politically  extremely
difficult decisions especially against
the background of over two years
of declining incomes and deterio-
rating social conditions.  Never-
theless, an independent national
currency provides a major policy
ol to bring about macroeconomic
stability which is a basic prere-
quisite for accelerated long-term
growth,
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richer and more diversified econo-
my and its immediate attraction to
foreign investors in the energy and
mining sector.  In Turkmenistan
and Uzbekistan economic reform is
proceeding more slowly. In
Turkmenistan, the Government can
maintain  conservative  economic
policies and populist measures such
as free gas, water and electricity
for households because its abun-
dant natural gas can be sold at
world prices (giving it a windfall
gain compared with the old Soviet
prices), but in Uzbekistan economic
conservatism is unlikely to be sus-
tainable as the Government runs
larger budget deficits in order to
support subsidies for uneconomic
activities.  In Azerbaijan, which
had set out along the reform path
in 1992, and in Tajikistan, which
had not, economic policy had to
take a back seat in political debates
to the security situation, which, in
1993, added to the economic dis-
ruption.

Pacific island economies
QOutput growth

The open nature of Pacific
island economies was manifested
again in several ways in their
recent economic performance. The
effects of recession in industrialized
countries, particularly in Australia
and New Zealand, dampened their
growth. Some island countries suc-
ceeded in significantly increasing
the volume of exports to be able to
sustain or improve their growth per-
formance. This was particularly
the case in Solomon Islands where
the doubling of log exports in
1992, notwithstanding environmen-
tal concerns, enabled the economy
to record 8.2 per cent pgrowth
during the year compared with 3.2
per cent in 1991. For other coun-
tries, the effects of national disas-
ters, such as cyclones in Samoa
and Vanuatu, and drought in Tonga,
added to their problems and made
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it difficult to register any improve-
ments in 1992. With the indus-
trialized economies, particularly
Australia and New Zealand show-
ing signs of recovery, the island
economies should experience im-
proved growth performance in
1993.

Revised estimates of GDP in-
dicated that the Fijian economy
grew by 2.8 per cent in 1992,
which was lower than the original
estimate of 4.9 per cent, but was
still better than the 0.7 per cent in
1991. Much of the expansion in
1992 was attributed to higher sugar
and gold production and increased
tourist arrivals. In fact, sugar pro-
duction was estimated to have
increased by 14 per cent, gold by
61 per cent and copra by 30 per
cent in 1992, The number of
tourist arrivals increased by 8 per
cent. These increases were, how-
ever, partially offset by a decrease
in the production of cocoa and
sawn timber.

Available data suggest that
economic activity in Fiji had
remained strong during the first
half of 1993 with a higher produc-
tion of sugar and sugar cane while
tourist  arrivals also  remained
buoyant. There was a 4.3 per
cent increase in tourist arrivals
in the first seven months of
1993 compared with the same
period in 1992. However, outlook
for the manufacturing/garment
exports, which had contributed
significantly in the past, did not
appear to be bright. This is indi-
cated by a decline in the value of
garment exports in 1992 which
continued well into 1993,

Papua New Guinea achieved
GDP growth of 8.6 per cent in
1992 after a 9.5 per cent growth in
1991. This strong recovery came
after a 4.4 per cent cumulative de-
cline during 1989 and 1990 follow-
ing the Bougainville crises. The
performance in 1992 was the result
of strong growth in agriculture with
an increase in both export volumes

and weighted average price of ex-
port  commodities,  particularly
forestry products, and continued
growth of the mineral sector re-
flecting increased production in the
new mines and oilfields. The agri-
cultural sector grew by 2.9 per cent
in 1992 compared with a
decline of 2.6 per cent in 1991.

The revised data, valued at
new base prices, indicate that the
economy of Solomon Islands per-
formed well in 1992 with an
estimated real GDP growth of 8.2
per cent. This compared well with
a cumulative real GDP growth of
10.4 per cent during the previous
three years. Much of the growth in
1992 was attributed to log produc-
tion which increased by 90 per
cent. This rate of logging activi-
ties, however, raised concerns about
both the long-term sustainability of
the forest industry and the environ-
mental impact. With the exception
of the fish catch and cocoa, most
other agricultural products regis-
tered increases in 1992. Copra
production, for example, increased
by 16 per cent. Palm oil products
(oil and kernels) also recorded sub-
stantial increases.  Production of
tuna declined by 20 per cent and
cocoa by 9 per cent over the pre-
vious years level. Garments and
brewery production, the only two
major industries, registered growth
through substantial foreign invest-
ment in both in recent years. In
the services sector, the number of
tourist arrivals increased by 32 per
cent.

The economy of Vanuatu
recorded an average annual growth
rate of 5 per cent between 1989
and 1990, recovering from the
devastation caused by the cyclone
Uma. The economic recovery
began in 1989 with improvements
in both the agricultural and indus-
trial sectors and was further aided
by the increasing number of tour-
ists visiting the country. Growth
however weakened, to an estimated
4.1 per cent in 1991, largely



reflecting the decline in agricultural
output. The rate of growth is esti-
mated to have been near zero in
1992. The poor performance in
1992 wis attributed to the impact
of three cyclones during the first
half of the year, with severe
impact on the production of export
crops, copra and cocoa. Copra
output declined by 3.6 per cent and
cocoa by 37.5 per cent from the
1991 level. The low prices of
these commodities worsened the
situation  further, Tourism  im-
proved the service sector per-
formance while the industrial
sector was boosted by building
construction to repair cyclone da-

The vulnerability of Vanuatu to
natural disasters was demonstrated
yet again when the cyclone Prema
struck the country in March 1993,
causing further extensive damage 1o
property. In addition to natural
disasters, political uncertainty and
low commodity prices affected the
short-term prospects of economic
recovery and the economy was
unlikely to grow by more than 2
per cent in 1993,

The economy of Samoa was
also adversely affected in 1992 by
the destruction caused by the
cyclone Val. The economy had in
fact been recovering steadily in
1991 following the cyclone Ofa in
1990 when the cyclone Val struck
in December 1991, The decline
was limited however to 1.5 per
cent in 1991 compared with a 4.5
per cent decline in 1990, A fur-
ther drop by 5.0 per cent in 1992
was estimated with a significant
deceleration in agricultural pro-
duction, An increase in construc-
tion activity reflected the emphasis
placed on reconstruction and re-
habilitation following the cyclone.
The  rehabilitation  programmes
continued in 1993 and combined
with the expected recovery of the
agricultural sector, should enable
the Samoan economy to perform
betier in 1993,

After recording 5.3 per cent in
1991, the rate of economic growth
in Tonga declined to 1.9 per cent
in 1992, The impact of the reces-
sion in the country’s main trading
partners, as well as the effect of
the drought in the first half of the
year, contributed to slow economic
growth in 1992, The economy is
dominated by agriculture and the
services, with agriculture account-
ing for about 40 per cent of GDP
and services for nearly 50 per cent.
With lower output and exporis of
copra and squash and tourist
arrivals declining by as much as 30
per cent, GDP growth slumped.
Manufacturing output also appeared
to have remained stagnant.

Structural adjustment and
demand management

Many island economies have
been liberalizing and deregulating
their economies in recent years. In
the case of Fiji, these measures be-
came pronounced in the wake of
the 1987 political changes, while
Papua New Guinea introduced sim-
ilar economic measures following
the Bougainville crises in 1989,
Many island economies have also
made serious attempts to reform
their public sector to improve man-
agement, accountability and service
delivery. These reflect efforts to
reduce the burden on the limited
public sector resources. Most
countries have attempted to either
commercialize, corporalize or pri-
vatize the public enterprises.

Public enterprises reform has
mainly involved and commercializa-
tion of business [unctions within
government departments and/or the
corporatization of public enterprises
as companies or statutory authori-
ties under government ownership.
It has been difficult to privatize
these enterprises for various rea-
sons including inadequate business
and entrepreneurial skills, lack of
understanding of the benefits of
privatization and competition, the

small domestic markets, and
resistance  to foreign ownership,
Mevertheless, recent policy initia-
tives of island governments indicate
their willingness to permit a greater
role for the private sector in eco-
nomic development,

Most island economies have
managed to control their budget
deficits in recent years by keeping
them below 10 per cent of GDP
Papua New Guinca has been
among the most successful in
controlling  its  budget deficit,
The Government had deliberately
pursued restraint in government ex-
penditure in the light of decreasing
external budgetary aid and high
debt commitments. As a resull,
apart from the 54 per cemt deficit
in 1992 the Government has man-
aged 10 keep its budgetary deficit
as a proportion of GDP resonably
low in recent years.

However, because of concerns
about the inability of the non-
mining private sector to generate
enough jobs for the rapidly growing
labour force, the Government
changed its policy direction in 1992
when an expansionary fiscal policy
was adopted. As a result, while
total revenue receipts Temained
more or less unchanged in spite of
an increase in tlax receipts by 22
per cent, total expenditure increased
by 14 per cemt and hence the
deficit tripled. The Government
continued its expansionary fiscal
policy also in 1993, However, the
deficit was budgeted lower than the
1991 level. The 1993 budget,
designed in the light of an ex-
pected sirong performance of the
mining and petroleum sectors, also
made allowances for substantial
increases in social services and
increased support for the agricul-
tural sector. Increased revenue
from the mingrals seclor was pro-
jected to finance around 30 per
cent of pgovernment expenditure
which was budgeted to increase by
L0 per cent from the 1992 level.

Following the 1987 political
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changes when the budget deficit
reached S per cent of GDP, the
Government of Fiji attempted to
reduce its size and move towards
a balanced budget as well as a
reduced role of the Government in
the economy. Measures taken to
reduce the relative size of the Go-
vernment have included restraint
on government expenditure and re-
form of public enterprises. Al-
though some public enterprises
have been corporatized, such as
the Fiji Pine Limited and Fiji
Posts and Telecommunications
Limited, the results have not been
satisfactory and a new approach is
being developed.

Fiji has managed to control
its budget deficit to less than 3
per cent of GDP since 1988. In
1988, it was reduced to 0.7 per
cent of GDP. Since then rapid
growth in expenditure has caused
the deficit to widen to above 2 per
cent in 1992, In that year total
expenditure increased by 13 per
cent over 1991. The high priority
for  infrastructure  expenditure,
mainly for roads and bridges, to
facilitate private sector develop-
ment, partly accounted for the ex-
pansion. Revenue also rose by 9
per cent and the overall deficit was
reduced to 0.1 per cent.

The Government of Fiji has
also introduced various measures to
reform and broaden the tax base.
Following the Fiscal Committee
report in 1989, tax reforms have
been mainly directed at extending
the tax base, improving incentives
and reducing the scope for evasion,
while at the same time achieving
fairness and equity. Among other
things, protective foreign trade
licences have been replaced with
tariffs, maximum duties on imports
have been reduced from over 50 to
30 per cent, and public enterprises
have been subjected to full com-
pany tax. Value added tax (VAT)
was introduced on 1 July 1992. In
its 1993 budget, the elected Go-
vernment opted to continue with
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the economic policies adopted by
the interim administration which
had called for deregulation of the
economy, restraint in government
expenditure, and an appropriate
wages policy that recognized the
importance of international com-
petitiveness.

Tonga adopted cautious fiscal
policies throughout most of the
1980s and, as a result its overall
budget deficit was reduced.  The
situation deteriorated in 1990 when
the Government, in an attempt to
redress the wage disparity that ex-
isted between the public and private
sectors, awarded a S50 per cent
wage and salary settlement to the
civil servants. Under the terms of
the award, over one half of the
increase in the salaries was to be
provided in 1990 and the remainder
in 1991, The salary increases re-
sulted in a 28 per cent increase in
recurrent expenditure, which in the
absence of an increase in additional
revenue or an effective expenditure
reduction in other areas, caused an
overall deficit of 1.3 per cent of
GDP in 1990 and 6.0 per cent in
1991. The Government, in its at-
tempt to tackle the widening budget
deficit, introduced additional reve-
nue-raising measures in 1991 which
included increased taxes on se-
lected consumer goods and fuel,
and some restraints were imposed
on development expenditures and
net lending.  The overall deficit
still persisted in 1992,

In contrast to the carly part of
the 1980s, Solomon Islands, with
the exception of 1989, had ex-
perienced relatively large budget
deficits in the latter half. The defi-
cits rose sharply in 1991, although
the Government planned for a
reduced deficit. The main cause of
the persistent deficits has been the
inability of the Government to con-
trol its expenditure, not its failure
to raise revenue. In fact, between
1987 and 1990 revenues recorded
an annual growth rate of 18.3 per
cent, particularly from taxes on

income and international trade,
There have also been substantial
grants under the system of
stabilization of export earnings
(STABEX) since 1986, which
provided the much needed addi-
tional revenue. The Government
had made attempts to diversify its
revenue base including the restruc-
turing of the tax system. The
Government, however, faced oppo-
sition to its reform programmes
aimed at enhancing revenue and
reducing expenditure.  For exam-
ple, the major changes planned in
the area of direct and indirect taxes
for industries in the 1992 budget
ran into political opposition and
therefore had to be withdrawn. To
enhance revenues, the general levy
on imports was raised by 10 per
cent together with an increase in
the duty on log exports. Later,
the Government succeeded in get-
ting the parliament to agree to
amendments which would include a
substantial reduction in personal
income tax and the introduction of
a broad-based goods tax at 8 per
cent effective in 1993,

The Government has been less
successful in controlling expendi-
ture, particularly recurrent expendi-
tures. Current spending has con-
tinually increased to finance mainly
wage and salary increases, but also
for provincial transfers and sub-
sidies to public enterprises. The
Government  had attempted to
reduce the size of the public ser-
vice and a cut of 17 per cent was
made in 1992, In 1993, a further 7
per cent reduction was effected in
the public service establishment.
However, the reductions made so
far appeared to have been offset by
the increased costs associated with
the reorganization of posts and
scales incorporating substantial pay
rises that took effect in January
1993. The Government has fi-
nanced a large part of its budget
deficit from domestic credit.

In Samoa, budgetary situation
has deteriorated since 1990 as a



surplus in 1989 turned to a defi-
cit in 1990 reflecting the in-
creased government expenditure to
accommodate rehabilitation needs
following the destruction by the
cyclone Ofa. The increase in ex-
penditure, was not matched by in-
creased revenues and was sub-
stantially  financed by  external
grants, especially for designated
projects. Samoa has also made
use of STABEX grants which
peaked in 1986 but have since
declined. The Government has fi-
nanced its budget deficit mainly
from foreign sources in the form
of both grants and concessional
loans.  That way interest pay-
ments have been kept at a ma-
nageable level.

Prices

The general price level in the
Pacific island countries has been
influenced by the developments in
their main trading  partners,
Australia and New Zealand. Infla-
tion rates in Australia and New
Zealand have been declining since
1988. The two countries recorded
low inflation rates of 0.9 and 1.1
per cent respectively in 1992, and
that had a moderating influence on
inflation rates in most Pacific
island countries.

Solomon Islands is one coun-
try with high inflation rates. The
rate, however, came down from a
peak of 16.8 per cent in 1988 to
8.8 per cent in 1990. In 1992, a
10.7 per cent rate of inflation was
registered. Among other factors,
the persistently high inflation has
been attributed to the inflationary
financing of the budget deficit. In
1993, the inflation rate was pro-
jected at 10 per cent, but may fall
below this figure despite the effects
of taxation measures and large pub-
lic service pay rises. The rate was
running at 8.6 per cent at the end
of August.

After peaking at 12 per cent in
1988, the inflation rate in Fiji has
been declining, reaching 4.9 per
cent in 1992. However, with the
introduction of value added tax
(VAT) in July 1992, with an esti-
mated impact on prices of about 3
per cent, the rate was likely to be
higher in 1993. In fact, the annual
average rate of inflation for the 12
months to October 1993 was
running at 5.7 per cent,

Papua New Guinea has had an
impressive record in maintaining
stability in the general price level
with the inflation rate averaging
under 4.5 per cent a year from
1986 to 1989. The rate, however,
accelerated to 7 per cent in 1990
and 1991 following the closure of
the Bougainville mine in 1989 and
the subsequent 10 per cent devalua-
tion of the local currency. Since
then the rate fell back to 4.4 per
cent in 1992 and a projected 4.5
per cent in 1993 as a result of the
Governments pursuit of monetary
prudents.

In Samoa, the inflation rate
had shot up to 15.3 per cent in
1990 because of the effects of
cyclones. The situation was drasti-
cally reversed with a 1.4 per cent
decline in the price level in 1991
reflecting the recovery in domestic
food production as well as strict
monetary  controls. The high
liquidity accumulation in 1991,
however, translated into 8.5 per
cent inflation in 1992,  Higher
prices for local food products such
as bananas, bread, fruit, and taro
owing to supply shortages also
contributed to the re-emergence of
inflation in 1992,

Vanuatu had managed to main-
tain price stability with an annual
average inflation rate under 8 per
cent between 1989 and 1992. The
4.1 per cent rate in 1992, coming
down from 6.5 per cent in 1991,
was a remarkable success in a
country that experienced 16 per

cent inflation in 1987. The low
inflation rates in Australia had a
substantial influence on import
prices and domestic inflation in
Vanuatu,

In Tonga, the inflation rate was
10.6 per cent in 1991.  The
increase in indirect taxes as well as
a 35 per cent wage and salary
increase granted to civil servants
in 1990, coupled with higher
petroleum prices following the
Persian Gulf war, were the con-
tributing factors. The rate of 7.9
per cent in 1992 would have been
lower but for the escalating prices
of domestic foodstuffs caused by
the drought at the beginning of the
year.

The use of the Australian
dollar as legal tender in Kiribati, as
well as heavy reliance on imports
for consumption especially from
Australia and Fiji, should bring the
domestic level of prices to resem-
ble those in Australia. The infla-
tion rate of Kiribati averaging S5
per cent between 1987 and 1991,
was in line with that of Australia
which averaged under 7 per cent
during the same period. A some-
what lower inflation rate in Kiribati
may be attributed to the influence
of price controls on several basic
goods.

The price levels in the
Marshall Islands reflect develop-
ments in the United States since
the United States dollar is the legal
tender and imports constitute a
large proportion of GDP, averaging
85 per cent in recent years. The
inflation rate in the Marshall Is-
lands therefore followed the pattern
in the United States, and the rates
averaged only 14 per cent from
1987 to 1991. However, prelimi-
nary estimates suggested that the
inflation rate in 1992 reached 7 per
cent. The effects of two cyclones
which struck in late 1991 and early
1992 contributed to the jump in the
inflation rate.
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I11.

INTERNATIONAL TRADE AND BALANCE OF

PAYMENTS: PERFORMANCE AND POLICIES

TRADE UNDERPINS
REGION’S RESILIENCE

he value of exports from the

developing economies of the
ESCAP region, on average, grew
twice as fast as the 7 per cent
average growth in the value of
world exports during the period
1991-1992.' That once again re-
flected the region’s resilience in the
current phase of downturn in the
industrial countries. There are a
number of factors that have enabled
economies of the region to sustain
high rates of growth in their ex-
ports in the face of recessions in
Europe and North America, the
traditional markets for their ex-
ports. The first of these factors
relates to the changing character
of exports from the region as well
as their destinations.

The fundamental change that
has occurred in the product compo-
sition of exports from the region
is a decline in the dependence on
the export of primary commodities
except in the least developed and
Pacific island economies. Manu-
factured goods now account for 60
to 80 per cent of the total exports
of countries such as China, India,
Indonesia, Malaysia, Pakistan,

Philippines, Sri Lanka, Thailand,
and even some least developed
countries such as Bangladesh.

Also the exports of manufactures

! For growth in world exports,
sce United Nations Conference on
Trade and Development, Trade and
Development Report, 1993 (United
Nations publication, Sales No. E.93.1L
D.10), p. 3.

S0

from the region “have progressed
far beyond the toys and textiles
stage and now encompass sophis-
ticated producls“2 including semi-
conductors, cars and computers.
That however does not exclude sub-
stantial exports of labour intensive
manufactured products represented
by *“toys and textiles”, especially
from the regions relatively less
industrialized economies including
the least developed ones. While
the region’s newly industrializing
economies (NIEs) almost exclu-
sively export manufactures, primary
commodities remain the main
staple of exports of most of the
least developed and Pacific island
economies. The product range
exported from these diverse groups
of economies in the region is wide
indeed in the categories of both
manufactured and primary products.

The market for manufactured
products appeared to have been
well sustained in the developed
countries, despite the economic
slow-down.  Consumers in those
countries have come to depend
increasingly on supplies of many
consumption goods from abroad as
cheaper alternatives to their do-
mestically produced counterparts.
Competition for high-tech product
exports from the region was more
intense. Nevertheless, the ongoing
process of restructuring and retool-
ing including office automation

2 Economic and Social Develop-
ment in Pacific Asia, Chris Dixon and
David Drakakis-Smith, eds. (London
and New York, Routledge, 1993),

p. 5.

and renovation, in many countries
sustained demand and the export of
machinery, tools and equipments
and their parts, which now account
for a substantial part of the export
trade of several countries in the
region. However, exports and
prices of primary commodities,
including oil and minerals, could
not be well sustained. That has
dampened export earnings of many
countriecs for which commodities
are the major items in the export
trade.

Trade was further sustained
by the successful diversification
of markets, especially within the
ESCAP region itself.  Countries
such as China, Indonesia, Malaysia,
Pakistan, Republic of Korea,
Singapore and Thailand had be-
tween a quarter to two fifths of
their exports going to the deve-
loping countries of the ESCAP re-
gion. In the case of Viet Nam,
the proportion was almost two
thirds. Import demand in many of
the regional economies remained
strong as economic prosperity ex-
panded the purchasing power of
consumers and investment in the
rehabilitation and expansion of
infrastructure as well as in the
productive sectors remained strong,
backed by high domestic savings
and continued external capital
inflow.

Capital inflow into the deve-
loping economies of the region
received encouragement from a
variety of policy reforms including
those in the financial sector, being
carried out by countries, which, to-
gether with the regions general
image of dynamism and stability,



boosted investor confidence. The
increasing foreign participation in
the regions emerging capital mar-
kets, despite their rather cautious
opening to foreigners, and the
current boom in most of those
markets was a reflection of that
confidence.

The sharp appreciation of the
Japanese yen during the past year
also provided an inducement for
investment relocation from Japan,
the major focus of direction being
to the ESCAP region unlike the
period after 1985 when a high
proportion of Japanese investment
went to Europe and North America.
However, the Japanese investment
outflow appeared to have been
limited by cash constraints ex-
perienced by many private compa-
nies while the countrys financial
institutions also remained saddled
with bad debts resulting from
liberal lending during the earlier
periods of property and stock mar-
ket booms. The yen appreciation
has also helped exports of countries
competing with those of Japan, but
at the same time has increased the
burden of servicing the substantial
volumes of yen denominated debts
of countries in the region.

Policy reforms, particularly in
relation to trade and investment,
have been implemented extensively
in the region for at least the past
decade. The most recent changes
have come about in the South
Asian countries. In July 1991,
India, the second most populous
country in the world, introduced
very liberal economic policy pack-
ages in the countrys evolving
course of policy-making, involving
decontrol and reduction of tariffs
on imports, greater incentives to
exports and investment, simplifica-
tion of a wide variety of proce-
dures relating to trade and invest-
ment, and liberalization of the
exchange-rate regime culminating
in the floating of its currency
for trade and remittance-related
transactions, India had already

expanded the share of its exports
to the developing economies of the
ESCAP region from 11 per cent in
1988 to 17 per cent in 1992. The
short-term internal and external
impact of India¥ policy changes is
bound to remain limited. The
longer-term impact is, however,
likely to be substantial internally
and, by extension, externally, espe-
cially for the region as countries
outside South Asia, such as
Malaysia, Singapore and Thailand
broaden their existing links with
India,

Bangladesh, the Islamic Re-
public of Iran, Nepal, Pakistan and
Sri Lanka have also pursued similar
measures to liberalize their trade,
investment and financial regimes,
including foreign exchange deal-
ings. They also made their
currencies similarly convertible for
current  account transactions as
did India, or were on the way to
doing so. In East and South-East
Asia, China, Indonesia and the
Philippines were continuing with
extensive reforms in their trade,
investment and financial regimes
initiated earlier while Mongolia
and Viet Nam also accelerated the
pace of structural reforms in their
economies.

Policy liberalization in the
region also encompassed efforts to
form subregional free trade areas.
The ASEAN (Association of South-
East Asian Naitons) Free Trade
Area (AFTA) and the South Asia
Preferential Trading Arrangement
(SAPTA) are the most well-known,
There are also other subregional
or extraregional economic coopera-
tion initiatives. The expansion, in
1992, of the Economic Cooperation
Organization (ECO) involving most
ESCAP member countries in North-
Central Asia, the Asia-Pacific
Economic Cooperation (APEC) and
the East Asia Economic Caucus
(EAEC) are among the arrange-
ments with potential for enhancing
trade and investment cooperation
in the region, The formation of

growth triangles-quadrangles (see
box III.1) in several parts of the
region, although mainly develop-
ment oriented, would also have
substantial trade and investment
promotion contents and could be
expected to contribute towards a
further strengthening of intrare-
gional eocnomic cooperation, The
short-term impact of these propo-
sals, however, could remain limited.

Not only exports but also im-
ports in the region rose. In fact
imports rose faster than exports in
1992 in several countries including
China and the Philippines. Import
growth was accelerating in several
other countries in 1993 after slow-
ing in 1992, The rapid pace of
domestic economic activities and
infrastructural investment projects
launched in many countries in
the region led to a spurt in
growth of both capital and inter-
mediate goods imports while grow-
ing consumer demand in response
to rising income kept up consumer
goods imports in several countries.
The trade and payment balances,
however, tended to improve in a
number of cases. Details of trade
and balance-of-payments perfor-
mance during the period 1992-1993
follow.

MERCHANDISE TRADE:
PERFORMANCE IN 1992-1993

East Asia

In East Asia, the economies of
China, Hong Kong, Macau and
Taiwan Province of China have
been drawing closer together with
substantial mutual flows of trade
and investment among them.

The total exports of China
grew by 18 per cent in 1992 (table
IIL1 on p. 56). Exports of manu-
factures, which accounted for al-
most 80 per cent of the total, grew
at a rate of 22 per cent, led by an
almost 85 per cent growth in the
export of machinery and transport
equipment. Other manufactured
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During the last two decades, the
Asia-Pacific region has witnessed an
expansion of initiatives for regional
economic cooperation. In addition
to the establishment of regional
and subregional organizations such
as Asia-Pacific Economic Coopera-
tion (APEC), Association of South-
East Asian Nations (ASEAN), South
Asian  Association for Regional
Cooperation (SAARC), Economic
Cooperation Organization (ECO) and
South Pacific Forum (SPF), localized
economic cooperation zones, dubbed
as growth tnangles, have emerged.
A growth triangle s basically
designed to exploit complementan-
ties ansing from different endow-
ments of labour, capital and natural
resources in geographically conti-
guous arcas of different countries
with a view to stimulating local
economies and using them as a more
convenient base of operation for
export industries. A significant
feature that characterizes the trian-
gles which have emerged so far is
a close collaboration between the
private and the public sectors to
develop the potentials of the
areas concerned. The private
sector has provided the capital for
commercial  investment, and the
public sector has assisted through
infrastructure development, provision
of incentives and the stream-
lining of procedures for prvate
investment,

Growth tnangles emerged appa-
rently as a unique Asian solution to
the practical problems of regional
economic cooperation among coun-
tries at different stages of economic
development, even with different
social and economic development
perspectives.  Several factors have
worked in favour of the emergence
of these triangles.

First, a growth triangle has
lower political and economic nisks

compared with a trading bloc ap-
proach. It has a limited geographical
focus. If successful, it can be easily
expanded; on the other hand, should
anything go wrong, the consequences
can be largely restricted to the areas
concerned.

Second, the growth triangle
approach is more outward looking in
comparison with the trading bloc
approach which focuses mainly on
markets within the bloc. At the
present  stage of development in
Asia, this is appropriate since the
non-Asian market, particularly in
North America and Europe, will con-
tinue to remain significant for exports
from the region.

Third, the growth triangle ap-
proach is non-exclusionary in nature.
It does mnot discriminate against
countries which are not part of
the region in terms of access to
investment opportunities or market
for goods and services. It is there-
fore consistent with the promotion of
free trade and greater efficiency in the
use of global resources.

Fourth, as the growth tnangle
covers only a limited area at the inital
stage, it can be cstablished at a
relatively low cost, and in a shorter
period of time. It also requires
much less macro policy coordination
among countries than required within
a trading bloc.

The most successful growth
tnangles that have emerged so far in
this region are the one linking
Southern China, Hong Kong and
Taiwan Province of China, and the
one linking Singapore, the Johore state
of Malaysia, and the island of Batam
in Indonesia, known as the southern
growth tnangle. Their success has
stimulated efforts to duplicate similar
arrangements elsewhere. Among the
proposals for the establishment of new
ones are:

Box IIL.l. Growth triangles: a new form of regional cooperation

(a) The northern growth trian-
gle which will Ilink southern
Thailand, northern Malaysia and the
province of Sumatra, Indonesia, with
a focus on the establishment of joint
industrial estates;

(b) The Tumen River Trangle
in the border regions of China,
Democratic People’s Republic of
Korea and Russian Federation,
aimed at, inter alia, transforming the
area into a processing and trading
zone;

(¢) The golden quadrangle,
which will cover Thailand, Myanmar,
Lao People’s Democratic Republic
and southern China, focusing on
the establishment of transport links
among the countries;

(d) The eastern growth triangle,
which will link the island of
Mindanao in the Philippines with
Sulawes: in Indonesia, and eastern
Malaysia;

(¢) The Yellow Sea triangle,
Imking Taiwan Province of China,
the Republic of Korea and Northeast
China;

A number of steps must be
taken to realize the full potential
benefits of the proposed growth
triangles. These include removal of
existing constraints on cross-border
flow of goods and services as well
as factors of production and the
development of transport and com-
munications links and other infra-
structures. It is also necessary to
ensure a prevention of possible
diversion to the trnangle areas of
resources from other parts of the
participating countries to ease any
potential opposition to their esta-
blishment. A prior understanding of
the distnbution of potential gains
among participating areas would also
be needed to avoid any subsequent
problem.
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exports which registered an in-
crease were food manufactures
(15.6 per cent), beverages and to-
bacco (36 per cent), chemical and
allied products (14 per cent), and
textile products (12 per cent).
However, exports of raw materials
declined by almost 10 per cenl
Export carnings from mineral fuels,
lubricant and related materials,
animal and vegetable oil and fats,
and waxes also declined.

The rapid growth of indus-
trial production, sustained by large
volumes of foreign direct invest-
ment inflow taking advantage of
cheap labour costs to produce
export products, contributed to the
high export performance.  The
gradual depreciation of the Chinese
currency also improved the com-
petitiveness of exports. Almost 45
per cenl of Chinese exports in
1992 went to Hong Kong and
Macau, growing by 16,5 per cent,
Exports to the United States of
America accounted for 10 per cent
of the total and rose by 39 per
cent.  Exports to the European
Community increased by 15 per
cent and to Japan by 14 per cenl
While exports to the Republic of
Korea increased by 12 per cent,
that country accounted for less than
3 per cent of China’s exports, trade
relations between the two countries
being only recently established.
Thus, a wide range of export pro-
ducts registered impressive growth
in most of the major markets.

In 1993, export growth was ex-
pected to slow down for a number
of reasons, These included high
domestic demand and diversion of
some of the export items for do-
mestic use. Growth in total exports
during the first half of the year was
estimated at a mere 4.4 per cent
The overall growth rate for the year
was still expected to be abouwt
12 per cent.

Imports in 1992 increased by
26 per cent. The two major cate-
gories of imports, namely, mineral
fuels including lubricants and

related materials, and machinery
and transport equipment registered
increases of 69 and 60 per cent
respectively. The growth in im-
ports reflected the rmapid pace
of economic activitics in the
country as well as import libera-
lization measures implemented by
the Government. These measures
included a tariff reduction by an
average of 7.3 per cent in 1992
affecting thousands of items of
imports, as well as a reduction in
the quota and licensing control on
imports to a small number of
around 50 items only. Imports in
1993 were estimated to grow at a
rate of 21 per cent, much higher
than the rate of growth in exports.
That would substantially reduce the
export surplus that China has ex-
perienced during the previous years,

Overall exports of Hong Kong,
78 per cent of them re-exports,
increased by 21 per cent in 1992
and a somewhat lower percentage
increase was expected in 1993,
Textile products including garments,
fabrics and yarn, and telecommuni-
cations equipment feature in major
ways in Hong Kong’s export trade.
The surge in economic aclivilies
and trade in China during the
period 1992-1993 benefited Hong

Kong. Iis export growth, was
limited mainly 0 re-exports, as
domestic  exports  wvirtually stag-

nated. More than 58 per cemt of
the 1992 exports went to Asian
markets, with China taking the
greater part as was confirmed by
Hong Kong accounting for more
than a quarter of imports in  China.
China remained Hong Kong's
largest trading partner with 56 per
cent of its re-exports originating  in
China and 34 per cent of them
destined for China during the first
six months of 1993, Much of the
re-gxport trade involving mainland
China related to outward pro-
cessing  as  raw  materials  and
semi-manufactured  goods  were
exported to  the mainland and
the final products subsequently

returned to Homg Kong. Imports,
in this context, rose at a faster 23
per cent rate in 1992, turning the
trade balance into a deficit again
as in 1991,

The trade between Tatwan
Province of China and China has
been showing a similar surge as
has trade between Hong Kong and
China. In 1992, China exports to
Taiwan Province of China grew by
61.6 per cent, were valued at 5.9
billion and formed 7.3 per cent of
China% total exports.  Two-way
trade reached $7.4 billion. Two-
way trade between China and
Taiwan Province of China in-
creased rapidly in 1993 and was
valued at $£5.6 billion for the first
half of the year. During this pe-
riod, the exports of the Province to
China increased by 143 per cent
while its imports from China rose
by 77 per cent. Howewver, as in
the case of other NIEs with the
exception of Hong Kong, the over-
all export growth of Taiwan Pro-
vince of China at rates of 6 to 7
per cent in 1992-1993 remained
much below that achieved in
the late 1980s, with more than 40
per cent of exports still going to
the European Union and the United
States  of America, Currently
one third of exports is marketed
in the developing countries of
the ESCAP region, reflecting the
rapid surge of trade with China,
Owverall, imports rose at a faster
rate of 8 to 10 per cent in the
period 1992-1993, thereby reducing
the trade surpluses that it had
experienced over the past several
years.

The exports of the Republic af
Korea grew at much slower rates
in recent years. In 1992 the rate
of growth in exports was 6 per cent
only, after reviving to about 11 per
cent in 1991 from a low of 4
per cent in 1990. In 1993, it was
expected that exports would grow
by 7.5 per cent. Light indus-
trial exports such as textiles,
clothing and footwear tended to
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decrease as they faced increasing
competition from exporters else-
where, while exports of heavy
industrial products such as chemi-
cals, automobiles, machinery and
equipment and electronic products
increased. Imports also grew very
slowly with a mere 0.3 per cent
increase in 1992. The slow growth
in imports continued in 1993 with
a less than 2 per cent growth fore-
cast. The country’ economic slow-
down, with gross domestic product
(GDP) growth rate limited to
less than 5 per cent in 1992 and
1993, accounted for the slow
import growth. This will however
have the effect of reducing the
trade deficit,

Mongolia and the Democratic
Peoples Republic of Korea have
been facing  difficulties  with
their foreign trade sector, as with
their overall economic performance,
partly as a result of the dislocation
of their trade with the former
Soviet Union and other countries
of the former CMEA (Council
for Mutual Economic Assistance)
system.  Mongolia, however, was
experiencing some revival of its
trade in 1993, as its exports
registered an estimated 18 per
cent increase during the first half
of the year over the same period of
1992 compared with an import
growth rate of 35 per cent
That indicated an improvement in
the country§ balance-of-payments,
which recorded an estimated
$170 million deficit in 1992 on
current account,

Exports from the Democratic
People's Republic of Korea, how-
ever, appeared to have been declin-
ing over the period 1990 to 1992.
Exports, at approximately $1,085
million in 1990, had declined by 9
per cent in 1991 and by another 3
per cent in 1992. The total imports
of the country decreased by 14.5
per cent in 1991 and by 5.2 per
cent in 1992,  Trade with the
former Soviet Union decreased by
as much as 70 per cent in 1992.
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South-East Asia

In South-East Asia, Indonesia,
Malaysia, Singapore and Thailand
achieved strong and steady rates
of growth in their trade during the
period 1992-1993, but the rates
achieved were more moderate than
in the late 1980s. The trade sector
of the Philippines picked up with
an accelerated growth in  both
exports and imports despite the
slow progress of overall economic
recovery in the country. Malaysia,
experienced a steady expansion in
exports but a considerable decele-
ration in imports in spite of the
strong overall growth of the econo-
my. The import slow-down, after
very rapid increases in previous
years, was partly the result of a
moderation in growth of both do-
mestic investment and consumer
demand. Some exports in Malaysia
also  were affected by weaker
demand abroad and lower prices.
Viet Nam has achieved substantial
progress although the countrys
overall trade volume still remained
relatively low. The trade sector of
two of the least developed coun-
tries, Cambodia and Lao Peoples
Democratic  Republic  remained
weak, as did their economies,
because of a lack of diversified
production base as well as infra-
structural  weaknesses hampering
domestic and external marketing,
Lao Peoples Democratic Republic
however had a high rate of export
growth in 1992, albeit from a low
base.

The export trade of Indonesia
was buoyant in 1992, in spite of a
decline in the value of oil and gas
exports which still accounted for
about 40 per cent of exports. The
value of exports grew by almost 17
per cent, with a more than 27 per
cent growth in the value of non-oil
exports  consisting mainly  of
textiles and garments, plywood and
footwear.  Non-oil exports were
expected to grow strongly again
in 1993 although the rate of growth
may not be as fast as in 1992

However, world oil prices had
softened further during the year
and therefore earnings from oil and
gas exports were not expected to
pick up. Overall export growth
was expected to be around 16 per
cent, close to the rates achieved
during the period 1990-1992.

Imports in 1992, consisting
mainly of machinery and equip-
ment, iron and steel, and organic
chemicals, grew moderately at a
rate of 8 per cent. An accelerated
12 per cent growth in imports was
expected in 1993. The imports
slow-down after 1991 was partly
the result of the Governments
decision to delay the implemen-
tation of some major investment
projects, which was also asso-
ciated with a reduced inflow of
external capital.

Exports from Malaysia grew at
the rate of 18.7 per cent in 1992.
Export growth was sustained by
manufactures which accounted for
nearly 70 per cent of total exports.
A wide range of products, includ-
ing textiles and clothing, footwear,
rubber products, wood products,
electronic machinery, appliances
and parts, transport equipment, and
chemicals and chemical products,
sustained export earnings, although
growth in some cases remained
moderate owing to slack demand
in markets abroad. Earnings from
agricultural and mineral exports
tended to decline owing to lower
prices of petroleum, rubber, sawn
logs and cocoa; higher earnings
from palm oil, palm kernel oil, and
tin which revived slightly from
its carlier depressed status, partly
offset the decline in carnings from
this group of products. In 1993,
export growth was expected to
be 15.6 per cent. Continued slack
in the commodity market, weak
demand for manufactures, and
an appreciation of the Malaysian
currency that partly resulted from
the tightening of domestic mone-
tary policies, caused export growth
to slow down.



Import growth slowed sharply
to 9 per cent in 1992 from 25 per
cent in 1991. This was parily the
result of import saturation owing to
high rates of growth in previous
years and partly of slower growth
in imvestment and consumer de-
mand in the economy. The rate of
growth of imports in 1993 was also
moderate at 11 per cent.

Exports of the Philippines
expanded by 10.3 per cent in 1992
compared with an 8 per cent in
1991, Manufactured goods, led by
electronics and garments, accounted
for 74 per cent of total exports and
grew by 14 per cenl. Exports of
traditional items such as sugar,
forestry products, mineral products
and coconut products declined ow-
ing to lower prices or a reduction
in export volume. In 1993, exports
were expected to grow at 11.3 per
cent. Economic recovery in the
United States, which accounted for
39 per cent of exports from the
Philippines in 1992, was expected
to strengthen demand for exports,
while a resolution of the domestic
power crisis and a depreciation of
the Philippine peso were also
having favourable effects on ex-
ports.  Exporis of manufactured
goods were expected 1o grow by
13.2 per cent during the year while
those of fruits and wvegetables,
particularly bananas, were also
expected to improve.

By contrast, imports rose by a
much higher 28.3 per cent in 1992,
accounted for mainly by imports
of capital goods, particularly pow-
er generating equipment as part of
the effort to relieve the critical
power crisis in the country, as well
as office machines and telecom-
munications equipment, Consumer
goods imports increased by around
25 per cent during the year. Raw
materials and intermediate goods,
which constituted the bulk of im-
ports, also registered high rates of
growth, Growth in imports, how-
ever, was expected to decelerate to
20.5 per cent in 1993. Impor
growth will again be led by the
imports of capital goods (expected

to increase by 25 per cent), raw
materials and intermediate goods as
the Governments efforts to over-
come the countrys power crisis
continue and economic activities in
general gain strength.

In the case of Singapore,
exporis increased at a moderate
7.7 per cent in 1992. Apart from
oil and oil products and chemicals,
high-tech manufactured products,
such as computer disk drives, inte-
grated circuits, personal computers
and computer peripherals consti-
tuted the bulk of exports, Demand
for many of these products was
reviving in 1993 with an easing of
the intense market competition,
Exports were thus expected tw
grow at a faster rate of 12.5 per
cent. Growth in imporis appeared
to remain steady between & to 10
per cent, declining from a rate of
22 per cent in 1990.

Exports from Thailand grew
by 13 per cent in 1992, compared
with 23 per cent in 1991. Thai-
land, with one of the most diversi-
fied export commodity structures
and also a diversified market, could
well sustain its export trade. Of
the top 20 items of exports,
accounting for 63 per cent of total
exports in 1992, 14 were manu-
factured poods with garments, com-
puters and components, gems and
jewellery, integrated circuits, foot-
wear and canned seafood, as
lead exporis. Rubber, rice, sugar,
tapioca and frozen chicken, in that
order, were leading agricultural
exports. Growth in exports was
restrained by a slack in demand
and lower prices of agricultural
products, as well as increased
protectionist pressures in  major
markets abroad for Thai exports.

In 1993, the Government set
an export growth target of about 19
per cent, The current forecast,
however, indicates a much lower
growth of around 9 per cent. A
declining tendency in the value of
agricultural exports and some items
of manufactures, such as footwear
and toys due to stiffer competition,
limited the growth of the twop 20

items of exports which, in any
case, were tlargeted to grow at a
lower rate of just above 7 per cent.
Miscellaneous exports, accounting
for 37 per cent of the total in
1992, were targeted to grow at
38.7 per cent in 1993. They were
also growing early in the year at
about half of the target rate.

Growth in imports also slack-
ened in 1991 to 11 per cent and to
about 10.8 per cent in 1992 from a
high of almost 30 per cent in 1990,
As in the case of Malaysia, this
partly reflected import saturation
following earlier high rates of
growth, In 1993, imports are ex-
pected to grow faster, owing partly
to strong demand for consumer
goods imports,

Viet Nam achieved about 19
per cent growth in exports in 1992
reaching a value of $2.5 billion af-
ter a decline in 1991, Rice, petro-
leun, marne products, coffee and
rubber constituted major export
items, all of which registered sub-
stantial growth in 1992. However,
textiles and garments also emerged
as a major manufactured item in
the export trade and registered a
very high rate of growth although
the walue of exports remained
small, Viet MNam targeted its
exports to rise to a level of $3
billion in 1993, which the country
had every expectation of being able
to meet. Exports during the first
nine months of 1993 were esti-
mated to have increased by 14
per cent over the same period of
1992, with major increases regis-
tered in exports of crude petroleum,
rice, rubber, maring products, tex-
tiles and parments, coffee and
groundnuts.

Imports increased by a modest
7.2 per cent in 1992 after two pre-
vious consecutive years of decline.
Imports, however, were increasing
much faster in 1993 with a 34
per cent growth during the first
ning months of the year over the
same period of 1992, Imports of
refined petroleum, iron and steel,
and pesticides recorded the highest
rates of increase.
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Table IIL1. Total value and annual rates of change in dollar value of merchandise exports and imports,
1990-1993

(Value in millions of US dollars and annual change in percentage)

Exports Imports

Value Annual rates of change Value Annual rates of change

1992 1990 1991 1992 1993 1992 1990 1991 1992 1993

Economies in the ESCAP region® 893 846 9.1 1.8 112 . 812576 121 84 82
Developing economies in
the ESCAP region 498 928 134 142 139 . 529483 140 141 133 ..
East Asia 280 478 113 158 157 . 285518 67 194 163 ..
China 84 635 182 157 17.8 11.8" 80315 -98 196 259 210"
Hong Kong 119511 123 200 212 17.0™ 123428 143 215 231 16.6™
Republic of Korea 76332 42 106 62 75" 81775 136 168 03 L6
South-East Asia 185734 169 144 120 . 200579 257 121 102
Brunei Darussalam 2370 183 211 -122 1176 187 155 -02 ..
Indonesia 34038 159 135 166™ 160™ 27311 335 185 84" 1207
Lao People’s Democratic Republic 132 1306 -226 168 265 401 58 92 ..
Malaysia 40 711 173 165 187 156" 39964 298 251 92 1107
Myanmar 533 512 268 294 653 366 1360 60 ..
Philippines 9752 57 80 103 113" 15459 215 -7.6 283 205"
Singapore 63516 180 118 7.7 125™ 72216 223 88 93 104™
Thailand 32207 150 231 134 94" 41209 295 114 108" 127"
Viet Nam 2475 601 -132 186 140" 2506 -99 -150 72 3407
South Asia 30 321 138 30 74 40 661 115 -40 100 ..
Bangladesh® 2176 182 1.9 273 195" 3324 -31 04 22 1107
Bhutan 63 94 -186 105 9 -129 -17.8 84 ..
India® 1798 119 -14 25 200" 23255 150 -129 146 100"
Maldives 40 156 3.8 -25.9 189 229 171 252 ..
Nepal 374 314 249 433 792 181 108 42 ..
Pakistan 7273 156 170 125 -1.7° 9365 33 150 107 8.6™
Sri Lanka 2 487 250 28 266 127™ 3646 261 17.1 126 189"
Pacific 2395 47 95 287 2545 47 -118 48
Fiji 435 117 91 <35 624 298 -13.5 -43
Kinbati 5 430 0.1 665 37 213 -3.8 435
Papua New Guinea 1812 -109 124 412 152 -36 090 85
Samoa 6 -308 -222 -143 113 26 280 177
Solomon Islands 101 -67 190 217 105 -18.6 187 48
Tonga 13 200 167 -7.1 63 148 48 68
Vanuatu 2 -136 53 120 81 371 -135 -1.9
Developed countries in the ESCAP region 394918 4.6 920 7.9 S1™ 283093 96 03 =01 28M
Australia 44 594 8.1 52 7.0 20™ 40331 -31 06 55 4.6™
Japan 340 483 43 96 83 85™ 233548 114 08 -13 23M
New Zealand 9 841 1.6 74 L1 72™ 9214 263 -94 81 64M

Sources: Data for 1990-1992 are from United Nations, Monthly Bulletin of Statistics, vol. XLVII, No.11 (November 1993).
1993 data are from United Nations, “Project LINK world outlook™ (5 November 1993), or national sources on fiscal year basis
indicated respectively with ™ and ",

8 Regional and subregional figures are based on those of the economies listed. b Fiscal year.
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South Asia

The external trade sector of
the South Asian countries, with
the exception of Pakistan, per-
formed well in 1992-1993. Exports
and imports of Pakistan grew at
very high rates in 1992. However,
in 1993 the country received set-
backs for a number of reasons.
Trade in India was reviving in
1993 from the dislocations caused
by the Persian Gulf war and the
dissolution of the Soviet Union
which accounted for a substantial
part of its trade, as well as the
short-term effects of policy changes
initiated in 1991.

Exports of Bangladesh reached
a value of %2.1 billion in 1992, as
the result of a substantial advance
in the country’s exports in recent
years. In 1992, exports registered
an increase of 27.3 per cent. That
record appeared to have been
sustained in 1993 with a 19.5 per
cent growth for the fiscal year
Bangladesh has reduced its tradi-
tional dependence on the export
of jute and jute producis. Ready-
made garments and other textile
products have emerged as leading
exports with a 60 per cent share of
the total. Exports of these items
recorded a 22 per cent growth in
the fiscal year 1993 while those of
raw jute and jute goods suffered a
decline owing to low prices in the
international market. Imports, after
@ 2.2 per cent rise in 1992, were
growing at 11.0 per cent in 1993,
The slow growth in imports re-
flected mainly decline in consu-
mer goods imports including food
grains, spices, oil-seeds and phar-
maceutical products,

In the case of India. total
exports increased by 2.5 per cent
in 1992. There was a more than
60 per cent decline in the value of
exports to the former Soviet Union
and other eastern European coun-
triecs, The collapse of that trade
has made India more dependent on
the United States and the European

markets, the two together accouni-
ing for 47 per cent of exports in
1992. Exports to those areas had
increased by about 10 per cent in
1992, Export trade is well-diversi-
fied over a wide range of com-
modities including both primary
and manufactured goods. In 1992,
exports of manufactures consisting
of engineering poods, textile pro-
ducts, leather and leather products,
and chemicals, among others, had
registered an increase of 6 per
cent. FExports of primary pro-
ducts, consisting of ore and other
minerals, and agricultural products
declined by about 9 per cent. In
1993, exports of agncultural and
maring products, leather goods, en-
gineering goods, textiles products
including ready-made garments and
pems and jewelry were growing
strongly and total exports, there-
fore, were expected to increase by
20 per cent.

Imports in 1992 increased by
14.6 per cent recovering from a
decline of almost 13 per cent in
1991 under the deflationary impact
of policies mtroduced dunng that
year. Imporis rose as policies were
subsequently liberalized with the
virtual abolition of import controls
and a substantial reduction in im-
port duties. lmporis were expected
to grow by 10 per cent in 1993,

The Islamic Republic of fran
has introduced various reforms in
its foreign trade sector which in-
cluded foreign exchange reforms
and other encouragement to exports
of non-oil products with a view to
reducing dependence on oil which
accounted for more than 70 per
cent of the country’s exports, As a
result, non-oil exports increased by
124 per cent in 1992 compared
with a growth in oil exports of 3.4
per cent. Exports of carpets, which
constitute the major share of non-
oil exports, however, fell by about
1 per cent in 1992, while exports
of agricultural and industrial pro-
ducts and non-oil minerals recorded
impressive increases, In 1993, oil

exports were expected to record
only a marginal increase owing o a
continuing weakness in the world
oil prices. MNon-oil exports, how-
ever, were expected to grow by 10
per cent in 1993, Imports, after a
36 per cent growth in 1991, de-
clined substantially by 15 per cent
in 1992, A further decline of 20
per cent was expected in 1993,
The decline in imports substantially
reduced the countrys current ac-
count balance-of-payments deficits.

In the case of Nepal exports
grew stromgly in the period 1992-
1993. A 43 per cent growth was
recorded in 1992, Exporis received
a boost from substantial policy re-
forms, including a depreciation of
the Napalese rupee which was
made fully convertible for the pur-
pose of current account transactions
early in 1993, India comtinues Lo
be Mepals major trading partner
but with the recent policy reforms
and a boost in industrial production
in the country, MNepalese exports,
including textiles and garments, are
entering third country markets on a
competitive basis.  Howewver, the
couniry’s total export value of $374
million in 1992 was still rather
small, Imports, valued at $792
million, were more than double the
value of exports. That imbalance
obviously needed correction and
the growth of imports in 1992
slowed down to 4.2 per cent in the
wake of rates of growth of 18 and
11 per cent in 1990 and 1991 re-
spectively.

The total exports of Pakistan
increased at a rate of 12.5 per cent
in 1992 but fell by 1.7 per cent
in the fiscal year 1993. A bad
cotton crop, which is a major item
of export, and lower prices of other
commaodities as well as greater
competition faced by Pakistani
goods in the export market, con-
tributed to the disappointing per-
formance., Exports of raw cotton
and rice registered substantial de-
clines.  Two other major items
of exports, namely, colton yarn,
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and carpets and rugs also suffered
a decline. In contrast, exports of
synthetic  textiles, fish and fish
products, leather manufactures, cot-
ton cloth and other made-up tex-
tiles recorded increases. Imports in
1992 increased by 11 per cent. A
8.6 per cent increase was recorded
in the fiscal year of 1993, The
import increases were attributed
largely to the import of food items
including wheat, edible oil and tea,
and also increased imports of pet-
rol, oil and lubricamts, Imports of
machinery and industrial raw mate-
rials registered modest increases.

Exports from Sri Lamka in-
creased by an impressive 26.6 per
cent in 1992 and were expected to
grow at about half that rate
in 1993, MNon-traditional exports,
mainly textiles and garments, con-
tributed to the impressive growth.
However, tea, one of the major
traditional exports also regained
some of its lost ground that had
resulted from pgreater competition
from other producers as well as
low prices in the international
market. Rubber and coconut, the
two other major traditional items
of export, continued to face de-
cline in prices and carnings. Im-
port growth continued to decelerate
from its high rate of 26 per cent
in 1990 o a 12.6 per cent growth
in 1992. Impors, mainly of capital
and intermediate  goods, were
expected 1o increase faster at 18.9
per cent in 1993,

The Central Asian
republics

A major challenge facing the
newly independent countries of
Central Asia has been the transition
1o open tl'admg.3 Their economies
were trade-dependent, but heavily
integrated into the former CMEA
system.  Already in 1991, trade
within the Soviet Union was

} See Survey, 1992, part one,
box V.2
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being disrupted as the republics
restricted  exports  and  insisted
upon payment in hard currencies.
These problems were aggravated af-
ter the disintegration of the Soviet
Union at the end of 1991. Since
then the newly independent coun-
tries have made efforts to main-
tain trade wvolumes and reonent
trade patterns.

Agprepate trade data of these
countries are subject to two statisti-
cal problems. First, the post-inde-
pendence figures are not consist-
ently collected and published.
Mational statistics are subject to
large errors and omissions reflect-
ing an underreporting of imports
and an accumulation of unrecorded
foreign exchange balances. Ewven
where a country has established
a smoothly functioning statistical
service, the trade figures are not
consistent  with the counterpart
figures published by trading part-
ners. In part, this reflects the land-
locked status of all the Asian
former Soviet republics and the
breakdown of tansport systems,
which may make it difficult for
trading partners 1o cstablish the
national origin of imports from
Central Asia or the ulumate de-
stination of exports to  that
region.

The second statistical problem
lies in making intertemporal com-
parisons of trade conducted in
roubles. Since 1991, the value of
the rouble has been falling rapidly,
$0 that measures of the change in
the real value of rouble-denominat-
ed trade depend crucially upon
when the transactions are recorded
and which price deflator is used.
It is also impossible to compare
the value of rouble and non-rouble
trade with any confidence because
the exchange rate has also been
changing substantially. The follow-
ing observations, based on available
data much of which may be
tentative, have therefore to be
viewed in the light of the above
gualifications,

The experience of Kazakhstan
illustrates rapid adjustment to the
new trade environment. Exports to
countries outside the former Soviet
Union dropped from $1,402 million
in 1990 to $928 million in 1991,
but  then recovered to $1,489
million in 1992, Imports from
outside the former Sowviet Unign,
dropped sharply from 51,490 mil-
lion in 1990 to $584 million in
1991 and %469 million in 1992,
Kazakhstan% trade transition was
eased by the readily exportable
primary products; base metals and
articles of base metals, mineral
products, and chemicals and allied
products accounted for most of the
exports.*

Despite this improvement in
external trade, the national accounts
showed an overall trade deficit of
£1,670 million in 1992 reflecting a
large deficit on intra-CIS (Com-
monwealth of Independent States)
trade. Trade with former Soviet
republics has increasingly become
trade with the Russian Federation
(at the expense of trade with the
Baltic states and the Central Asian
republics), and 15 largely financed
by correspondent account credils
(overwhelmingly with the Russian
Federation). According to the In-
ternational Monetary Fund (IMF)
balance-of-payments estimates,
Kazakhstan was able to run a
current account deficit equal to
10 per cent of GDP in 1992 while
still increasing foreign reserves by
$100 million. Access to imports
from the Russian Federation and
purchase on credit was the major
incentive behind Kazakhstans de-
cision 1o remain within the rouble
zone in the period 1992-1993.

The aggregate trade [fipures
hide substantial changes in the
external trade patterns  between
1990 and 1992, with both exports

4 Figures from State Committee
on Statistics and Analysis of Republic
of Kazakhstan, Sratistical Brulletin
(Almaty, 1992), pp. 38-57.



to and imports from eastern Europe
and Cuba dropping sharply. Im-
ports from developing countries in
Latin America and in Asia (except
China) fell from about a tenth of
the total to almost zero, while the
share of imports coming from
China soared from 3.7 to 43.7 per
cent.  These changes in trade
patterns reflect adjustment from
political obligations to market con-
ditions, with exports going in-
creasingly to the high income
countries of western Europe, North
America, the Middle East and
Asia, and consumer goods imports
coming increasingly from China,
with the Organisation for Economic
Co-operation and  Development
(OECD) countries’ share of imports
holding constant,

Kyrgyzstan  and  Tajikistan,
which also have common frontiers
with China, have experienced a
rapid increase in border trade with
China. Data on the extent of this
trade are unavailable, but it is
undoubtedly much smaller than
Kazakhstany trade with China.
The two smaller countries’ external
trade has performed much more
modestly than that of Kazakhstan
because they do not have the
same endowment of readily ex-
portable primary products. Trans-
port links are also poorer with no
regular air service or direct rail link
between China and Kyrgyzstan or
Tajikistan.

Azerbaijan has also diversi-
fied the destinations of its exports.
In 1991, 94 per cent of exports
were sold within the former Soviet
Union, while in the first three
quarters of 1992 this share had
been reduced to 43 per cent. As
with Kazakhstan, the external ex-
norts were highly concentrated in
primary product, with oil and gas
accounting for over three quarters
of the total. Meanwhile, the share
of imports coming from the former
Soviet Union fell more slowly,
from 80 to 73 per cent. The re-
corded current account showed a

surplus of over $600 million in
1992, but a large “errors and omis-
sions” item (over S800 million)
suggested that the balance-of-pay-
ment estimates need to be treated
with caution.

Within the former Soviet Un-
ion, Azerbaijans trade shifted
away from the Russian Federation
towards Georgia and the Central
Asian republics in 1992,  Apart
from the redirection of oil and gas
exports previously going to the
Russian Federation and now going
outside the former Soviet Union,
these changes primarily reflect
relative price adjustments in the
former internal trade, with higher
prices being paid for electricity
from Georgia and for natural gas
from Turkmenistan.

The non-oil external trade
was reoriented from former CMEA
countries  towards  neighbouring
countries and China.  Air-condi-
tioners and refrigerators, for exam-
ple, were exported to Turkey and
the Islamic Republic of Iran. An
active, but largely unrecorded, trade
with China in consumer goods
developed using the regular air
service between Baku and Urumgi,
dubbed the new silk road.

Pacific islands

The Pacific island countries’
participation in the growing trade
flows of the Asian and Pacific
region continued to remain mar-
ginal. The depressed world prices
for primary products of the island
economies further worsened re-
cently owing to the recession in
the industrialized countries. In
1992 prices for cocoa, coffee,
sugar, fish, copper and gold were
lower than in 1991. Only copra,
palm oil and log prices improved,
which also encouraged some
island economies to increase the
production and export volumes of
these products in order to main-
tain their overall foreign exchange
earnings.

In the case of Papua New
Guinea, the export volume of al-
most all its major commodities
rose in 1992 with log exports in-
creasing by as much as 51 per cent.
Palm oil and coffee also recorded
over 20 per cent increase in export
volume. As a result, the total value
of merchandise exports grew by 41
per cent. Minerals, especially gold,
accounted for over 61 per cent of
total exports. Crude oil was ex-
ported for the first time in 1992
and it contributed 17 per cent of the
total export value. The agricultural
sector earned just 12 per cent of
total merchandise exports in 1992,
with coffee and palm oil constitut-
ing three fifths of that.

The Government of Papua New
Guinea projected the value of its
exports in 1993 to increase by 34
per cent, mainly from minerals.
While there was thus a significant
increase in the value of exports,
merchandise imports grew more
slowly at 8.5 per cent in 1992.

The value of exports from Fiji
declined by 3.5 per cent in 1992
reinforcing a decline of 9 per cent
in 1991. In 1992, sugar contributed
over 34 per cent of exports followed
by garments contributing about 19
per cent. The total value of imports
also declined by 4.3 per cent in
1992 after a 13.5 per cent decline in
1991. The garment industry$ con-
tribution to exports rose rapidly
from a mere 2.6 per cent of the
total in 1987, to 24 per cent in 1991
but declined to 19 per cent in
1992. The value of gold exports
increased by 30 per cent in 1992
and was 9 per cent of exports. The
value of imports has outweighed
exports so that the trade balance
has been in deficit since 1985.

Total exports of Solomon
Islands increased substantially in
1992 after an increase of 19 per
cent in 1991. Much of this was
the result of the increase in the
volume of timber exports by 86
percent in 1992. With better pri-
ces of logs, the total value of tim-
ber products increased by 106 per

59



cent from the 1991 level. While
fish and fish products declined in
both value and volume, the value
of other major Solomon Island pro-
ducts, such as copra and palm oil,
increased. Palm oil exports almost
doubled in both value and volume
in 1992. The value of imports
decreased by S per cent compared
with a rise of 19 per cent in 1991.

THE INVISIBLES AND
THE PAYMENT BALANCES

The current account balance-
of-payments outcome for the de-
veloping countries of the ESCAP
region is determined, by and large,
by their merchandise trade transac-
tions, the balance of which usually
constitutes the largest single com-
ponent of the current account ba-
lance. In a number of cases, the
balance of trade has improved
largely because of slower growth in
imports. In others, the situation
has deteriorated either in the sense
of a reduction in the surpluses en-
joyed previously or an increase in
the deficits.

Though the balance of trade
remained the dominant component
of the current account balance of
payments, the importance of trade
in services, particularly those related
to tourism and travel and the sale
of contract labour services abroad,
has increased significantly in recent
years both as a source of earnings
and of outflows. The services such
as shipping and transport, banking,
insurance and other financial ser-
vices, for which the developing
countries of this region traditionally
depended on the developed coun-
tries, are also evolving in a manner
so that a number of countries in
the region are now in a position to
offer those services to the users
abroad. Overall, however, the re-
gion is still extensively dependent
on the services originating outside
since most countries in the region
have yet to develop adequate in-
frastructure and expertise in those
areas. Most of the developing
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countries of the region, therefore,
continue to experience deficits in
the balance of payments on account
of these services transactions.

Apart from the remittances
from contractual labour services as
well as from workers and pro-
fessionals who permanently mi-
grated and set up residence abroad,
income flows relating to investment,
technology transactions, as well as
financial deals, are evolving with
expanding streams of two-way
flows. Again the region overall
remains deficient as it draws in
more financial investment and bor-
rowings and technologies than it can
offer to the rest of the world. How-
ever, a growing number of countries
in the region have started offering
their investment and technological
resources to other countries both
within and outside the region.
These have already started appear-
ing to show up in their balance of
payments as receipts of income
streams, but the total of payments
of most countries far exceed re-
ceipts. Travel and tourism is the
only sector where the developing
countries have been receiving more
than they have been paying, thus
adding a surplus to the rest of the
balance-of-payments accounts. This
surplus is quite substantial in many
cases in relation to their overall
receipts and payments.

Any deficits in the current ac-
count balance of payments are fi-
nanced by capital flows which dif-
fer in character among the coun-
tries of the region. The relatively
less developed countries of the re-
gion, including the least developed
group of countries, still depend
substantially on official develop-
ment assistance in the form of
both grants and loans. Official
loans are also a significant source
of finance for most other countries
of the region but more and more of
them have lately resorted to
market borrowings. Capital inflow
in the form of foreign direct invest-
ment as  well as in portfolio secu-
rities is also becoming increasingly

important. Some reports suggest
that market borrowings mostly by
countries in East and South-East
Asia in 1993 would exceed those

of Latin America, usually the
biggest market borrowers among
developing countries.  Private re-

searchers predict that $20 to $25
billion could flow annually into
security portfolios in the region’s
emerging capital markets (see box
III.2). The following is a brief
review of the evolving balance-of-
payments situation of countries in
the region during the period 1992-
1993, for which, however, informa-
tion remains yet incomplete.

East Asia

The current account balance of
payments in China produced a sur-
plus of $6.4 billion in 1992, of
which $5.2 billion was trade sur-
plus (see table IIl.2, pp. 63-64).
The service trade balance, in which
transport and shipping services are
a major item is also usually in
surplus. The country has been
earning increasingly more from for-
eign contract labour services and
tourism. In 1992, China signed
overseas labour service contracts
worth $5.3 billion of which $2.8
billion was actually realized during
the year. During the year, 38.1
million tourists visited China,
which earned the country $3.95 bil-
lion, a rise of 38.7 per cent over
the previous year. With an expand-
ing flow of foreign investment and
borrowings, debt service and invest-
ment related payments were rising
although they remained relatively
low since most of these obligations
are of relatively recent origin with
long-term maturity, and their mag-
nitude is still low in relation to the
overall size of the economy. Al-
most 85 per cent of the outstanding
external debt of $69.3 billion in
1992 was long- and medium-term
debts. As exports grew rapidly, the
debt service ratio remained relative-
ly low at 7.3 per cent of export
earnings.



Box IIL.2. Growing volume of capital inflows and related issues

The developng countries of the
ESCAP region have been receiving a
growing volume of capital nflows
since 1985. The appreciation of the
Japanese yen following the ex-
change rate agreement of that year,
commonly known as the Plaza
agreement, provided a stimulus
particularly for Japanese mvestment
to flow inlo the East and South-East
Asian countries, A rmapid surge m
exports from the region also fol-
lowed the exchange rate realign-
ments. That had tended o tum the
currenl accounl balance of payments
into a surplus during 1987-1988 for
several countries in  the region.
Capital inflows therefore slowed® at
the time although the underlying
trend for flows such as direct foreign
imvestment, and long- and medium-
term credit remained favourable and
strong.

Subsequently, the recession, low
profitability of investment and low
interest rates prevailing in  home
countries, coupled with continued
high rates of economic growth and
macrocconomic  stability particularly
in the Fast and South-East Asian
countries, attracted more Japanese,
American and European capital into
Asian countries.  Market oriented
economic reforms pursued over the
years by many countries and recently
implemented by many others have
further enhanced the regiom’s attrac-
tion to external capatal.  Accordimg
to one estimate, the total volume of
capital inflows 1o Asian countrics
amounted o $144 billion during the
period 1989-1992 compared to 582
billion durmg the preceding four
years (1985-1989),P

The developing countries of the
region have been able W atiract
foreign capital i a varety of forms.

4 Mensured in  balance-of-pay-
ments ransachon ems, capital flows
appear as financing the deficits in
the current account and any excess
as nccumulation to reserves.

b Guillermo A. Calvo, Leonardo
Leiderman and Cammen Reinhart,
“The capital inflows problem: con-
cepts and issues” in [ntemational
Monetary Fund Paper on  Policy
Analysis and Assessment (Intermation-
al Monetary Fund, July 1993).

Foreign direct investment has
constituted the major share of total
mflow accounting for 44 per cent of
the increase during 1989-1992,
Countries in the Asian and Pacific
region received more than halfl of the
gross direct investment mflows to all
developing countnes in 1991 and 1992
compared with about a third in the
early 198055 Also, countries in the
Asian and Pacific region, particularly
those in East and South-East Asia,
generally had no difficulty in getting
access 1o international credit markets
unlike the mdebted Latin American and
African countries. In fact, the Asian
economies were estimated to  have
accounted for over 70 per cent of the
medium- and long-term international
bank lending directed o developing
countries in 1991 and 1992.9

Many developing countries of the
region started raising portfolio invest-
ment capital in foreign financial markets
by Moating “country funds" sponsored
by well-known foreign financial firms.
By now many of the countries have
opened their domestic capital markets o
direct portfolio investment by foreigners
in bonds and equities issued by
domestic business enterprises. Many of
the fast emerging equity markets are
now in the Asia and Pacific region, and
have been expeniencing boom in share
values with hardly any lack of demand
for new issues of security. Eight of the
largest emerging stock markets in Asia
were recently found to have aceounted
for 77.9 per cent of the total capi-
talization of the worlds emerging
markels valued at a total of 5444
billion® Some of the large corpora-
tions are even able to float their own
equity issues in markets abroad.

©  United Nations General Assem-
bly., “International conference on the
financing of development” (ASBA6T),
20 September 1993, p. 10.

United Nations General Assem-

bly, ibid.

€ The markets are in India, Ma-
laysia, Pakistan, Philippines the Re-
public of Korea, Sri Lanka, Talwan
Province of China and Thailand, See
the Straits Times, Singapore, 18 Octo-
ber 1992,  Also “Emerging equity
markets: tapping into global invest-
ment flows”, ASEAN Economic Bul-
fetin, vol. 10, No. 1 (July 1993).

The mmpact of capital inflows on
domestic economies of the recipient
countries in the Asian and Pacific has
been mostly favourable, avoiding any
of their possible adverse conse-
quences. In view of the major share
of capital coming in the form of
dircct investment, the debt and debt
service liabilities bave remained limi-
ted, though in some cases payments
on account of dividends, fees and
royalties have become large. Bormow-
mg also has been well-managed m
the form of imposing ceilings on
total  andfor any one individual
borrowing, the chowe of tming of
debt floats, and currency composition
taking mto account exchange stability
and interest rate advantage of indi-
vidual currencies for debt denomina-
tion. Moreover, most part of the
capital inflows went into financing
mvestment as is evident from a nising
share of investment in GDP during
periods of capital inflow. Apart from
its beneficial impact on GDP growth,
capital mflows thus did not unduly
inflate consumplion demand, exert
pressures on the exchange rate o
appreciate or affect monetary stability,
as could have been associated with
large inflow of external capital.

Monetary policy was also used in
some cases o sterilize or neutralize
the credit and monetary effects of the

inflows, which in any case were
mediated only w0 a limited extent
through the domestic financial
markets. Direct investment, forming

the major component of the inflow,
generally did not go through the
hnancial mtermedation process and
had fewer implications for domestic
credit. However, with the liberaliza-
tion of the domestic capital and
financial markets, currently underway
in many countries, the mediation role
of the banking and other financial
intermediaries in capital mflows s
likely to expand. That can increase
the wolatility of the inflows and
outflows in response to changes in
basic economic indicators as well as
the speculative umge of market
participants. The conduct of mome-
tary policy and fimancial supervision
will, therefore, have o be more alert
to ensure that such volatility does pot
have a destabilizing impact on the
economy.
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Capital inflow to the country
registered a big increase in 1992
During the year, over 40,000
projects involving foreign invest-
ment, were approved, more than
were approved during a previous
period of 13 years. The foreign
direct investment inflow recorded
dramatic increase compared to
1991; long- and medium-term bor-
rowings constituted about half of
the total of other capital inflows.
These trends were continuing in
1993. However, owing to a rapid
increase in imports and slow
growth in exports, there was a fall
in the countrys foreign exchange
reserves.

Trade deficits in the Republic
of Korea were reduced to $2.1 bil-
lion in 1992 from $7 billion in
1991. There was a further deficit
of $2.6 billion on invisible trade
and payments giving rise to a total
current account deficit of $4.5 bil-
lion.  Deficits in transport and
shipping services, and royalty pay-
ments were larger in 1992 while
those on investment income and
travel and tourism were reduced.
The decline in trade deficit helped
reduce the current account deficit
from $8.6 billion to $4.5 billion,
In 1993, the current account ba-
lance was expected to improve
further with the trade deficit est-
mated to be reduced to $0.2 billion
only.

An $8.3 billion net capital in-
flow to the country was recorded in
1992. This was mainly attributed
to the inflow of capital into the
countrys stock market, which was
opened to foreigners for direct pur-
chase of stocks as well as for ex-
panded issues of foreign currency
denominated securities by domestic
business firms. The country’s over-
all balance of payments in 1992
shifted to a $4.9 billion surplus
from a $3.7 billion deficit in 1991.
Foreign currency reserves stood at
$16.6 billion at the end of 1992
rising by $3.3 billion during the
year.
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South-East Asia

The current account balance of
payments of the South-East Asian
countries tended to improve in most
cases. The improvements occurred
largely through the improvements
of the trade balance owing to a
slower growth of imports.

The current account deficit of
Indonesia was reduced to $3.8 bil-
lion in 1992 from $4.2 billion in
1991. This occurred through an
increased trade surplus of $6.0 bil-
lion from $4.8 billion in 1991. In
1993, the balance of payments was
expected to improve further with
the trade surplus increasing to
around $9.5 billion. In 1992,
Indonesia recorded a slightly lower
volume of net capital inflow,
amounting to $5.9 billion compared
with $6.2 billion in 1991. Official
capital inflow, mainly through the
Intergovernmental Group on Aid to
Indonesia, amounting to $5.5 bil-
lion, was however considerably off-
set by a $4.7 billion in debt repay-
ment. However, there was a $4.6
billion net inflow of foreign direct
investment. The country’ reserve
assets stood at $10.2 billion at the
end of 1992. With capital inflow
remaining strong, the foreign ex-
change reserve was expected to in-
crease to about $12 billion in 1993.

In Malaysia the balance of
payments improved significantly in
1992 as a result of a $2.85 billion
surplus on trade account compared
with a deficit of $167 million in
1991.  The improvement in the
trade balance was the result of a
virtual stagnation of imports in
1992 while exports expanded.
Malaysia’s traditionally large deficit
on the services account was also
contained in 1992. Low freight
and insurance payments and higher
earnings from travel and tounism as
well as from investments abroad
(mainly Central Bank assets), kept
the increase in the service deficits
marginal. The current account de-
ficit was reduced to $1.8 billion
from $4.6 billion in 1991 and was

expected to be reduced to $1.7
billion in 1993, the trade surpluses
of $3.5 billion being offset by
a $5.3 billion deficit on account
of services. The large deficits
on invisibles were attributed to
payments for investment income,
freight, insurance and contract and
professional charges. Inflow of
both foreign direct investment and
other private long- and short-term
capital remained strong,.

The Philippines incurred a
larger trade deficit in 1992 amount-
ing to $4.7 billion compared with
$3.2 billion in 1991 owing to a
faster increase in imports than ex-
ports. The higher trade deficit,
however, was considerably offset by
larger net receipts on account of
services and income, which more
than doubled over the previous
year. A 46 per cent increase in
personal income, largely remit-
tances from the Philippine workers
abroad, a 65 per cent increase in
travel and tourism receipts and a
19 per cent increase in investment
income determined the favourable
outcome on invisibles. The current
account balance-of-payments deficit
in the process was lowered to $1.3
billion in 1992 compared with $1.4
billion in 1991. In 1993, this defi-
cit was forecast to increase to $1.8
billion owing to a larger trade defi-
cit of $53 billion and slower
growth in net receipts on services
and income.

The Philippines also received a
larger net inflow of capital in 1992
compared with 1991 but its size
was relatively modest compared
with receipts by some other coun-
tries in the region. Although gross
inflows almost doubled in 1992
from 1991, they were largely offset
by debt repayments and other out-
flows. In terms of gross inflow,
foreign direct investment increased
from $130 million in 1991 to $234
million in 1992.  Other inflows
largely related to debt conversions.
Weak growth in capital inflow was
projected in 1993 also, as the
economy remained sluggish and



some of the conditions, including
the power crisis, were still unfa-
vourable.

In Singapore current account
balance-of-payments surplus was
reduced to $3.2 billion in 1992
from $3.5 billion in 1991. The
deficits in the trade balance,
which are usually more than offset
by the positive balance in the serv-
ice trade, increased from $4.1 bil-
lion in 1991 to $4.9 billion in 1992
owing to a weakening of the oil
trade. Net carnings from services
stagnated owing to low earnings
from the bunker oil services. In
1993, the trade deficit was expect-
ed to widen further.  Services,
however, were expected to pick up,
especially from travel and tourism
and shipping. They registered 9

Table ITL2. Balance of payments:

(Value in millions of US dollars)

per cent and 11 per cent growth in
1992. The current account balance
consequently was expected to im-
prove. Net capital inflow also reg-
istered substantial increase,

The current account balance of
payments in Thailand in 1992 in-
curred a reduced deficit of $6.7
billion from $7.7 billion in 1991.
The trade deficit was reduced from
$£6.0 billion to $4.2 billion. The
deficit on account of services, how-
ever, increased from about $1.8 bil-
lion in 1991 to $2.8 billion in
1992. This was largely the result
of a fall in tourism, the largest
source of foreign exchange earn-
ings for Thailand, in the aftermath
of the Persian Gulf war, recession
in the industrial world and partly
the domestic political events during

principal components, 1990-1993

the 1991-1992 period. In 1993, the
balance-of-payments situation was
expected to worsen again, as the
trade deficit was likely to increase
above $5 billion with imports rising
faster than exports. Income on
services, however, was picking up
with the revival of tourism. The
deficits in the current account were
expected to widen to $7.6 billion.
There was also a sharp reduc-
tion in capital inflow in 1992, fall-
ing off by one third compared with
1991, This fall of net capital in-
flow could also be attributed to the
same set of factors which affected
income from the services. Capital
inflow was, however, picking up
strongly again in 1993, Foreign
e¢xchange reserves at the end of
1992 stood at about $20 billion.

Balance
Services on goods, Direct
Trade and services and investment  Other  Foreign
balance income  Private  private  Official and capital exchang
balance transfers  transfers  portfolio nes®  res

Bangladesh 1990 -1 587.0 -4245 8283 -1 1832 785.8 35 694.3 602.9
1991 -13859 -3612 9018 -8453 909.8 3.6 464.0 1 2069
1992 -1 2559 -3713 10198 -607.4 7882 124 526.0 1 7832
199394 4 461.0 31.0 10700 -360.0 y 16.0 o 21000
China 1990 9 165 2 558 222 11 945 52 2 416 839 28 594
1991 8 743 3 698 444 12 885 387 3 688 4 344 42 664
1992 5183 63 804 6 402 352 11 156 16 486
Fiji 1990 -1713 1182 -233 -76.4 249 594 -30.9 2272
1991 -122.2 1163 -24.9 -30.8 253 5.0 -17.0 248.5
1992 -126.4 121.5 -22.8 =277 145 49.7 -8.6 2943
India®d 1990 -7 750 -2 677 2100 -8 327 600 112 867 2 236
1991 -3 348 -2 651 2180 -3 819 650 200 2020 5631
1992 -4 591 -3 602 2250 -5943 700 400 2018 6434
1993 -3 171 -4 229 2 650 -4 750 750 780 -663 6 425
Indonesia 1990 5352 -8 758 166 -3 240 252 1 000 3495 71353
1991 4 804 -9 146 130 -4 212 132 1 470 4 656 9 151
1992 6 021 -9 997 184 -3 792 113 1 686 4 177 10 181

Iran (Islamic 1990 975 -3 148 2 500 327 - - 354

Republic of) 1991 -6 560 -3 849 2 500 -7 909 - - 5 530

19924 -1 871 -4 780 2 000 -4 651 - - 2 535

19934 2900 -2926 2000 1974 - - 5532

(Continued on next page)
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Table 111.2 (continued)
(Value in millions of US dollars)

Balance
Services on goods, Direct
Trade and services and investment  Other  Foreign

balance income  Private  private  Official and capital exchang,
balance transfers transfers transfers  portfolio nes? mgrw.rg

Malaysia 1990 1909 -3 595 3 1683 51 2077 174 9327
1991 -167 4413 4 4616 87 4243 1257 10 421
1992 2851 -4 703 4 -1818 % 3010 3319 16 784
1993 4 3500 5341 140 -1692 = = - 14993
Maldives 1990 -63.1 619 -74 <26 112 = 17 244
1991 -825 68.1 -166 =311 21 6.5 -0.5 234
1992 -110.5 786 -189 -50.8 176 66 199 270
Myanmar®4 1990 48238 344 - 448 286 69.94 247 3120
1991 -411.1 106.1 = -305 644 2871 2483 2582
1992 -403.0 2170 . -186 743 79 130.2 280.1
Nepal 1990 4487 51.0 604  -3373 482 - 304.5 287.0
1991 -4824 66.7 37 -3620 575 B 457.1 388.7
1992 -3758 65.5 457 2646 832 & 3359 4594
Pakistan®d 1991 2483 -179 212 =217 613 230 1334 529
1992 2236 -2224 2961  -149 450 562 617 024
1993 -3365  -23% 2440 -3316 358 451 1791 344
Papua New Guinea 1989 -28  -4190  -1307  -S726 2173 213 437 M7
1990 © 271 -1983 -817 =307 1709 1777 1088 4030
Philippines 1990 -1939 -411 299 -2051 135 -102 2 78§ 868
1991 -3211 1 350 473 -1388 354 654 22713 3186
1992 -4 695 2 879 4 =138 344 268 2840 4283
1993 4 -5 325 2 969 $52 -1 804 402 962 . 4767
Republic of Korea 1990 -2 004 -443 266 -2 181 9 706 2263 14 459
1991 -6 980 -1 593 20 -8 553 -1 2 875 3950 13 306
1992 2146 2615 257 -4 504 25 5 245 1909 16 640
1993 f -186 -533 58 -661 4 1511 -76 18 151
Samoa 1990 -61.15 2420 3972 27 1268 = 940 6482
1991 -71.14 820 3100 -3194 10.57 = 1860  64.06
1992 -84.08 -175 3475 -51.08 ~ - 19.95 5765
Singapore 1990 -5 128 7315 -274 1913 -169 3 038 23718 27 535
1991 -4 129 7973 -340 3 504 -199 1 990 964 33 931
1992 -4 900 8 474 -416 3158 -230 3 098 1120 39 661
Solomon Islands 1990 676  -5200 142 -5734 3345 12.85 198 1649
1991 -829  -6241 203 -1273 3533 18.71 567 767
Sri Lanka 1990 47126  -3668 3624  -4770 178.1 425 4356 4220
1991 -4739 3989 4013 4715 2039 100.0 6009 6850
1992 -7109 3850 4617  -6342 1826 146.8 687 8990
19934 -686.3 -652 5055  -5250 1509 1859 4438 12170
Thailand 1990 -6 750 -744 2%  -7468 187 2 265 6833 13247
1991 -5990 1844 163 =760 104 1 766 9993 17287
1992 4155  -2850 275 -6 730 50 2222 6900 20012
1993 -5253  -2562 12 -7643 104 2 3%
Tonga 1990 -40.45 11.90 30.57 202 1047 -13.51 -004 3004
1991 -4085 1.55 30.23 -9.07 707 -3.53 545 30.17
1992 -36.44 -257 2796  -1105 9.64 0.79 s42 2962
Vanuatu 1990 6585 3782 669  -2134 2936 13.19 892 3469
1991 -59.15 211 <1907  -49.11 3208 1845 -71.64 36.69
Sources: International Monetary Fund, International Financial Statistics Yearbook 1992, vol. XLV and International

Financial Statistics, vol. XLVI, No.12 (December 1993); and national sources.
2 Not elsewhere specified. b End of period.  © Fiscal year. d National sources. © Third quarter. f First quarter.
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South Asia

The balance of payments of
South Asian countries generally
improved in 1992. In Bangladesh,
the current balance recorded a
lower $360 million deficit in fis-
cal 1993 compared with $607 mil-
lion in 1992, The trade deficit at
$1,461 million was higher than the
$1,256 million in the previous year.
Private transfers, mostly from remit-
tances of Bangladeshi workers
abroad, rose from $1,020 million in
1992 to $1,070 million. A small
surplus of $31 million was recorded
in the services also. Bangladesh
continues to depend on official
development assistance for financ-
ing its payment deficits and deve-
lopment activities generally. Aid
disbursements in 1993 marginally
increased to $1,667 million from
$1,611 million in 1992, A net capital
inflow of just about $1,000 million
after deducting debt amortization
and short-term capital outflow, was
almost $2 million less than in 1992.
Foreign exchange reserves improved
to $2.1 billion from $1.8 billion in
the previous year.

In India, the current account
balance of payments deteriorated
in 1992 with a $5.9 billion defi-
cit, compared with $3.8 billion in
1991 when imports were low due
to the impact of policy reforms and
recessionary tendencies in the
economy. Of the $5.9 billion
deficit in 1992, $4.6 billion were
merchandise trade deficits. This
was reinforced by a net deficit
on account of invisibles. The de-
terioration in the invisibles was
attributed to a deceleration in
tourism earnings, larger interest
payments as well as payments for
royalties and technical services.
The outstanding external debt,
estimated at $70.5 billion as of
March 1993, was imposing grow-
ing debt service obligations, as
indicated by a debt service ratio of
28 per cent in 1992, Private trans-
fers, comprising mainly remittances

from non-resident Indians, remained
stable at the previous years level.
In 1993, the balance of payments
was expected to improve with a
smaller trade deficit as exports
were rising faster than imports, al-
though the services and income ac-
counts were likely to incur larger
deficits.

Official development assistance
still accounts for a substantial pro-
portion of capital receipts in India.
That assistance had declined by $1
billion in 1992 from the level of
1991. Disbursement of commer-
cial loans, mainly trade credits,
amounted to $964 million in 1992
reversing a net outflow of $758
million in 1991. In the wake of
sharp deterioration in the balance
of payments, India had drawn
$1,288 million of IMF credit in
1992 under a Standby Arrangement
entered into in 1991, Foreign in-
vestment inflow to India was rising
strongly, with the inflow doubling
to $400 million in 1992 from $200
million in 1991. Foreign aid and
investment were expected to pick
up substantially in 1993 with a
further doubling of foreign direct
investment inflow.  That would
enable the country to reduce its
dependence on IMF credit. Foreign
exchange reserves also improved to
$6.4 billion in 1992 from their low-
est level of $2.2 billion reached in
1990.

In the Islamic Republic of
Iran, current account of the balance
of payments improved considerably
in 1992 with the deficits reduced
from $7.9 billion in 1991 to $4.6
billion. The reduction came largely
through a reduced deficit in the
trade account from $6.6 billion
to $1.9 billion. The deficits on
services and transfers more than
doubled from $1.35 billion to $§2.8
billion.  Increased payments for
transport, insurance and travel ac-
counted for the increased deficits
in services. The deficits have
been financed largely by long-term
capital inflows. In 1993, the cur-

rent account deficits were expected
to have a surplus of nearly $2.0
billion with an expected trade
surplus of $2.9 billion.

In Nepal, the current balance
of payments also improved in 1992
with a lower deficit of $265 million
compared with $362 million in
1991.  The improvement came
largely through reduced trade defi-
cits as imports were growing more
slowly than exports. The trade
deficit was partly offset by Nepals
traditional surpluses on services
and income, mainly private remit-
tances and tourism receipts.

After a trend of improvements
for several years, current account
balance of payments in Pakistan
sharply deteriorated in fiscal 1993
to record a deficit of $3.3 billion,
more than double that of 1992
The deficit in trade was $3.4 bil-
lion. Private transfers, mainly
workers’ remittances, totalled $2.4
billion which was almost totally
offset by the net service deficit.
The volume of official transfers
was also lower, after the netting of
which the balance-of-payments
deficit stood at $2.96 billion in
1993. In fiscal 1994, a substantial
increase in exports, slower growth
or decline in imports, and higher
workers remittances, were expected
to improve the balance-of-payments
situation.

Pakistan also depends sub-
stantially on official credits to
support its balance of payments.
These credits have tended to
stagnate or decline in recent years,
making the country more dependent
on commercial borrowings. How-
ever, official medium- and long-
term loans increased substantially
in 1993, thereby reducing some-
what the dependence on market
borrowing. Net market inflow of
$2.24 billion, still left a $716
million deficit in the overall
balance, which was financed by a
large draw-down in foreign ex-
change reserves. The reserves thus
declined to a critically low level of
$344 million,
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In S Lanka the current ac-
count balance of payments deterio-
rated in 1992 with an increase in
the deficits from $471.5 million in
15991 to $634.2 million. The trade
deficit increased from $473.9 mil-
lion to $710.9 million. Higher net
private transfers, mainly workers'
remittances amounting to $461.7
million, contributed to the contain-
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ment of the current deficits. The
services also  recorded  slightly
lower deficit of $385 million com-
pared with £398.9 million in 1991,
This improvement reflected higher
earnings from tourism, On the
capital account, Sri Lanka has been
receiving an increasing flow of
foreign direct investment, which
rose to $146.8 million in 1992

from a mere $42.5 million in 1990,
The other sources of capital flows
to Sri Lanka are official loans and
grants which, however, did mnot
show much of a rse in recent
years, Met capital receipts ex-
ceeded the current deficit giv-
ing the overall balance a surplus
which increased the countrys re-
SEIVEs.



IV. FISCAL REFORMS

Fiscal reforms, involving the
revenue and expenditure opera-
tions of government, have been an
important component of a broad
range of economic policy reforms
in the developing countries of the
ESCAP region for a decade or
more. These have been accelerated
however in a number of cases in
recent years. Fiscal reforms may
have a bearing on many develop-
ment issues such as economic
growth and stability, allocation
of resources, trade performance,
employment and equity, in addition
to their direct impact on the
budgetary balance. The specific
considerations prompting reforms in
individual countries and their
timing may differr Some com-
monalities are however observed.
This chapter briefly reviews the
objectives which appear to underlie
recent reforms in the region, the
nature of the measures adopted to
implement the reforms and their
impact.

OBJECTIVES

Governments in the region,
by and large, have followed con-
servative fiscal and financial
policies, enabling them to maintain
reasonable degrees of economic
stability while sustaining generally
satisfactory levels of economic
activities. Yet, continual changes in
the domestic and external economic
situations have necessitated reform
measures in their fiscal systems,
the urgency of which has been felt
at different points in time in
different countries.

A common thread in the
objective of fiscal reforms in many
countries has been to reduce
budgetary deficits. In many cases,
these deficits have been responsible
for inflationary pressures in the
economy and large deficits in
the current account of the balance
of payments. This had happened
particularly in cases where a
large part of the budget deficits
was monetized as the governments
resorted to borrowing from the
banking system, especially from the
central bank. Budgetary deficits
also tended to cause a “‘crowding
out” effect, with government bor-
rowing constraining the access
to credit for the private sector.
Furthermore, the deficits led to
a growing accumulation of public
debt necessitating larger expen-
ditures for debt servicing which,
in turn, tended to aggravate bud-
getary deficits. All these prompted
governments to adopt reduction
of deficit as a major goal of
fiscal reforms.

The perception of the role of
government in the economy has
been changing in recent years,
A reduction in the role of the
government in directly produc-
tive economic activities is an
element of the changed per-
ception. In this context, how-
ever, one needs to distinguish
between at least three different
functions of government: regula-
tory, entrepreneurial, and as a
provider of social and econo-
mic services,  particularly those
characterized by high externa-
lities.

To perform the first set of
these functions requires the govern-
ment to maintain the necessary
administrative apparatus, the cost
of which places a demand on
the revenue resources. At the
same time, controls and regula-
tions can have other far-reaching
ramifications for the functioning
of the economy. A certain mea-
sure of regulatory role of the
government is inescapable even in
the most efficiently functioning
market economies. However, there
has been a realization in recent
years that governments may have
been exercising rather excessive
regulatory role in the economy
and, therefore, a reduced role of
government in this respect is
desirable.

There are a number of reasons
why the entrepreneurial role of the
government, particularly in directly
productive activities, has also come
under severe scrutiny. The reduc-
tion of budget deficit is one
of those. In many cases, public
enterprises have been making
losses requiring subsidies from the
exchequer. There is the perception
also that in many instances public
enterprises militate against com-
petition, and therefore, efficiency of
resource allocation through, inter
alia, the creation of barriers against
entry and securing prvileged
access to inputs and credit there-
by crowding out potential new
entrants. There is also an increas-
ing recognition that in view of
limited material, financial and
human resources available to
governments, they should concen-
trate on the provision of those

67



goods and services that the private
sector is unable or unwilling to
provide.  This consideration has
been reinforced by the emergence
of resourceful private entreprencurs
in many countries of the region.

Consistent with the reordering
of priorities as indicated above, the
role of government in providing
essential social services appears
to be growing in importance.
Here again, there are several
underlying considerations. In many
cases, the coverage and the quality
of these services is inadequate.
The private sector is generally
unwilling to provide many of these
services, such as basic education
and primary health care, because of
a significant divergence between
private and social costs and
benefits. Many of these expen-
ditures cannot be viewed simply
as welfare payment, rather these
contribute to an improvement in
the quality of human resources,
and thus productivity and growth,

In recent years, there has been
an increasing convergence among
countries of the region with re-
spect to greater openness towards
exteral trade, investment and tech-
nology flows. This  outward
orientation involving export promo-
tion, reduction of barriers against
imports, and removal or relaxation
of restrictions against the entry of
foreign capital and technology
requires supportive change in fiscal
regimes.

RECENT REFORM
MEASURES

As explained above, a reduc-
tion in budget deficit, a reorien-
tation of the role of government in
the economy and a greater open-
ness towards the external world,
appear to have been among the
major objectives of fiscal reforms
in the region. Governments have
sought to reform both their revenue
and expenditure operations to fulfil
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one or the other of this broad
set of  objectives. Revenue
reforms have affected the whole
revenue system or some individual
revenue instruments with respect to
their base and/or rate structure.
Reforms of tax administration with
a view to simplying procedures,
improving administrative efficiency
and encouraging better tax com-
pliance have also been undertaken.
Improving revenue productivity of
taxes, however, has remained an
overriding consideration with a
view to reducing existing budgetary
deficits in the short-run, while
aiming to expand and improve
essential public services over the
longer-run.

On the expenditure side, the
emphasis has been to reduce or to
contain the growth of expendi-
tures as a means to improve the
budgetary balance.  Efforts have
been directed towards improving
the efTiciency and productivity of
the current level of expenditures
through administrative streamlin-
ing, and greater accountability.
Atention has also been paid to
reallocation of expenditures in the
light of new priorities.

While the initiative for the
major reforms was taken earlier
in the 1980s in many countries
in the region, the process has
been accelerated more recently,
particularly in  South  Asian
countries. In Pakistan, major fiscal
reforms were initiated in 1989 and
in Bangladesh in 1990 fiscal years.
In India, major tax changes were
introduced in the 1985/86 budget
but much more extensive reforms
have been brought about since
1991. The Philippines embarked
on a major reform programme in
1986.  Indonesia, Malaysia and
Thailand implemented major re-
form programmes since the mid-
1980s. However, the process of
incremental adjustments to respond
to the particular circumstances
faced by individual countries at a
given point in time continues.

Approaches to the formulation
and implementation of reforms
have varied among countries not
only in respect of the timing, but
also in the degree of compre-
hensiveness. Pre-budget dialogues
among policy makers, government
appointed commissions and com-
mittees, and advisory groups,
researchers, interest groups and
international agencies, were cata-
Iytic in many reform initiatives. In
Indonesia, for example, tax reforms
introduced in 1983 were based on
a comprehensive review by the
Harvard Institute for International
Development to which the task of
reviewing the existing system was
assigned in 1981. India, Pakistan
and Sri Lanka had set up Taxation
Reform  Commissions/Committees
to examine the question of the
reforms. In these countrics the
scope of reforms tended to be
rather comprehensive or in large
packages.  Although most other
countries adopted a more gradual
approach, In some cases major
changes were introduced together in
a single year. The following are
the major highlights of recent
major changes.

Taxes/revenues
Direct taxes

Direct taxes play a relatively
less important role in revenue
mobilization in a vast majority of
countries of the region. The
rationale for the role of direct taxes
was based on a number of merits
traditionally attributed to them.
They were expected to produce
least distortions in terms of
allocation of resources. They were
viewed as a potent instrument for
the promotion of equity. Their
potential  adverse  impact on
incentive to save and invest has
however been recognized, and
exemptions, allowances and tax
holidays incorporated as counter-
balancing measures.



The merits of direct taxes
have been increasingly questioned.
It is argued that the non-
distortionary effects of direct taxes
are not so obvious. From the point
of view of equity, direct taxes can
be at best relevant for reducing
the share of income and wealth
that accrues to the top echelons
of society. In practice, this role
has been severely compromised
by the provision of liberal exemp-
tions and allowances. Moreover,
a combination of high average
rates, their steep progression, and
too many exemptions and allo-
wances, encourages tax avoidance
and evasion, diluting the role of
direct taxes both as an instrument
for raising revenue and as a
means of promoting specific ob-
jectives. In consequence, the trend
worldwide appears to be away
from progressive direct taxation,
combined with exemptions and
allowances, particularly as a re-
distributive instrument,

Reforms of direct taxes exhibit
several common elements. These
include: a lowering of personal
and corporate income tax rates; a
broadening of the bases of these
taxes; a reduction of the number
of income brackets in personal
income tax schedules; and align-
ment of the corporate rates with
top brackets of personal income
tax rates for integration of per-
sonal and corporate income taxes at
least partially.  These measures
have aimed, inter alia, to create
improved incentive structure for
the private sector, through a re-
duction of average and marginal
tax rates, the multiplicity of rates
and the degree of progression.
At the same time, they are
expected to increase revenue
collection through broadering of

! See Richard M. Bird, “Tax
reform in India”, Economic and
Political Weekly, vol. XXVIII, No.
50 (I December 1993), pp. 2721-
2726.

the base, enhanced compliance and
improved enforcement.

Marginal tax rates, especially
the highest rate for personal
income tax, have been lowered in
several countries. The number of
income brackets to which different
rates should apply has also been
reduced in many cases. For
example, Indonesiay reformed in-
come tax system retained only
three rates (i.e. 15, 25 and 35 per
cent). In the Republic of Korea,
effective 1989, the income tax
rates were adjusted from a range
of 6 per cent lowest and 55 per
cent highest to 5 and 50 per cent
respectively. The number of brac-
kets were reduced from 16 to 8.
In Malaysia, the spread of income
tax rates was reduced to 5§ to 40
per cent from 6 to 55 per cent in
1985 and the number of brackets
was reduced from 15 to 13. In
Bangladesh, the highest marginal
rate of personal income tax was
reduced drastically from 45 per
cent to 30 per cent in 1992/93 and
to 25 per cent in 1993/1994. The
highest marginal tax rate was
reduced to 40 per cent in India in
1992/93. In Fiji, a 20 per cent
across-the-board  reduction  was
granted on individual income taxes
in 1990. These changes, lowering
rates and reducing stiff progres-
sivity, brought about more unifor-
mity in personal income tax rates
in countries of the region,

While tax rates and taxable
income brackets have been reduced
and simplified to serve certain
objectives, the potential revenue
losses have been sought to be
recaptured by a broadening of the
tax base. Thus personal income
tax base has been broadened in
many countries by a pruning of
the incentive provisions, deduc-
tions and exemptions; by taxing
fringe  benefits that  hitherto
escaped taxation, by introduc-
ing or widening withholding taxes
to ensure automatic tax collec-
tions; and by recourse to pre-
sumptive  taxation including a
minimum tax levied on certain

cau:gorics.2 Pakistan, for example,
eliminated a significant number
of income tax exemptions, intro-
duced presumptive and minimum
amount of taxes on certain assets,
and reinforced the system of
withholding taxes during 1990-
1992. Agricultural income, which
had been exempt from income tax,
was integrated for income tax
assessment  purposes in 1993,
India also removed certain income
tax exemptions and introduced
presumptive taxation for small
traders since 1992/93 while abo-
lishing the wealth tax on all
productive (financial) assets.

Rates of corporate income tax
also have been lowered and the tax
base has been broadened in a num-
ber of countries, The use of fiscal
incentives as an industrial policy
instrument has been widespread
in the region. These incentives in
the form of tax holidays, accele-
rated depreciation allowances, and
various deductions were intended
to promote industrial investment,
to attract investment to targeted
sectors, and to spread industries to
backward and rural areas. The
incentives however have not always
served their intended purpose, but
caused a loss of revenue. In some
cases, while the government loses
revenue, the benefit of exemption
does not accrue to the investor,
For example, when the countries
of origin of foreign investment tax
their citizens” or companies’ foreign
incomes which are not taxed in
the host country, the host deve-
loping country loses the revenue
from the exemptions offered, but
the investor does not gain. The
existence of the multiplicity of
concessions also creates loopholes
for tax evasion or avoidance.
Attempts have been made there-
fore to rationalize the incentive
provisions, particularly keeping in
view the general lowering of the
corporate tax rates.

2 Amaresh Bagchi, “Tax reform
in developing countries: agenda for
the 1990s”, Asian Development
Review, vol. 9, No. 2 (1991), p. 43.
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The rates of corporate income
tax have come down in most
countries.  The rates now range
from 20 to 35 per cent in East and
South-East Asian countries and from
40 to S0 per cent in South Asian
countries. The corporate tax rates
in South Asia, though much lower
than they were before, are thus
higher in comparison with those of
other countries in the region.

Many countries have tried to
align the corporate rates with the
rate of personal income tax applied
to the top bracket of income,
facilitating an integration of the
two. For example, in Indonesia
and the Philippines, the highest
rates for both personal and cor-
porate income taxes are the same at
35 per cent. Many countries are
also departing from taxing dividend
at both the corporate and the
individual levels.  Mitigation of
double taxation of dividends through
dividend income relief for personal
income tax is provided, for example,
in India, Malaysia, the Republic
of Korea, Singapore and Sri Lanka.

The nature of reforms of
direct taxes as described above -
involving a lowering of rates and
their progressivity, combined with a
reduction in deductions, exemptions
and allowances and broadening
of the base — could be expected to
have an ambiguous impact on the
contribution of these taxes to
revenue, which appears to be sub-
stantiated by data. An examination
of the share of direct taxes in central
government tax revenues of a sam-
ple of 20 developing economies in
the region shows that between 1985
and 1991 there was an increase in
this share in seven cases and a
decrease in equal number of cases.’
In the remaining countries, the share
remained more or less unchanged.

3 The economies are: Bangladesh,
Bhutan, Fiji, Hong Kong, India,
Indonesia, Islamic Republic of Iran,
Malaysia, Maldives, Myanmar, Nepal,
Pakistan, Papua New Guinea, Philip-
pines, Republic of Korea, Singapore,
Solomon Islands, Sri Lanka, Thailand
and Tonga.
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Indirect taxes

Governments in  developing
countries have historically depended
on indirect taxes as major source of
tax revenues. A number of factors
explain this dependence. The low
level of per capita income is one
explanation. At low levels of
income, any reasonable threshold
of exemption does not leave
much to be reached by direct
taxation. A large part of gross
domestic product is not mone-
tized or originates in agriculture
which is difficult to tax. A
large presence of small traders or
family enterprises with little or no
maintenance of records and with
poor accounting practices was
another hurdle. The potential for
collection of direct taxes was
further diluted by various incentives
to save and invest.

These conditions have been
changing in the region and should
lead to a fall in the share of
indirect taxes. Taking a longer run
view, that appears to be the case.
In the majority of cases, the share
of indirect taxes in total central
government tax receipts declined

between 1980 and 1991, albeit
modcstly.‘
Nevertheless, as of 1991,

indirect taxes remained the largest
source of revenue for most coun-
tries. In the South Asian countries,
the share of indirect taxes was
distinctly higher accounting for
between 70-80 per cent of tax
revenues. In the case of East and
South-East  Asian countries the
proportion was generally of the
order of 50-70 per cent. The major
exceptions were Indonesia and
Singapore where the share was
about one third, and Hong Kong
with about two fifths. The excep-
tions are due to the oil factor in
the case of Indonesia and near non-
existence of an agricultural sector
in Hong Kong and Singapore.

4 The sample of countries is the
same as in the preceding footnote.

In the context of reforms,
particularly relevant is the com-
position and structure of indirect
taxes. It is these aspects which
seem to have engaged the attention
of governments.

Taxes on international trade,
being easy to administer, have been
traditionally a substantial compo-
nent of government revenues in
the region. However, as indicated
earlier, there has been a change
in the perception of the role of
international trade in economic
development. There is an
increasing recognition that exports
can be effective “engines” or at
least “hand maidens” of growth. A
logical policy response is to relax
constraints on international trade,
both exports and imports, A
significant component of fiscal
reforms has been to gear tax
instruments towards this end.

Export duties have gradually
been removed as conditions no
longer suited or justified their
imposition.  Export duties in the
past discouraged exports and en-
couraged production of substitutes
in importing countries. The
windfall gains received in years of
high commodity prices justifying
a tax on the exporter have also
mostly ceased to exist.

Duties on imports have served
to protect domestic industries while
constituting a substantial source of

revenue. High and widely dis-
persed rates of import duties,
however, have often generated

varying rates of effective protec-
tion for different industries giving
rise to inefficiency in the domestic
industrial structure. In view of
this, maximum rates of customs
duties have been lowered in most
countries and the number of duty
rates have been curtailed.

In India, for example, to
reduce the high cost of imported
inputs and to moderate excessive
protection of domestic industry, a
major thrust of reforms has been to
lower the level and simplify the



structure of customs duties.  The
rates have been reduced in stages,
with the maximum rate lowered to
150 per cent in 1991, 110" per cent
in 1992 and 35 per cent in 1993,
Duties on capital goods have been
reduced 1o the  level ranging
between 25 per cemt and 35 per
cent for many calegories. For
export schemes and certain project
imports, they have been lowered
even  further. Similarly, the
maximum duty rate in Pakistan was
reduced from 225 per cent in 1988
to 90 per cent in 1992 and further
to 80 per cem in 1993,  Other
South Asian countries have fol-
lowed the same approach. Many
of the East and South-East Asian
countrics had already reduced their
import duty rates substantially in
the 1980s. The process of refine-
ment is continuing in the 1990s
and is expected to receive fur-
ther boost from the implemen-
tation of wvarious proposals on
trading arrangements such as the
ASEAN Free Trade Area (AFTA)
and "growth trim‘lg,ln.':s.".S

As  repards  the  domestic
component of indirect taxes, the
reforms have been prompted by
the recognition that the structure
of these taxes tended 1o impose
very high efficiency costs. The
distortions caused by a multiplicity
of bases and rates, concessions and
preferences, levies on the basis of
origin, and so on, resulted in
greatly differentiated degrees of
high and often unintended protec-
tion of different sectors of the
economy and misallocation of
resources. The multiplicity of
points of levy and taxes on both
inputs and final products often
caused a pyramiding of tax
effects, high production costs and
a consequent distortion in the
prices of domestic pmdunts.f' The

5 See box [IL1 in chap. III of this
Survey.

reform of domestic indirect taxes
has also been motivated by the
growing evidence that an appro-
priately  designed indirect tax
system, in combination  with public
expenditure programmes, could be
much more effective than direct
taxes in meeling equity-related
concerns in developing countries.’
The wvalue added tax (VAT)
has been recognized as the best
substitute  for existing domestic
commodity taxes. The VAT can
combine several tlaxes on pro-
duction and sales into a unified
system  with a simplified rate
structure that eases the task of tax
administration  and  collection,
Moreover, il can incorporale sim-
ple differentiation in rales, exem-

plions or even zero-rating to
take into account distributional
issues.®

® Kedwr N. Kobli “Financing
public sector development expenditure:
the Asian experience’’, Asian
Development  Review, vol. 5, No. 1
(1987), p. 11.

7 See Richad M. Bird and
Barbara Miller, “Taxes, prices and the
poor i developing countries” in
Richard M. Bird and Susan Horton,
eds., Government Policy and the
Poor in Developing Countries  (To-
ronto, University of Toronto Press,
1989).

8 There is a large body of litera-
ture on raionale of VAT. See, for
example, Robin Burgess and Nicholas
Stern, “Taxation and development™,
Journal of Economic Lileralure, vol.
XXXI, No. 2 (June 1993), pp. 762-
830; Ehtisham Ahmad and Nicholas
Stern, “Taxation for developing coun-
tries” i H.B. Chenery and TM.
Snnivasan, eds., Handbook of Deve-
lopment Econamies (Amsterdam, Nonh
Holland, 1989); and Ved P. Gandhi,
and others, Supply Side Tax Policy:
its Relevance to Developing Countries
(Washington DC, Internatiopal Mone-
tary Fund, 1987).

Many countries have, therefore,
replaced the sales tax by the VAT
The Republic of Korea was the
first developing country in the
region to introduce it in 1976,
Indonesia, the Philippines and
Thailand followed, Thailand be-
ing the latest to introduce VAT
in 1992, Malaysia Singapore and
Sri Lanka also plan to intro-
duce the VAT system in the near
future.

Bangladesh introduced the VAT
in 1991 on a limited base, which
has been expanded over the
subsequent two years. In India, the
sales tax is levied only by the State
governments as provided in the
constitution.  The excise duties
levied by the Central Government
have been converted into a modi-
fied value added tax (MODVAT),
enabling manufacturers to deduct
excise duties paid on domestically
produced inputs from their excise
obligation on  output, thereby
mitigating the distorting effects of
excise duties on prices. MODVAT
covered all subsectors of manufac-
turing except petroleum  products,
capital goods, textiles and tobacco.
In Pakistan, the traditional sales tax
was replaced in 1990, by a new
value-added type general sales tax
(GST). The coverage of GST has
been expanded owver time, mostly
horizontally by brnging a larger
proportion of domestic production
and imports under the tax net, and
since 1991/92, also wvertically by
expanding the tax from the
manufacturer/importer o whole-
salers and retailers for a limited
number of products. S Lanka has
recently announced its plan to
implement VAT in early 1994,
Many countries introducing VAT
have however kept using the excise
duty for selective application to
generate  additional revenue or
greater  progressivity in the tax
systern.  Specific duty rates have
been converted into ad-valorem
rales in many cases.



Non-tax revenues

A sipnificant thrust of reforms
in the area of non-tax reve-
nues relates to public enterprises.
Governments have sought to eén-
hance surpluses or reduce the
deficits of these entities through
inter alia, improving their operation
and efficiency and increasing the
unit price of supplies and services
provided by them. Thus the
charges for postal, transportation,
telecommunications  and  other
utility services have been raised
in many counfries in recent
years.  User charges have been
introduced or are being consi-
dered also for certain types of
health, education and other social
services to recover part of their
costs, with concessional rates
only for the poor. In wview of
the wide ramifications of these
supplies and services involving
large externalities for economic
and social development, there is
a limit to which they can be
placed entirely on a user-pays
basis.

Expenditures

Effecting economy

Effecting economy in expen-
diture where feasible and improv-
ing the efficiency of expenditures
incurred have been  generally
pursued to improve budgetary
balances consistent with the ef-
fective delivery of essential public
services.  Subsidies to producers
and consumers are one category of
expenditure that has been targeted
for reduction or elimination both as
an economy measure and as a
means o reduce distortions in the
ECOnOmy.

All South Asian countries, for
example, have withdrawn or
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reduced subsidies on food and
fertilizer as well as on other agri-
cultural inputs as part of the
recent  reforms. The poorer bene-
ficiaries of such subsidies however
needed to be cushioned against
the harsh impact of such with-
drawal. To the extent that
subsidies catered to the welfare
of the poor, special provisions

had to be made to mitigate
excessive hardship.
Staff  reductions in  govern-

ment departments and restraint on
wages and salaries have been used
to curb the tendency for current
expenditure to rise. A freeze has
been imposed on new hiring and
salaries in a number of cases as
part of the strategy. In Pakistan,
for example, there was a virtoal
recruitment freeze for the public
sector  during  1990-1992, A
number of government ministries or
their divisions were abolished or
merged with other ministries.
Redeployment within and between
departments was used as a
rationalization measure. A pool of
surplus staff was created from
which any government department
needing additional staff could draw.
I Thailand, government pay scales
were  not  substantially  revised
between 1982 and 1989, and the
cost-of-living  allowances  were
granted only to the lowest paid
workers.

Public sector pay freezes have
however been difficult to maintain
not only because of continuing rise
in cost of living but also because
of a faster increases in the less
regulated private sector wages and
salaries. The resulting imbalances
between the private and public
sector wages and salary structures
have compelled governments in
many countries not only to lift the
freeze but also to grant substantial
one-time escalation in civil service
wages and salaries from tlime to
time.

Enhancing efficiency

Efficiency and productivity of
general public  expenditure are

difficult to measure, Howewver,
efforts have been made to
streamline  legislative, administra-
tvie, accounting and evaluation

procedures for greater effectiveness.
Operation of a public expenditure
programme, as in the case of ils
counterpart revenue  programme,
involves legislative, administrative
and accounting processes, on the
one hand, and the classification,
reporting and management of data
input, on the other,

The budget legislation is a
political process based on the
tradition of keeping expenditure of
public money under public control.
The effectiveness of this process,
however, depends on the methods
and modes of budgetary
preparation, the clarity of the
objectives of particular measures,
the reporting of the relevant details
of data and information to the
legislature, and the efficiency of
the legislative machinery itself
In these various respects, the trend
towards increasing democratiza-
tion of the governing process in
the region permitting open de-

bates on the government budget
is expected to produce better
results.

Once the budget is approved
by the legislature, it becomes
imperative to adhere to the ob-
jectives and targets set. Here the
administrative, accounting and the
evaluation processes come into
operation. In most countries of the
region, efforts have been made to
streamling the administrative and
accounting procedures with a view
to improving the efficiency and
productivity of public expenditure.
However, management tools applied
to evaluate the outcome of public
expenditure have remained weak
in many cases. A number of



countries in the past have experi-
mented with the use of perfor-
mance budgeting as a management
tool within the framework of the
planning and programming budget-
ing system (PPBS). The PPBS is
an ideal system in principle but
countries have found practical
difficulties in its adoption and
application in full. However, a
number of countries have adopted
its elements especially for the
budgeting of development/capital
expenditure. Malaysia, the Repub-
lic of Korea and Thailand, for
instance, used performance budget-
ing in modified forms and inte-
grated it on an annual basis within
a framework of medium-term
planning. The experience of those
countries suggests that there was
a considerable improvement n
terms of enforcing budgetary dis-
cipline and  effective  project
implementation,

In countries which had in-
troduced performance budgeting,
actual release of budgetary allo-
cations to the concerned admini-
strative agencies was conditioned
upon their past performance, mea-
sured against output.  Such strict
discipline  governing  budgetary
releases from the Treasury or the
Finance Ministry has been absent
in many countries. Although in the
case of developmental expenditures,
fund releases have mostly been
conditional upon the achievements
of budpetary targets, such tarpets
have been defined only in finan-
cial terms, the fulfilment of which
did not necessarily reflect real
achievements.

In most countries of the region
the Auditor General and the
Parliamentary Accounts Committee
have played an important role in
the process of the controlling and
evaluating performance of public
expenditure.  Their role could be
further enhanced in the latter
respect by the timely presentation
of the accounts, which are usually

presented with a long time lag.
The capacity of an audit system
to underiake evaluation of the
results of expenditure programme
has tended to remain limited to
rraditional financial scrutiny and,
therefore, an enhanced capacity
for evaluation of programmes by
agencies such as the Finance
Ministry or the planning agency
Appears Necessary.

The effectiveness of any
system of management and ac-
counting depends on the data input
and its timely analysis. In this
context, the compuienization of
the data system is of considerable
importance. Countries such as
Malaysia, the Republic of Korea
and Thailand are known to have put
in place a system which updates
information on expenditure on a
continuing basis. The data are
used for accounting purposes and
also as a tool of management for

different programmes.  Sanctions,
including withholding of  future
fund allocations or release, are

enforced against underperforming
agencies  identified through the
reporting system.  India, Pakistan
and the Philippines have also used
computerized information systems,
mainly for the preparation of
accounts, Bangladesh and Nepal
have also tried computerization of
budgetary information on a pilot
basis. Other countries in the region
have also been moving in the
direction of computenization of
their budgetary data.?

9 A recent study undertaken by
the ESCAP secretanal examined these
various issues in considerable details.
See The Control and Management of
Government Expenditure;  fssues and
Experience in Asian Counfries, Deve-
lopment Papers No. 13 (United Na-
tions publication, Sales No. E.93.
ILF5) and “Report of the high-level
expert  group  meeling-cum-training
course on control and management of
government expenditure’” (DP/CMGE/S
Rep.).

Reforming public enterprises

Attention has been paid o
public enterprise reforms which
also have implications for public
expenditure.  Public sector enter-
prises  including  departmental
enterprises, stalutory corporations
and ceoperatives and joint wventure
companies with government having
controlling shares, have played an
important role in all countries of
the region. The performance of
individual enterprises wvaries in all
countries, Some have performed
well but overall performance in
virually all  countrics proved
unsatisfactory. In Bangladesh, for
example, public sector industrial
enterprises reported only a 0.4 per
cent profit rate in 1985/86. In
India, net profit as a percentage
of capital employed in public
manufacturing and service enter-
prises was 2.8 per cent. The rate
of return was much worse with
the exclusion of the oil compa-
nies. 19 Similarly, in Indonesia
the rate of return in 142 non-
financial enterprises (excluding oil
corporations) was only | per cemt
in 1985, Because of their poor
savings performance, these enter-
prises depended on the government
for their investment needs. The
government alsa bore the losses
incurred by many of them.

From the point of wview of
budgetary expenditure there are two
main aspects of reforms of public
seclor enlerprises: privatization,
and improvement of performance
of enterprises which continue 10
remain in the public sector. A
number of measures have been
taken by countries o improve the
performance of the enterprises
remaining in the public sector. The
measures included a cutting back
on staff costs, which in many

10 Kedar N. Kohli, “The role of
fiscal policy in Asian economic deve-
lopment”, Asian Development Review,
vol. 9, No. 1 (1991), p. 55,

73



cases swelled unduly in the past
due to liberal hiring in the
enterprises as employment outlets.
Bangladesh, Nepal and Sri Lanka
have recently offered voluntary
retirement programmes for staff
with generous one-time compen-
sation packages to reduce over-
staffing. In many countries, public
sector enterprises have been placed
under professional ~management
personnel and have been given
greater autonomy in management
with respect to decision on prices,
purchases, sales and personnel
management.

Privatization has been in-
creasingly resorted to in almost
all countries of the region. Priva-
tization broadly defined included
the allowing of new entry of the
private sector in sectors and areas
which were long monopolized by
the public sector and the financing
of the existing public enterprises
through the capital markets allow-
ing participation by the private
sector, contracting out manage-
ments, and complete transfer of
ownership to the private sector.

Most countries of the region
had initiated the privatization
policies in the mid-1980s. In
South Asian countries, the pace has
been accelerated in recent years.
In Malaysia, the privatization policy
was initiated in 1983 and was
followed up with a Privatization
Master Plan to provide guidelines
to implement the policy. Since
1985, Malaysia has sold 120 public
sector companies to the private
sector.  The Philippines, which
experienced a large increase in the
number of public enterprises in the
1970s and early 1980s, started
a programme of privatization in
1986. By October 1990, plans for
disposal of wvirtually all the
government-owned and controlled
corporations were approved by the
President of the country. Barring a
small number of corporations to be
retained in the public sector, others
were being disposed of through
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mergers, conversions to private non-
profit foundations, liquidations, and
privatization. In Thailand, the
policy was geared not so much
towards privatization of existing
enterprises as towards increasing
the private sectors participation in
new infrastructure and  other
ventures.

In India, up to 49 per cent of

shares in seclected public sector
units is being allowed to be
divested to mobilize non-infla-

tionary resources for the budget,
effect broad-based asset ownership,
and create a greater commercial
orientation of management in
public sector units. Public sector
enterprises are allowed to form
joint ventures and to raise fresh
equity directly from the market to
finance their expansion plans.
Other South Asian countries have
also been implementing similar
programmes.!!

Reform measures in
economies in transition

In consideration of different
systems of classification and
accounts in the economies in
transition, reforms implemented by
this group of countries are dealt
with separately. Moreover, in these
cases, the distinction between tax

reforms and public enterprise
reforms is more blurred. Prior to
market-oriented changes in

cconomic policies, governments of
these countries derived revenues
largely from surpluses of
enterprises and production sectors.
Agricultural surpluses were
mobilized through procurement of
produce at low ceiling prices, and
enterprise  surpluses which often
did not reflect true costs or prices,
were remitted to the budget. The
reforms in recent years have aimed
at systematizing revenue collection

11 For more details, see Survey,
1992, part one, pp. 43-44.

by shifting from such transfers of
production surpluses to a clearly
defined  system  of  taxation,
Appropriate fiscal institutions and
tax laws are also being instituted.
This has also involved a reclas-
sification of revenue and expen-
ditures, affecting their patterns and
allocations among different levels
of government as well as the
production enterprises.

The reform process taking
place in China since 1979, for
example, resulted in a considerable
devolution of power and decision-
making responsibility to enterprises
and provincial governments. A
decline in revenue resources mo-
bilized by the central Government
in China partly reflects the reclas-
sification of revenue from the
budget to enterprise sector and
reallocation  of  responsibilities
among different levels of govern-
ment and enterprises. A similar
decline in budgetary expenditures
reflected a parallel devolution of
expenditure responsibilities.

China introduced a general
tax reform in 1984.  Corporate
income taxes were levied on net
income of state enterprises and
collectives. A “profits adjustment
tax" was applied to excess profits
ecarned by some enterprises. The
tax was also differentiated by the
capital endowments of enterprises.
Commodity taxes were converted
into separatc retail and wholesale
taxes on intermediate and final
goods, and a partial VAT was
introduced to apply to selected
sectors of the economy. Various
low-yielding  “pre-reform™ taxes
such as the salt tax, slaughter tax,
and a market tax were left in place,
but a series of ad hoc taxes on
“extrabudgetary construction”, wage
bonuses etc. were also introduced
to restrain enterprises from incur-
ring ‘“‘unproductive” expenditures.
More reforms were introduced in
later years to further refine the
system. Yet many anomalies had
remained.



For example, more than 20
major taxes on individuals and
enterprises  were  levied, some
of them by local governments.
Income, turnover, property, agri-
cultural production, slaughter of
animals, tonnage of salt, and so
on, formed tax bases. Enlerprises
were  subjected to  different tax
treatment based on their ownership
andfor size and location. Large
and medium-sized state-owmed
enterprises paid a 55 per cent
profit tax, while small state-owned
enterprises and the collective and
township enterprises paid between
10 and 50 per cent. The tax rates
for private firms and foreign
funded enterprises were 35 per cent
and 33 per cent respectively. In
special economic zones the fax rate
was 18 per cent. A further major
tax reform, to be ntroduced n
1994, is under consideration of
the government. A unified income
tax law is expected to be applied
to all domestic, state, collective,
private, cooperative and sharchold-
ing enterprises. Most of the
product and business taxes are
expected to be transformed into a
value added tax.

Vigt Nam initiated compre-
hensive reforms of its planned
economic system in 1986,  The
process of reforms was accelerated

since 1989, Before 1989, Viet
Nam had 14 different kinds of
LAXES, The MNational Assemhbly

in that year decided to simplify
the tax system, reducing the num-
ber of taxes to nine. The intention
of this reform effort was three-fold:
to firmly ground taxation in the
legal system, to establish equal
tax treatment between state enter-
prises and the private sector, and
to improve tax  administration,
The reform effort has had some
success, but further reforms will
be necessary for the tax sys-
tem to provide an adequate basis
for financing government expen-
diture.

In the Lao People Democratic
Republic, a comprehensive revision
of tax policy was undertaken in
1988.'%  Taxes on profits, turnover
and agriculture were applied. The
rates were uniform regardless of
the sector and the nature of the
enterprise (whether state or private).
A personal income lax was also
levied. In the following year the
range of tax sources was extended
to agricultural commodities; land;
royalties on mineral resources; and
agro-forestry  products. Import
duties and income taxes were also
introduced.

The termination of Soviet aid
in 1991 left a void in Mongoliak
revenue base. A new tax law went
mte  effect in  the couniry in
January 1991 and a new customs
law two months later. The law
introduced income taxes for indi-
viduals and enterprises (including
cooperatives), replacing the exist-
ing profit transfer system. The
rate structure for enterprises had
six brackets, with the marginal
tax rate rising from & per cent to
46 per cent.

The Central Asian republics
(Azerbaijan, Kazakhstan, Kyrgyz-
stan, Tajikistan, Turkmenistan and
Uzbekistan) have introduced nu-
merous tax changes. Main fea-
tures of tax policy in these
countries and the need for further
tax reforms are discussed in
box IV,

The impact
Deficit reduction
Countries in the region sought

to  achieve several objectives
through fiscal reforms as noted in

12 Asian Development  Bank,
Asian  Development  Outlook 1993
{(Manila, 1993}, pp. 236-242.

the introduction to the chapter.
This section seeks to evaluate the
impact of the reforms with
reference to selected quantitative
indicators.

Awvailable data indicate that
governments throughout the region
have generally succeeded in redue-
ing budgetary deficits, although
in many cases the reforms are
yet to have their full effects. In
most  countries, the budgetary
deficits have narrowed consi-
derably (able V1) in the early
19905 compared with those in the
early or mid-1980s. This is
particularly true in the case of
East and South-East Asian eco-
nomies, which had initiated
reforms in the 1980s. In South
Asian countries the deficits were
running relatively high as late
as in 1990-1991, which prompted
them to  implement accelerated
measures of reforms beginning in
1991, By 1992, with the excep-
tion of Nepal, the deficits,
expressed as percentage of GDP
started  narrowing  in these
countries by substantial margins.
Further decling is projected in
fiscal 1993/94 (in India from 5.3
to 47 per cent and in Pakistan
from 7.9 to 5.4 per cent), Some
of the Pacific island economies in-
cluding Fiji, Papua New Guinea
and Tonga have also succeeded in
narrowing their budgetary deficits.

It is noticeable however that
the Pacific island economies wilh
the exception of Fiji, are still
substantially dependent on foreign
aid grants for financing their
budgetary expenditures, Most of
the least developed countries are
also in the same situation, With-
oum such grants they would run
staggeringly high levels of deficit
as indicated by the figures within
parenthesis in table V.1, or forced
to  reduce expenditures at the
expense of essential economic and
social service programmes.
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Reform of the tax system s
crucial in countries seeking transi-
tion from a centrally planned to
market type economies. The
Central Asian republics (Azerbaijan,
Kazakhstan, Kyrgyzstan, Tajikistan,
Turkmenistan and Uzbekistan) have
faced this task and introduced
major reforms. Two alternative
approaches have been advocated for
introducing tax reforms, as also for
other reforms, in economies in
transition. These have been dubbed
as “big bang” and “gradualism™.
The first approach recommends a
one-shot transformation of the tax
system  typically prevailing in
centrally planned economies, to one
that fully incorporates the concerns
of an optimal tax system in a market
economy. That would generally
imply introduction of: (i) a broad-
based and, preferably, a single-rate
value added tax (VAT); (it) a short
Iist of traditional excise taxes on
selected products; (iii) a simple,
single-rate corporate income tax; (iv)
a personal income tax with a simple
rate structure; (v) a property lax on
urban propertics and agricultural
land as privatization proceeds; (vi)
import duties with a simple rate
structure and the abolition of all
export duties,

It has been argued that since
these countries are starting afresh, it
would be easier and more efficient
for them to aim directly at the ideal.
In this way, the countnes will be
able to reform the tax structure
quickly to ensure efficiency of
resource  allocation and  equal
treatment of comparable tax payers.
Efficiency losses in output would be
minimized.

4 This discussion draws on a

paper by Parthasarathai Shome and
Julio Escolano, “The state of tax
policy in the Central Asian and
Transcaucasian newly independent
States (NIS)", International Monetary
Fund Paper on Policy Analysis
and Assessment, Fiscal Affairs
Department, International Monetary
Fund, July 1993,

In the circumstances prevailing in
these economies, it was difficult in
practice to adopt the comprehensive
approach. These economies typically
depended on  transfers from various
sectors for government  revenue.
Under the changed circumstances, new
tax institutions would have to be
created, new laws and procedures
introduced, staff trained or retrained to
perform new functions, all requiring
tme and effort. Governments in the
meantime were faced with a fall in
revenue, leading to growing budgetary
deﬁcils." Revenue had to be
protected and realized from whatever
sources they came with fewer
difficulties.  Hence the gradual or
step-wise approach was seemingly
adopted by most of these countnes.
However, their tax systems are
gradually acquiring complex character

im the process with certain
distortionary features entering the
systems.

To replace most of the exist-
ing turnover taxes, a VAT was enacted
by the republics in 1992, mitially with
a high 28 per cent rate for the sake
of revenue. The rate has been
subsequently  reduced in most
republics, although it is still generally
high.® While Tajikistan and Turkme-
nistan have kept the rate unchanged
at 28 per cent, Uzbekistan has
lowered it to 25 per cent and Azer-
baijan, Kazakhstan and Kyrgyzstan to
20 per cent.  The high rates of the
tax created pressures for exemp-
tions and reduction of the rates,
which resulted in a multiplicity of
rates and exemptions.

The ongin pnnciple, under
which exports are subject to VAT

b Vio Tanz, “Tax reform in
economies in transition: a bnef
introduction to the main issues"”,
Intenational Monetary Fund Work-
ing Paper, Fiscal Affairs Department,
International Monetary Fund, March
1991, p.1.

€ The taxes being discussed
here are those present in the early
part of 1993,

Box IV.1 Tax reforms in the Central Asian republics

and imports are not, bhave been
adopted. The standard practice is
a destination-based taxation with
zero rating of exports and regular
taxation of imports, which effec-
tively isolates domestic markets from
foreign VAT changes. The republics
could consider adopting the destina-
tion based approach. Competition
for exports would require the repub-
lics to exempt exportable goods.

The list of excisable goods is
being reduced over time and most
excises are now set at ad valorem
rates. The policy on excises appears
to be moving in the nght direction.
However, additional revenue can be
generated by levying duties on the
imports of excisable products.

Since most  enterprises  are
stll i the public sector, enterpnise
profit tax laws have features
commonly used for public enter-
prises and in heavily regulated
markets. The central tax rate ranges
from 18 per cent in Uzbekistan
to 35 per cent in Kazakhstan,
Tajikistan and Turkmenistan. Extra-
ordinary profits are taxed differently
in  vanous republics, maising the
average statutory tax rate in the
range of 60-70 per cent. Special
higher rates, in general, are applied
to banking, insurance and other
financial mtermedianes. To discou-
rage the tendency among upper-
level employees to award themselves
disproportionately -‘ high  salaries,
“excess” wages arg included n the
base of the enterprise profits tax
in many republics. With the streng-
thening of prvate sector, some of
these features will have to change.
Rules for deduction of depreciation
need to be simplified. There is a
need to use tax incentives more
carefully because these lead to
exemptions and multiple rates, which
erode revenue, make tax admmi-
stration difficult and facilitate tax
avoidance and evasion.

A common feature s the
schedular character in case of
personal income tax. In general,
wages, dividends and interest, and
entreprencurial  income are taxed
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differently without global assessment
of overall eamings. Bulk of the
income tax revenue come from
wages, which are taxed at source
through withholding. Tax rates for
wage and entrepreneunal income are
progressive with a minimum rate
of 12 per cent and the maximum
rates ranging from 30 per cent in
Kazakhstan to 60 per cent in
Azerbaijjan, Tajkistan and Uzbe-
kistan. However, most tax payers
tend to fall within the 12 or 15 per
cent rate bracket. Top tax rates are

reduced without so much affecting
revenue yield. The personal income
tax laws provide numerous exemp-
tions, special rates and privileges.
Land tax legislation is being
drafted presently or has been enacted
in most republics, However, agricul-
tural income is treated favourably and
there is not much of a likelihood for
the land tax to be utilized in a serious
manner soon. There is some evidence
of utilization of an asset tax covering
public and private enterprises to obtain
a minimum return from past govern-

The process of reform is bound
to be complex and long for the
republics. It involves tax policy-
making, giving it legal backing, its
implementation by the civil servants,
and educating the tax payers who
are unfamiliar with and unac-
customed to compliance with tax
obligations.  The republics have
come & long way from a system
of transfers to the establishment
of a proper system of taxation,
However, the process must continue
W remove the remaining weaknesses

high in most republics and can be  ment investments. and drawbacks.

Table IV.1. Central government budgetary balance

(Percentage of GDP)

1980 1985 1990 1991 1992

East Asia
China® -16.0* (-16.0)* 93 (-93) -1.0 (-1.0) 1.3 (-1.2) 13 (-1.3)
Hong Kong 25 (2.5) 04 (-0.4) 0.7 (0.7) 35 (395 (2.8)
Republic of Korea 22 (22 -2 (-12) 07 (-0.7) -L7 (-L7) 09 (-09)

South-East Asia
Indonesia 24 (-24) -1.0 (-L0) 04 (04) (~4.6) (-3.8)
Malaysia 60 (-6.0) 25 (-2.5) 12 (-1.2) (-4..4) (-2.9)
Myanmar 12 (02 08 (-1.8) 52 (-53) v (-6.4) - (30)
Philippines -14 (-L.5) 2.0 (-2.0) -3.5 (-3.7) 2.1 (=2.4) -1.2 G
Singapore 21 Q1) 21 1) 113 (11.3) (.)
Thailand -49 (-5.1) -5.2 (-5.6) 46 (43) 4.7 4.5) (3.2)

South Asia
Bangladesh 25 (-02) -1.5 (-3.6) v (-1.6) v (-6.8) v (-4.6)
Bhutan -0.7* (-23.0 -3.5 (-31.6) -19 (-18.4) -2.4 () 1.6 ()
India 6.5 (-6.8) -85 (-3.7) 69 (-1.1) 6.0 (-6.1) =53 (-54)
Islamic Republic of Iran ~-13.8 (-14.2) -3.8 (-3.9) -1.7 (-1.7) -24 (-24) -1.1 (-L1)
Maldives 238 (-274) S.1 (-6.7) ~142 (-2L.5) -149 (-29.9) 204 (-30.3)
Nepal 30 (-6.4) 16 (9.7 17 (9.7) -6.1 (-85) -89 (-10.2)
Pakistan -5.7 (-6.5) -1.2 (-1.7) 1.1 (<1.7) 63  (-6.8) -6.5)
Sn Lanka -183 (-22.2) 9.7 (-11.7) -1.8 (-9.9) -9.5 (-11.6) -1.2 (..)

Pacific island economies
Fin -3.0 (-34) 2.7 (-3.5) 22 (-2.6) =23 (23) -0.1 (..)
Papua New Guinea -1.8 (-11.2) <23 (-11.3) v (-10.5) (~-10.4) (-7.2)
Solomon Islands 3.0 (-14.3) -82  (-9.0) 290  (.) o A 5 ()
Tonga 1.5 (~15.0) -2.6 (~26.0) 45 (-3.6) 11.9 (3.5) (...)
Vanuatu 3.6* (-163)* -7.0 (-11.5) -8.1% (-19.1)P () )

Sources: International Monetary Fund, Government Finance Statistics, tape no. GFS93101F, International Finance Statis-
tics (November 1993) and tape no. IFS93323F; Asian Development Bank, Key Indicators of Developing Asian and Pacific
Countries, 1993 and Asian Development Outlook 1993; and national sources.

Figures in parenthesis indicate the balance excluding foreign aid grants,

b

1989.

Note:
3 1082.
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Expenditure restraint

The success in narrowing
budgetary deficits came as a
result of successfully restraining
expenditure growth which also,
albeit imperfectly, reflects the role
of the government in the economy.
Thus, countries such as Indonesia,
Malaysia, Myanmar and Thailand
experienced considerably reduced
rates of growth in total government
expenditures in real terms during
the period 1986-1992 compared
with the rates of growth during
1975-1985 (table IV.2). In fact,

amornig the economies listed in
the table, there were only three
economies (Islamic  Republic  of
Iran, the Philippines and the
Republic of Korea) where the rate
of growth of total expenditure in
the latter period exceeded that of
the earlier one. In the first two of
these countries, the growth was led
by capital expenditures, although
current expenditure also grew at a
faster rate, particularly in the
Philippines.

While the growth in current
expenditure was successfully re-
strained within  East and South-

East Asian economies, with the
two major exceptions  of  the
Philippines and Republic of Korea,
capital expenditure has registered
generally higher rates of growth as
governments moved to redress the
infrastructure constraints faced by
their economies in the late 1980s
by launching large investment
projects in such areas as transport
and power. The large decline in
capital expenditure in Singapore
reflected  the  completion  of
construction of the mass transit
railway system and government
housing projects.

Table IV.2. Annual trend growth rates of central government expenditure in real terms

(Percentage)
Total expenditures® Current expenditures Capital expenditures
1975-1985 1986-1992 1975-1985 1986-1992 1975-1985 1986-1992
East Asia
Hong Kong 12.2 6.5 10.9 7.0 15.5 5.0
Republic of Korea 8.0 112 8.6 10.1 38 10.6
South-East Asia
Indonesia 58 1.0 5.7 2.1 6.9 3.0
Malaysia 89 48 84 48 84 19.1
Myanmar 7.7 -2.4 59 -2.6 17.9 -5.0
Philippines 2.1 52 -04 8.5 3.0 15.6
Singapore 10.8 -6.2 9.9 5.0 16.5 -13.0
Thailand 9.9 5.8 10.8 5.0 7.2 12.7
South Asia
Bangladesh 7.1 48 54 74 9.8 22
India 7.1 4.6 6.9 7.0 8.6 14
Iran (Islamic Republic of) -7.5 2.0 -5.9 -1.1 -11.6 113
Nepal 95 38 7.8 6.0 103 5.0
Pakistan 62 43 88 43 23 102
Sn Lanka 48 1.8 1.9 52 10.1 -6.9
Pacific island economies
Fiji 4.7 38 62 35 -22 10.9
Papua New Guinea 0.7 -2.5 24 -1.9 -7.0 -17.4

Sources: ESCAP based on International Monetary Fund, Government Finance Statistics, tape no. GFS93101F, Interna-
tional Financial Statistics Yearbook 1992 and International Financial Statistics (December 1993); and Asian Development
Bank, Key Indicators of Developing Asian and Pacific Countries, 1993.

Note:
than for 1992.

% Including current and capital expenditure plus net lending.
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In South Asian subregion, the
Islamic Republic of Iran and
Pakistan succeeded in restraining
growth in current expenditure and
accelerating growth in capital
expenditure.  In other countries,
growth in current expenditure ap-
pears to have remained unabated
and therefore the slow-down in
expenditure growth came through
a considerable deceleration of
growth in capital expenditure.
While in Bangladesh and India the
rate of growth in capital expen-
diture was severely limited dur-
ing 1986-1992, Nepal experienced
a modest growth of 5 per cent
per annum. In Sri Lanka, capital
expenditures declined which re-
flected not only budgetary con-
straints but also a greater emphasis
on private sectorS role in capital
investment.

The containment of the rate
of growth of total expenditure
partly reflects efforts to reduce
the role of the government in the
economy. Simultaneously, there
has also been a small shift
between the economic and social
service categories of expenditures,
reflecting the new priority of
governments, The data show a
relative decline in expenditure on
economic services and a rise for
social services (figure IV.1). This
shift may be welcome. Apart
from the externality aspects of
these services, much of social
service expenditures in the past
was concentrated on  building
infrastructure rather than provid-
ing actual services.  Thus the
actual delivery of services re-
mained inadequate both in quan-
tity and quality, especially in
the vast rural areas of the
region.'>  That has often found
expression in public complaints

13 Human Resources Develop-
ment:  Effectiveness of Programme
Delivery at the Local Level in Coun-
tries of the ESCAP region, Develop-
ment Papers No. 16 (forthcoming).

about the existence of health
centres without the services of
a doctor or supply of medicine;
or the existence of a school build-

ing without chairs, tables, stools
and blackboards, or an access road
for children, to commute to and
from.

Figure IV.1
economic and social services
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Any notion of an e¢xcessive
government in countries of the
region, so far as revenue-expen-
diture operations are concerned,
will be dispelled by comparison
of the relative shares of income
passing through the budgetary pro-
cess in the developed countries
and in the developing countries of
the region including both the
current and the capital com-
ponents.!* The standard of public
services - general as well as
social welfare -~ in  many
developing countries of the region

remains  poor. It may not be
necessary or inevitable for the
developing countries to develop the
same elaborate structures of social
and welfare services as most
developed countries had done in
the postwar period. The deve-
loping countries will however
need to provide more and better

14 See The Control and Manage-
ment of Government Expenditure:
Issues and Experience in Asian
Countries, Development Papers No. 13,
op. cit., chap. L

services than at present, as
demand for them is increasing
and there are inherent reasons
why the private sector is unlikely
to meet the growing demand to
a great extent. That does not
seem to leave much scope for
reducing the demand for resources
for governmental use, although
there may be scope for further
rationalization of allocations. In
this context, particular attention
could be paid to the reduc-
tion of military expenditure (sce
box IV2).

The end of the cold war has
been having an impact on military
spending worldwide with aggregate
expenditures showing a decline in
recent years. Military expenditures
had grown fast during the most part
of the 1980s, with a rise in cold-war
tensions since the beginning of the
decade. Since about 1988, expendi-
tures have declined at the rate of
approximately S5 per cent annually.®
The downward trend was maintained
even in 1991 despite the Persian
Gulf war. The decline accelerated
further in 1992 and 1993, with the
rate approaching 9 to 10 per cent
in 1993. Since 1984-1985, military
spending of the developing countries
has also fallen consistently, although
1991 saw an increase reflecting
largely the Persian Gulf war related
expenditures of the concerned
countnes.

8 Saadet Deger, “Military ex-
penditure and arms trade:  trends
and prospects”, a paper presented at
the Tokyo Conference on Arms
Reduction and Economic Develop-
ment in the Post Cold War Era, 4-6
November 1993, p. 3.

Box IV.2. Reducing military expenditure in the Asian and Pacific region

Military spending in the Asian-
Pacific region is yet to show a similar
pattern of decline as elsewhere. In
fact, the absolute level of spending
appears to have shown some rise in
East and South-East Asia in recent
years while only a marginal decline in
South Asia is noticeable. Defence
expenditure relative to gross domestic
product (GDP) has declined, however,
in most countries of the Asian region
between 1985 and 1990.  Similarly,
the share of defence expenditures in
total central government expenditures
also fell in most cases (see chart).
The slow progress in reduction in
military spending is possibly the
result of certain residue of the cold-
war tensions still remaining in the
region as well as withdrawal of
outside security support by cold war
allies.

Under certain  circumstances,
defence expenditures can  provide
an impetus to economic growth,

Those conditions do not seem to exist
in the ESCAP region, especially in
developing  countries. Very few
developing  countries  have an
established  defence-related  industry,
unlike in the developed countries,
with extensive forward and backward
linkages with the rest of the economy.

Higher defence spending often
results in the higher mmport of
equipment and supplies. On the
other hand, military expenditures
have opportunity costs as larger

military spending means lesser
resources for other sectors. Apart
from financial resources, skilled
manpower which is in  short

supply in countries of the region,
is often drawn into defence
establishments depriving the other
sectors of their services.  These
factors can adversely affect both
the pace and pattern of economic
growth.

Defence expenditures still cons-
titute a major proportion of govern-
ment spending (see chart). Its
containment would go a long way
m reducing fiscal deficits, a pro-
blem that many countrics in the
region have been secking to over-
come. The burden of military
spending on the balance of pay-
ments is also a serious issue. Asia
has been characterized as the fastest
growing arms market in the world.
Import of major conventional
weapons mto the developing Asian
region, as a share of the world
total, is estimated to have increased
from 23.2 per cent in 1987 to 292
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Defence expenditure as percentage of gross domestic product
and total central government expenditure
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sources.
2 1986.

per cent in 19910 Imports have
often taken place against loans and
credits, thereby adding to external
indebtedness.  Debt servicing re-
quirements, in turn, Tmpose strains
on the government budget and
balance of payments.

Countries in the region need
resources to overcome poverty, illi-
teracy and disease as well as other
pressing social problems.  Social
development in the region has not
been commensurate with economic

b Saadet Deger, ibid., table .

progress (see chapter V). Huge
resources are needed in the region to
overcome the deficiencies and meet
the growing demand from the
populace for expanded coverage and
better quality of services. Reduction
in defence expenditures can release
resources for more adequate funding
of the programmes needed to meet
such demands.

Regional/subregional cooperation
could play a very important role in
this respect. The perception of any
threat to national security anticipated
from curtailing defence expenditure

can be minimized when that is
undertaken by a number of
countries, particularly in npeigh-
bouring areas, simultaneously. The
reduction of cold war tensions and
the visible desire to strengthen
regional/subregional cooperation on
many issues provide a congenial
climate for a cooperative approach
to reduction of military expenditure.
In the absence of such an approach,
the likelihood of any significant
reduction on the basis of unilateral
decision by each country is rather
remote.
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Revenue productivity
and reorientation

The reduction of deficits is
also partly due to improved re-
venue productivity resulting from
various reforms in tax and non-
tax revenues. It is interesting to
observe that despite downward
adjustment of rates of direct and
indirect taxes, tax revenue has
generally remained buoyant, In
fact, the buoyancy of taxes
reflecting  changes in  revenue
relative to change in income
has improved in most countries
during the period 1986-1992 com-
pared with that during 1975-1985
(table IV.3). This perhaps reflects a

better tax coverage in countries
through the expansion of the tax
base particularly in cases where
comprehensive VATs have been
introduced. It may also reflect a
better tax compliance as tax sys-
tems were simplified, tax adminis-
tration became more efficient and
tax payers became more educated
and enlightened. It is also likely
that the tax systems, through
changes in their composition and
rate  adjustments, became more
elastic in response to income
changes even in the absence of any
discretionary change in bases and
rates. Whatever the explanation,
governments in the region have, in
fact, been able generally to

Table IV.3. Central government revenue buoyancies with respect to

gross domestic product in selected developing economies in the
ESCAP region
Total revenue Tax revenue
1975-1985 1986-1992  1975-1985 1986-1992
East Asia
China 0.64 0.65 0.46 0.53
Hong Kong 1.09 1.13 1.09 1.17
Republic of Korea 1.06 1.08 1.04 1.07
South-East Asia
Indonesia 1.07 0.91 1.03 1.24
Malaysia 1.19 0.91 1.09 1.00
Myanmar 1.35 0.91 0.99 0.78
Philippines 0.87 1.20 0.90 1.23
Singapore 1.30 0.75 1.10 1.44
Thailand 1.22 126 1.23 1.30
South Asia
Bangladesh 1.07 143 1.13 1.50
India 1.08 1.00 1.06 0.99
Iran (Islamic Republic of) 046 1.32 0.94 1.14
Nepal 1.24 1.08 1.24 1.08
Pakistan 1.16 1.13 1.13 0.96
Sri Lanka 1.06 0.98 1.02 1.08
Pacific island economies
Fiji 1.31 1.44 1.30 1.60
Papua New Guinea 1.13 1.17 1.23 1.16

Sources: ESCAP estimates based on International Monetary Fund, Govern-
ment Finance Statistics, tape no. GFS93101F and International Financial Statis-

tics Yearbook, various issues; and Asian Development Bank, Key Indicators of

Developing Asian and Pacific Countries, 1993.
Note: Due to non-availability of data in some cases, the latest available yearly

data have been used rather than for 1992.
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mobilize a higher proportion of
total income as revenue in recent
years, which is reflected in the
value of buoyancy coefficients
exceeding unity.

As in the case of expenditure,
there has been a change in the
composition of revenue sources as
well. A significant aspect of
this change relates to the role of
taxes on forign trade. The nature
of reforms implemented in this
respect has been c¢laborated earlier,

The effect of these measures
can be seen in figure 1V.2 which
shows that in most cases, there has
been a decline in the share of trade
taxes. Even in cases where the
share has increased, as in the case
of India, this is most likely owing
to an expansion in the base (mostly
import). Consequently, import duty
collections increased, despite a
lowering of the rates, faster
than revenue from other taxes.
Data seem to show (figure IV.2) a
declining importance of foreign
trade taxes in consonance with
economic policy shifts in favour of
greater openness.

CONCLUDING
OBSERVATIONS

As the preceding analysis has
shown, significant reforms in the
system of public finances carried
out by countries of the region have
positively  contributed to  the
achievement of desired objectives
in many cases. Reforms affect not
only the finances per se and the
way they are raised and spent, but
also the scale and organization of
activities that the government
undertakes. Recent reforms have
sought to address both these
aspects. The need for reforms
continually arises as both the
domestic and extermal circum-
stances change affecting individual
economies and societies and the
governments role in that process.



Figure IV.2. Share of international trade taxes in total

tax revenue of central government

(Share of international trade taxes)

Sources: ESCAP based on International Monetary Fund, Government Finance Statistics, tape no. GFS93101F; Asian
Development Bank, Key Indicators of Developing Asian and Pacific Countries, 1992; and national sources.

A continuous process of monitor-
ing and analysis of the fiscal
situation and the impact of revenue
raising activities and expenditure
allocations on the economy and
society is therefore necessary.
Countries in the region which do
not yet possess indigenous capaci-
ties for research on fiscal issues to
guide the policy makers, as
available in India, the Philippines,
the Republic of Korea and Thailand
in their specialized institutes, need
to develop those capacities.
Attention has been given to
the reforms of the instruments of
revenue affecting their rates and
bases. Simplification in both
has been a focus. Achievement of
simplification and realization of
its merits, however, also depend
on the objectives that those instru-
ments are called upon to serve.
Keeping the objectives of a tax

system relatively simple merits
consideration from this point of
view.  Traditionally, a multipli-
city of growth-promoting, alloca-
tive, distributional and stabilization
objectives have been assigned to
revenue instruments. That served
to make the tax system complicated
in respect of their base and rate
schedules, in addition to creating
problems for tax administration
and providing incentives and op-
portunitics for tax evasion and
avoidance.

The scope for further im-
provements in the efficiency and
capacity of tax administration
may exist, Tax administration
need not focus exclusively on the
punitive provisions of law for the
enforcement and realization of
taxes. Better services to tax payers
can produce good results by
reducing tax evasion and avoidance

and improve revenue realization,
Campaigns to educate the public
about tax laws and procedures
should better inform the public and
make them more inclined to pay
taxes voluntarily. Conditions can
be created for developing social
norms under which wilful tax
evasion is not regarded as ac-
ceptable behaviour.  That would
help in the development of a civil
society whose members are willing
to pay taxes to enable governments
to perform their essential role
effectively.  Quality manpower for
tax administration and  better
services to tax payers are necessary
in this regard.

Despite  difficulties, govern-
ments in the region have aimed
to bring about economy in govern-
ment expenditure and improve its
efficiency and effectiveness. While
this is necessary in order to avoid
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excessive budgetary deficits that
may lead to many undesirable
economic consequences, the specific
mechanisms for reducing expen-
diture should be kept under con-
tinuous review. The fall in capital
expenditures in a few countries
raises a concern that this may
impair their infrastructure develop-
ment and the prospect for future
economic and social development.

a4

Indicators of social develop-
ments in the region still point to
serious  deficiencies in  achieve-
ments in many countries, as the
following  chapters  will  show.
Social sector spending, such as
on education and health, is not
merely welfare enhancing but also
productive investment for develop-
ment of human resources. Their
expansion and improvement are

recurrent needs in the region. The
government'’s role in these activities
and hence the resource needs
to carry them out are most likely
to increase. Governments will have
to explore the possibilities of
augmenting resources for these
activities through continued reap-
praisal of expenditure priorities as
well as through measures to raise
more revenue.



V. ECONOMIC TRANSFORMATION AND SOCIAL

DEVELOPMENT

AN OVERVIEW

ntil the 1950s, the develop-

ing countries of the ESCAP
region were clearly in a state of
underdevelopment.  The economic
and social situation in those coun-
tries was then characterized by: an
agrarian and cottage-based produc-
tion structure with practically no
modern industry and production
technology,  wirtual non-existence
of modern economic and social in-
frastructure; low levels of produc-
tivity in traditional production lines;
low per capita incomes, and wide-
spread poverty depriving vast seg-
ments of the population of their
basic necessities of life. Hunger
and malnutrition, illiteracy and
disease, high birth and death rates
and low life expectancy at birth
were commonly observed. The list
of existing economic and social
malaise could be long and vet not
exhaustive.  Since then develop-
ment has taken place and changes
have occurred.

Development is a dynamic
process of change that transforms
through  time the economic,
social, cultural and political life of
peoples. The major transformations
that cccur include the decreasing
importance of agriculture with the
growth of non-agricultural employ-
ment and output; increasing use of
machine technology and applied
science in emerging and traditional
economic seclors, permitting rapid
growth of production and income;
growih of cities and towns with
simultaneous decline of farming as
the principal line of production and
mode of livelihood. Industrializa-

tion and urbanization bring about
change in peoples’ location and
habitat, their groupings and rela-
tionships, work discipline and work
place, in short, in their life style.
Inmtensification of national economic
and political integration takes place
through the spread of education and
the establishment of a national net-
work of increasingly complex set of
economic, political and administra-
tive institutions. The process is a
long, and perhaps an open-ended
one. Aspirations for development
are rarely saturated.  Moreover,
development, being a multidimen-
sional process, a country at the
most advanced stage of deve-
lopment may remain underdevel-
oped in some respects.'

The processes of economic
and social change are interactive,
with one set reinforcing the other?
However, economic growth, with
industry and technology as its
leading components, is often seen
to be the dominant factor, induc-
ing social change as a necessary
or an inevitable outcome. The pri-
macy of economic forces led by
industry, science and technology,
was asserted two decades ago by
a Nobel laureate in Economics,
Simon Kumnets. He defined eco-
nomic growih as a long-term rise

! A. Lindbeck cited in George
Dalton, Econamic Systems & Sociefy:

Capitalism, Communism and  the
Third World (Penguin [Education,
1974), p. 219.

2 Paul Strecten, The Frontiers of
Devduphrenl‘ Studies (New  York,
Halsted Press, 1972}, pp. 63-70.

in the capacity to supply increas-
ingly diverse economic goods, this
growing capacity based on advanc-
ing technology and the institutional
and ideological adjustment that it
demands. The major aspects of
structural  transformation  charac-
terizing modem economic growth
included a shift away from agri-
culture to non-agricultural pursuits,
a change from personal enterprise
to impersonal organization of eco-
nomic firms, with a corresponding
change in the occupational status of
labour, wurbanization and secula-
rization’ In a similar vein, one
scholar  has  recently  observed
“Technology and the rational or-
ganization of labour are the pre-
conditions for  industrialization,
which, in tumn, engenders such so-
cial phenomena as urbanization,
bureaucratization, the breakdown of
extended family and tribal ties, and
increasing levels of education™

The wvalidity of such penerali-
zations without qualification is
open to doubt. The interactions
between economic growth and so-
cial change are complex. The na-
ture of these interactions varies
across time and space.  Mever-
theless, certain emerging trends in
the developing countries of the re-
gion point to some of the directions
indicated above.

3 Simon Kuznets, Population,
Capital, and Econamic Growih: Se-
lected  Essays  (New  York, WW
Morton and Company, Inc., 1973).

4 Francis Fukuyama, The End af
Hizstory and the Last Man (Mew York,
Avon Books, 1992), p. 89.
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During the last 30 to 40
years, the developing countries of
the ESCAP region have undergone
major economic and social change.
Many of the economies have re-
corded sustained high rates of eco-
nomic growth and rapid transfor-
mation in the structure of output
and employment. Although agri-
culture still produces the largest
share of output and employs the
highest proportion of the labour
force in many countries, manufac-
turing industry has emerged as the
catalyst for dynamic change. Ur-
banization, with its associated im-
pact on different aspects of life,
has proceeded apace.

The levels of achievement
have been unequal among the
countries of the region. Neverthe-
less, conditions of life have im-
proved in many respects all over
the region, in some countries more
so than in others. Mass starva-
tion is no longer a concern. Epi-
demic diseases, such as smallpox,
cholera and malaria which were
rampant even in the 1940s and the
1950s, have been practically elimi-
nated or dramatically reduced.
Nutrition levels have improved.
Infant and child mortality rates
have fallen. Birth and death rates
have declined and life expectancy
at birth has increased. Literacy
and education have spread. A
sizeable section of the population
in many of the countries has
achieved living standards compara-
ble to some of the best in the
world.

While these are commendable
achievements, it is also true that
substantial proportions and stagger-
ingly high total numbers of people
in the region remain poor at a
level where they cannot meet their
basic needs for food, clothing,
health, housing and literacy. The
average level of improvements can
provide little satisfaction to those
who are ill-fed, ill-clothed, ill-
housed, illiterate or simply ill. Al-
though most of the earlier epide-
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mic diseases seem to be under
control, some of them have tended
to re-emerge. At the same time, a
new one, appearing in a pandemic
form, has been posing a serious
threat to public health in the re-
gion. The undercurrents of AIDS
(acquired immune deficiency syn-
drome) virus infection and the
spread of the disease indeed raise
serious concerns.

Economic growth has also
tended to breed new sets and/or
deepen some of the old sets of
problems. The growth of urban
slums and squalor has resulted
from the rapid pace of urbaniza-
tion. With the expansion of wage
employment, fear and anxiety
about unemployment that could be
caused by fluctuating demand for
labour and/or displacement by me-
chanical innovations, have in-
creased. Industrial workplaces fre-
quently lack safety, security, and a
healthy environment. A wide
range of environmental concerns
have ensued. Among them, at-
mospheric pollution poses serious
health hazards to humans as well
as to many other species.

The family unit, as a support
mechanism for the schooling of
the child and the young, coping
with illness and adversity, old age
and disability, has been losing its
influence. Work contingencies, in-
cluding mobility requirements for
employment in modern economic
sectors, combined with inadequate
housing and accommodation in
and around urban-industrial
workplaces, inevitably lead to an
erosion of the traditional role of
the extended family.  The inci-
dences of divorce, single parent-
hood and parentless childhood,
homelessness, and street-begging,
though no new phenomena, are as-
suming new dimensions.  Child
abuse, sex abuse, drug abuse and
homicidal and suicidal violence
are seen as products of the decay
in the family institution and of the
“anomy” that the wurban-industrial

life gives rise to.  Corruption,
crime and abuses of a wide
variety are attributed to a decline
of both traditional institutions and
social culture. Alternative sets of
public or private institutions to
accommodate or ameliorate the
problems that have tended to arise,
are either in their infancy or not
developed at all in many countries
in the region.

Indicators to measure and
quantify different dimensions of
economic and social progress have
long been the subject of research
in the social sciences. The task
of measurement and quantification,
even of the material dimension of
progress, is problematic, to say the
least. The widely used concept of
gross national product (GNP) has
come under criticism as a measure
of the welfare of nations or peo-
ples, on grounds, inter alia, of its
accounting inaccuracies and valua-
tion deficiencies. National income
accounting  disregards a  wide
range of costs associated with the
production of income. The dis-
regard of a variety of these costs,
including the damage and deple-
tion of environmental resources,
makes the gross national product
“too gross™.

In view of the obvious limita-
tions of the GNP measure (see
box V.1), recent efforts have sought
to supplement it by other indi-
cators of the “quality of life” and
“the progress of nations”. Com-
prehensive indices of the *“quality
of life”, of “human development”
combining several indicators with

5 United Nations, Report on the
World Social Situation 1993 (United
Nations publication, Sales No. E.93.
IV.2), p. 121.

6 Kenneth E. Boulding, “Fun and
games with the gross national product:
the role of misleading indicators in
social policy”, in Business Ethics,
WM. Hoffman and JM. Moore, eds.
(United  States, McGrawhill Inc,,
1990), pp. 477-48I.



Box V.1. GNP: an inadequate indicator of welfare

The case against using gross
national product (GNP) as a measure
of social well-being has been
forcefully stated as follows: “Higher
GNP does not automatically result
an increase in social well-being, and
it should not be used as a measuring
rod for assessing economic welfare”?
This is, to put it simply but
dramatically, because GNP aggregates
the dollar value of all goods and
services produced, “the cigarettes as
well as the treatment of lung cancer™.
Such a harsh judgement on GNP as
a measure of the aggregate value of
economic activities of a nation,
which can be easily translated in per
capita terms 0 approximate the
economic well-bemg of the people
concerned, is of relatively recent
ongin.

The “grossness” of GNP has,
of course, been recognized for a
long time. The remedy has been
sought in estimating net values,
allowing for depreciation of existing
assets in the course of producing
current outputs. The real question
that has arisen is how net can it be
made. The growing concern for
preserving and  conserving  the
environment has dnven home the
thought that the GNP exaggerates
0o much the value of current
output and the allowance for
traditional depreciation has not been
enough. Part of the reason is that
benefits  of  production  and
consumption activities have been
frequenly optimized, treating nature’s
common heritage as a free gift.
The use of natural assets, such as
land or minerals, has thus tended to
exceed the norm of social optima-
lity that should also take mto
account their future availability and
usability.

4 william T. Blackstone, “Eth-
ics and ecology"”, reprinted in Busi-
ness Ethics, in WM. Hoffman and
JM. Moore, eds. (United States,
McGrawhill, Inc., 1990).

Depletion and degradation of
natural resources in the process of
their current use impose a burden on
future generations. If degradation is
permitted beyond a certan limit,
natural regeneration may no longer be
possible. In the process of evaluating
economic activitics, it is necessary,
therefore, to appropnately evaluate the
loss of wvalue of natural resources
through the accounting system. The
value added method of national
income accounting no doubt puts a
value on many resources extracted
from pature. That however represents
more the costs of extraction rather
than the value of resources per se.

It is not easy to value natural
resources and environmental assets,
the market for which is mostly non-
existent. There are many conceptual
difficulties and measurement problems
including the lack of appropriate data.
Yet, i spite of these problems,
environmental accounting is desirable
if only as a reminder of the envi-
ronmental consequences of economic
activities.  Such accounting aims to
take into account changes to environ-
mental quality and the stock of
natural resources that occur as a result
of economic and social development
s0 as o ensure sustamability to meet
the needs of both the present and
future generations. In the countries
which are heavily dependent on
exhaustible resources, it is even more
essential that systems of natural
resource accounting be used to alert
policy makers to the potential
consequences of resource depletion.

Notwithstanding the difficulties,
environmental and natural resource
accounting has been applied in
some of the developing countries of
the ESCAP region. A study i
Indonesia®  collected existing data
relating to natural resources, namely

b R. Repetto, W. Magrath, M.
Wells, C. Beer and F. Rossini, Wasting
Assets, Natural Resources in the Na-
tional Income Accounts (Washington,
DC, World Resources Institute, 1989).

petroleum, timber, and the soil types
and accompanying agricultural prac-
tices. Stock and flow accounts
were compiled for the first two of
these resources. Then based on this
information, the gross domestic
product (GDP) was adjusted by
deducting the value (as measured by
net economic rent) of the depletion
of the resources. For soil resources,
an estimate of losses in agricultural
productivity owing to soil erosion
was arrived at. This loss was then
deducted from GDP o yield the net
domestic product (NDP). The study
found that the NDP measured in
this way grew at an annual average
of 4 per cent over the years 1971-
1984 as against an average annual
growth rate of 7.1 per cent for
conventional GDP.

The study in Papua New
Guinea® made a wide range of
estimates for the environmental
impact of four primary production
sectors, namely, agriculture, forestry,
mining and energy. The assump-
tions made and methods used to
arrive at monetary values of the
mpact of the activities varied. The
results of analysis however provided
a rough indication of the value for
the 1986-1990 period. Subtracting
the value of environmental quality
degradation, the adjusted NDP
ranged from 90 to 97 per cent
of conventional NDP during the
period. A comparison of the share
of final consumption in the net
domestic product and environ-
mentally adjusted net domestic
product suggested that consumption
exceeded environmentally  adjusted
domestic production in almost all

years.

€ Peter Bartelmus, Emst Lutz
and Stefan Scheweinfest, Integrated
Environmental and Economic Ac-
counting, A Case Study for Papua
New Guinea, Environmental Work-
ing Paper No. 54 (World Bank,
1992).

(Continued overleaf)
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(Continued from preceding page)

In reviewing the resulis of
these studies, one has to keep their
tentative nature in mind. The maimn
purpose of these studies was W0 test
the methodological tppmnchesd
developed by the United MNations

9 United Nations, Integrated En-
vironmental and Economic Accounts
(an interim report), Handbook on
Mational Accounts Series (Mew York,
1992).

Statistical Division i cooperation
with the United Mations Environment
Programme and the World Bank in
actual country contexts. Given the
general weakness of awvailable data,
the range of estimates produced are
far more illustrative than precise. [t
is clear that considerably better data
will be needed to improve this work.

This type of methodology is
being further tested in  selected
countries of the region through an
ESCAP project entitled Systems of

Environmental and Resource Ac-
counting. Guidelines will also be
developed for the application of
various methodologies o the deve-
loping countries especially in deve-
loping environmental accounts with
linkages to the System of Mational
Accounts (SNA). It is expected that
the project will also contribute o
the improvement of statistics relating
o environmental resource depletion
and degradation im the ESCAP

region.

an appropriate set of weights
attached to them, have been
attempted  and -::Jnnrnpnillntr.l.T Some
of those measurable indicators,
however, often closely correlate
with GNP magnitudes in the same
direction, pointing to the con-
clusion that economic growth pro-
ducing higher GNP per capita
results in an improvement in the
quality of life.

Economic growth as  con-
ventionally measured undoubtedly
contributes to a reduction of hun-
ger, illiteracy, discase and early
death. Selective evidence is, how-
ever, available to show that those
improvements are possible even at
relatively low levels of GNF per
capita. The cases of China, Sn
Lanka and Viet Nam in the
ESCAP region are often cited as
examples.a

As noted before, the inter-
actions between economic growth
and social change are complex.
This chapter analyses selected as-

7 United Mations Development
Programme, Human Development Re-
port, various issues (Mew York, Ox-
ford University Press) and United MNa-
tons Children'’s Fund, The Progress af
Nartions (1993).

8 Ibid; World Bank, 5+ Lanka:
Country Economic Update Fiscal Year
931, Report Mo. 11862-CE, p. 25.

b

pects of economic transformation
and some dimensions of the asso-
ciated change in social conditions.
Related policy issues are also brief-
ly touched upon, It is not intended
to be an exhausive analysis of the
issues raised or the full range of
their policy implications. The fol-
lowing chapter also discusses the
implications of the population dy-
namics for some of the issues.

SOME ASPECTS OF
TRANSFORMATION

Income growth

The transformation that has
taken place in the economies of
the region over a period of 30
years  is indeed  remarkable,
Doubts may surround the numbers
cited as indicators of the exact
magnitude of change, especially
for purposes of comparison both
over time and among countries,
Mewvertheless, they are reasonably
reliable indicators of the direction
of change. Major indicators of
this transformation are growth in
income and change in the output
composition of the economy. The
available numbers suggest at least
a sevenfold increase in per capita
income, even in the least deve-
loped countries of the region

such as Bangladesh and Myanmar,
and other

relatively  low-income
countriecs such as China, India,
Indonesia, Pakistan and Sri Lanka,

Such a gain, in the face of huge
increases in national populations,
compares favourably with histo-
rical standards. The region’s
more buoyant economies, such as
the newly mdustnaling economiecs
(NIEs), and of Malaysia and
Thailand, have surpassed most
historical and contemporary records
of economic performance. Thus,
the MNIEs achieved at least a
30-fold increase in per capita
income in 30 years and Malaysia
and Thailand achieved a 10- o
15-fold increase.

Understandably, the transfor-
mations are more advanced in
these economies than in the slower
Erowing ones. It appears that
those economies which moved
faster during the past 30 years had
a higher and more diversified base
in 1960 than the others, and this
lends support to the importance of
initial conditions. The slow move-
ment of the Philippines and Papua
MNew Guinea from a comparatively
high base, and a faster movement
of Thailand from a relatively low
base, however, provide evidence
of contrary conclusions. Undoubt-
edly, there is more to the achieve-
ments of each of the individual



economies than their initial condi-
tions.” The pace as well as the

9 Recently a series of publica-
tions have focussed on the probable
causes of success of the East Asian
economies. Their conclusions seem
W be that no single explanation
would suffice. See, World Bank, The
East Asian Mirade: Economic
Growth and Public Policy (New York,
Oxford University Press, September
1993); R. Wade, Governing the Mar-
ket (New Jersey, Princeton University
Press, 1990); and Economic and So-
cial Development in Pacific Asia,
Chris Dixon and David Drakakis-
Smith, eds. (New York, Routledge,
1993).

pattern of transformation affecting
the different sectors is important
in explaining the persistence of
some of the socio-economic prob-
lems, such as poverty and its vari-
ous manifestations, in the countries
of the region,

Composition of output and
employment

A second component of the
transformation process in the region
relates to changes in the composi-
tion of output and employment. In
1960, agriculture was the most
dominant economic sector in all

economies except for Hong Kong
and Singapore which virtually had
no agriculture (table V.1). Hong
Kong and Singapore also had the
highest per capita income levels in
the region in 1960. Their favour-
able initial characteristics could
therefore largely explain  their
speedy transformation. In the Re-
public of Korea, the agricultural
sector was however relatively large
in terms of its share in both total
income and employment. A simul-
taneous shrinking of the income
and employment share of this sec-
tor has occurred in  the
Republic of Korea. The share of
the sector in income declined by 28

Table V.1. Selected indicators of structural transformation in the developing economies in the ESCAP
region
Per capita gross  Share of agriculture in Share of labour Pcmaltagc\
national product  gross domestic product  force in agriculture of urban
(US dollar) (percentage) (percentage) population

1960 1990 1960 1990 1960 1990 1960 1990
Bangladesh 30 210 57.5 36.8 87 68.5 5.1 164
Bhutan 110 190 579 433 95 90.7 3.1¢ 53
China 744 370 382° 284 75 49.0 18.4f 334
Fiji 240 1 860 4148 18.0 56 39.1 29.7 44.0
Hong Kong 430 11 890 3.7 03 8 0.7 89.1 94.1
India 60 360 498 289 74 66.5 18.0 27.0
Indonesia 80 560 53.9 218 75 54.7 14.6 30.5
Iran (Islamic Republic of) 190 2500 29.1 20.6 54 25.0b 336 56.7
Malaysia 250 2 340 36.0 223N 63 26.1 252 43.0
Myanmar 50 350 329 57.1 68 65.6 15.0 25.0
Nepal 42 180 64.7% 56.0 95 91.7 3.1 9.6
Pakistan 60 390 462 22.7 61 49.5 22.1 32.0
Papus New Guinea 180 860 491! 28.4 89 67.1 2.7 158
Philippines 150 730 25.7 21.9 61 41.5 303 42.6
Republic of Korea 180 5 440 36.7 9.1 66 17.8 27.7 72.0
Samoa 630™ 940 487" 46.1 69 18.9 229
Singapore 450 12 430 35 03 8 0.4 100.0 100.0
Sni Lanka 60 470 31.7 235 56 39.9 17.9 214
Thailand 100 1410 398 12.7 84 62.1 12.5 22.6
Viet Nam 514 46.6 81 71.6 14.7 22.0

Sources: ESCAP secretanat based on World Bank, Social Indicators Data Sheets (May 1981); World Bank, World

Tables, vanious issues; Asian Development Bank, Key Indicators of Developing Asian and Pacific Countries, various issues;
ESCAP, State of Urbanization in Asia and the Pacific, 1993 (ST/ESCAP/1300); International Labour Organisation, Year-
book of Labour Statistics, various issues; World Bank, Trends in Developing Economies 1992 (Washington, DC, 1992); and

national sources.

% 1982. ® 1977. € 1970. 9 Per capita national income. € 1965. T 1964. 8 1963. P 1986. 1 1989. ] Constant

prices. X 1962. ! 1961. ™ 1985

0 1979,
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percentage points, from around 37
per cent in 1960 to 9 per cent in
1990. This was more than offset
by a 48 percentage point decline
in the share of employment, from
66 to around 18 per cent. The
experience of the Republic of
Korea may therefore serve as an
example of a successful and ba-
lanced transformation.

In many other countries of the
region the share of agriculture in
income has declined much faster
than the share of population it
continued to support,  The most
striking example of this situation
i5 provided by Thailand where
the income share of agriculture
declined to 13 per cent but the
sector was still burdened with a 62
per cent share of the population in
1990. Although an explanation is
provided that a significant propor-
tion of income of the agricultural
population  originates in non-
agricultural activities, this persistent
imbalance in the Thai economy has
raised concerns and recent planning
exercises have called for the
diversion of more resources to the
depressed rural areas of the
country, !

Most of the economies of the
region still retain their large agra-
rian base in terms of both income

and population supported. In
general, agriculture supports a
much higher proportion of the

population than its share in national
income, A relative decline in the
share of agriculture in total output
is reflected in a faster expansion in
the corresponding shares of indus-

10 See the papers presented at
the 1992 Year-end Conference on
Thailand’s Economic Structure, held
at  Jomthien, Panaya, especially
Chalongphob Sussangkarn, “‘Towards
balanced development: sectoral, spa-
tial and other dimensions”, also Na-
tional Economic and Social Develop-
ment Board, The Sevenith National
Economic and Secial Development
Plan, 1992-1996,

G0

try and services, generally without
a similar increase in the share of
the labour force they absorb. This
imbalance may be greater in terms
of the total population supported,
since the number of dependents per
productive worker in the urban non-
agricultural sector 15  generally
smaller than that in the rural-
agricultural sector.
Urbanization

The growth in income and
output as well as its changing
composition, principally in  the
form of a decline in the ghare of
agriculture in output, is wusually
accompanied with an increase in
urbanization. Analysts differ as to
whether economic development is
a cause or a consequence of ur-
banization, but there is little dis-
agreement that a close relationship
exists between them. There are a
number of reasons underlying this

relationship.
The process of urbanization
starts  with a concentration of

modern industrial and service ac-
tivities in certain areas due to
some locational advantages and
economies of agglomeration. Eco-
nomic  development  strengthens
this process. Generally speaking,
income elasticities of goods and
services produced in the wurban
areas are higher than those tradi-
tionally produced in the rural
areas. Hence, as income grows
the demand for urban output ex-
pands faster. Infrastructure facili-
ties such as ports, transport and
telecommunications are more de-
veloped in urban areas and, there-
fore, attract new activities, An-
other important factor is the avail-
ability of a better educated work
force and trained technical as well
as managerial personnel in urban
areas., Apart from such natral
tendencies, many public policies
adopted with a view to influenc-
ing the pace and pattern of eco-
nomic growth tend to favour

expansion of urban areas. The
combination of these warious fac-
tors causes growth of existing ur-
ban centres and the emergence of
New Ones.

The process has been at work
in the developing countries of the
ESCAP region also, where an in-
crease in the percentage of urban
population simultancously with a
notable decline in the share of agri-
culture in gross domestic product
(GDP) has resulted. The close as-
sociation between non-agricultural
output and wrbanization is brought
out by figure V.1, Data in table V1
show that the share of wrban popu-
lation in the total population has
increased in all countries over the
three decades between 1960 1o
1990, The extent of urbamzation,
of course, differs between coun-
tries, depending on the rapidity
with which the share of agriculture
in GDP has declined as well as on
other factors. It should, however,
be mentioned that the figures in
table V.1 may understate somewhat
the true extent of urbanization, the
main reason being that much of
urban population growth occurs on
the edges of major cities in areas
still classified as rural for census
purposes. The data indicate that
among the more populous deve-
loping countries, the level of
urbanization is high in China,
India, Indonesia, the Islamic Re-
public of Iran, Malaysia, Pakistan,
Philippines and the Republic of
Korea,

Nevertheless, the Asian and Pa-
cific region remains among the least
urbanized of the world% regions. In
1990, the percentage of population
living in wurban areas in Asia was
approximately 30 per cent, which
placed it in the second lowest rank-
ing of the seven major regions.'!

11 Europe, North America, Un-
ion of Soviet Socialist Republics,
Oceania, Latin Amenca, Africa and
Asgia,



Figure V.1,
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This points to the potential for rapid
advances in the level of urbaniza-
tion in future, particularly if the
momentum of economic growth is
sustained in the region. The pace of
urban growth, in fact, has picked up
significantly in recent years.'? The
annual growth rate of the urban
population in Asia during the period
1980-1990 was 4.7 per cenl, more
than double the rate of growth of
the total population, and higher than
the urbanization rate of 3.5 per cent
during the preceding decade.

A significant feature of the
urbanization process in the ESCAP

12 ESCAP, Stare of Urbanization
in Asia and the Pacific, 19923 (ST
ESCAP/1300).

region is that although the level of
urbanization remains low, the re-
gion containg many of the worlds
largest cities. In 1990, 16 of the
30 largest, 11 of the 20 largest,
and 5 of the 10 largest urban
agglomerations were in Asia. The
ESCAP region contains 106 cilies
with populations of at least one
million each. Thirty-eight of these
cities are in China and 24 are in
India. Indonesia, Japan, Pakistan
and the Republic of Korea each
containg six cities with at least a
million people each.

A comparison of the wrban
share of total population and the
non-agriculiural  share of total
income clearly shows that the urban
share is much less than the non-
agricultural  share. All  non-

agricultural incomes do not accrue
exclusively to the urban population;
nevertheless, it s true that the
smaller proportion of the popula-
tion living in urban areas enjoys a
much larger share of the iotal
national income.

Such income disparity between
urban and rural areas has been a
major factor contributing to the
process of rapid urbanization that
has been taking place in the region
by inducing migration from rural
areas. MNet rural to urban migration
accounts for roughly one half of
urban population growth, with the
other 50 per cent caused by natural
increase and the reclassification of
rural areas as urban areas.

SELECTED ISSUES IN
SOCIAL DEVELOPMENT

Poverty
The incidence of poverty

Among the many social goals
pursued through economic growth
and transformation, the alleviation
of poverty features most promi-
nently, The changes described
above help to bring into relief some
of the social problems, poverty
among them, which remain un-
resolved in the Asian and Pacific
region. Despite economic progress,
poverty remains endemic. Nearly
three fourths of the worlds 1.1 bil-
lion poor people live in the ESCAP
rcgion.” In terms of absolute
numbers, the poor are highly con-
centrated in the regions more
populous and densely inhabited
countries such as Bangladesh,
China, India, Indonesia and

13 Estimated by the World Bank
on the basis of a poverty line of
5370 of per capita income at purchas-
ing power panty rate.  See World
Bank, World Developmeni Report
1990 (New York, Oxford University
Press, 1990).
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Pakistan. The proportion of the
poor in several other countries with
small to medium-size populations
is also quite high.

There are difficulties in mea-
suring, and even defining, poverty.
An  incomeg/expenditure  sum  in
money terms, considered adequate
for buying at market prices a
“minimum-need” basket of goods
and services, is generally used to
define a poverty threshold; all
those with earning/spending power
below the indicated threshold are
considered poor. However, strict
COMparisons among countries are
not possible owing to differences in
methodology used as well as vary-
ing degrees of errors and biases in
the household income and expendi-
ture survey data used for measuring
poverty. These quantilative mea-

Table V.2. Reduction in poverty® in

sures also fail to take account of
many other deprivations that the
poor suffer.

Poverty, as measured by head-
count ratios using income/expendi-
ture thresholds, declined in all
countries/areas in the ESCAP re-
gion over time (table V2). With
the exception of a few counines,
the proportion, as well as the abso-
lute number of poor, has declined.
Yet the total number of the poor
remains uncomfortably high in
many countries. The latest data
indicate that Bangladesh, China,
India, Indonesia, the Islamic Re-
public of Iran, Nepal, Pakistan,
Philippines, Sri  Lanka  and
Thailand, together contained some
465 million poor people.  This
number understates the magnitude
of poverty since the data include

only the rural poor for Bangladesh,
China and the Islamic Republic of
Iran. Afghanistan, Cambodia, Lao
Peoples  Democratic  Republic,
Myanmar, Papua New Guinea and
Viet Nam are probably other coun-
trics with sizeable populations be-
low the poverty line; the relevant
information for these countries is
not available.

Poverty estimates for China are
available only for rural areas. They
show a sharp decling in the inci-
dence ol poverty between 1979 and
1986, Poverty has been reduced in
the newly industrializing economies
of Hong Kong, the Republic of
Korea and Singapore to an extent
where it is no longer considered as
a serious problem. In South-East
Asia, Indonesia brought down the
poverty incidence from 58 per cent

selected countries/areas in the ESCAFP reglon

Reduction in head Number af poor
count index Relevant period (millions)
(percentage point) First year Last year

East Asia

China® 16 1979-1986 74.]

Hong Kong 7 1971-1976 0.8 0.6

Republic of Korea 33 1265-1982 11.3 31
South-East Asia

Indonesia 41 1970-1987 67.9 30.0

Malaysia 23 1973-1987 4.1 22

Philippines 25 1961-1988 212 204

Singapore 21 1972-1982 0.7 0.2

Thailand 9 1976-1988 12.9 1.5
South Asia

Bangladesh? 35 1974-1989 57.9 43.0

India 22 1973-1988 2087 239.0

Iran (Islamic Republic of)® 3 1965-1988 5.9 7.4

Nepal 0 1977-1989 53 7.4

Pakistan 34 1962-1984 265 18.7

Sri Lanka 10 1063-1087 39 44
Pacific island economies

Fiji? F i1 1965-1988 0.1 0.1

Source: ESCAP based

on wvanous pational and Intermational sources.

For details, see ESCAP, “The poverty

situation™, Economic Bulletin jfor Asia and the Pacific, vol. XLIV, No. 2 (December 1993) (forthcoming).
8 Poverty estimates based on country specific poverty lines, b Data pertain to rural areas only.
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of the population to 17 per cemt
and the total number of the poor
from nearly 70 million w 30 mil-
lion between 1980 and 1987. The
severity of poverty of those who
still remained poor was also re-
duced significantly, as measured by
the poverty gap.'* Malaysia re-
duced the proportion and absolute
number of the poor to low rates
and levels between 1973 and 1987.
The proportion of the poor declined
in the Philippines over the period
1961-1988. However, as a result of
fast population growth, the absolute
number of the poor increased over
the period, though the severity of
poverty as measured by the poverty
gap was reduced. The incidence of
poverty declined in Thailand be-
tween 1976 and 1988 That, how-
ever, did not bring about a marked
reduction in the absolute number of
the poor.

South Asia, with the regionk
largest concentration of poor peo-
ple, also wimessed a reduction in
the proportion of the poor. How-
ever, the proportion of absolute
poor in countries of that subregion
was still higher than elsewhere in
the region, ranging from 20 per
cent in Pakistan to 48 per cent in
Bangladesh. It should be recalled
that the South Asian countries are
among those with the highest dif-
ferentials between the share of la-
bour force employed in agriculture
and share of agriculture in GDP.

For Bangladesh, only rural
poverty estimates are reported offi-
cially; the data indicate a consider-
able improvement in the situation.
Estimates show a considerable de-
cline in poverty in India over the
period 1973-1988, with the absolute
number of the poor falling from
around 300 to 239 million over the
period. Official estimates in Nepal
show no change in the proportion

4 The gap is measured n per-
centage of aggregate expenditure that,
if transferred to the poor, would elim-
inate absolute poverty.

of the population in poverty be-
tween 1977 and 1989, howewer,
the absolute number of poor people
had increased, reflecting the rapid
population growth during that pe-
riod. The incidence of poverty de-
clined considerably in Pakistan dur-
ing the period 1962-1984. How-
ever, between 1979 and 1984, the
proportion remained practically un-
changed and the absolute number
of poor increased as population ex-
panded. Similarly, in S Lanka,
the proportion of the poor declined
substantially during the period
1963-1987, but the situation wors-
ened between 1979 and 1987,

Admittedly, the data for this
analysis are dated by some years.
Meanwhile, Ffurther progress has
been made by countries in the re-
gion, Nevertheless, any major de-
cline in the total number of the
poor in the region from that indi-
cated above was unlikely, consider-
ing the sources of understatement
noted earlier.

The analysis above has been in
terms of country-specific poverty
lines. A recent study which analy-
ses the poverty situation in devel-
oping countries on the basis of a
uniform poverty line with due ac-
count of differences in purchasing
power of national currencies also
generally substantiates the findings
as above. According to that study,
the proportion of the poor declined
between 1985 and 1990 in hboth
East Azia (comprising China, Indo-
nesia, Malaysia, Philippines and
Thailand) and South Asia (com-
prising Bangladesh, India, MNepal,
Pakistan and Sri  Lanka), but
this proportion  remained  the
highest in South Asia among Ffive
regions (East Asia, South Asia,
Latin America, Middle East and
North Africa, and sub-Saharan
Africa) 13

Locational characteristics

In most of the developing
countries in the ESCAP region, a

significantly high proportion of the
poor people live in rural areas.
During the 1980g, around B0 per
cent of the poor in Bangladesh,
India, Indonesia, Malaysia, Sn
Lanka and Thailand were rural resi-
dents.'®  Within rural areas, some
localities have an even higher con-
centration of poverty owing to the
searcity of arable land, and the in-
cidence of droughts, floods, envi-
ronmental degradation and the re-
sulting low agricultural productivity,
The incidence of poverty is much
higher in remote areas of countries
with insufficient access o social
services and infrastructure.

Poverty, however, is neither an
exclusively rural phenomenon, nor
is ils rigour necessarily more severe
in rural than in wurban areas. The
urban areas generally have better
health, education, water and sanita-
tion faciliies, but, the access of
the urban poor to those facilities is
neither guaranteed nor necessarily
qualitatively better than those avail-
able to the rural poor. The urban
poor suffer from squalid housing,
contaminated water, chemical pollu-
tion, and a congested and unhealthy
environment, conditions generally
worse than those facing the rural
poor. In many countries, the de-
cline in the incidence of poverty in
urban areas is not as fast as in
rural areas. This is because urban
poverty is partly a spillover from
rural poverty through the migration
of the rural poor to urban areas in
search of job opportunities. One
indicator of the incidence of

13 Shaohua Chen, Gaurav Dan
and Martin Ravallion, fs Poverty In-
creasing in the Developing World?
Policy Research Working Paper series,
WPS1146 (Washington, DC, World
Bank, June 1993},

16 Asian  Development  Bank,
Asian  Development  Outlook, 1992
(Oxford University Press, 1992), and
sources given in table V.2 of this Sur-

vey.
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Figure V.2.

Selected developing countries in the ESCAP region.
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poverty in urban areas is the
proportion of the urban population
living in slum or squatter settle-
ments. As figure V.2 shows, the
incidence of urban poverty mea-
sured by this criterion is quite
high even in some middle-income
countries.

Many of the poor, both in rural
and in urban areas, are located
where environmental degradation is
common. In many countries, the
rural poor live in areas that are
regarded as environmentally fragile.
In the urban areas, owing to ever
rising prices of land, the poor are
forced to live in densely packed
settlements and slums where they
suffer the most from urban environ-
mental problems. They also live on
the urban periphery where manu-
facturing and processing plants are
built, and where the environmental
protection measures are often the
weakest.

Poverty is also seen as a con-
tributor to environmental degrada-

94

tion; the poor often lack resources
to avoid degrading their environ-
ment. They end up resorting to the
cultivation of steeply sloped and
erosion-prone hillsides, as well as
1o excessive tree cutting, over-
grazing and overfishing. Poverty
can lead to higher population
growth, which, in turn, requires fur-
ther exploitation of natural re-
sources and the environment. In
sum, the poor are both victims and
agents of environmental damage.

Poverty alleviation:
an unfinished agenda

Alleviation of poverty has been
a central objective of successive de-
velopment plans in most countries
of the region. By and large, the
national anti-poverty strategies have
involved a commitment to broad-
based economic growth accompa-
nied by varying degrees and forms
of consideration for the equitable

distribution of the benefits of that
growth.  Since the inception of
planned development, the five-year
plans of South Asian countries have
aimed at reducing poverty by
achieving growth with a redistribu-
tion of income. Growth with social
justice has also been the basis of
the development strategies adopted
by most countries in the South-East
Asian subregion.

In keeping with their stated
policies and goals, countries of
the region had formulated a wide
variety of measures to reduce the
incidence of poverty. To cite a
few examples, in Malaysia these
measures have included increasing
the access of the poor to land,
physical capital, training and other
public facilities in order to enable
them to share more equitably in
the benefits of economic growth,
Development efforts in  Indonesia
have focused primarily on improv-
ing the productivity of the rural
economy and expanding the rural
social and physical infrastruc-
tures.!”

In South Asia, poverty allevia-
tion measures in Bangladesh have
included employment promotion
through the choice of technology
and the allocation of resources to
relatively labour-intensive  sectors
and activities to ensure that the
benefits of growth would accrue to
the poor; anti-poverty programmes
have also aimed at providing
training and credit support to the
landless to enable them to en-
gage in various income-generating
activities.'® India had adopted
various programmes for helping the

7 World  Bank, Indonesia:
Strategy for Sustained Reduction in
Poverty (Washington, DC, 1990).

13 Mahabub Hossain and Bina-
yak Sen, “Rural poverty in Bangla-
desh: trends and determinants”,
Asian Development Review, vol. 10,
No. 1 (1992).



As rmapid and sustainable
ecconomic growth is an essential
condition for poverty alleviation,
special attention should be paid to
accelerating the pace of economic
growth, particularly in rural areas,
with emphasis on employment
creation, reduction in population
growth rates and environmental
protection.

Linkages between economic
growth and poverty alleviation
should be identified and streng-
thened where such linkages are
positive, particularly with a view to
supporting the informal sector, in
which large numbers of the poor
gain their livelihood.

In countries undertaking eco-
nomic reforms to accelerate growth,
effective action should be taken to
provide appropriate safety nets for
disadvantaged and vulnerable groups
m order to minimize the transitional
costs o them.

Overall growth and employ-
ment creation should be comple-
mented by target-oriented pro-
grammes focused on disadvantaged
groups, including poor women and
residents of backward areas, to en-
able them to gain equal rights and
increased access to primary health
care, family planning services, edu-
cation, housing, transport and other
services.

Considering the close linkage
between strengthened efforts to
reduce population growth and to
alleviate poverty, a sustamed and
strong commitment should be made

Box V.2. Highlights of recommendations adopted by the First Session of
the Committee on Poverty Alleviation through Economic Growth
and Social Development

to formulating population policies and
implementing family welfare pro-
grammes.

The rural poor should have
greater access 10 income-earning
assets, including capital and land,
through such means of land reform
as tenancy reform, land redistribution
and secunty of tepancy rights, ensur-
ing full participation of women in
those processes.

Institutional arrangements, includ-
ing national, provincial and local
forums for discussion, planning, im-
plementation and evaluation of poverty
alleviation programmes, should be cre-
ated and strengthened to facilitate par-
ticipation and cooperation among
government agencies, local authori-
ties, the pnvate sector, universities,
non-governmental organizations and
community groups and, above all,
the poor themselves in formulating
and implementing anti-poverty pro-
grammes.

Training and information services
should be provided to support the
efforts of self-help groups of the
poor and to strengthen the organi-
zational capacity of peoples organi-
zations at the grass-roots level, focus-
ing on their capability to participate
in the planning and implementation
of poverty alleviation programmes.

Information should be dissemi-
nated on relevant policies and
practices concerning poverty allevia-
tion, including experiences from
outside the region, to government
officials at all levels, particularly
local-level authorities, who are often

the first point of contact for
grass-roots action.

Genuine people- and demand-
driven  participation  should be
ensured, even in situations where
assistance from the Government and
other concerned donors play an
important role,

The implementation of nation-
wide poverty alleviation projects
should be promoted by providing
models of integrated social services to
target groups or communities using
national and local government as well
as non-governmental resources.

Recognizing that a more open
mternational trading system could ac-
celerate economic growth in the re-
gion and lead to the alleviation of
poverty, member States should pay
the utmost attention to a quick,
balanced and positive conclusion of
the Uruguay Round of multilateral
trade negotiations, which could in-
crease trading opportunities, particu-
larly for the benefit of developing
countries.

In view of the fact that the
external debt burden of developing
countries, especially least developed
countries, prevents some Govern-
ments from concentrating efforts on
helping the poor, those member States
that are in a position to do so should
review their national policies on debt
payment on a case-by-case basis and
advocate the restructuring of such
payments, where appropriate, so that
more significant portions of na-
tional budgets can be allocated to
poverty alleviation.

weaker sections of the population
over the decades. Direct poverty
alleviation programmes such as in-
tegrated rural development (IRD)
were launched in 1980. Besides,
the strategies for poverty alleviation
had included the rural wage em-
ployment programme, land reforms

for the redistribution of land and
security of land tenures, and the
minimum needs programme to in-
crease access of the rural poor to
the basic services of elementary
education, primary health and
drinking water.'?

The persistence of chronic po-

verty in most countries in South
Asia has been viewed with concern

19 ESCAP, country statement at
the Committee on Poverty Alleviation
through Economic Growth and Social
Development, first session, 20-24
September 1993, Bangkok.
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also at the subregional level. The
Heads of State and Governments of
the South Asian Association for
Regional Cooperation (SAARC) at
the Colombo Summit in 1991, de-
cided to set up the Independent
South Asian Commission on Po-
verty Alleviation in order, infer
alia, to examine the causes and
consequences of the persistence of
poverty in South Asia; to draw
positive lessons from the “success-
ful and sustainable”™ experiences
on the ground; and to identify
critical elements of a coherent over-
all strategy of poverty alleviation.
The Commission recommended, in-
ter alia, that each country belong-
ing to SAARC should implement a
national level plan for the ]:»oor.20

As a result of the various
measures adopted, there has been a
significant reduction over the years
in the proportion of houscholds be-
low the poverty line in many coun-
triecs of the ESCAP region. How-
ever, despite efforts spanning over
three decades and despite buoyant
economic growth, widespread po-
verty remains a harsh reality in
many countries of the Asian and
Pacific region. Over 50 per cent of
the poor live in abject poverty.
Continuing efforts are therefore
needed to ensure that the benefits
of development percolate ad-
equately to the poor and disadvan-
taged groups.

To conclude, economic trans-
formation in the ESCAP region has
been accompanied by notable
progress in poverty alleviation.
The accomplishment is due to
both income growth and a variety
of measures adopted by govern-
ments in the region with a view

20 South Asian Association for
Regional Cooperation, Meeting the
Challenge: Report of the Indepen-
dent South Asian Commission on Po-
verty Alleviation (November 1992),
p. viil,
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to redressing poverty directly.?!
Nevertheless, there is no room for
complacency in the presence of the
very large numbers of poor in
many countries. In order to pro-
vide renewed impetus to poverty
alleviation, member Governments
of ESCAP adopted a set of recom-
mendations for action (see box V.2).
Early and effective implementation
of these recommendations could go
a long way in alleviating poverty in
the region.

Health and education

Enhanced education and better
health for the people are among the
basic objectives and indicators of
development.  Conversely, inade-
quacies in both are inextricably
linked with poverty. As is well-
recognized, accomplishments in
education and health make indivi-
duals economically more productive
and enable them to earn more and
live better; inadequacies impair pro-
ductive capacity and constrain earn-
ing opportunities. Society benefits
in numerous ways from an educated
and healthy citizenry and pays many
penalties where the population is ill-
educated and/or in poor health.
Provisions for health and education
are thus desired both as a means
and a goal of development.

Health

There have been impressive
advances in the health situation
throughout the region in recent de-
cades?? From distressingly low
levels only a few decades ago,
average life expectancy in the re-

21 ESCAP, *“National policy ap-
proaches to poverty alleviation™, Eco-
nomic Bulletin for Asia and the Pa-
cific, vol. XLIV, No. 2 (December
1993) (forthcoming).

22 Survey, 1992, part one, chap.
VI, analyses the subject in more de-
tail.

gion rose to 63 years by 1990.
The factors responsible for that
improvement include rising nutri-
tional standards, advances in ferti-
lity control, wider access to safe
water, better sanitation and other
primary health care-related de-
velopments.  Higher literacy and
health education levels, wider pub-
lic access to health information,
increased availability of affordable
antibiotics and other pharmaceuti-
cals arec among the elements that
have brought curative health within
the reach of many. Health infra-
structure  has also  improved.
Health outcomes indicated by life
expectancy at birth, infant mortali-
ty and under five mortality rates
have shown dramatic improvements
(table V.3). However, as can be
seen from these data, there are
many countries where the perfor-
mance falls far short of the re-
gional average.

Improvements in the health
situation in the regions most
populous country, China, have been
particularly impressive. In China,
between 1960 and 1990, there has
been a drop in the under five
mortality rate from 203 to 42 and
in the infant mortality rate from
150 to 30. Because of the overall
improvement in health conditions,
life expectancy increased from 47
years in 1960 to 70 years in 1990.

Chinas performance owes as
much to the provision of safe
drinking water, improved sewage
disposal and other sanitation mea-
sures as to broad immunization
coverage and mass campaigns
against parasitic diseases. It has
much to do with the provision of
basic health care and affordable
drugs to even the most remote
parts of the country. It also re-
flects the vigorous drive to reduce
fertility and to increase, through
legislation, the age of first delivery,
as well as efforts to provide educa-
tion on health and nutrition. China
used a social safety net for many
years that, among other things,



Table V.3, Selected health indicators in the ESCAP region, 1960 and 1990

Under five Infant Life
maortality rate maortality rafe expectancy
1960 1990 1960 1990 1960 1990
ESCAF reglon 203 65 142 47 47 63
Afghanistan 262 180 215 167 33 43
Bangladesh 2938 189 156 114 40 52
Bhutan 218 193 187 123 3B 49
Cambodia 213 152 146 123 42 50
China 203 42 150 30 47 T0
Hong Kong %] T 44 7 66 77
India 282 142 165 94 44 59
Indonesia 225 o7 139 11 41 61
Iran (Islamic Republic of) 254 59 169 46 50 66
Democratic People’s Republic of Korea 120 as 85 26 54 70
Republic of Korea 120 i 25 23 54 70
Lao People’s Democratic Republic 230 BB 155 104 40 50
Malaysia 105 29 73 22 54 70
Mongolia 185 B4 128 64 47 63
Myanmar 298 189 153 65 44 61
MNepal 187 123 38 52
Pakistan 276 158 163 104 43 58
Papua New Guinea 248 &0 165 56 41 55
Philippines 134 69 80 43 53 64
Singapore 49 9 a6 8 65 T4
Sn Lanka 114 5 71 26 62 71
Thailand 149 34 103 26 52 66
Viet Nam 232 65 156 49 44 63
Source: ESCAP secretariat based on “Survey of the quality of life on health in the ESCAP region™ by Yawaral

Porapakkham, M.D., a paper presented at the Expert Group Meeting on a Survey of the Quality of Life in the ESCAP

Region, Sepul, 11-15 August 1992,

guaranteed minimum food rations
to the poorest even in remote rural
communities.2?

As in the case of income,
there are substantial disparities in
achievements in  health between
subregions.  South-East and East
Asian countries have generally
achieved a health status that is
much more advanced than that ge-
nerally found in South Asia. Ewven
in India, where important gains in
the health seclior have been re-
ported, there exists a relatively
high incidence of communicable

23 World Bank, World Develop-
ment Report, 1990 (New York, Ox-
ford University Press, 1990), p. 74.

diseases, (such as tuberculosis, di-
arthoea, measles, leprosy and
filariasis), diseases that reflect the
generally poor socio-economic sta-
s of the population. As of
1990, the infant mortality rate was
over 100 in most South Asian
countries, especially the least de-
veloped ones, whereas it ranged
between 7 and 23 in the NIEs.
Similar disparities, though less
pronounced, exist with respect to
life expectancy.

Achievements in  health can
also be viewed from the perspective
of access by populations to health
infrastructure. Here again, as data
in table V4 show, there are wide
differences  between  individual

countries and subregions. The least
developed countries score poorly,
Moreover, there are considerable
disparities between wurban and rural
areas, in most cases the proportion
of the urban population with access
to health infrastructure is substan-
tially higher compared with the ru-
ral population.

To summarize, large dispari-
ties persist in the health sector be-
tween subregions, countries within
subregions, wban and rural areas
within  countries, and ncome
groups within urban and rural
areas. How to redress these in-
equities will remain an important
policy challenge in the years
ahead.
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Table V.4. Selected health infrastructure in the ESCAP region

Percentage of population
with access fo safe water

Percentage of population
with access o health service

(1989-1990) f1985-1990)
Toral Lirban Rural Total Lirbamn Rural
ESCAP region 65 80 49 80 99 65
Afghanistan 21 e 17 9 100 30
Bangladesh 81 ie 89 45
Bhutan 3z a0 o 65
Cambodia 3 10 2 53 20 50
China T4 87 6i an 100 80
Hong Kong 100 100 06 09
India 75 79 73
Indonesia 46 60 40 80
lran (Islamic Republic of} g9 93 T6 80 95 &5
Democratic Peoples Republic of Korea
Republic of Korea 79 ] | 49 93 97 86
Lao People's Democratic Republic 29 47 25 &7
Malaysia 79 96 66
Mongolia 65 T8 50
Myanmar 33 43 29 33 100 11
Nepal 37 66 34
Pakistan 6 80 45 55 99 35
Papua Mew Guinea 34 ] 23 6
Philippines 81 93 72
Singapore 100 100 100 100
Sri Lanka &0 20 55 93
Thailand 74 67 76 70 85 B0
Viet Mam 42 50 40 80 100 75

Source: ESCAP secretariat, based on “Survey of the quality of life on health in the ESCAP region™ by Yawarat
Porapakkbam, M.D,, a paper presemted at the Expert Group Meeting on a Survey of the Quality of Life in the ESCAP

Region, Seoul, 11-15 August 1992,

There are several other chal-
lenges that countries of the region
will have to grapple with, One
relates to the resurgence or conti-
nued high incidence of certain tradi-
tional diseases. For instance, the
prevalence of malaria, which used to
be wery high, was drastically re-
duced by the 1960s, but a signifi-
cant upturn seems to have taken
place by the mid-1970s. To illus-
trate, the incidence of malaria per
1,000 population in India was 385 in
1945, fell to 0.02 in 1963 and rose
to 39 in 1975. Major increases,
though not quite as dramatic, have
occurred in several other countries.
In 11 countries of the ESCAP region
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(Bangladesh, Bhutan, the Democrat-
ic People’s Republic of Korea, India,
Indonesia, Maldives, Mongolia,
Myanmar, Nepal, S Lanka, and
Thailand), abouwt 2.5 million new
cases of twberculosis are reporied
every year?® Malaria and tubercu-
losis are but two examples among a
number of others.

At the same time, socio-
economic transformation and accom-
panying industrialization and urba-

24 The World Health Organiza-
tion Regional Office for South East
Aszia, Collaboration in Health Devel-
apment in South-East Asia 1948-1988
(MNew Delhi, 1992) rev. ed., p. 479,

nization have led to the emergence
of the so-called diseases of af-
fluence such as coronary diseases
and cancers. Certain agricultural
developments and practices  also
have brought new health hazards to
people.  Stagnant irrigation water
facilitates the breeding of the
malaria-mosquito and other disease-
carrying  pests. The polluting
effects of toxic pesticides, herbi-
cides, preservatives and petroche-
mical fertilizers are contributing to
the ill-health of farmers and
consumers alike. There has been a
rising trend also in the use of
consciousness-altering  substances,
many of which are addictive. That



trend iz particularly serious be-
cause of its adverse impact on
social organization, the family and
the community, and its stimulus
to crime and delinquency (see
box V.3). More importantly, a new
public health scourge, AIDS, which
is spreading throughout the region,
is causing deep concern because of
its incurable nature and potentially
devasiating socio-economic impact.

The major source of AIDS
transmission in Asia and the
Pacific is heterosexual behaviour,
often involving poor and wvery
young women, pgrossly exploited

through prostitution. Transmission
through the sharing of needles
among drug abusers is also a sig-
nificant contributor in some areas,
It is likely that there will be many
millions of HIV (human immuno-
dificiency wirus) infected people
in the region by the year 2000.
The resources of health systems
may not be adeguate even to
enable AIDS victims a relatively
dignified death. It is, therefore,
imperative that major efforts be
made to develop effective preven-
tion strategies as there is still
no known cure for the disease.

The prevention of AIDS requires
attitudinal and behavioural changes
in heterosexual relationships be-
tween men and women. Hence,
AIDS must be viewed both as a
societal issue and as a health pro-
blem, with public information and
other education campaigns being
important means of intervention.
Thus, over the last three de-
cades, the developing countries of
the ESCAP region have achieved
significant success in improving
the health status of their
populations.  Nevertheless, many
challenges lie ahead. The prevail-

There exist complex mterrela-
tionships among the abuse of mind-
altering and  habituating/addictive
drugs (narcotics, barbiturates, amphe-
tamines, volatile solvents, alcohol,
tobacco etc.), prostitution, human
immunodeficiency virus (HIV) infec-
tion leading to the acquired immune
deficiency syndrome (AIDS), and
poverty.  For imstance,  because
poverty requires that parenis spend
most of their tme earning a living,
they cannot attend sufficiently to
their children. The children are thus
increasingly left alone and they
tend to socialize with peers. [n such
circumstances, children are wvulner
able to drug abuse, if the peers, who
become their principal role models,
happen o iolerate, emcourage or
indulge in drugs. The use of drugs
often leads, in wrn, to violation of
established rules and porms which
results i delmquent behaviour. The
influence of drugs, for example,
lowers the threshold of resistance to
sexuslly risky  bebaviour  (for
example, unprotected sexual inter-
course) and causes infection with
sexually transmitted diseases,
including HIV-infection.  Prostitu-
tion, often resorted to as a means of
escaping  poverty, aggravates the
problem of HIV-infection. If drugs
are injected intravenously  (this
happens often at a later stage of an

Box V.3. Drug abuse, AIDS, prostitution and poverty: a complex nexus

addictive career) and if needles and
syringes are shared, the probability of
contracting infections such as HIV and
hepatitis is greatly increased.

Drug sbuse can be s significant
contributory factor to poverty. Drugs
are ecxpensive and their purchase
severely strains family finance. Resort
is taken to the sale of family assets,
withdrawal of children from school to
work, and finally, to illicit activities
mcluding prostitution and cnme. The
above brief account suggests how drug
abuse, AIDS, prostitution and poverty
can be mutually reinforcing.

ESCAP has developed a set of
activibies which address drug abuse,
prostitution, delinguency and HIV-
infection simultaneously in a compre-
hensive and holistic manner, an ap-
proach that is necessary to solve these
inter-related  problems  effectively.
Rural as well as urban poor com-
munities participate in these project
activities, in which communities learn
how to plan and implement preventive
interventions tailored to their spe-
cific needs and local circumstances.
Typically, these interventions include:
the establishment of parents, women's
and youth groups; provision of
alternative activities to drug abuse,
such as sports or income-generaling
and educational activities; school-
based nterventions, including teacher
traming and the  establishment

and mvolvement of parent-teacher
associations; organization of com-
munity-based detoxification of drug
abusers;, provision of counselling
for drug abusers and their famiilies;
and self-help activities for the
prevention of relapses by drug
abusers discharged after treatment.
Important aspects of these com-
munity-based approaches are the
empowerment of communities, the
reiteration of social porms against
drug abuse as well as crime and
prostitution, and the establishment
of neighbourhood assistance
mechanisms in times of crisis.

ESCAP has also established a
regional metwork of npational focal
points for demand reduction. This
project facilitates the rapid collection
and exchange of imformation related
to drug demand reduction through
meetings, workshops and fact sheets.
ESCAP has also launched a project
on the promotion of community
awareness for the prevention of
prostitution.

The experience gathered through
these projects suggests that poverty
i5 o prominent causal factor under-
lying drug abuse, prostitution and
delinquency, and that, in tum, drug
abuse, prostitution and delinquency
impede efforts to alleviate poverty.
A comprehensive, integrated policy
response is thus required.
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ing inequities, persistence or resur-
gence of some of the earlier di-
seases, and the emergence of new
ones, of which AIDS is the most
critical, are among these chal-
lenges. In addition, the health
impact of continued environmental
degradation is a growing concern,
as is the nmsing prevalence of
discases related to life styles or
behaviour such as cardiovascular
disease, diabetes and cancer. To
meet these challenges will require
appropriate policy responses in
many areas — the allocation of
public sector expenditure, par-
ticipation of the private sector and
non-governmental organizations,
emphasis on primary health care,
recognition of the role of tra-
ditional medicine, health-related
human  resources  development,
and public education and infor-
mation.

Education

As noted before, education is
an objective of both economic and
social development and a means of
achieving it. At the macro level,
education will play an increasingly
important role with the rising im-
portance of technology in the pro-
duction process. Education is a
vital input for the development, ad-
aptation, absorption and application
of technology. For the individual, it
enhances employment potential and
increases productivity in whatever
occupation one pursues. No less
important is the fact that education
has much to do with the formation
of attitudes and aspirations neces-
sary for modern economic enter-
prises and socially responsible con-
duct. It is not feasible to discuss
educational progress in its various
dimensions in this brief review. Se-
lectively, three aspects, primary
school enrolment, adult litera-
cy rate and years of schooling, are
examined in view of their usually
recognized important role in socio-
economic development.
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Primary school enrolment
and adult literacy

Data in respect of primary
school enrolment and adult litera-
cy are presented in table VS.

By and large, developing coun-
tries of the region have made
considerable progress as these in-
dicators show, but sharp dispari-

ties exist among countries and

subregions.

The performance in

Table V.5. Primary school enrolment ratios and adult literacy rates in
selected developing countries/areas In the ESCAP region, 1960 and

1990
Primary school Adult
enrolment literacy rates
ratios (percentage)
1960 1990 1960 1990
East Asia
China 122 135 73
Democratic People's
Republic of Korea 106° 95
Hong Kong 91 106° 71 90
Mongolia 79 98 93
Republic of Korea 96 108 7 96
South-East Asia
Cambodia 64 35
Indonesia 67 117¢ 47 82
Lao People's
Democratic Republic 25 104 20 54
Malaysia 75 93 23 78
Myanmar 72 127¢ 58 81
Philippines 95 111°€ 72 90
Singapore 112 110¢ 744 88
Thailand 136 85 68 93
Viet Nam 101 104° 87 88
South Asia
Afghanistan 9 24¢ 8 29
Bangladesh 48°¢ 73 244 35
Bhutan af 268 38
India 42 97 24 48
Iran (Islamic Republic of) 42 112 15 54
Nepal 10 868 10 26
Pakistan 30 37 16 35
Sri Lanka 95 107 61 88
Pacific island economies
Fiji 85 125 87
Papua New Guinea 7ne 7n 328 52
Samoa 8lll 92
Sources: ESCAP secretariat based on United Nations Development Pro-

gramme, Human Development Report 1993 (New York, Oxford University Press,
1993); World Bank, World Development Report 1978 (Washington, DC, 1978);
and United Nations Educational, Scientific and Cultural Organization, Statistical

Yearbook, various issues.

8 1975. b 1987. € 1989, 9 1970. € 1965. [ 1961

£ 1088. b 1967.



South Asia, with the exception of
Sri Lanka, generally falls consid-
erably below that in many other
countries. In Afghanistan, Bhutan
and Pakistan, the primary school
enrolment ratios remain abysmally
low, These countries also score
poorly in terms of adult literacy
rates, Among other countries
which have wery low adult
literacy rates (below 50 per cent)
are Bangladesh, Cambodia, India,
and MNepal.

Primary school enrolment of
females continues to be generally
less than that of males. However,
in a very few countries of the re-
gion female enrolment equals that
of male; among the notably suc-
cessful countries in thal respect
are  Fiji, Malaysia, Mongolia,
Singapore and Sri Lanka. The
disparity is particularly stark in
Bhutan, Mepal and Pakistan where
female enrolment is approximately
half the male enrolment. The
male-femnale %!ajp in literacy rates
is even wider.

One of the factors underlying
low literacy rates is that many of
those who enrol at primary level
do not complete the full course
of primary education and drop
out. In consequence, many of
such drop-outs degenerate into
functional illiterate by the time
they reach adulthood. It is, of
course, recognized that other fac-
tors, for example, the efficacy of
adult literacy programmes, also
impinge on the outcome. Never-
theless, it is not surprising that
the percentage of those who com-
plete  primary school education
tends to be lower in countries
with low adult literacy rates 2

25 United MNations Development
Programme, Human Development Re-
port 1993 (Mew York, Oxford Univer-
sity Press, 1993), pp. 152-153.

26 por pertinent data, see ibad,
table 14, pp. 162-163.

Mean years of schooling

The general status of formal
education is best indicated by the
mean years of schooling  index.
Since the index refers to the popu-
lation aged 25 or above, the im-
plication for labour productivity is
obvious. The Republic of Korea
stands out as the highest performer
in terms of this indicator, followed
by the Philippines and Hong Kong.
Sri Lanka, although a low income
country, also shows a high perfor-
mance (table V.6). The least de-
veloped countries of the region are
at the lower end of the spectrum
with the exception of Samoa.
Somewhat surprisingly, Singapore’s
score falls substantially short of the

Table V.6.

other NIEs, It should be noted that
male-female disparity is particularly
sharp in the case of mean years of
schooling. Mo country/farea (1able
V.6) reports higher average school-
ing for females than for males.

Although the above analysis fo-
cuses upon primary education and
adult literacy, it is to be noted that
access 10 higher levels of education
is no less important. Low mean
years of schooling in several coun-
tries indirectly indicates the limited
access to secondary and tertiary
education. However, this aspect is
not being addressed in this analysis.
A longitudinal view reveals a pat-

Selected developing economies of the ESCAF region.

Mean yvears of schooling (25+), 1990

Total Male Female
Afghanistan 08 1.4 0.2
Bangladesh 2.0 3.1 0.9
Bhutan 02 0.3 0.1
Brunei Darussalam 50 55 4.5
Cambodia 2.0 2.3 1.7
China 4.8 6.0 36
Fiji 5.1 5.6 4.6
Hong Kong 7.0 = 8.6 54
India 24 s 12
Indonesia i9 5.0 29
Iran (Islamic Bepublic of) ER} 4.6 3.1
Lao People’s Democratic Republic 2.9 3.6 2.1
Malaysia 53 5.6 5.0
Maldives 45 5.1 39
Myanmar 2.5 3.0 2.1
Mepal 2.1 3z 1.0
Pakistan 1.9 3.0 0.7
Papua New Guinea 0.9 12 0.6
Philippines 74 7.3 7.0
Republic of Korea 88 11.0 6.7
Samoa 5.7 6.4 5.0
Simgapore i9 4.7 31
Solomon [slands 1.0 12 0.8
Sn Lanka 6.9 7.7 6.1
Thailand iz 43 33
Vanuatu 3.7 4.3 ER |
Viet Nam 4.6 58 34
Source: United Mations Development Programme, Human Development

Report 1993 (Oxford University Press, 1993), table 5.
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tern very similar to that of primary
education and adult literacy — con-
siderable improvements over time,
large differences among subregions
and countries, and the persistence of
gender imbalances.

Educational systems in the
region face many other problems,
partly following from rapid expan-
sion. Among these are peogra-
phical disparities within countries
(between rural and urban areas or
between provinces and districts),
high rates and numbers of drop-out,
grade repetition, low teacher/pupil
ratio, poor physical infrastructure,
and inadequate teaching material
and textbooks. It 15 obvious that
many of these problems directly
impinge on the quality of educa-
tion., Another major policy chal-
lenge concerns the enhancement of
the relevance of the educational
systems to the needs of the
workplace. In this context, atten-
lion needs to be paid to the appro-
priate  balance between different
levels of education and the diversi-
fication of curricula. Finally, men-
tion should be made of the need
for mobilizing adequate resources
to finance expanded coverage, im-
proved equity and gquality and
greater curricular diversity, through
such means as reallocation of pub-
lic sector expenditure, involvement
of the private sector, cost recovery
and external assistance,

Other selected
issues

It is not unusual that the pro-
cess of economic growth and trans-
formation is accompanied by
increased social conflict, crime and
violence, substance abuse, suicide
and other symptoms of social af-
flictions. To a large extent, these
and other social problems can be
attributed to the perceived or real
lack of individual fulfilment in the
context of overall economic change
and progress. A detailed discus-
sion of these issues is beyond the
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scope  of the present survey.
Instead, an attempt is made to
review the situation in respect of
crime and substance abuse as
symptoms of underlying social ills
in the Asian and Pacific region.
The review is based on results from
a quality-of-life survey carmed out
by ESCAP The evidence remains
selective and paichy however,

Crime

Murder, robbery, theft and rape
are generally considered major
crimes.  In the case of China, the
1986 figures indicated a rate of
0.52 per one thousand population
for all major crimes. However, the
Chinese courts issued warranis to
arrest about 542,700 people in
1989 and about 605,000 in 1990,
Of the latter, 15,719 were charged
with murder, 12 per cent higher
than in 1989. India reported an
increase of all crimes cognizable
under the Indian Penal Code, and
special and local laws for the
period 1988 10 1989, A quinguen-
nial average for 1984-1989 esti-
mated the number at 1,399,315, In
Bangladesh, however, reported rates
of major crimes (per 1,000 popula-
tion) decreased for the period be-
tween 1981 and 1990, Murder
ranked high in the crime list of
Nepal, averaging 346.8 annually for
the period 1986 to 1990, a high
figure compared with other serious
crimes of robbery with murder (an-
nual average of 17.2) and use of
poison (annual average of 13).

In Malaysia, decreasing rates
per one thousand population were
reporied for the period from 1980
to 1989 for a number of crimes:
property crimes from 2.04 to 1.39;
househreaking and theft from 1.43
to 0.98; wehicle theft from 1.13 to
0.96; robbery however increased
from 0.13 w 0.29. In the
Philippines, crimes are broadly
classified into index crimes and
non-index crimes, Index crimes in-
clude murder, robbery, physical in-

jury, theft and rape. All other
crimes are classified as non-index
crimes.  For the five-year period
from 1985 to 1989 the figures had
fallen to the lowest in 1987 only to
pick up in the following two years,
For 1991, crimes committed against
persons reached a peak of 71,850
while crimes against property num-
bered 43,409, Significantly, there
were 92,435 crimes solved, giving a
crime solution efficiency rate of 80
per cent?? For Thailand, the inci-
dence of violent crimes consistently
dropped during the period from
1984 10 1987. The situation was,
however, reversed for all types in
the next two years, 1987 and 1988,

Data provided by the Govern-
ment of the Republic of Korea in
response to the ESCAP quality-of-
life survey (1992) guestionnaire had
reporied no major crimes of mur-
der, rape and homicide in that
country in the two years 1980 and
1990, Moreover, the country main-
tained the same number of agpra-
vated assault per 1,000 population
at 0.6 and For robbery at 0.1 for
the years 1980 and 1990. The
highest crime figures, conceming
theft, decreased from 2.5 to 2.2
per 1,000 population during the
same pericd. For Singapore, the
incidence of murder decreased
from 0.03 wo 0.02, robbery from
0.55 tw 0.28, and housebreaking
from 1.10 to 0.59 per 1,000 popu-
lation for the same 10-year interval.
However, the incidence of rape and
motor vehicle theft increased,

There are many questions left
unanswered by the scanty data pre-
sented. Do the data represent the
actual crime situation in these
countries?  What would be consi-
dered a ‘mormal” crime rae?
What is the extent of under report-
ing, considering that not all crimes
committed enter the police records?

27 National Police Commission,
Philippines, 1992 (unpublizhed docu-
ments).



What happens after crimes are re-
ported to the police? What is the
crime solution efficiency?  All
these factors directly affect commu-
nity stability and social order and
are legitimate concerns for both
governments and the citizenry.

There are two important points
for consideration in understanding
crime and using crime statistics.
First, crime appears to be sympto-
matic of other problems. For in-
stance, where there is economic
backwardness, the incidence of
crimes, such as theft and robbery,
is usually relatively high. Second,
the crime statistics can be used
to plan for improvements in the
quality of community life.

The control and prevention of
crime require active participation of
the people, for example. In some
countries in the region such as
China, Nepal, Philippines and Sin-
gapore, citizens volunteer their
services as members of neighbour-
hood crime-watch groups. In con-
trast, community participation is
sometimes threatened by the fact of
criminality itself. As indicated ear-
lier, some people do not report
crimes because they lack trust in
duly constituted authorities or be-
cause they fear for their personal
safety and security at the hands of
criminals.

There is also a wide range of
economic crime and corruption
committed, not by the poor to meet
perceived needs, or by die-hard de-
viants, but by supposedly reputable
people in positions of trust and au-
thority. The popular media is often
full of reports of crime and corrup-
tion in business and government.
Some close observers have system-
atically documented their incidence
in many countries in the l'egion.28

28 Graham Hancock, Lords of
Poverty (Great Bntamn, Macmillan
London Lid., 1989); and James Clad,
Behind the Myth: Business, Money
and Power in Southeast Asia (Great
Britamn, Unwin Hyman Limited, 1989).

Even after discounting generously
for any amount of “sensationalism”
reflected in these reports, there re-
mains a substantial kernel of truth
in them. Criminal and corrupt
practices in business and govern-
ment circles can cause grievous
economic losses and have an ad-
verse cffect on public morale and
confidence with potential destabi-
lizing consequences. Prevention or
minimization of such crime and
corruption are widely expressed
concerns of governments in the re-
gion. The institutions and pro-
cedures for doing so are not
always adequate, however (see box
V4).

Substance abuse

Abuse of drugs and other sub-
stances, including alcohol and to-
bacco, is a growing concern
throughout the region. In some
countries, the use of opium and
cannabis is not entirely new. They
were initially used as medicine or
incense or were smoked or sniffed
for “recreational™ purposes. But
the recent increase in abuse of dan-
gerous substances in many coun-
trics in the region is of grave

concern. Some relevant facts are
as follows.
In Nepal there are some

25,000 estimated drug dependents,
mostly young people. It has been
also estimated that about 4 per
cent of the student population in
major campuses in Kathmandu in-
dulge in drugs. In Bangladesh,
the incidence of drug dependents
rose from 5000 in 1975 to
300,000 in 1989. A later estimate
of the Narcotic Control Boards
placed the number in the neigh-
bourhood of 1.7 million. Most
drug users (66 per cent) are in the
age range of 31-40 years, the
prime period of an individuals
productive life.  China reported
70,000 drug users in 1989, a fig-
ure that may not seem alarming in
view of its huge population.

In India, drug abuse is a crime
cognizable under the Narcotic Drug
and Psychotropic Substances Act.
There are no nationwide data avail-
able. Statistics compiled from spe-
cial studies may be used to indicate
the approximate dimensions of the
problem: alcohol use varies from 23
to 74 per cent among adult males in
certain areas; among the rural po-
pulation of Punjab and Rajasthan
the prevalent rates of opium use are
3.5 and 3.9 per cent respectively; |
per cent of their population is ad-
dicted to cannabis; barbiturates and
non-barbiturate hypnotics are popu-
larly used by youth in the urban
centres, the prevalence rate varying
from 0.4 to 5.4 per cent. Between
8 and 25 per cent of medical stu-
dents are users. The prevalent
range of rates on the use of am-
phetamines is 4.3 to 11.4 per cent.
Other drugs such as LSD, cocaine
and datura are confined largely to
the student population.

In Malaysia, despite the drastic
penal provisions of its anti-drug
laws, active abusers throughout the
country numbered around 100,000
in the first quarter of 1992. Avail-
able data on narcotic abuse in
Thailand relate to only admissions
in hospitals. Such admissions re-
portedly more than doubled in a
span of 11 years. In the Philippines,
the number of persons arrested on
drug incidents has decreased. This
information is based on raids con-
ducted by police authorities during
the period 1985-1988. The real
situation of drug dependency in the
country, however, may be greatly
underestimated by this measure as
the number of raids conducted is
not an adequate indicator of the
incidence.  Moreover, raids are
usually conducted in big cities, In
Viet Nam, a newspaper account on
drug abuse estimated the number of

abusers at 70,000 in April 199229

29 “A new means of combatt-
g drug addiction”, Vietnam Courier,
No. 30 (Apnl 1992), p. 15, col. 3.
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Box V.4.
crime and conflict

Changing wodem  socicties
warrant mechanisms for the resolu-
tion of conflicts mesulting from
many causes including injustices,
bribery and corruption. The Om-
budsman mechanism could be effec-
tively made use of in that context
The idea orgimated in Sweden in
1809. Fmland adopted it m 1919,
Since then it has been followed by
a number of other countries, both
developed and developing. Among
them are: Australia, Canada, Den-
mark, [Ireland, Japan, Metherlands,
MNew Zealand, MNorway, the Umted
Kingdom and the United States;
and Bangladesh, Fiji, India, Paki-
stan, Papua MNew Guinea, Philip-
pines, Solomon Islands, Sri Lanka
and Vanuatu,

These countries have adapted
the Ombudsman mechanism in dif-
ferent ways to suit their respective
needs and comstiutional structures.
The mode of operation also differs
in many countries as seen from the
variety of nomenclatures used, such
as Ombudsman for Civil affairs,
Ombudsman  for Military  affairs,
Ombudsman Commission, Commis-
sion of Parliamentary (Ombudsman)
Inquiries. However, the basic
comcept 15 recenving  allention  in
many countries, one of the latest
being Thailand.

Papua New Gumea 5 one of
the few countries in the region that
has introduced an Ombudsman
Commission with a strong legislative
mandate and wide power enshrined
in the MNatiopal Consttution, ena-
bling it to intervene and safeguard

Ombudsman Commission:

the imterests of the citizens from the
malpractices and injustices committed
in the bureaucratic and administra-
tive processes and to enforce the
Leadership Code which applies to all
leaders.

The Ombudsman Commission in
Papua New Guinea is unique in that
the Chief Ombudsman and the other
two members are appointed by the
Head of State on the advice of a
high-powered five member commitlee
consisting of the Prime Minister as
Chairman, the Chiel Justice, the
Leader of the Opposition, the
Chairman of the relevant Permanent
Parliamentary Committee and  the
Chairman of the Public Service
Commission. This mgenious device,
entrenched m the Constitution, 15 o
prevent  possible abuse of power,
above all, by the Government itself.
It ensures that the members of the
Ombudsman Commission are persons
of high integrity and standing as well
as politically neutral. This constitu-
tional stitution 15 not subject to the
direction or contrel by any one
person or authority.

A  Leadership Code has been
introduced to combat corruption and
to maintain the highest standard of
integrity among leaders, to prevent
abuge of power, misappropration of
public funds and immoral conduct. [t
is implemented and administered by
the Ombudsman Commission under
the Organic Law on Duties and
Responsibilities of Leadership. The
Constitution sets outl that the per-
sons holding the highest positions in
the legislative, executive and judicial

an instrument for the resolution of

arms of the Government, includ-
ing the Prime Minister and the
members of the Ombudsman Com-
mission themselves, are subject to
the jurisdiction of the Leadership
Code.

As  the “watchdog™ of the
Constitution, the Ombudsman
Commission of Papua MNew Guinea,
in addition to performing its tradi-
tional role of protecting the funda-
mental nghts and freedom of the
people has been able to effectively
administer the Leadership Code and
bring to book people in  high
positions, such as a former
Deputy Prime Minister and some
former ministers accused of corrupt
practices. Action agamnst them,
which is truly part of the Com-
mission’ achievements, showed the
citizens that the persons in au-
thority are not above asnd beyond
the law.

The Papua New  Guinea
Ombudsman Commission could be
a model for other countries with
modifications. It could enable
countries in the region to resolve
many & conflict arising from crav-
ing for power and accumulation of
illicit  wealth by those in
authority in rapidly changing po-
litical and economic environments,
The fundamental nghts and freedom
of the people could be better pro-
tected and the quality of leadership
for the betterment of communities,
socicties and nations could greatly
improve with the effective function-
mg of such a constitutional
mechanism.

In Singapore, notably because of its
tough anti-narcotics laws and its
relentless  enforcement  measures
against drug abuse and drug
trafficking, major drug syndicates
have been eliminated and the drug
distribution network disrupted,
cutting down on abuse rates.

The social costs of substance
abuse are many. Apart from iis
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effects on the health of the users,
there is also the social destabilizing
effect. Lacking in reason and self-
control, users pose a grave threat to
public safety as well as family and
community life, disrupting peace
and participation in productive ac-
tivities.  Failing to serve as role
maodels to the younger gencration,
which may include their own chil-

dren, they erode the moral fabric of
society. Unable to perform their
parenting roles effectively,  their
children become ill-equipped 10
cope with the pressures and de-
mands of lifc and the cycle is
therefore prone to repeat itsell
through the gencrations.

Seen in the light of the com-
plex factors known to be causing



drug abuse, such as curiosity, peer
pressure, family problems, frustra-
tion that arises from unemploy-
ment, confused situations in the
academic arena, weakening of
moral and social values and easy
accessibility to drugs, multi-

pronged actions are needed to ad-
dress the problem. The issue of
poverty is often intertwined with
the drug problem; poverty can pro-
mote drug abuse and also act as
an incentive to engage in drug
trade because of the possibility of

making quick money. Thus to at-
tack the problem of drug abuse
would also require fighting po-
verty, in addition to a variety of
legal and educational measures de-
signed to reduce the supply of, as
well as the demand for, drugs.
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VL
DEVELOPMENT

here is a two-way interaction

between population and deve-
lopment, the extent and complexity
of which may vary in time and
context. The size and composition
of the existing population and
its growth over time have an
impact on development. Develop-
ment itself also affects warious
demographic characteristics, includ-
ing population growth rate. At the
conceptual level, there is an
agreement on  the  two-way
imnteraction, but there are differences
of wviews on their magnitude
and the direction which tend to be
highly context-specific.'! The task
of measurement and identification
is additionally complicated by the
fact that interaction  between
population and development is
mediated through a wvarety of
channels, such as health, education,
and labour force participation.
While recognizing these com-
plexities, the present work primarily
examines the emerging population
dynamics in the region and ils
implications for selected deve-
lopment issues that countries will
have to confront. The chapter
concludes with a  discussion
of the major highlights of the
evolution of population policies in
the region.

! United Nations Population
Fund, “Population and development
strategies: review of the past and
future prospects”, presented at Round
Table on Population and Development
Strategies, Bangkok, 17-19 Movember
1993,

106

POPULATION DYNAMICS:

THE DYNAMICS OF
CHANGE

Growth trends

During the last few decades,
the world as a whole experienced
what is often termed as a “‘popu-
lation explosion”. Much of this
explosive growth has occurred in
the poorer parts of the world. A
rapid decline in morality and
slower decline in fertility rates
have been responsible for rapid
population growth in the develop-
ing world during the last three
decades.

The world population, after
remaining  static  for  centuries,
started growing with the onset of
the industrial revolution in Europe.
By 1825, world population is esti-
mated to have reached 1 billion.
It doubled in the mext 100 years
to 2 billion in 1925. It took only
50 years for that number to double
again 0 4 billion in 1976, ris-
ing to 5.3 billion by 1990. If the
1950 figure of 2.5 billion is consi-
dered, the world population more
than doubled in 40 years berween
then and 1990. A medium variant
of projections places the world
population figure at 7.15 billion in
2010. The progressively com-
pressed time span in which the
world population has doubled, has
been a cause of world-wide
concem,

Judged in a historical context,
there is a major difference
between developed and developing
countries’ experience in respect of
population growth, The population

IMPLICATIONS FOR

growth in the developed coun-
tries occurred concomitantly with
economic  development, Initial
population growth was primarily a
result of decline in mortality
brought abouwt by improvement
in food and outrtion followed
by gradual advance in medicine
and sanitation. In the developing
countries, in contrast, the most
rapid population growth has oc-
curred after the Second World
war, and was the result of steep
decline in monrtality caused by
easy availability of and ac-
cessibility to potent drugsimedi-
cines. Public health measures,
such as mass immunization, control
of smallpox, malara, cholera and
other epidemic, could be imple-
mented by governments at relatively
earlier stages of economic and
social development. Therefore,
while population growth rates in
the developed countries did not
exceed | per cent per annum in the
early phase of their development,
the rates were well over 2 per cent
in many countries in the ESCAP
region during the 19505 to the
19705, and exceeded 3 per cent in
SOME Cases.

The ESCAP region currently
contains around 60 per cent of the
worlds population. The Govern-
ments in the ESCAP region had
however recognized the problem
of rapid growth of population
early in the 1950s and 1960s, and
had established national family
planning programmes to lower birth
and population growth rates. Such
programmes succeeded in  bring-
ing about a decline in the total



fertility rate (TFR), that is, the
average number of children that a
woman would bear in her lifetime
if she followed current age-specific
fertility rates. The TFR in the
ESCAP region had declined from
5.7 during the period 1960-1965 to
5.0 during the period 1970-1975
and to 3.7 during the period 1980-
19852 By 1993, it is estimated to
have fallen to 3.1.

This substantial decline in
fertility did not directly translate
into reductions in the rate of
population growth, however, for two
reasons.  First, the proportion of

2 United Nations, World Popula-
tion Prospects, The 1992 Revision
(United Nations publication, Sales
No. E.93 XIIL7), p. 356.

women who are of child-bearing age
has continued to increase, and is
expected to do so up to the
year 2010, as a result of earlier
high levels of fertility.  Second,
reductions in fertility were largely
offset by reductions in mortality.
Consequently, while the growth rate
of the population of the region
declined from an average of 2.4
per cent a year during the period
1965-1970 to 2.2 per cent in
the period 1970-1975, it stagnated
at about 1.8 per cent between
1975 and 1990. In 1993, it is
estimated to have been 1.7 per cent.

In spite of a gradual slowing
of the annual rate of increase,
annual increments in  absolute
numbers in the ESCAP region are
very large because of the huge
size of the current population.

The population of the Asian and
Pacific region increased by 504
million during the 1980s and is
projected to increase by 3538
million in the 1990s. Between the
years 2000 and 2010, another
increment of 482 million is
expected (table VI1), implying an
average annual rate of growth of
1.6 per cent between 1990 and
2000 and 1.3 per cent during the
first decade of the twenty-first
century. Of this increase about
half will be contributed by South
Asia. That subregion as a whole is
projected to grow at an average
annual rate of 2.1 per cent during

the current decade. Only India
(1.9 per cent) and Sr Lanka
(1.2 per cent) are expected to

achieve growth rates under 2 per
cent.

Table VL1. Population size and rates of growth in the ESCAP region, 1980-2010

Population in thousands

Average annual growth
rate (percentage)

1980 1990 2000 2010 1980- 1990- 2000-

1990 2000 2010

ESCAP? 2507865 3011852 3550190 4032277 183 164 127
East Asia 1176 350 1350517 1520192 1629421 138 118 0.9
China 996 134 1153470 1309 743 1409 946 147 127 074
Democratic People’s Republic of Korea 18 260 21 77 25 934 20035 176 175 113
Hong Kong 5 039 5 709 6120 6341 125 070 035
Japan 116 807 123537 128066 130578 056 036 0.9
Macau 323 463 602 711 360 263 166
Mongolia 1 663 2 190 2 830 3543 275 256 225
Republic of Korea 38 124 43377 46 897 49267 129 078 049
South-East Asia 359 966 443306 530 103 609828 208 179 140
Brunei Darussalam 193 257 318 364 286 213 135
Cambodia 6 498 8 336 10 580 12959 249 238 2.03
Indonesia 150 958 184283 217998 245287 199 168 118
Lao People’s Democratic Republic 3 205 4202 5 592 7119 271 2386 241
Malaysia 13 763 17 891 22 263 26138 262 219 160
Myanmar 33 821 41825 51567 61 631 212 209 178
Philippines 48 684 62437 76 09 89 337 249 198 160
Singapore 2 415 2 710 2 976 3158 115 094 059
Thailand 46 718 54677 61 202 66 738 157 113 087
Viet Nam 53 711 66 688 81 516 97097 216 201 175

(Continued on next page)
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Table VI.1 (continued)

Average annual growth
Population in thousands rate (percentage)

1980 1990 2000 2010 1980- 1990- 2000-
1990 2000 2010

South Asia 948 770 1191 360 1468 952 1757 692 228 209 1.79
Afghanistan 16 063 16 556 26 767 33 530 030 480 226
Bangladesh 88 221 113 684 144 265 177 491 254 238 207
Bhutan 1 242 1539 1 942 2465 214 233 238
India 688 856 846 191 1018 673 1189396 206 186 155
Iran (Islamic Republic of) 39 254 58 267 77 929 104 118 395 291 290
Maldives 158 213 286 372 299 295 263
Nepal 14 858 19 571 24 858 31 047 276 239 222
Pakistan 85 299 118 122 154 794 197 672 326 270 245
Sri Lanka 14 819 17 217 19 438 21592 150 121 105

Central Asia 57 905 . 1.57°
Azerbaijan 7 167 & e 08
Kazakhstan 16 777 .. 08P
Kyrgyzstan 4 402 - 13P
Tajikistan 5 315 s o 288
Turkmenistan 3673 . 28°
Uzbekistan 20 571 w 210

Pacific 22 779 26 669 30 943 35336 158 149 133
American Samoa 32 47 62 74 384 277 L.77
Australia 14 695 17 086 19 595 22030 151 137 117
Cook Islands 18 17 17 18 -057 000 057
Fiji 634 726 800 885 136 097 1.0l
French Polynesia 151 198 245 290 271 213 1.69
Guam 107 134 156 177 225 152 126
Kiribati 58 7 88 106 202 215 186
Marshall Islands 31 46 65 89 395 346 3.14
Micronesia (Federated States of) 76 103 145 198 304 342 312
Nauru 8 10 12 14 223 182 154
New Caledonia 140 168 193 217 182 139 117
New Zealand 3113 3 392 3 710 3987 086 09 072
Niue 3 2 1 1 405 -693 0.00
Northern Mariana Islands 17 43 53 64 928 209 189
Palau 12 15 19 22 223 236 147
Papua New Guinea 3 086 3 875 4 867 6023 228 228 213
Samoa 155 158 162 171 019 025 054
Solomon Islands 227 320 444 596 343 328 294
Tonga 92 9 103 112 043 070 084
Tuvalu 8 12 15 18 405 223 182
Vanuatu 116 150 191 244 257 242 245

Source:  United Nations, World Population Prospects, The 1992 Revision (United Nations publication, Sales No.
E.93 XIIL7).

% Not including the Central Asian republics.
Average annual growth rate for 1990-1992.
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As the population growth rate
in East Asia declines, that sub-
region shares a decreased propor-
tion of the absolute increase. The
population of East Asia is expected
to increase by 170 million between
1990 and 2000, representing 31.6
per cent of the growth in the
ESCAP region. In the first decade
of the twenty-first century, the
increment in FEast Asia is pro-
jected to equal 109 million, or
22.6 per cent of the regional total.
In contrast, the population of South
Asia  which increased by 243
million during the 19805 s
projected to grow by 278 million
during the 1990s and by 289
million between 2000 and 2010,
Thus, during the 1990s, 51.6 per
cent of the increase in the
population of the ESCAP region
would occur in South Asia and
between 2000 and 2010, 60.0 per
cent,

It is against the backdrop
of these trends that the Fourth
Asian and Pacific Population
Conference, which was convened
in 1992, issued the Bali
Declaration on  Population and
Sustainable  Dewvelopment.  That
Declaration contained a section
on population goals that set spe-
cific ~ fertility and  mortality
targets for countries of the re-
gion. It stated, inter alia that
“To help reduce high rates of
population growth, countries and
areas should adopt strategies 1o
attain replacement level fertility,
equivalent to around 2.2 children
per woman, by the wear 2010
or sooner According to the
medium  variant of the most
recent United Nations projections,
the ESCAP region as a whole

3 ESCAP, Bali Declaration on
Population and Sustainable Develop-
ment (ST/ESCAP/1195), p. 5.

will not achieve the target set
in the Declaration. According
to that projection, the region
will have a TFR of a little less
than 2.4 children per woman in
the wyear 2010, While many
countries  in  the region will
achieve the target of replacement
fertility, there remains a small
number of populous countries
which will determine the success
or failure of the Bali De-
claration target of replacement
level fertility in the region by
the year 2010. They are
primarily India, the Philippines
and Viet Nam where the TFR is
projected to  equal 24 in 2010,
and Bangladesh and Pakistan
where the projected TFR is
34 and 4.1, respectively, in
2010,

The age structure

The age distribution of a
population has many impor-
tant implications for  develop-
ment and national planning. In
the ESCAP repion fertility has
been  declining  steadily  for
about three decades. Conse-
quently, the proportion of the
population in younger age Broups
has been declining while that
in older age groups has been
increasing.

This trend is expected to
continue. Within this overall
trend, however, there will emerge
significant variation in age groups
reflecting the wvariation in the
curreni growth rate, age struc-
ture and magnitude of decline
in fertility. The variation in
functional age groups (0-5, 6-14,
15-19, 20-24, 25-64 etc) has
different implications for policy
measures  in various  areas,
such as health, edocation, and
labour training and retraining,

some of which are highlighted
in the following paragraphs.

South Asian countries will
experience a much slower de-
cline in the proportion of popu-
lation in the age group 0-14 by
the year 2010 than those in East
and South-East  Asia. The
implication is that in the South
Asian countries, the gquantitative
dimensions of infant care and
primary education will continue to
remain major policy concemns.
Of course, all countries will
have to step up efforts to im-
prove children’s welfare to ensure
healthier and better educated
citizens in the future (see box
VLI

At the regional level,
particular mention should be
made of the overall dependency
ratio, which may be calculated
as the population of age 0-14
years and 65 years and over, as a
percentage of the population of
ages 15-64. The dependency
ratic for the population of
the ESCAP region is expected
to decline from 60.3 in 1990
to 509 in 2010 as a result
of the change in age distribution
(figure VIL1). The next two
decades will witness an increase

in the proportion of the popula-

tion in the 15-64 year
age group, which is  usually
active in labour market.
However, the composition of
the dependent population will
change. In all subregions, the
dependent  population of the

age group O0-14 will decline

while that of the 65+ age
group will increase. There
will be, of course, variation
between countries and  sub-
regions, both in  respect of
dependency pattern and labour
market participation.  Policy re-

sponses have to be tailored
accordingly.
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children

The concern for children’s wel-
fare is universal. The longer term
progress and prosperity of nations
cannot be sustained if the welfare of
children who represent the future is
not adequately catered to. The uni-
versality of the concern found its
most  elogquent expression i the
World Summit for Children held in
1990 which set a number of targets
for eliminating a variety of deficien-
cies suffered by children by the year
20002 The Summit has provided a
new impetus W the implementation
of policies for improving children’s
wielfare in the region.

The protection and development
of children require a multi-sectoral
approach that encompasses a number
of areas such as health and nutrition,
education and family planning. The
following paragraphs are illustrative
of recent actions taken by different
countrics in the region towards this
end. These have taken a vanety of
forms, including the establishment of
new mstitutional armangements, the
adoption of national plans of action
and the introduction of specific pro-
grammes for children,

The Lao Peoples Democratic
Republic has established a Mational
Commission for Mothers and
Children, chaired by the Vice Prime
Minister for Foreign Affairs® The
Commission is responsible for imple-
menting the countrys progrmmme of
action with the aim of achieving the
goals set by the World Summit for
Children. Mongolia  established a
Mational Centre for Children in
1991 to monitor implementation of
the United Mations Convention on
the Rights of the Child and t© serve
as a lead agency for advocacy in
childrens affairs. In Viet Mam, an
intersectoral Ministry for Child Pro-
tection and Care has been created,

A See Survey 1992, pant one, p. 103.

b United Nations Children’s
Fund, Achieving the Mid-decade
Goals of 1995 Ministerial Consul-
tation on Goals for Children and
Development in the 1990s.

Many countries m the region
have adopted national plans of action
for the survival, protection and deve-
lopment of children. China promul-
gated the Mational Programme of
Action in February 1992. All pro-
vinces, regions and mumnicipalities pre-
pared their own plans to support the
implementation of the MNational Pro-
gramme of Action. Indonesia has
signed an agreement with the United
Mations Children’s Fund (UNICEF) to
achieve some of the goals of the
World Summit by as early as 1995,
Among these, are universal child
immunization, elimination of neonatal
tetanus  and reduction of measles
mortality by 95 per cent

Vitamm A deficiency 15 a major
affliction that children suffer from. A
number of countnes, such as Bang-
ladesh, India and Philippines, have
mitated programmes to  distnbute
vitamin A capsules to children over
the age of six months. Under this
programme 20-25 per cent of the

children in Bangladesh and India
have zo far been covered.,
Lack of iodine m the diet

severely impairs the mental and physi-
cal development of children. In coun-
trics such as Bhutan and Nepal, at
least 30 per cemt of school-aged
children suffer from goitre, that is,
eénlargement of the thyroid gland
caused by iodine deficiency. This
deficiency can be overcome through
iodized salt with little additional cost.
Bangladesh, China, India and Pakistan
bave launched wational Jodization
programmes. In Thailand, the Govern-
ment has issued a ministerial regula-
tion that all edible zalt produced for
human and animal consumption be
iodized.

Children are particularly wul-
nerable 1o diarrhocal disease which
kills three million of them a year
worldwide.  Many of these deaths
could be avoided through an increased
use of oral rehydration therapy
(ORT), which is virtually cost-free,
imvolving a simple mixture of sugar
and salt. Fortunately, greater altention
is being paid to the use of ORT

Box VI.1. Towards a strengthened commitment for the welfare of the

Bhutan and the Islamic Republic of
Iran are among the countries which
have made rapid progress. Between
1986 and 1992, the percentage of
diarroheal cases treated with ORT
mereased from 12 to 25 peér cent in
East and South-East Asia, and from
26 w 35 per cent in South Asia*

A recent trend is towards mak-
ing hospitals “baby fmendly™. The
Philippines, for example, has trans-
formed dozens of hospitals into
“mother- and baby-friendly™ institu-

tions.  Similar imitiatives are also
underway in a number of other
countrics.

The above are but a few selec-
tive illustrations reflecting a streng-
thened commitment of the countnies
in the region lowards improving
children’s welfare. The importance
of this commitment can hardly be
overemphasized m consideration of
the fact that nearly 130 million of
the estimated total of 190 million
malnourished, underweight children
in the world stll live in five of the
most  populous  Asian  countries,
Bangladesh, China, India, Indonesia
and Pakistan. Among the other
countries with sizeable pumbers of
malnourished children are Viet Nam
(4 million), the Islamic Republic of
Iran (4 million) and the Philippines
(3 mi'tliun].d Social  mobilization
campaigns at all levels are  essential
for the success of children welfare
programmes. There is a need io
launch major, periodic high-profile
campaigns to raise social awareness
of the programmes and their benefils
to increase coverage. Services of
the mass media, local governments
and non-governmental organizations
could also be cnlisted o promote
wider social mobilization.

€ United MNations Children's
Fund, The 3State of the World's
Children, 1994 (Mew York, Oxford
University Press, 1994), p. 17.

9 United Nations Children’s
Fund, The Progress of Nations,
1993, p. 19
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Figure VL.1. Dependency ratios by ESCAP subregions, 1990 and 2010
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Source: United Nations, World Population Prospects, The 1992 Revision
(United Nations publication, Sales No. E.93.XII1.7).

Youth = 0-14 years.
Aged = 65+ years.

Notes:

Sex composition

In most national populations,
there are about 105 or 106 male
births per 100 female births.
Because of higher male mortality at
every age (although exceptions
occur at higher levels of mortality),
by age 20 the numbers of males
and females nearly equal, and at
older ages females predominate.
The numbers of males and females
in the total population are normally
close to equal and the sex ratio is
not an issue for development
planning. One exception is Viet
Nam where, because of a nearly
constant state of war for three
decades prior to 1975, the sex ratio
at the time of the 1979 census was
only 94.2 males per 100 females.*

4 Viet Nam General Statistical
Office, Viet Nam Population Census —
1989, Detailed Analysis of Sample
Results (Hanoi, 1991), p. 11.

Another notable exception s
Cambodia where, following two
decades of civil strife, the sex ratio
in 1992 was estimated to equal 90
males per 100 females. Among the
population aged 18 years and over,
the sex ratio was only about 80
males per 100 females® In both
Cambodia and Viet Nam, the
shortage of males in the adult age
groups will likely reduce marriage
rates for females, affecting popu-
lation growth and other socio-
economic aspects. In Cambodia,
there are many reports of a
high proportion of female-headed
households, for example, although
there is no precise measure of
this phenomenon at the national
level.

5 Jemold W. Huguet, "The
demographic situation in Cambodia”,
Asia-Pacific ~ Population  Journal,
vol. 6, No. 4 (December 1991), pp.
79-91.

Migration

Migration within and between
countries is an important mechanism
by which people avail themselves
of economic opportunitics which
do not grow at the same rate
within or between countrics. The
emergence of substantial income
differentials provides an incentive
for relocation, both inside and
outside the country. This is rein-
forced by the demographic tran-
sition which affects the rate of
population growth and its age
distribution and thereby, other
things remaining the same, per
capita income and unemployment
rates.

Internal migration facilitates
the process of economic and social
development because it contributes
to urban growth, provides much
of the workforce for industrial
expansion, and increasingly per-
mils women to participate in
development. It has many other
ramifications, however.®

In the ESCAP region, as noted
in chapter V, net rural-to-urban
migration accounts for roughly
half of urban population growth,
with the remainder deriving from
natural increase and the reclas-
sification of rural areas to urban
areas as they become more densely
settled. In the few countries which
are already highly urbanized, rural-
urban migration is no longer
important, Among other clements
of internal migration are rural-to-
rural migration (often of a seasonal
character) and urban-to-urban mi-
gration on both of which relatively
little information is available.

In several countriecs of the
region, female migration rates are
growing faster than male rates,
Females predominate in all internal
migration in the Philippines and

6  For an analysis of the forces
underlying the urbanization process
and its characteristics in the ESCAP
region, see chap. V of this Survey.



the Republic of Korea, and also
in Thailand (especially Bangkok).
Women migrate as the result of a
decision taken autonomously by
themselves or by the family, as
their status and role in the family
are usually enhanced by becoming
wage earners.

Rural-to-urban migration has
many consequences for the deve-
lopment of both rural and urban
areas because of the particular
characteristics of the migrants.
They are usually younger and better
educated. Most move in order to
seek employment. As such they
constitute a valuable addition to
the labour force in wurban areas.
However, to the extent that rural-
urban migrants are better educated
and more ambitious than those who
do not move, such migration
constitutes a drain on useful human
resources in rural areas with
detrimental  effects on  rural
development.

In certain contexts, migration
could benefit rural areas. Migrants
in urban areas may remit sizeable
amounts of money to their families
and relatives in rural areas.
Seasonal migrants may return with
greater skills and capital, which
can be invested in rural areas. The
precise impact of migration on
rural areas cannot be assessed
without considerably more detailed
investigation,

International migration be-
came a significant avenue for
the employment of Asian workers
during the 1980s. [Initially, the
primary destination was the Mid-
dle Eastern countries, but recently
migration between countries of the
ESCAP region has been expanding
rapidly. The developed and more
industrialized areas of Asia and
the Pacific generally have a low
population as well as low labour
force growth rates, while in the
case of the less developed coun-
tries the reverse holds. Conse-
quently, the developed areas tend to
have labour shortages while the
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less developed areas have labour
surpluses. In these circumstances,
intraregional labour migration has
become substantial.  Because of
immigration and employment regu-
lations in the receiving countries,
the majority of such labour
migration is technically illegal.

The Bangladesh Bureau of
Manpower, Employment and Train-
ing estimated that 104,000 persons
went abroad for work in 1990;
147,000 in 1991; and 188,000 in
19927  From Indonesia, 450,000
workers were deployed overseas
between 1989 and 1993. The
Philippines deployed 686,000 con-
tract workers in 1992, The
substantial amounts of foreign
currency earmmed and remitted by
the large numbers of migrant
workers have become a significant
component of national accounts in
the labour-sending countries. On
the receiving side within the region,
there were an estimated 35,000
Asian labour migrants in Brunei
Darussalam in 1989, more than
100,000 in Hong Kong, 500,000 in
Malaysia, 161,000 in Singapore
and perhaps 100,000 in Thailand.®
In 1992, the number of clandestine
labour migrants in Japan was

estimated to be 280,000,” and in
the Regublic of Korea to be
70,000.! These are mostly

workers who enter the countries on

7 Based on counlry reports pre-
pared for the International Labour Or-
ganisation Regional Seminar on Inter-
national Labour Migration Statistics
and Information Networking in Asia,
New Delbi, 17-19 March 1993 and
reported in Asian Migrant, vol. 6,
No. 1 (January-March 1993), pp. 4-16.

8 Charles W. Stahl and Reginald
T. Appleyard, “International manpower
flows in Asia: an overview”, Asian
and Pacific Migration Journal, vol. 1,
No. 3-4 (1992), pp. 417-476.

? Hidetoshi Watanabe, “Problems
of foreign workers in Japan", Asian
Migrant, vol. 5, No. 4 (October-
December 1992), pp. 115-118.

10 Newsbriefs, Asian Migrani, vol.
5, No. 3 (July-September 1992), p. 71.

short-stay or tourist visas, find
employment and overstay their visa,
As of 1989, there were at least
244,000 Filipino workers in Asian
countries.!' In 1992, 69 per cent
of Thai workers officially recorded
went to other Asian countries
(56,800)."2

These trends may indicate
that the future will witness a steady
trend toward the development of
an  Asian labour market along-
side national labour markets. The
emergence of a regional labour
market will have an impact on
several types of national institu-
tions.  Educational and training
institutes  will need to prepare
their students for the regional
labour market. Human resources
development planners will have to
take into account both emigration
and immigration.  Private busi-
nesses may compete for staff on a
region-wide basis. From the point
of view of workers, employment
opportunities  will be greatly
expanded for some, but competition
for jobs will stiffen for others.
National Governments will need to
develop new policy and planning
mechanisms  and  international
organizations will have to play
an important part in assisting
Governments of the region to reach
workable solutions to the problems
of intraregional labour migration
based on an informed analysis
of the distribution of costs and
benefits between the receiving and
sending countries.

The sending countries stand to
gain from remittances. The return-
ing migrants can enhance the stock
of human capital through skill and
experience acquired abroad, and
facilitate access to technology and
exports through their contacts. The
receiving countries are likely to
benefit from diversified skills,
lower labour costs, higher produc-
tivity and greater tax receipts,

11 Stahl and Appleyard, loc. cit.
12 Newsbriefs, loc. cit.



although there may be some
pressures on public expenditure for
health care, immigrant children’
education and other public services.
The likelihood of social tensions
also has to be taken into account.

The growth trend, the age and
sex composition, and the spatial
distribution (in which migratory
movements play a crucial part) of
the population have wide-ranging
socio-economic significance. These
characteristics of a population,
apart from its size, affect and are
affected by, socio-economic deve-
lopments in many crucial direc-
tions. Their implications for
education, health and participation
in the labour force to meet both
economic and social objectives are
enormous. The dynamics of popu-
lation change is also closely linked
to the concerns for protecting and
preserving the environment,'> In
the following two sections, some of
these issues and policies are
examined in the context of the
demographic changes taking place
in the region.

13 As indicated in the introduc-
tion to this chapter, many rescarch
scholars and observers specializing in
the subject of population and deve-
lopment hold that the direction and the
magnitude of the cause-and-effect rela-
tionships among these vanables are not
yet fully or precisely known. See for
example, United Nations Population
Fund, “Population and develop-
ment strategies: review of the past and
future prospects”; Jere R. Behrman,
“Past and current development para-
digms and future directions in develop-
ment policy and planning”; Nicholas
Ford, “The effect of population pro-
grammes upon quality of life and sus-
tainable development”; Wolfgang Lutz,
“Analyzing the role of population
parameters in sustainable national de-
velopment and options for influencing
them"; and Chalongphob Sussangkarn,
“Population-development policy issues
in Thailand: review and framework
for analysis”, papers presented at the
Round Table on Population and Deve-
lopment Strategies, 17-19 November
1993, Bangkok, Thailand.

IMPLICATIONS FOR
SELECTED DEVELOPMENT
ISSUES

Population and education

Population growth and change
have a variety of direct and in-
direct effects on the educational
development and literacy levels
of the people as well as on
educational planning decisions. An
almost immediate effect or conse-
quence of population increase
because of high fertility is the
expansion in the population of
school-going age. This, in turn,
results in increased educational
requircments such as the provision
of additional schools and class-
rooms, books and equipment, as
well as the recruitment and train-
ing of additional teachers even if
enrolments rates are to be main-
tained at current levels. But if
enrolment rates are to be further
improved as is the policy of most
governments, the increase in
educational requirements will be
still larger than those created by
demographic factors. In several
countries, the enrolment ratios
for girls are far below the rate
for boys at all levels of education.
The need to eliminate these
disparities will require not only
additions to existing educational
facilities and services, but also in
some societies, the provision of
new facilities and services exclu-
sively for females.

The massive population in-
crease which had occurred during
the past four decades resulted
in equally high rates of increases
in the population of school-
going  age, namely 6-11 years,
12-17 years and 18-23 years, which
more or less correspond to the
elementary (primary), secondary,
and tertiary levels of education
in most Asian countries. The
number of persons in these age
groups constitute a  substantial

proportion of the total population
in these countries. In 1990, the
share in the total population of
children in the primary school-
age, 6-11 years, varied from 14
to 18 per cent in 14 countrics;
from 10 to below 14 per cent
in another five countries; and

from 7 to below 10 per cent in

the remaining four of the 23
countries listed in table VI.2. The
proportion of children in the
secondary school-age, 12-17 years
ranged from about 12 to 14 per
cent in a majority of the 23
countries; only in three of these
countries was the proportion below
10 per cent. In most countries, the
proportion aged 18-22 years was
around 11 to 12 per cent, while in
the Democratic Peoples Republic
of Korea it was as high as 16 per
cent. The inter-country variations
in the proportions of school-age
population  could largely be
attributed to the differences in the
birth and population growth rates.
In those countries and territorics
which have completed their ferti-
lity transition, China, Hong Kong,
Japan and Singapore, the share of
the school-age population is
substantially lower than in countries
which have yet to complete this
transition or are yet to experience
significant decline in their birth
rates.

Almost all countries in the
region have assigned high priority
to achieving universal primary
education by specified dates and
have, over the years, made signifi-
cant strides in providing increased
access to primary education.
Consequently, despite the high
population growth which these
countries experienced during  the
past three decades or more and the
resultant concentration of popu-
lation in the lower age brackets,
the gross enrolment ratios at the
primary or first level have
recorded significant increase (see
chapter V), though all those who
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Table VI.2. School-age population as a percentage of the total popula-
tion in selected Asian economies, 1990

School-age population
(percentage)
6-11 12-14 15-17  18-22
Afghanistan 14.7 6.5 6.5 11.6
Bangladesh 16.8 7.6 7.0 11.9
Bhutan 14.9 6.8 6.4 11.2
Cambodia 12.9 1.8 5.0 13.1
China 9.6 53 6.3 13.7
Democratic People’s Republic of Korea 103 55 6.9 158
Hong Kong 8.6 4.6 4.7 9.6
India 142 6.3 6.2 11.4
Indonesia 14.0 6.9 6.9 123
Iran (Islamic Republic of) 18.0 7.5 6.5 11.4
Japan 7.5 43 4.9 9.1
Lao People’s Democratic Republic 16.0 6.7 6.2 10.8
Malaysia 148 59 6.2 115
Mongolia 15.7 71 6.6 11.6
Myanmar 14.5 6.7 6.7 12.1
Nepal 163 6.8 6.3 10.7
Pakistan 17.1 62 5.9 11.1
Philippines 15.6 7.0 6.4 11.6
Republic of Korea 10.5 5.7 6.3 123
Singapore 8.8 43 4.8 10.1
Sri Lanka 13.6 6.2 58 113
Thailand 13.6 6.6 6.6 13.1
Viet Nam 15.5 7.1 6.5 12.6
Source:  United Natons, World Population Prospects, The 1992 Revision

(United Nations publication, Sales No. E.93.XI111.7).

enrolled did not complete the
final grade (see box VI.2). The
performance in regard to secon-
dary and tertiary levels of educa-
tion has also improved greatly.
Education at the second and third
levels is, however, still limited to
only a very small proportion of the
eligible  population in  many
countries.

Apart  from the difficultics
created in regard to the quanti-
tative expansion in  enrolment,
a rapidly increasing school-age
population also makes it difficult to
improve the quality of education
imparted to the existing cohorts,
The quality of education is a
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function, among other things, of
the availability of an adequate
number of classrooms, equipment,
textbooks, and teachers. In the
context of increasing enrolment
and limited financial resources,
many Asian countries have found
it difficult to expand these mini-
mum facilities. For instance, in
Malaysia, the tremendous increase
in the total number of pupils
annually has resulted in some
schools having to resort to hold-
ing momning and afternoon ses-
sions. Instances have also been
reported of two schools sharing
the same building, one in the
morning and the other in the

afternoon.'®  The overcrowding of
classrooms, the shortage of trained
teachers, and high pupil/teacher
ratios have led to a lowering
of the standard and quality of
education over the years in many
countries of the region.

In most countries of the
region, there has been significant
increase in the number of primary
school teachers. Nevertheless,
the increase does not appear to
have been adequate to cope with
the rise in enrolment during this
period. Consequently, pupil/teacher
ratio  has  recorded increase
in several countries, such as
Bangladesh, India, Nepal, Pakistan
and Philippines. Despite a decrease
in other countries, the current
ratios are still high in several of
them,

One indicator of the pres-
sure of the demographic change
on the educational system is the
implication for the number of
additional teachers required. At the
primary level, there are several
countries in which the number of
teachers will have to increase
substantially by the year 2000 in
order to keep the existing teacher-
pupil ratio constant (table VI.3).
The required increase will be most
dramatic in the case of Pakistan
(around 200 per cent). The other
countries where large increase (30
per cent to 90 per cent) will be
called for are Bangladesh, India,

Islamic Republic of Iran, Lao
Peoples  Democratic  Republic,
Malaysia, Myanmar, Nepal and
Viet Nam. Further increase will
be needed if the teacher-pupil
ratio is to be improved. One
could also undertake a similar

analysis of secondary and tertiary
levels of education which are of
greater relevance to issues of
technological change.

14 ESCAP, “Stdies on conse-
quences of population change in Asia:
Malaysia", Asian Population Studies
Series, No. 118 (ST/ESCAP/244).



Box VI.2. The drop-out problem in primary education

While countries of the region
have made considerable progress in
enhancing enrolment ratios for
pnmary education, many of them
are still faced with serious problems
in retaining students. Significantly
large proportions of students drop
out before completing the final
grade of primary education, with
the result that many are functionally
illiterate.  This implies a senous
wastage of private as well as public
resources,

Progress has been made by
almost all countries during the
1980s in retaining the students unul
the final grade. The main excep-
tions were Papua New Guinea and
Tonga which recorded some reduc-
tion in the percentage of students
completing primary education. In
Bangladesh, the retention to final
grade increased from 20 per cent n
1980 tw 47 per cent in 1989,
Similarly, China and Indonesia were
able to increase the retention rate

substantially.  Despite this progress,
there are a number countries where
the rate is still very low. It was
below 50 per cent in Bangladesh
and Pakistan in 1989, below 70 per
cent in India, Fiji and Papua New
Guinea, and below 80 per cent in
Indonesia and Philippines (sce table
below),

Factors responsible for the drop-
out rate may be classified into those
“internal™ and “external” to the
educational system. Among external
factors, the economic and social con-
dition of the family is the single most
crucial vanable affecting the drop-out
rate. The ncidence of drop-out is
higher among pupils from poor and
deprived families.  Poverty compels
parents to withdraw children from
schools and to use their labour for
augmenting the family’s meager
resources. Children from poor homes
also do not receive the nourishment
they require, the resultant fatigue and
poor concentration contribute to

Percentage of primary school students reaching final grade

1980 1989
Bangladesh 20 47
China 62 85
Fiji 43 51
Hong Kong 98 97
India 52 62
Indonesia 59 77
Iran (Islamic Republic of) 83 91
Kinbat 82 98
Malaysia 96 96
Pakistan 44 48
Papua New Guinea 64 61
Philippines 65 70
Republic of Korea 94 929
Singapore 90 100
Sn Lanka 91 97
Thailand 77 87
Tonga 100 92

Sources: United Nations Educational, Scientific and Cultural Organization,
Development of Education in Asia and the Pacific: A Statistical Review (Pans,
March 1993), and World Education Report 1993 (Pans, 1993):

eventual drop-out of many poor
children. Some additional factors
are also at work in the case of girls.
These include social prejudice, cul-
turally-determined gender roles in
family decisions and domestic
chores (such as infant care). An-
other major factor is geographical
location. The incidence of the drop-
out rate is higher among pupils
from mountainous and remote areas.
Internal factors affecting drop-
out include inappropriate and irre-
levant curnicula, poorly trained
teachers, poor methods of teaching,
lack of textbooks and other educa-
tional matenals, and poor physical
facilities in schools. The expenence
of countries which have had major
successes in reducing the drop-out
rate suggests that remedial mea-
sures include the reonentation of
teachers training, recruitment of
female teachers, provision of incen-
tives, the improvement of physical
facilities, an increased community
awareness, reform in the curnculum,
and adjustment of school hours. In-
service training to upgrade qualifica-
tions and pre-service training are
required to ensure a more effective
teaching force, Female teachers,
with their gentle approach to young
children particularly at the primary
level, can help retain children'’s in-
terest in schools. The incentives in
the form of free education and pro-
vision of textbooks, midday meals,
clothes and scholarships can make
attendance in  schools attractive.
Involving the community, especially
parents, i pnmary level education
may be a means of preventing
drop-out. When parents are active in
the educational process, it is more
likely that their children will stay
in school. Among other helpful
measures are reform in the curricula
in a manner that relates to the
local environment, adjustment of
school hours taking into account
family work schedules, and smooth
progression from one grade
another without grade repetition.
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Table ¥1.3. Estimate of requirements for primary school teachers in 2000

Percentage

Number of teachers Pupilteacher Number of teachers change in

in 1989 or ratio, 1989 required in 20009 number of

fatest year available teachers
Bangladesh 186 872 &0 353 449 89.14
Brunei Darussalam 2 B42 17 2 263 -20.36
China 5 543 BOO 22 6 489 181 17.05
Hong Kong 19 525 27 16 320 -16.84
India 1 601 717 46 2 901 004 89.12
Indonesia 1 278 839 24 1 135 406 -11.22
Iran (Islamic Republic of) 361 BT8R 24 555 244 5343
Japan 454 109 21 390 296 -14.05
Lao People’s Democratic Republic 20 384 27 36 037 76,79
Malaysia 112 204 21 150 540 34.17
Myanmar 116 950 43 173 EB9 48.69
Mepal 57 204 37 106 150 85.56
Pakistan 209 754 41 619 176 195.19
Philippines 314 338 33 329 728 4.73
Republic of Korea 134 898 36 113 334 -15.99
Singapore 9 998 26 10 187 1.89
Thailand 365 246 18 363 812 ~-0.39
Viet Nam 235 191 34 328 462 39.30

Sources: ESCAP estimates based on United Mations Educational, Scientific and Cultural Organization, Staristical

Yearbook [99], table 3.4, and United MNations, World Population Prospects, The 1992 Revision (Umited Natwons publication,

Sales Mo. E.93.XIILT).

3 Caleulated on the basis of 100 per cent enrolment of the 6-11 year age group and pupilfteacher ratio of 1989,

Here again, differences be-
tween  countries/subregions  should
be emphasized. It will be observed
that in a number of East and
South-East Asian countries the
number of primary school teachers
required at the prevailing pupil/
teacher ratio will decline.

A rapid increase in population
also resulis in  high school-age
dependency burdens; the ratio of
school-age population to working-
age population increases.  This
means  that  proportionately a
smaller number of workers will
bear the burden of maintaining an

increasingly larger proportion  of
school-going  children. This
increased dependency burden

combined with low level of family
income tends to force children out
of school and into the labour force
even before they become literate.
Efforts to prevent children from
leaving schools may have however
the additional effect of reducing or
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eliminating the participation of the
school-age population in economic
activity, thereby increasing the cost
of education while limiting the
capacity 1o pay for it.!> Thus, the
paradox of the age-structure
resulting from high fertility is that
while, on the one hand, it creates
a demand for substantial expansion
in available educational facilities
and services, on the other hand,
it restricts the capacity for
supplying the increased educational
naadg 16

15 JE. Vaizey. “Demographic
considerations in integrated planning
of educational levels”, United Mations,
Proceedings of the World Population
Conference, Belgrade, 30 August— 10
September 1965, vol. IV (New York,
1967).

16 3 Selvarainam, “Population
change and education”, Asian Popula-
tion Studies Series, MNo. 92 (ST/
ESCAP/6ES).

Projections indicate that the
size of the school-age population
will increase substantially over the
years in many developing Asian
countries, therehy posing major
problems for these countries. In
the first instance, the absolute
number of enrolment must increase
substantially in order to keep the
proportion of children attending
educational  institutions  merely
constant at current level.  This
aloneg would mean that much more
than at present should be spent on
education in the future. Bu if
countries were to plan  for
increasing the proportion enrolled,
or improving the quality of edu-
cation imparted, or increasing the
years of schooling, or developing
and expanding higher education, far
more investment in education will
be needed. In other words, the
developing Asian countries will
have to devote an increasing share
of the available resources to



creating  additional  educational
facilities for the new population
even while endeavouring to clear
the backlog of illiteracy and
inadequate schooling.

High rates of population
growth, which usually occur with
the presence of high rates of
female illiteracy, can have some
detrimental effects on education
through the biological mechanism.
In countries with rapidly growing
population, women generally
closely space child-birth and risk
giving birth to babies with low
birth-weight which, in conjunction
with other deprivations, may inhibit
educational attainment.

Education, especially female
education, also has a reverse
impact on population increase
through fertility. The extent of
schooling received by females
may affect their fertility by rais-
ing the age at marriage, reducing
the demand for children (because
educated women face greater op-
portunity costs in having children)
and facilitating knowledge of con-
traception methods. In addition,
female education may be particu-
larly important for lowering infant
mortality, increasing the quality
of child rearing, the likelihood
that a woman will work outside
the home, the use of family
planning, and hastening fertility
decline. It has been observed that
a marked under-investment in
female education in some deve-
loping countries in South Asia is
a major cause of the relatively
lower effectiveness of their fami-
ly planning programmes.'” Empi-
rical evidence generally show a
close relationship between female
literacy and a decline in fertility.!®

17 Gavin W. Jones, “Population
dynamics and educational and health
planning™, background paper No. 8 for
International Labour Organisation, Train-
ing in Population, Human Resources
and Development Planning (1990).

18 Wolfgang Lutz, op. cit.

Population and health

The linkages between popu-
lation and health can be examined
at two levels. First, there are the
implications of population change
on health service requirements.
Second, there are the implications
of population-related factors such
as fertility, family planning prac-
tices, birth intervals etc. on
morbidity and mortality. There is
still a serious scarcity of research
on the latter.

With regard to the implications
of population change on health
services requirements, at least three
aspects of the change are worth
considering. One is the growth of
the size of the population. Even
though a number of the countries
in the ESCAP region have
succeeded in moderating fertility in
the recent past, population size is
still expected to grow in the near
future because of the inherent
momentum of population growth
resulting from earlier high fertility.
Such an increase in population
size clearly means increased
requirements of all types of health-
care services.

Second, the change in fertility
and mortality in the recent past has
an impact on the age-sex structure
of the population. Such a changed
structure has a bearing on the
nature of health-care services that
will be required. In countries where
fertility and population growth still
remain high, a large proportion of
the population will consist of
infants and young children with
particular health needs. Moreover,
the continued high fertility means a
greater demand for health services
for pregnant mothers. However, in
countries that have succeeded in
reducing fertility, the resulting age
structure is one where the pro-
portion of the older age group is
increasing. These older age groups
have different health needs from
those of infant and young children.
Thus the structure of health

services needs to be modified to
take account of this changing age
structure  and  its  associated
morbidity and mortality patterns.
Third, changes in the geo-
graphic distribution of the popula-
tion are likely to have implications
for determining health-care service
requirements, In countries where a
large proportion of the population
remains in the rural areas, the
task of providing greater access
to health services will remain
difficult. In some situations where
the pressure of population growth
is pushing the population to more
remote areas in search of a
livelihood, the provision of health
services will be even more trou-
blesome. Moreover, in such areas
the population may be exposed to
new types of health rnisks, ie.,
malaria and other tropical diseases.
It is to be noted however that the
health needs of the population as
influenced by population factors do
not automatically translate into
effective demand for health-care
services partly because of low
levels of income. Among other
determinants of effective demand
are education, health knowledge
and beliefs, and the money and
time costs of access to health
services. The lack of effective
demand, in turn, may cause the
underprovision of health services.
Over the past few decades,
many countriecs in the ESCAP
region have achieved considerable
progress in providing medical and
public health services to their
people. There have been signifi-
cant increases in the number of
health institutions and facilities as
well as health manpower. Several
public health measures and pro-
grammes were also undertaken to
control or eradicate various diseases
and to improve the general sani-
tation levels of the populau'on.w

19 See  Survey, 1992, part one,
chap. VI. Also chap. V of this Survey.
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Nevertheless, in many deve-
loping countries in the region,
the past expansion in health faci-
lities and services has not
been adequate to keep pace
with the rapid population growth.
The level of the facilities and
services per capita is still very
low as denoted by some key
indicators. For instance, the
population/physician ratio, a con-
ventional indicator of  the
medical facilities available to a
people, has been improving over
the years in many countries.
Yet, as of late 1980s or ecarly
1990s, in several countries, such

as Afghanistan, Bangladesh,
Bhutan, Indonesia, Maldives, Nepal,
Papua New Guinea, Philippines,
Solomon Islands, Sri Lanka and
Vanuatu, these ratios remained
high with one physician serving
on the average over 5,000 persons.
In contrast, in the newly indus-
trializing economies, these ratios are
very low ranging from about one
physician per 750 people in
Singapore to 900 persons in Hong
Kong and to 1,000 persons in the
Republic of Korea.20

The implications of de-
mographic change for resource
requirements in the health sector

Table VI4. Estimate of number of physicians in 2000

are illustrated in table V1.4 which
shows the percentage increase in
the number of physicians required

20 Though the physician-population
ratio is a good indicator of the level of
medical facilities available to the people,
it 15 not possible to fix a norm a prion
as to the most desirable physician/
population ratio for a country. The
adequacy of the number of physicians in
a country has to be determined in
relation to a number of factors such as
their geographical and functional distn-
bution, the level of medical technology,
availability of equipment and institu-
tional facilities, supporting paramedical
staff and altemate medical services.

Number of
Number of Population/ Year physicians Percentage
physicians physician required change
ratio in 2000

Afghanistan 2 957 5 148 1987 5199 75.84
Australia 32 788 489 1986 47 656 45.35
Bangladesh 20 006 5 649 1990 25 538 27.65
Bhutan 157 9 100 1989 213 35.93
Brunei Darussalam 171 1 456 1989 218 27.72
China 1 058 000 1077 1990 1 216 103 14.94
Fiji 352 2 099 1990 381 8.28
Hong Kong 6 260 919 1990 6 659 6.38
India 331 600 2 355 1987 432 558 30.45
Indonesia 25 752 6 786 1989 32 125 24.75
Iran (Islamic Republic of) 18 350 2 847 1988 27 372 49.17
Japan 201 700 608 1988 210 635 443
Malaysia 7 012 2 533 1990 8 789 25.34
Maldives 40 5 330 1990 sS4 34.15
Myanmar 12 427 3 353 1990 15 379 23.76
Nepal 951 19 895 1990 1 249 31.38
New Zealand 9 453 349 1989 10 630 12.46
Pakistan 51 883 2127 1990 72 776 40.27
Papua New Guinea 361 10 083 1989 483 33.7
Philippines 9 620 6 104 1988 12 466 29.58
Republic of Korea 39 769 1 066 1989 43 993 10.62
Samoa 40 4 075 1989 40 0.00
Singapore 3573 757 1990 3 931 10.03
Solomon Islands 32 8 813 1986 50 57.44
Sri Lanka 2 456 6 844 1989 2 840 15.64
Thailand 12 7113 4 343 1989 14 092 10.85
Tonga 43 2 395 1989 43 0.00
Vanuatu 20 7 340 1990 26 30.11
Viet Nam 22 700 2 916 1990 27 955 23.15

Sources: ESCAP estimates based on United Nations, Sratistical Yearbook for Asia and the Pacific, 1992 (United
Nations publication, Sales No. E/F93.1LF.1), and United Nations, World Population Prospects, The 1992 Revision (United

Nations publication, Sales No. E.93.XI11.7).

% Calculated on the basis of the population/physician ratio of the latest available year as indicated in the relevant

column.
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in the year 2000 with the present
population/physician ratio. If the
countries lagging behind were to
improve this ratio to close to that
of the newly industrializing ccono-
mies, the required increase would
be phenomenally large.

It should be noted that the
number of physicians used as
the denominator to derive the
physician/population ratio includes
only those medical practitioners
trained in the western system of
medicine. But in most countries
of the region there are a large
number of physicians practising the
traditional or indigenous systems
of medicine, rendering medical
care to a substantial proportion of
the population particularly in the
rural areas. If these traditional
medical practitioners were also
included in the denominator, then
the population/physician ratio in
most countries would improve.
Further, since population/physician
ratios are national average, they do
not give any indication of the wide
variation in the quantity and quality
of services available to people in
different parts of a country and in
different income groups.“

Although  ageing is an
emerging issue in several Asian
countries, adequate programmes
and policies do not seem to have
been formulated to cater to the
specific health needs of the
growing number of elderly persons
in these countries. Available data
indicate that in most countries, the
youngest and the oldest groups
constitute a very sizeable propor-
tion of admissions to hospitals and
medical institutions. For example,
in Singapore, elderly persons ac-
counted for 18 per cent of all
admissions into government hos-
pitals in 1986 although they
constituted only 8 per cent of the

21 For data on rural-urban dispa-
rity, as measured by selected health
infrastructure indicators, see table V.4

in chap. V.

total population®® Yet, in many
countries while pediatric clinics,
wards and hospitals have been set
up to take care of children, no such
specialized facilities have been
provided to meet the health-care
needs of the elderly. Nevertheless,
some countries such as China,
India, Indonesia,  Philippines,
Thailand and Viet Nam are pro-
viding for increased genatric
medical services in hospitals and
clinics. For instance, in Thailand,
the Ministry of Public Health has
set up health-care units for the
elderly in 17 general hospitals
outside Bangkok and in seven
hospitals in Bangkok; there are
also plans to set up geriatric clinics
in both government and private
hospitals all over the country.??

The existing health problems in
many Asian countries have been
the result partly of rapid increase in
population which has paradoxically
been caused by the provision of
improved and expanded health
services. The problem has also
been complicated by the fact that
funds available for the development
and expansion of the health
services have been very limited.
The scarcity of resources dictates
tighter priorities in heailth planning
and greater attention to cost-
effective delivery. In several
countries, health services followed
the systems of developed countries
centred on hospitals and curative
services, with inadequate emphasis
on primary care and preventive
medicine.  This accentuated the
consequences of resource con-
straints and reduced the impact of

22 payl PL. Cheung and S.
Vasoo, “Country study on the elderly
in Singapore'.

3 g, Selvaratnam, “The situation
of the clderly in Asia and the Pacific:
a regional profile”, ESCAP, Studies on
the Integration of the Ageing in Deve-
lopment:  Legislation, Social Security
and Social Services (ST/ESCAP/763).

the actual expenditure. Faced with
financial and other constraints,
many developing countries of the
region have now adopted the con-
cept of primary health care in order
to reach the goal of “Health for
all by the year 2000". Public
health care is intended to counter
the relatively costlier urban-oriented
and hospital-based health care
characteristic of these countries.
Among the activities undertaken
under public health care are immu-
nization against common infectious
diseases, prenatal care, attendance
at birth by skilled personnel, care
of mewborn and infant children,
control of endemic, vector-borne
diseases, treatment of injuries and
health education. Several govern-
ments in the region are also
adopting the primary health-care
approach as a means of improving
the health-care service delivery to
the elderly.

Population and employment

The level of employment is
determined by the demand for and
the supply of labour. Population
change affects both the demand for
and the supply of labour, but the
effect on the latter is more direct
and obvious.

The supply of labour is
determined by the size, age-sex
composition, spatial distribution of
the working age population, and the
likelihood of the working age
population to participate in eco-
nomic activities (so-called labour
force participation rate or activity
rate). The participation rate in
tun is determined by a host of
factors such as health and educa-
tion level of the population,
income endowment or property
incomes, and the wage rate. The
participation rate is  generally
different by gender and rural/urban
residence. Males normally exhi-
bit uniformly high rates over a
broad age range, while females’
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participation rates vary from
country to country and from time
to time., Therefore, the sex
composition of the working age

population is also an important
determinant of the size of the
labour force.

Given the participation rates,
an important consequence of rapid
population growth is the large
increase in the number of young
persons who will be reaching
working age after a certain time lag
(10-15 years). Population increase
affects the size of the labour force
in the short as well as the long
run. In the short run, the decline
in mortality results in an increase
in the survival of the existing
labour force., In the long run, the
large number of births occurring as
a result of high fertility will tend to
increase the number of persons
seeking employment about 15 years
later.

The rapid increase in popu-
lation which had taken place in
most Asian countries in the 1950s
and 1960s resulted in an expansion
of the labour force in the 1970s
and 1980s, and the continuing high
fertility in many of the countries
is the cause of a large number of
persons now entering the labour
force every year. In most Asian
countries the current rates of
increase in the labour force are
estimated to be higher than their
respective rates of population
growth., For instance, in India the
total labour force is estimated to
have increased by about 2.17 per
cent a year between 1980 and 1990
compared with an average annual
growth rate of 2.06 per cent for the
total population. In the Philippines,
while the total population has been
increasing at about 2.49 per cent
a year, the labour force grew at
an average annual rate of 2.82
per cent during the same period
(figure V1.2).
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Figure VIL2.

Estimate and projection of annual average growth of

labour force, selected ESCAP economies, 1980-2010
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Source: John Bauer, “Projected labour force trends in Asia and their impli-
cations”, Analysis of Population Trends and Projections in Asia, 1980-2010, part
two (Honolulu, East-West Population Institute, 1990).

Note:

Numbers inside the bars indicate the absolute size of the labour

force in millions in the terminal year of the decade.

Because the number of
entrants to the labour force reflects
fertility approximately 15 years
earlier, labour force growth rates
will remain higher than population
growth rates for sometime to come
and countries will face challenges
in generating adequate employment
opportunities. In the period 1980-
1990, the growth rate of the labour
force in the region exceeded
that of the total fopulation by 0.5
percentage points.** The later the
fertility declines, the longer the
discrepancy between the two rates
will persist. In East Asia, where
fertility declined earlier, the labour
force growth rate exceeded the
population growth rate by 0.9
percentage points during the period

24 ESCAP, “Population situation,
policies and programmes in Asia and
the Pacific”, Population Research
Leads, No. 36 (1990),

1980-1990, but during the 1990s
the two rates will be nearly
identical. In South-East Asia, where
fertility has declined relatively
recently, the labour force growth
rate is projected to remain 0.4
percentage points higher than the
population growth rate from 1980
to 2010.  Fertility has declined
even more recently in South Asia
so the growth rate of the labour
force did not exceed that of the
total population significantly until
1990. The difference will reach 0.4
percentage points after the year
2000 and will persist longer.

In countries where fertility
had earlier fallen rapidly, such
as the Republic of Korea and
Singapore, labour force growth is
already slowing. These countries
are facing shortages of workers and
rising wages, causing investment in
labour-intensive industries to shift
to other Asian countries with



surplus labour. Several countries in
Asia are expected to face declining
growth in the labour force. Thus,
in Indonesia, for example, labour
force growth will begin to slow
from 274 per cent during the
period 1980-1990 to 2.35 per cent
during the period 1990-2000 and to
1.68 per cent during the period
2000-2010. In Thailand, the rate
will decline from 2.53 per cent in
1980-1990 to 1.77 per cent in
1990-2000 and to 1.00 per cent in
2000-2010.  In the Philippines,
however, the labour force will grow
steadily over the next two decades
(2.82 per cent until the end of
2000) before declining to 2.64 per
cent in 2000-2010. The differential
rates of growth are likely to have
an impact on the pace and pattern
of intraregional migration.

Apart from rapid growth,
there are at least two other fea-
tures that are noticeable with
regard to the relationship between
the labour force and population
dynamics. First, the labour force,
as with the population stock, tends
to become younger in countries
with high growth rates. In
Bangladesh, for example, a 1983/84
labour force survey reported that
about 38 per cent of the country’s
labour force was in the age group
15-29 years, and that the annual
growth rate of the youth labour
force averaged 4.1 per cent
compared with 2.6 per cent for the
total labour force.?> Second, rapid
fertility decline means that women
spend less time in family-building
roles and more time participating in
economically  productive  activi-
ties.26 This factor is partly respon-
sible for the noticeable expansion
in the female labour force in
several countries recently.

25 Bangladesh Bureau of Sta-
tistics, Final Report: Labour Force
Survey 1983-84 (Dhaka, June 1984).

26 5. Selvaratnam, “Population
and status of women", Asia-Pacific
Population Journal, vol. 3, No. 2,
June 1988 (ST/ESCAP/636), p. 10.

In many countries, the expan-
sion in the number of jobs or
employment opportunities has not
been commensurate with  the
addition to the labour force. This
has resulted in open unemployment
and widespread underemployment
in the rural as well as wrban
areas?” In countries such as
Bangladesh and Pakistan where the
growth rate of the labour force
will remain around 4 per cent by
the end of the century, the gross
domestic product (GDP) will have
to grow by about 10 per cent
simply to absorb the increased
number seeking work since the
elasticity of employment expansion
in relation to output growth is
usually around 0.4. The creation of
full employment in these countries
will, therefore, be a formidable
task.

A mention should also be
made of the fact that the current
pattern of the educational attain-
ment of the labour force varies
among countries.  With a few
exceptions, countries with a high
labour force growth also have lower
educational level of their labour
force, as indicated by the mean
years of schooling of the popula-
tions in 25+ age groups (for
relevant data, see table V.6 in
chapter V). This implies that the
countries concerned will not only
have to create many more em-
ployment opportunities, but will
also have to devote a greater share
of resources to enhance the educa-
tional attainment and productivity
of the labour force.

Agriculture has traditionally
been the main source of employ-
ment and livelihood for the vast

27 For  instance, although  the
Bangladesh Second Five-year Plan
envisaged the creation of 3-7 million
jobs between 1980/81 and 1984/85,
the estimated new employment was
3.2 million indicating a further dete-
rioration in the unemployment situa-
tion.

majority of people in Asian-
Pacific countries.  Although over
the years there has been a decline
in the proportion of the agricultural
labour force, in many countries a
high proportion of the total labour
force is still engaged in agriculture
(see chapter V) and the number of
persons dependent per hectare of
cultivated land continues to rise.
The increasing pressure of the rural
population on arable land has
been aggravating the problems of
fragmentation and subdivision of
cultivable land resulting in smaller
and more uneconomic land hold-
ings to the detriment of agricultural
productivity. It must, however,
be acknowledged that in some
countries, demographic pressures
appear to have had some positive
effects, inducing more intensive
land use through irrigation and
multiple cropping, for example, and
increased  efficiency in  the
traditional  agricultural  systems.
Nevertheless, it has to be recog-
nized that it will not be easy
to sustain  these developments
indefinitely in view of the
anticipated large increase in the
rural population and rural work
force.

Several Asian countries have
attempted to solve the problem of
the increasing pressure of the
population and workforce on land
and agriculture through “coloniza-
tion” or new agricultural settlement
programmes. In those countries
with relatively favourable land-man
ratios, an outlet for the excess rural
population and workforce was
created through planned shifts to
areas within the country where new
and unused land resources were
available. For example, countries
such as Indonesia, Malaysia,
Thailand and, to some extent, Sri
Lanka have tried to relieve the
increasing pressure on agricultural
land through schemes of planned
movement to  new  agricultu-
ral settlements. But in most
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countries, new lands are less likely
to be available, and the possibility
of loss of good arable land to
urban areas, housing for the
growing rural population, indus-
trics, highways etc. is increasing
with the growing population.
Consequently, there is not only
a fragmentation of existing land
holdings but also increasing land-
lessness, unemployment, underem-
ployment, and heavy rural to urban
migration,

In many of the countries,
the heavy pressure exerted by
rapid population growth on the
rural agricultural sector combined
with the inadequate development of
rural areas resulted in a high
exodus of rural workers to urban
centres, Studies for several
countries have conclusively shown
that it is largely the young, the
able-bodied and the better edu-
cated among the rural inhabi-
tants who emigrate, leaving no-
ticeable gaps in the agricultural
and rural labour force. Because
farming is essentially a family
enterprise in most countries, the
outmigration of the able-bodied

and younger persons in the rural
areas.  These developments ad-
versely affect productivity which is
already low in the rural agricultural
sector.

At the urban destinations, the
rural migrants add to the already
serious problem of urban unem-
ployment. The experience of most
developing Asian-Pacific countries
during the past two decades
indicates that the increase in urban
employment opportunities, particu-
larly in the organized sector, has
not kept pace with the expansion
in the urban work force, thus
resulting in a sizeable backlog of
unemployed in the urban arcas *®

As noted earlier, the demo-
graphic structures in most coun-
tries have a built-in potential for
a further rapid increase in the
workforce over the coming years.
The rapid expansion in the rural

28 For example, i India, the
Sixth Five-year Plan estimated that
only about 12 per cent of the increase
in the labour force is absorbed in the
organized sector, while in Bangladesh
only 2 per cent of the labour force is

workforce anticipated over the im-
mediate future will further increase
the already acute pressure on arable
land and complicate the increasing
problems of rural unemployment
and underemployment. This will
result in further increase in the
flow of rural to urban migrants
aggravating the already serious
problems of unemployment, hous-
ing and other infrastructure
facilities in the urban areas.

In contrast, a declining rate of
population growth, fertility and
mortality, causes workforce ageing
and declining rates of growth in the
labour force. Table VLS5 shows
how the projected age structure of
the labour force changes under the
current assumptions of fertility
decline in different countries. The
proportion of the labour force in
the older age group (aged 45-64)
increases in all countries while the
proportion of the labour force in
the younger age group (aged <25)
decreases in almost all countries

except Nepal (in  2000). The
changing age composition of
the labour force will have to

be taken into account in plann-
ing for education, training and

workers  leaves  behind  only employed in modem industrics. See e

the relatively less productive older  also chap. V of this Survey. retraining.

Table VI.5. Age composition of the labour force, selected countries, 1980, 2000 and 2010

(Percentage)

1980 2000 2010
<25 25-44 45-64 65+ <25 25-44 45-64 65+ <25 25-44 45-64 65+

Bangladesh 379380 193 5.0 34.1 459 16.6 34 265 479 225 3.1
India 305 434 224 3.7 254 48.7 222 37 205 495 26.8 32
Indonesia 312 432 22.0 3.6 243 50.6 21.7 34 16.5 49.1 314 3.0
Malaysia 318 46.7 18.7 2.8 23.9 53.1 214 1.6 18.1 523 28.1 1.5
Nepal 363 408 19.2 3.7 37.1 395 194 4.0 29.1 45.2 21.0 4.6
Pakistan 366 415 18.7 32 31.0 495 183 22 234 542 208 1.6
Philippines 323 454 19.1 32 27.1 494 21.1 24 204 52.0 25.5 2.1
Republic of Korea 299 454 223 24 173 54.1 26.9 1.7 14.4 439 39.6 2.1
Singapore 359 474 15.1 1.6 19.5 532 253 2.0 19.2 433 333 4.2
Sn Lanka 28.1 48.5 20.5 29 224 50.7 242 2.7 165 522 29.0 23
Thailand 373 42.7 184 1.6 26.5 513 20.5 1.7 192 464 323 2.1

Source: John Bauer, “Projected labour force trends in Asia and their implications”, Analysis of Population Trends and
Projections in Asia, 1980-2010, part two (Honolulu, East-West Population Institute, 1990).
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Population and the
environment

Environment  problems  can
hardly be separated from population
dynarflics. Economic activilies to
raise the standard of living of an
increasing population involve the
depletion of resources and degra-
dation of the environment. In turn,
depletion of resources and/or envi-
ronmental  degradation  adwversely
affect development, welfare level,
and population trends. Sustainable
development and the ability to meet
the future demands of growing
populations require appropriate de-
velopment  policies and manage-
ment practices to arrest avoidable
depletion and degradation of air,
water, land and mineral resources,

The linkage between environ-
ment and population is shown
through a simple analytical frame-
work in which deterioration in envi-
ronmental quality is determined by
per capila consumption of goods,
the size of the population and the
technology that produces the goods
and services. Other things re-
maining the same, population size
adversely affects the environment in
this calculation. The size of popu-
lation assumes even greater signifi-
cance in consideration of the fact
thal an increase in per capita con-
sumption is the basic objective of
all development programmes, espe-
cially in developing countrics. The
relationship as postulated above is
obviously an oversimplified view
of reality in which a wvarety of
culiural, institutional and policy
elements mediate the relationships.
In consequence, the relationship
between environment and the three
determining wvariables mentioned
above is not linear, but eventually
the other elements operate through
one of the determining variables.

The size, growth rate and distribu-

29 PR. Ehrlich and AH. Ehrlich,
The Population Explosion (New York,
Simon and Schuster, 1990).

tion of population are, therefore,
matters of concern in the context of
the environment. Population-related
factors can affect the environment
in a number of ways. Some selec-
tive mechanisms are discussed be-
low.

An ESCAP smdy has shown
that high population growth has
been one of the major causes of
deforestation in the region. The
effeet of population on deforesta-
tion is through the pressure on the
demand for food and fuelwood.
During the 1977-1987 period, the
growth rate of fuelwood and char-
coal production varied from 4.9 per
cent a year in the Republic of
Korea to 9.6 per cent a year in
Pakistan. The major factor affect-
ing this growth is population in-
crease as fuelwood is consumed
primarily domestically by the rural
dwellers. The cutting of fuelwood,
including wood for charcoal, is a
significant factor in causing defor-
estation in tropical Asia, There are
12 couniries in Asia which have
less than 1.5 hectares of forest land
per capita and 80 per cent or more
of their total wood production is
consumed as ﬁmlmd.m

Between 1975 and 1986, 1.8
million hectares of the regionk
closed forest cover were lost an-
pually. During the period 19%36-
1990, the rate of deforestation is
estimated to have increased to 4.7
million hectares a year. Meanwhile,
the majority of developing countries
has undergone extensive land deg-
radation.

The existing large population
base and its high growth have
intensified the practice of high-
yielding, modern input-intensive
agriculture, which has caused
several environmental problems.
Excessive exploitation of ground-
water has created problems of land
subsidence, sali-water intrusion and

30 ESCAP, Stare af the Environ-
ment in Asia and the Pacific (ST/
ESCAPPIT), p. 12.

groundwater pollution in over one
third of the countries of the region.
The use of agrochemicals has in-
creased substantially. Fertilizer use
in the developing countries of the
region increased from 22 million
tons in 1977 to 51 million tons in
1991, Pesticide consumplion has
been growing at the rate of 5-7 per
cent a year. Pesticide and toxic
chemical concentrations in human
bodies have increased.’! Among
the other effects of growing rural
populations are the expansion of
cultivation into increasingly mar-
ginal and fragile land and
shortened perods for which the
land is kept fallow. These practices
lead to soil erosion and loss of
fertility.

Environmental problems are
not confined to rural areas. The
rapid growth of cities owing to in-
creasing population has placed
serous  strains  upon  inadequate
urban water supply and sewerage
systems, while air pollution is in-
creasing, particularly because of the
growing number of cars, buses and
trucks.

Inland waters in the region are
being increasingly polluted by
domestic sewage, industrial ef-
fluents, and run-off from land-use
activities. The population increase
in cities was too rapid to per-
mit the adequate development of
sewerage facilities. Inadequate
facilities led to the fouling and
pollution of land, water and air, and
often to epidemics. The rapid
growth of the urban population and
industrialization have resulted in the
emission of new effluents which
have polluted water. These effluents
may contain non-degradable and
toxic matenals such as heavy me-
tals, acids and other corrosive che-
micals, as well as synthetic organic
compounds, Without adequate waste
treatment, many new industries in
the ESCAP region have exacer-
bated water pollution.

31 See Survey, 1992, part one, p. 29.
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Population growth and in-
dustrialization, through the increase
in motor vehicle traffic and manu-
facturing plants, combined to pol-
lute the air of urban areas. In
several countries, the problems of
air pollution were now spreading
into rural areas, reflecting the
rather recent trend of building
large-scale industries away from
urban areas of high population
density. As greater decentralization
of industry occurs, that trend could
be expected to increase.

It should be emphasized, how-
cver, that it is not just population
growth that is putting pressures on
environmental resources; rather,
population growth in conjunction
with other processes. The con-
sumption needs arising from an in-
creased population could have been
met without environmental degrada-
tion on the scale that has taken
place in the region with appropriate
policies and technologies.

Based on a study of Colombia,
India, Indonesia, Philippines and
the United States of Amenca,
it was found that the impact of
technology and per capita income
on environment is more than that
of population gwwth.32 Another
study found that environmental
quality is largely governed, not by
population, but by the nature of
production technologies. According
to this study of 65 developing
countries, population growth is
responsible for between 24-31 per
cent of the environmental impacl.33

32 Ronald G. Ridker, “Resource
and environmental consequences of
population and economic growth” in
World Population and Development:
Challenges and Prospects, Philip M.
Hauser, ed. (New York, Syracuse
University Press, 1979), pp. 99-123,
It may be possible, however, to argue
that government intervention, techno-
logy or per capita income are all
influenced by population pressure.

33 paul Harrison, “Beyond the
blame-game: population-environment
link", Populi, vol. 17, No. 3 (1990),
pp- 14-21.
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It has been argued that popu-
lation growth has played a sizable
role in causing global warming
and the build-up of greenhouse
gases in the atmosphere. If there
had been no population growth,
there would be far less build-up
of carbon dioxide.*® The impor-
tance of developing alternative
technologies in the face of rising
population and  environmental
deterioration can be hardly over-
emphasized. Alternative technolo-
gies are also becoming available
now. Developing countries how-
ever require much greater finan-
cial support than is currently
available to make effective use of
the new technologies without
impairing their growth and deve-
lopment targets.

Environmental deterioration in
turn can have a feedback effect on
the population by possibly con-
tributing to poorer physical and
mental health, to accidents, and to
negative effects on human produc-
tive capacity. Adverse changes in
morbidity and mortality could thus
result from the deterioration in en-
vironmental conditions.

Environmental problems are in-
creasingly visible and serious in
the region. The above paragraphs
have analysed some of the mecha-
nisms through which population
factors might have contributed to
these problems. Nevertheless, one
has to admit that not enough is
known about the complex interrela-
tionships between population and
the environment, especially in Asia
and the Pacific. Thus one of the
priorities for population and deve-
lopment planning in this region
should be action-oriented research
into the linkages to provide the
foundation for informed
national and regional development
policies.

34 United  Nations Population
Fund, Population, Resources and the
Environment (1991), p. 15.

POLICY APPROACHES
Stemming growth

Governments in the ESCAP re-
gion have been willing to set ambi-
tious targets for themselves in their
population programmes. At the
Third Asian and Pacific Population
Conference held at Colombo in
1982, the participating Govern-
ments urged countries ... to review
and modify existing targets and
goals in the implementation of
population and development pro-
grammes for reducing birth and
death rates so as to attain low
levels as ecarly as possible and to
attain a replacement level of fer-
tility by the year 2000”35 The
total fertility rate (TFR) for the
ESCAP region is projected to de-
cline from 3.2 in 1992 to 2.8 by
the year 2000, That would still
remain above the replacement level
of fertility, and therefore the target
to attain replacement level fertility
was deferred by a decade to year
2010 or soonmer.’® The revised
target is well within reach for most
countries of the region.

Population policies in the
ESCAP region currently need to
address issues differently for coun-
tries which are at very different
stages of the demographic transi-
tion from high to low fertility and
mortality. From this point of view
countries and arcas might be
grouped into four rather approxi-
mate categories in terms of demo-
graphic situations and population
policy. The first group comprises
mostly countries in South Asia
where fertility is relatively high and
population policies stress family
planning as a means of reducing it.

35 ESCAP, Asia-Pacific Call for
Action on Population and Develop-
ment (Bangkok, 1982), p. 9.

36 ESCAP, Bali Declaration on
Population and Sustainable Develop-
ment, op. cit, p. 5.



A second group comprises many
countries of South-East Asia that
have achieved considerable success
in lowering fertility.  Population
policies in those countries now
reflect an integrated view of deve-
lopment and are directed toward
the family, health issues, role of
women, and human resources
development as well as toward
moderating fertility. A third group
of countries and areas in East Asia,
and Singapore in South-East Asia,
have achieved replacement level or
lower fertility and their population
policies have become concerned
with issues deriving from the re-
sultant age structure, such as
immigration to relieve labour
shortages and population ageing.
The fourth group is made up of
countries and areas with small
populations and some isolation im-
posed by geography, i.e., the small-
island and land-locked countries.
Environmental issues are paramount
for several countries in this group.
All of them however continue to
recognize that the effectiveness of
policies depends on complex sets
of socio-economic factors rather
than on family planning per se,
which is still emphasized in many
cases.

The countries in South Asia
with high fertility have set numen-
cal targets for family planning pro-
grammes. The targets range from
mild to extremely ambitious. In
Bangladesh, where the TFR
declined from 7.0 in 1975 to an
estimated 4.6 in 1990, the goal is
to achieve a TFR of 2.2 by 2005.
The family planning programme
will need to recruit 18.5 million
new users of contraception by 2005
to reach that fertility goal. The
considerable success achieved to
date by the family planning pro-
gramme has been attributed to a
high level of political commitment,
an increased number of field
workers, improvements in the logis-
tics and supply system, increased
allocation of resources, involvement

of non-governmental organizations
(NGOs) and the private sector, and
enlarged international support.®’
India is the second most popu-
lous country on earth. The Eighth
Five-year Plan (1992-1997) aims to
reduce the crude birth rate (CBR)
to a level of 26 births per 1,000
population at the end of the plan,
from about 30 in 1990. The plan
also aims to lower the infant mor-
tality rate (IMR) to 70, and
envisages that replacement level
fertility will be achieved during the
period 2011-2016. India has
strengthened the National Family
Welfare Programme and is formu-
lating a national population policy.
The Government in Nepal has
established ambitious population
goals. It plans to reduce the TFR
to 4.0 in the year 2000, from 5.8 in
1990; to reduce the IMR from 102
to 50 in the same period; and to
increase the average expectation of
life at birth from 50 to 65 years.
Achieving the fertility goal will
require that the contraceptive
prevalence rate reaches 41 per cent
of eligible couples by the end of
the century, from 20 per cent in
1990. The Government plans to
achieve its goals through direct and
indirect measures, including expan-
sion of health and family planning
programmes, poverty alleviation,
improvements in education, and
promotion of women’ development.
The Government of Pakistan
has established the admittedly
ambitious target of reducing the
TFR to 472 in 1998, from an
estimated 5.90 presently. The
Government plans to accomplish
this by allocating increased re-
sources, following a multisectoral
approach to population policy,

37 Unless otherwise specified, the
sources of information on national
population policies used in this
section are country reports presented
at the Fourth Asian and Pacific Popu-
lation Conference, Bali, Indonesia, 19-
27 August 1992,

promoting community involvement,
and providing home delivery of
family planning services.

Sri Lanka and several countries
in South-East Asia currently have
total fertility rates between 2.2 and
3.6. They have been implementing
family planning programmes for
over two decades and have
achieved the major goals. These
countries are now far along the line
in integrating population and other
development policies.  Their po-
licies explicitly recognize the
linkages between  population,
poverty alleviation, health, educa-
tion, and the role of women. The
policies stress the quality of family
planning services, family welfare
and improved living standards.
References to the environment and
sustainable development are also
beginning to appear in these policy
statements.

The population policy in
Indonesia is designed to lower fer-
tility to the replacement level by
the period 2005-2010.  Integral
elements of that policy include
extending compulsory education
from six to nine years, expand-
ing employment opportunities for
women, increasing per capita in-
come, and promoting the norm of
a small, happy and prosperous
family.

Vision 2020 is a 30-year
perspective plan for Malaysia that
incorporates economic, social and
demographic factors. It projects
that the economy will grow at an
average annual rate of 7 per cent
and the population will equal 32
million in the year 2020. The plan
recognizes that families will be
smaller and more prosperous at the
end of the plan, with high levels of
economic activity by both husbands
and wives. The plan will attempt
to ensure that family values will
not be sacrificed to economic gain,
It will attempt to maintain family
cohesion and give attention to the
nurturing of children and the care
of the elderly.
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The National Family Planning
Programme in Thailand has met its
quantitative targets over the past
two decades and the TFR in 1993
was at the replacement level of 2.2
children per woman. One impor-
tant reason for the success of the
programme is that it is well inte-
grated in the work of the Family
Health Division of the Ministry of
Public Health. During the Seventh
Plan period, 1992-1996, the pro-
gramme will attempt to expand
coverage among adolescents and
ethnic minorities, to improve the
quality of services, and to improve
its own management, training and
information systems, particularly at
the regional level.

The TFR in Sri Lanka in 1993
was 2.5 children per woman, much
lower than in any other country in
South Asia. Similar to Thailand,
Sri Lanka may now concentrate on
improving the quality of family
planning services and reaching par-
ticular target groups, such as ado-
lescents. During the 1990s, the
main programme strategies are: a
close integration of family planning
and maternal and child health
services, improved availability and
accessibility of contraceptive ser-
vices; provision of quality services;
education of adolescents; informa-
tion, education and communica-
tion support for family planning;
involvement of the community;
and improved supervision and
monitoring,

Singapore and several countries
and areas in East Asia have re-
duced fertility to below the replace-
ment level and their population
policies now focus more on issues
deriving from the age structure re-
sulting from low fertility.

The TFR in China was 2.2 in
1993, That country continues to
pursue family planning to reduce
fertility, with emphasis on delayed
marriage, birth control and pro-
longed birth spacing. China is
also formulating plans for dealing
with population ageing. It has
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established a National Committee
on Ageing and is preparing plans
for establishing a social security
system. 28

The TFR in Singapore is fluc-
tuating around 1.8, and has been
below the replacement level since
1975, As a result the Singapore
Government is now tackling the
issues of the ageing of the
workforce, increasing welfare and
health-care  costs  and  labour
shortages. The Government an-
nounced a new population policy in
1987 intended to increase fertility,
The policy feamres the slogan,
“Have three, or more if wou
can afford it” It also provides
income tax rebates for third and
fourth children, subsidies for child-
care centre fees, subsidies for
delivery fees, and special leave
schemes for married female civil
servants,

A number of small-island and
land-locked countries in the ESCAP
region have population problems
specific to their geographical set-
ting. The population of Maldives
was estimated to be only 231,000
in 1992, but one quarter of the
population lived in Malé, the capi-
tal. This population concentration
has led to beach erosion, problems
of sewage disposal, and destruction
of protective reefs around that city.
As a result, flooding and tidal
swells  during  storms  are  more
prevalent than during the past. The
Government is attempting to lower
fertility with an integrated family
planning and maternal and child
health programme, and w reduce
the concentration of population in
Malé,

Population issues in Vanuatu
are similar to Maldives'. The 1989
population was 139,000, but the
indigenous population grew at an

38 World Population Policies, vol.
1, “Afghanistan to France” (United
Mations publication, Sales No, E87.
XIIL.4), pp. 127-128.

annual average rate of 2.8 per cent
between 1979 and 1989, and the
urban population grew at a rate of
7.5 percent. The Government has
responded with a Family Health/
Family Planning Programme that is
attempting to formulate a national
family  health policy, increase
knowledge about family health, and
improve family planning services.

In several areas with small
populations,  international migra-
tion is a major determinant of
population growth. This is true
for Brunei Darussalam, the Cook
Islands and Tonga, among others.
As  international migration s
greatly  influenced by economic
conditions and by regulations in the
receiving countries, sending country
policies do not greatly affect it
Consequently, policies in the send-
ing countries are aimed more at
ameliorating any negative impact
that emigration may have. In situa-
tions of significant emigration,
family planning programmes are
implemented more to improve
family health than to control
population growth,

Spatial distribution

Since the Bali Declaration on
Population and Sustainable Dewve-
lopment a much more accommo-
dating approach to urbanization
has become acceptable  policy.
The Declaration inter alia states:
“Governments should reassess poli-
cies relating to urbanization and
seck to implement policies that
recognize that urbanization is inevi-
table. These policies should stress
human resources development and
be concerned with the environment
and sustainable development and
improvements in the quality of life
in cities and the countryside,
particularly in slums and other dis-
advantaged areas?

39 Bali Declaration on Population
and Sustainable Development, op. cil,
p- 8



The Declaration also urges that
the spatial implications and envi-
ronmental consequences of major
sectoral policies be fully assessed
as part of the national development
planning process. The Declaration
recommends the decentralization of
more decision-making power and
resources to regional and municipal
bodies. It further calls for greater
involvement of the private sector in
spatial development, more research
on urbanization and migration, and
better monitoring of international
migration, with the development of
appropriate |:|nu|Ii|:ia\.‘m.‘*'u

Countries in the ESCAP region
have penerally established policies
concerning spatial distribution bt
not migration per se, except for
those that have active programmes
of rural resettlement. The most
explicit spatial distribution po-
licies are usually phrased in terms
of regional development, rural
development, or decentralization of
industry. China attempted to de-
velop small and mediom-sized
cities while restricting migration to
the largest cities. Restrictions on
migration have been subsequently
relaxed in an effort to reduce the
rural labour surplus.

The Republic of Korea at-
tempted  to  disperse  population
from the Seoul metropolitan area
during the 1970s by designating
growth  poles, or intermediate
centres, which would redirect popu-
lation movement. The Government
considered that this approach had
only limited success and in the
1980s shifted to a policy of pro-
moting balanced regional develop-

ment, primarily by encouraging
industnes  to  lecate  outside the
Seoul area.

Beginning with the Fifih
National Development Plan (1982-
1986), the Government of Thailand
has attempted to slow the growth
of the Bangkok Metropolitan Area

40 1bid., pp. 7-8.

by shifting industry to the
surrounding provinces, particularly
along the eastern secaboard. The
Sixth (1987-1991) and Seventh
(1992-1996) Plans have continued
the stress on  decentralizing ac-
tivities to areas outside Bangkok.
Indonesia, Malaysia, Sri Lanka and
Viet Nam have implemented large-
scale rural resettlement programmes
not only to influence population
distribution, but also to improve the
use of natural resources and to de-
velop lagging regions. The largest
of these, the transmigration pro-
gramme in Indonesia, has moved
about 6 million persons, mostly
from Java, to the outer islands over
the past 20 years,

The slow pace of rural deve-
lopment is the impetus for both
rural-to-urban migration and inter-
national migration because the rural
residents seek better economic
opportunities in cilies or overseas.
The small-island countries, notably
the Cook Islands and Tonga, recog-
niz¢ that most of the conditions
determining the level of interna-
tional migration lie outside the
scope of their own economic and
social policies.

Several larger countries in the
region, including Bangladesh, India,
Pakistan, Philippines, Sr Lanka and
Thailand, have viewed international
labour migration as a means of
earmning foreign exchange and of
relieving unemployment in  the
domestic labour market. Their re-
spons¢ has been to promote the
placement of their workers in over-
seas labour markeis and tw train
potential migrants in the skills
needed. They have set up the
government machinery necessary to
process labour migrants and have
enacted a number of regulations
concerning the recruitment and
placement of migrant workers.

Because of low rates of popu-
lation growth but high rates of eco-
nomic growth, several countries and
areas in the region have become
destinations for intraregional labour

migration. These include Brunei
Darussalam, Hong Kong, Japan,
Malaysia, the Republic of Korea,
Singapore and Thailand. A rapid
expansion of this intraregional
labour migration has occurred re-
cently and receiving countries have
not yet adopted comprehensive
policies commensurate with the
economic importance of the move-
ment.  These are slowly emerging
however.

The Government of Japan is
evolving policies on labour mi-
grants with three major thrusts: to
control undocumented workers; to
find ways to accept foreign workers
without adversely affecting the
domestic labour market and social
welfare; and to create employment
opportunities for foreign workers in
their own countries through interna-
tional cooperation. About 25 per
cent of the population of 261,000
in Brunei Darussalam are tem-
porary residents, primarily migrant
workers.  Because of the heavy
reliance on migrant labour, the
Government has established poli-
cies and procedures o control it
Work permits and employment
passes are issued by the
Immigration Department upon re-
commendations from the Labour
Department. The Government pro-
tects foreign workers through a
number of measures. For example,
employers are required to provide
housing to foreign workers and to
pay a deposit to a fund for ensur-
ing that the workers will have a
ticket o leave the country upon
completion of assignment,

Role of women

The role and status of women
has long been an especially impor-
tant issue in the population field
because numerous studies have in-
dicated that the status of women
(particularly their education and
occupation) is a major determinant
of levels of fertility and infant and
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child mortality. The central impor-
tance of women to the family need
not be elaborated. The role of
women has been made an integral
component of the national popula-
tion policy in many countries of the
region. This was also recognized
in the Bali Declaration, which
urged Governments to adopt and
implement national policies and
programmes to ensure equal oppor-
tunities for females in all sectors of
social and economic development
as well as in political participation.

The types of governmental and
legal action taken by countries to
ensure cqual rights for women may
be illustrated by those in the
Republic of Korea. A sectoral
plan on the status of women was
included in the Sixth Five-year
Socio-economic Development Plan
(1987-1991). A  ministry was
established in 1988 to deal with
women$s affairs. The Equal Em-
ployment Opportunity Act was
enacted in 1987, and the Family
Law was revised in 1989 and went
into effect in 1991 to enhance
women rights in civil matters.
The Seventh Five-year Plan (1992-
1996) includes a number of pro-
grammes and measures with special
emphasis on education, employ-
ment, social services and welfare
for women. Similarly, in Malaysia
a Secretariat for Women' Affairs
was established in 1983, The
National Policy for Women was
adopted in 1989. The Sixth
Malaysian Plan (1991-1995) con-
tains a chapter on women in
development.

While most, if not all, coun-
tries of the region have established
some combination of such bodies,
laws and programmes to enhance
the status of women, the extent to
which they are incorporated into
the national population policy
varies. In the countries cited
above, the measures occupy a cen-
tral place in population policy.
Some Governments emphasize pro-
grammes designed to assist women
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directly, while others stress the
more indirect approach of improv-
ing female education.

In India, womens development
corporations have been set up in 11
states and one Union Territory to
promote economic activities, orga-
nize training and generate employ-
ment for women. The Integrated
Rural Development  programme
benefited 3.4 million women during
the Seventh Plan (1987-1992).
By 1990, women comprised a
quarter of the beneficiaries of the
programme. The Viet Nam Wo-
mens Union implements an in-
come-generation  programme  in
rural areas. The Government of
Nepal is formulating policies to
increase female school enrolment,
to increase the involvement of
women in  development  pro-
grammes, to recruit more women
as health service providers, and to
expand credit and other financial
resources aimed at promoting the
self-employment of women in off-
farm activities. The Government of
Thailand views the lack of educa-
tion as a critical impediment to
expanding women participation in
development activities,  It, there-
fore, has introduced measures, such
as scholarships, to increase the
number of women attaining higher
education.

In some countries, many meas-
ures to improve the status of
women are in the recommendation
stage and have not yet become full
elements of population policies or
programmes. The Ministry of
Population Welfare of Pakistan re-
commended an integrated approach
in development planning to support
women in their productive and
reproductive roles and as equal
partners in development. The
Ministry also urged that the level
of education of women be im-
proved and that women be trained
in areas usually dominated by men,
such as engineering and business
management. It recommended that
women receive basic health educa-

tion, especially in the areas of nu-
trition, safe water supply, sanitation,
immunization and communicable
diseases.

The Government of Sri Lanka
has integrated population and
women’s policies and programmes
by placing the Population Division
in the Ministry of Health and
Womens Affairs. That Ministry is
well-placed to recommend a
number of measures that simul-
taneously would affect women and
the population as a whole. For
example, it urges the expansion of
family planning programmes to re-
mote areas, the incorporation of
family health education into the
secondary school curriculum, non-
formal health education, and a
strengthening of the rights and
privileges of working women in the
workplace.

In Singapore, there exist many
agencies, laws and programmes to
promote the rights and status of
women, but they are not incor-
porated into the national population
policies,  Instead, as was noted
above, the country is currently
following policies designed to
increase fertility.  As such, the
policies are supportive of women
who wish to bear and raise chil-
dren. ‘The policies include tax in-
centives and subsidies for bearing
children, and the expansion of
nursery and child-care facilities.

CONCLUDING
OBSERVATIONS

To conclude, countries and
areas in Asia and the Pacific have
for some decades implemented
population policies. The success in
implementation of those policies
has given rise to a common trend,
a falling growth rate despite signifi-
cant reductions in the mortality
rate. ‘This trend will continue into
the next century. However, dif-
ferent initial conditions and varying
degrees of success across countries
have brought about increasing



differentiation in terms of the rales
of growth and of decline in
the fertility rate.

Such differentiation has led to
differences in the stock and compo-
sition of populations, giving rise to
different pressures for spatial distri-
bution. The nature of demand
placed on various aspects of deve-
lopment such as education, health,
employment and environment aris-

ing from the demographic transition
also presenily varies across coun-
trics or subregions. Some of these
differences have been highlighted
in the preceding analysis.

One emerging common feature
is that as kmowledge of population
and development interactions has
advanced, population policies in
most countries of the region are
being increasingly integrated with

other social and economic deve-
lopment policies. Currently, coun-
tries in the region are paying
greater attention to the linkages
between population and the envi-
ronment. It is expected that over
the next decade, population po-
licies will become beter integrated
with environmental policies also
as lmowledge of the synergies
involved improves.
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