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FOREWORD

The Economic and Social Survey of Asia and the Pacific 1995 iz the lorty-gighth in the series of
the annual Surveys prepared by the secretariat on economic and social development in the ESCAP ragion,
Besides providing information on recent developments, the Survey analyses selected policy issues of current
concern, Accordingly, this issua focuses upon tho reform and liberalization of the financial sector as an
important part of macreeconomic reforms, and social security as a policy tool for mitigating some of the
social problems facing the region.

The findings in this issue confirm the continuing strong economic growth in the developing ESCAP
ragicn which achieved an average rale of 7.7 per cont of GDP growth in 1994, compared with 7.2 per
cent In 1593, Comparable rales of growith are also projected for 1995 and 1596, Theme has been a
narrowing In the differantial in economic perdormance among the diverse groups of economies in the region
with improved accomgplishments in South Asian as well as some of tha leas! developed couniries. Thus,
while the average growth male of both East and South-East Asian economigs in 1994 increased only
marginally, that of the South Asian aconomies registered an improvement by nearly a full percentage point.
The perormance of the least developed couniries also improved by a similar magnitude,

Howevear, many of the least devaloped, small |stand and disadvantaged economies in transiiion are
yal to eslablish a firm foundation for susteined growth with stability. The Central Asian republics are still
expenancing overall output decline along with high rates of inflation, although the rale of decline has slowed
in some casos.

Econcmic raforms involving both the real and Imancial sectors are a continuing process.  Thara
has bean an acceleration of such reforms over the past decade with the cbiectives, infer alfa, of enhancing
domestic systemic eMiclency and improving intermational compelitiveness, While recanl policy reforms in
individual countries are touched upon iIn the analysis of macroeconomic padormance, the Sunvay especially
focuses on Ihe reform and liberalization of the financial seclor. The measures implemented In this area
gim al the reduclion of bamiers to entry info financial markets, deregulation of interes! rates, reduction in or
elimination of directed credd programmes, development of new financial instruments, liberalization of the
external financlal sector, and improvements In regulatory frameworks for more effeclive prudential
managemant, The aralysis poeinis to the lkefiboed of afficlency gains resulling from the reforms as well as
o the new poBicy challenges emerging from a more open financial sector. Particularly highlighted are the
problems faced in maintaining domestic macroeconomic stability while sustaining openness 1o volatile
international capital fiows.

Despite the rapid pace ol econcmic growth, the rogion remains besel with many social problems.
The Survey reviews social security provisions on such issues as financial securily in old age, benefits for
invalidity,. employment injury, sickness, matemity, and medical care. The review indicates thal social security
coverage in the region remains rather limited, The beneficiades are mostly those employed in the
arganized sectors while the poor and vuinerable segments of the population are largely excluded. Some of
the problems and policy options for future expansion are also analysed.

As in the past, the Survey is published on the sole responsibility of the ESCAP secrotarial. Tha
views expressed do not necessarily reflect those of the members and associale members of ESCAP

Selkn Takahashi
Acling Executive Secrelary

March 1565
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. WORLD ECONOMIC DEVELOPMENTS AND

THE ESCAP REGION

he paltern of recent economic development

in the world points 1o a significant change
in the nature of inlerdependance in the world
economy.  While the doveloping countriss in the
past mosily reacted passively lo the level of
economic aclivity in the developed word, R would
now appear that these couniries; particularly those
In the ESCAP region, are beginning to exarcize their
own Independent influence on the word economy.
The continuing sirong growih In the  devaloping
ESCAP ragion despite protracted recession in mast
Industrial countries has shown that the economic
growth process in the region has developed an
intermal dynamism and resilience that can survive
strong external shocks ansmitled from the rest
of the world economy. MNevertheless, the region's
development will confinue to be affacted by global
developments in such imporant arsas as  trade,
investment, technology and financial lows.

The developing ESCAP region sfill makes up a
relatively small part of the world economy with
around 10 per cent share of global gross domestic
product (GDP), although its inleriace with the world
economy via frade and investment linkages i much
morne significant, and growing. Il accounis for about
15 par cant of world trade and its share in fomign
direct imvestment (FDI) inflow is sfill larger wilh over
one fourth of the global aggregate and nearly two
thirds of the inflow 1o developing couniries. The
region’s share in other international financial capital
flows s mlso similarly high. With the Inflows of
such financial and imesiment capital come & vanetly
of technological inputs. The region's linkage with
the world economy i further strengthened by the
millions of its people working around ihe world,
They remil billions of dollars annually which add to
domestic incomes and provide substantial support 1o
the balance ol payments of home countries.

The markst-oriented economic reforms being
implemanted by virually all economias of the
world, and international accords swch as those
reached under the Uruguay Round of muliilateral
trade negotiations 1o ostablish more liberal frada,

investment and technology policy regimes, ame
oxpected to strengthen fturther the  international
linkages of individual economies by facilitating
intamational flows of goods and senices, capilal,
labour and technology In the coming years. The
developing countries of the ESCAP region have
vigorously pursued Iheir own domestic reform
programmas and actively parlicipated in negotiations
to bring the Uruguay Round to & successful
conclusion with wide-ranging agreemanis on intar-
national frade and relaled issues. These develop-
mants are expecied o intensify the mpact of globad
devalopments on the pedormance of developing
economies of the raglon, and make their own
impact fet more strongly in the world aconomy,

Al the present siage of their development,
all developing couniries of the region siill nead
substantial external inputs of caphal, technology and
financa. Their individual needs, however, vary
widely reflecting differences in economic structures,
stages of developmant, and the indigenous capacity
for policy reforms and implementation,  Whila somo
of the countries are now both  recipients of
and coniributors 1o global investment, capital and
lechnological fows, many of the olhers remain
heavily dependent on external inflows. There are
also differences among countries with regard to
ihelr abllity o access diferent channels of such
inflows. Thus, some counlries are well poised to
fake advaniage of these flows In response (o

1 Giobal estimales of B0 milion peopie iving outside
fralr country of cilzenship In the mid-1880s have been cited.
A $36.7 pilon nat remitiance fiow o developing economies in
18990 has alwo been esfimated. The ESCAP rogion could
account for al least one ihird of thess numbers. Annual
gross cutmigration from the fegion could be eslimated st
ieast al one milion. Ses Uniled Nalions Confaence on
Teade and Devalopment (UNCTAD) and the Wodd Bank,
Liberafizing Internaional Transaclions in Services: A Hand-
book  {Uniled Mations, Mew Yok and  Geneva, 1584)
pp. 17-1%. Rashid Amjad, *“The dynamics of Asian labour
méigration” In Prasenl lssues of famabional Migrafion (Tha
Japan Institute of Labour, Tokye 19582), pp. 19-43.



markel forces, while many othars have very litlle
choice other than to rely on official sources of
financial and fechnical assistance.

The following is a brief discussion of the
recent trends and events in the world sconomy fram
the above perspective,

RECENT GROWTH PATTERNS IN
THE WORLD ECONOMY

In 1994, the gross world oulput was expected
o grow by 2.2 per cen! compared with a growih
rale of 1.2 par cent recorded in 1893 (labla [.1).
Growth in world output has thus outpaced world
population growth for the first time since 1989,
Currentl projections Indicate a further strengthening
of growth to 3 per cent in 1885. That may finally
signal the end of the sharp slow-down in world
economic activity since 1980. Cwer the past saveral
years. tha economic siow-down mainly altected the
industrial countrias which, however, together account
for three fourths of world GDP.  The level of
gconomic activiies in the industrial couniries and
the associated Import demand serve as important
mechanisms for the transmission of the growth
impulse in the world economy to the developing
world. In this contexd, it may be noted that the G7
countries glone provide markels for aboul 65 per
cont of doveloping country exporis. A steap dacline
in output, largely due to a number of structural
reasons in Ihe economies in transition in eastemn
Eurcpe and the former Soviel Unlon, including the
Central Asian republics, occwrred In the midst of
the recession in industral countries, further Bmiting
the growth in world output. The time pattern and
pace of the recessionary siow-down in Individual
economies differed. This attenuated the adverse
impact ol recassion in the indusirial economies on
the overall performance of the world economy.

Among the developing couniries, while the
overall growth of 48 per ces In 1924 was
impressive, although somewhat less than the 5.1
par cent of 1993, the regional pattem of growih has
been highly uneven. The poorar Alrican countrias,
with thair mainly commedity-basaed exporl trade and
other structural limilations, were fha leasi well-
ptaced to cope with the impact of the recessiom.
Their extremely slow rales of recent economic
growth reflected, among other things, their vulner-
ability to exogenous fluctuations. Tha ol exporiars,
alter a sudden surge In oll prices in the wake of
the Persian Gull war, sulfered a relapse inlo slow
growih as ol prices declined largely because of the

recassion, The Lalin American countrias were
glowly emerging oul of the debt crisis through a
process of structural adjustmant. The recession
apparently slowed their recovery and made i more
difficult, but it has nol tolally deflected the course of
FECovery.

The developing economies of the ESCAP
region emerged largely unscathed with continuing
strang economic growth in many pars of the
reglon. Apart from the moderaling eflect of the
unsynchronized pattern of recession in the major
indusirial couriries, the region's escaps, by and
large, from a more savers impact could be atri-
buted 1o tha growing strength of domesiic markets,
intraregional trade and investment fnks, and the
compelitiveness of exports from tha region which
are now well diversified infe a varety of manu-
factures,

fs was the case with the slow-dosm and
recession, the pace and time paflern of recovery in
the Industrial econombes have also varled. While
the economies of Ausiralia, Canada, New Zealand.
tha Unitad Kingdom of Grea; Britaln ang Northemn
Ireland, and Ithe United States of America had
been on a course of slow-paced recovery Since
1902, the economies of Germany, Jopan and most
othar European counties sullered a sarous slow-
down or contraction in 1882 and 1883. The 12
countries of the Eurcpean Union (EU) posted a
mere 1.1 per cenl average growth in 1992, followed
by & negalive growth rate of 0.4 per cenl in 1993,
By mid-1994, however, there were signs of an
increasing corvergence in growlh  performance in
the industrial aconomios,

In 1994, the economic recovery in the In-
dustrial countries, particularly in Europe, tumed out
to ba much better than was expecied af the begin-
nirg of the year. All tha major industrial counirios
showed a significant improvement over their recent
economic  performance, registering an  average
growth rate of 2.6 per cenl comparad wilh 1.2 por
cent in 1883, The economies of France, Germany
and ltaly all recorded positive growth rales of 2.0
per cent or sbove, in contrast with negative growth
rates during the previous year.  The economic
recovery In Germany was expected lo have a
girong impact on the owerall Eurcpean recovery,
The recovery of the Japanase gconomy in 1994
was relatively weak, reflocted in a modest growth
rate of 1.3 per cenl. bul it appears thal Japan is
noww woll poised lor much stronger grewth in 1985,
currently projected at 2.4 per cenl. Strong growth
is also projected for other indusirial countries in
1995, although growlth may slow down somewhal



Table I.1. Selected indicators of global economic conditions
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Exchange rate [nominal uniis per US doflar)
Yan per US doliar 1478 13471 12665 111.20 103.33
Deoudsche mark por LS dollar 1.62 1.68 1.56 1.65 1.65
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Sources: |nternatonal Monatary Fund, Workd Economic Outfook (Washington, DC, Oclober 1354} and Infernational Financial
Stabislics, vol, XLV, No, 12 (Decembar 19984); United Malions Confarence on Trade and Development, World Invesiment Report
1294 Trangnatonal Corparations, Emplopmant and e Workplece [Uniled Mations publicabion, Sales Mo.E 04 1LA14); Dapartmen
¢l Econcmic and Social |nformation and Policy Anabesis, “The werd soonomy ot the slan of 1995° (Decembar 1994): The Ward
Bank, Fnancial Flows and the Doweloping Counfries: A World Bank Quarfaedy [August 1994); and national sourcas.
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in some industrial countrigs whome the recovery
process had staried earlier.

The developing countries’ average growth
was expacted to be lower in 1594, estimated at
4.8 per coenl, than tha 5.1 per cenl growth rale
recorded In 1923, This indicaled that the recovery
in indusirial countries had had no immediate or
sirong Impact on the economies of the developing
world, An improved growih prospect is, however,
foreseen for the African developing countries, partly
alded by expecied higher demand for and prices of
commoditios in tho industrial countries, FAeal com-
modity prices improved significanily through three
quariers of 1994, reversing the decline since 1983,
Whila favourable changes In the external economic
emvironmant are important in  stimulating  their
economies in the short mun, for most developing
countries, economic performance and growth in the
long run will depend eritically on internal conditions
such as polifical stability, and on continuing efforts
towards siructural adjustment and macrooconomic
stability,

The economic expardences in the economies
in iransition have been varied in 1954, in terma of
beth growth and progress In their structural adjust-
man! processes. Ameng fhe East European econo-
migs pursuing “raplid reforms®, positive growth rates
were recorded in Grech Republic, Hungary, Poland,
Siovakia as well as the Baltie Statas of Estonia and
Lithuania. I would appear that the owtpul decline
continued in mast of the other economies in transi-
tion, including the Aussian Federatton and the
Central Asian republics; even though the rale of
such decline slowed down in 1994, Cwverall, the
economies in transition are projected to perform
significantly bettar in 1995,

The prospects for the world economy, as a
whole, remained oplimistic as 1994 cama to a
close, with world outpul growth expected to ac-
celgrale from 2.2 per cenl in 1994 10 3 per cent In
1995. While economic recovery in the indusirial
couniries Is expected 1o giva a boos! to tha deve-
loping economies, fmited employment gains during
the racovery, particularly in Europe where a signifi-
cant part of the current unemployment s considered
o be caused by structural factors, are a matter of
concern, Proliminary estimates put the 1994 unem-
ploymeni rate in the European Unicn at 11.2 per
cant, and tha rale (s axpecled io remain over 10
par cani for several more years. I is impartant that
parsistent unemployment does nol give rise lo pro-
tective trade bariers to accommodale domaosfic
progsures,

INFLATION, INTEREST AND
EXCHANGE RATES

The wpward movement of inflation rates 1o tho
& por cent range in 1989-1590 in mosl indusirial
countries from fess tham 4 per cenl since the
mid-1980s led to a general fightening of monatary
policias, in these aconomias, macroaconomic
stabilly had been a consisteni target of monetary
policy since the early 15680s. During the 1980s, tha
decoloralion in inflation was nol fully reflected in
nominal Interest rates and resulted in high real
interest rales, @ faclor thal accentuated B8 number
of problems facing the world economy, Including that
of the dehis of the developing countries.

im 1885-1920, when the aconomies of sevaral
major industrial couniries were aleady weakening,
fhe fall in interest rates was halted or rewvarsed with
a view to amesting the acceleration of inflation,
As these economies weakenad further, however,
interest rales started coming down In both Japan
and the United States, and by 1993 the ratas had
come down In both countries to their lowesl histo-
rical levels (figure L1). The rates in the United
States started going up again in early 1994, partly
as @ resull of actions by the Federal Reserve Board
to pre-empl any re-emergence of Inflation In lhe
wake of recovery. Such pre-emplive actions were
Justified on the ground that they conlributed o the
credibility of the anti-inflation policy. Tha short-tarm
interes! rates in the United Stales were raised six
fimes in 1994 from 3.0 to 55 per cent. The actual
inflation remaingd low although the producer price
index (PPI) rose by 1.7 per cent in 1994 alter a 0.2
per cent advance in 1993. The financial markets'
expeciation of higher inflation, fed by sirong
growdh and high industeial capacity utilzation, was
reflected in the sharp increase in long-term bond
yields in 1994, In Japan, however, the inlarest
rales continued fo fall as the economy's recovery
remained weak and inflation was nol viewed as a
real throal.

Interest rates in Europe took longer to come
down and the fal was considered insufliciamt for an
early recovery of the European economies, most of
which were in recession in 1992-1883. On the cne
hand, a high nterest policy was used in Germany
lo deal wilh the masroeconomic effects of (he
couniry’s reunification, Le., the emergence of large
budget deficits and the associated fear of inflation.
©On the olher hand, ofher countries sought to cul
interas! rates 10 revive domestic activities. The
resulting Interest rate differentials set the stage for
serious Instabliity In exchange rates in 1992 and



Figure 1. International interest rates: London interbank three-month offer
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1993 in the European Union and for tha decision in
August 1993, 1o widen the permissible band of
exchange ratos fluciuatione from a narow +/— 225
per cant arcund the official parities 1o +/— 15.0 per
cenl. Although German interest rates declined in
1284, the rates remained relalively high, a ilactor
that was seen by many analysts as delaying
Europe’s economic recovery. However, the fasier-
thar-expected rebound in Europe in the second haff
of 1904 may have brought the easing of monstary
policy to an end. The United Kingdom, for ex-
ampla, announced an interes| rales hike, the first
since Octlober 1982, To whal levels interes! rales
can be raised salely as a pre-empiive anti-inflation-
ary maasurs without triggering a recession romalns
a confroversial question in all the indusirial coun-
ries. This question assumes particular importance
in both the United States and Europe In view of
strongar pofilical commitmenis 1o deficlk reduction
and the implied Emits such commitmants place on
the use of the budget as a stabifizafion device. At
the same tms, a reduction of the massive and
mounting budget daficits in the Industrial aconomies
ig viewed by many as critical to generafing in-
creased global savings and henca lo low mal rales
of interasl. In this contaxt, the developing countrias
have a stong inferest in the successful resalu-

tion of the budgetary problems in the industrial
countrias.

The majer developmant in the area of ex-
change rales has been a continued decline in the
walue of the United Siates dollar since 1990  (Tigure
1.2}, ospecially against the Japanese yon, bul alsoc
against most other major European  currencies,
Part of the depreciation of the dollar against tha
yen can be explained by Japans $130 billon
Irade surplug with the United States which trans-
Isled inlo Japanese exporters selling doflars for
yan, pushing down the dollarf's price, to ropatriate
their garnings back home. The depreciation could
also have been partly policy driven, reflecting Iha
effortsa of the United States to improva the
international compelitiveness of |18 exparts and
improve iis long running trade and balance-of-
payment deficits. However, Ihis policy runs the rigk
of genarating domestic inflation via higher prices for
imported goods,  The dollar  depreciation also
reflected in part the long-run shitt in the melative
strangth o the individual economies, as peroeved
by the intarnational financial markets, and, in parl,
capital movements in response fo differentials in
inferest rales and returng on varnous forms of
investmeant,

The continuing deprecialion of the United
Stales dollar against mos!t ofher major cumencies,

parlicularly against the Japanose yen, has had
implications for the developing world, including the
Asia-Facific megion with its incroasing oponness (o
fhe world economy, The effect of changes In
bilateral exchange rates among major currencies on
individual developing couniries varied considerably,
depending on how their own bilateral exchange
rates wis-a-vis the major currencles reacted to such
changes. Tho effect also depended on the relative
importance of different currencies in thelr extemnal
rade ftransactions as well as In debt servicing.
While the fall in Inlerest rales sorved o ease tha
cost of new borrowings, the changes in exchanga
reles had an effect on the real wvalve of the
proconds of such borowings. The magnitude and
direction of this effect would, however, depend on
the sourcing of goods and services on which such
procéads ars spent. The fall in interas! rales. may
alsc have helped in servicing existing floating
interasi debts and provided opportunities for dein
CONVaTsion,

Although the inlerest rates in ditferent curran-
cles and financial centras had diverged, there were
broad agreements in the international pokicy Torums
of tha industrialized countries, such as the G7
Summil and the Orgamsation for Economic Co-
operation and Dewelopment (DECD) Ministaral
Council, that monetary policy should remain firmly
largeted to provide a stable macrocconomic emvi-
ronment lor growth,  Policy dialogues among
ndusirial countries, now a regular foature of the
conduct of intemational economic relations, have
also brought about a degres of coordination in
macroeconomic management with a view to over-
coming récession, promaoling stable growth, and
reducing unemployment. Some of the steps® aimed
al more balanced and coordinated adjusiments
among the major economies have included: (a) the
efforis of the United Siates to reduce As long-
standing fedaral budget deficits; (b) the imposition
of & uniform celing of 3 per cenl of GOF on
general government deficits  agreed upon by the
EU couniries a1 Maastricht in 1991; and (c) the
introduction of a series of economic stimulus
packages In Japan since 1982,

? Tre passing of the United States Omnibus Budget
Reconciliafion Act in 1893, which put 8 cap on @Escrafonary
budgetary ouliays, nermaly subject to annwal appropriation,
and froze foial noomal discralonory oullays &l thalr 1953
Izl b The foliowing five years, and th Introduction of four
successlve EBscal stmulus packages beltwesn Aupgust 1992
and February 1984 by the Japanasd Govarnmant, are soma
of ha examplas,



Figure 1.2. Exchange rate movements: selected major currencies
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INTERNATIONAL TRADE AND
BALANCE OF PAYMENTS

Im 1933, the rate of growih in the voluma of
world frade was one of the lowest in recent years.
After increaging from 5.1 per cent in 1891 to 6.0
por cent in 1932, the mate of growth declined
sharply 1o 3.9 per cent In 1883, Thai reflectad the
slow movement of both exporis and imports of
several major industrial countries. O special slgnii-
cance to the rest of the world economy was the
sevare slowing down of Imports In the developed
market aconomies, with imparts growing by a merne
1.3 par cant in 1993, compared with 4.8 par cant in
1582, Had there not been an impressive avarage
of 12.2 per cent growth in Morth American imports,
the overall slow-down would have been even more
siviare. Tho imporis of Wastern Europe registoned
an overall negative growth of 3.7 per cenl, although
the United Kingdom had a pesifive growth rate (4.2
per cant), ml'lﬁ:tqu the earlier onsatl of s recovery.
Thore was a sirong contracion of imports in
Gemany (129 par cent), France (104 per cent)
and ltaly (7.7 per cent). Japans imporis rose by
2.9 per cent, whils those of Canada increased by
10.3 par cent.

in 1994, the preliminary estimate of growth in
the world trade volume was pul at 7.1 per cent,
nearly twice the rale recorded in 1993, The
axports of the daveloped markel sconombas grew al
5.5 per cenl, compared with 2.5 per cant in 1893
Thelr imports ware estimated 1o have rsen by 6.2
per cent with positive growth I all  industrial
countries, themaby shamply reversing the slow-cown
or fall in 1283, import growth, however, weakened
in the United Siales and Canada and remamed very
modest in most. European countries, as raflacted in
a mere 3.7 per cenl growth in West Europe. Basad
on  preliminary estimates, it was expected that
Japan's imports would accelarate to a 5.8 per cent
growih in 1994, This represented a doubling of
Japan's imports from the 1993 leval,

Tha developing countrics (inchuding the oast-
em Eurcpean countries and the former Sowiel
Union) accounted for approximalely ono third of
world trade. Their ewporl and Import wolumes
{exciuding those of sastern Eurcpe and the former
Soviet Union) rose by 7.6 and 108 per cent
respectively in 1933 In sharp contrast with thosa of
the industrial couniries. The Asgian economies,
aucluding West Asia, accounling for approximatehy
15 per cant of wordd trade, lad in trade growth, as
i did in oulput growth, with almost a 10 per cenf

growth in exporis and more than 11 per cent in
imports, In 1894, the trade growth of the develop-
ing counfries remained high, with estimated growth
rales of 9.0 par cent for exports and 11.5 per cont
for imports. Expor growth will be helped by the
world economic recovery and a revival of imports of
industrial countries.

The conlinuing fall in commodity prices in
recent years has tended o keep the value of exporl
eamings of the deweloping countries depressed.
Mon-fusi commedity prices fell confinuously from
1989 ko 1993, as did fuel prices from 1997 to 1993
after tha briel rise during the height of the Persian
Gull crisis. Fuo! prices fall by an average of 11.5
per cent and the non-fuel commodity price index by
almost 4 per cent in 1993, Although the pricas
of manufaciures also fall, the terms of irade of
doveloping couniries doforioraled by 1.5 par cant,
resulling from a terms-of-trade decline of 3.6 per
cont for fuol exporters and 1.2 per canl for non-fual
exportars. Asian economies, with thalr mora
diversified ecport base and relatively large share of
manifactures in exports, suffered the least in terms-
ol-frade losses: a fall of 0.7 per cent compared with
1.9 per cent for Latim Amarica and 3.5 per cent for
Sub-Sanaran Africa, Moreover, the lass for tha
Asian ecopomies came after posithee gains of 1 and
2 par cenl respectively in 1991 and 1982 whereas
for Latin Amerca and Africa there has been an
unintermupled sequence of losses since 1986.

In 1844, the terms of trads ware astimated io
decling again by -ancther 1.7 per cent for all
desraloping countries. There was also & change in
Ihe pattern of decline for different country groups.
The fall for Latin Ameorica was limited to 0.9 per
cent, but for Sub-Saharan Africa the terms of trado
improved, for the first time since 1986, by 4 per
cenf. The devaloping countrlas in Asia experencod
a declina of 0.6 per cenl.

Batweon the fourth quarsr of 1983 and the
third quarter of 1994, the overall index ol real
commodity prices of expor] commodities of the
developing countries increased from 71 to 85
(1985=100). This increase in commodity prices
resuited in part from tho cconomic recovery and tho
associaled révival of demand in Europe and Japan
and parily from supply shortages. Sustainability of
fair commodity prices is a continuing issue of critical
importance to many doveloping countries.  |ndead,
commodily prices confinued o decline during the
1587-1983 boom in world economic growth, indicat-
ing that commodity price movements depend on a
host of tactors, some of them eyclical while oihers



arg structural. Therefore, the expectation that the
economic recovery of the advanced economiss will
by itseil significantly ralsa commodity prices on a
sustainable basis may ftum oul fo ba unrealistic?
While the pace of economic recovery is expected to
pick up in Eurcpe and Japen, the two largest
imporiers of commodifies, that in the Uniled
Kingdom and the United States may sbow down,

suggesting that the overall demand may very wall
be less than robusl.

To 1he extent that the price increase in 1994
could ba attribuled to supply shortages cawsed by
exogenous factors, such as lhe effect ol adversa
woather on soma agricultural supplies, the increasa
in commodily prices may well ba shorl-lived. I
the recenily concluded Uruguay Round leads to a
cul-back In agricultural production in high Income
economies, parficularly in  Europa, through the
reduction or elimination of agriculiural protection, a
boost in agriculivral prices could be expecied,
although the extent of such increase is uncertain.®
0il prices ama nol expecied to rise despile world
sconomic recovery, as excess supply is lkely to
continue.

Tha asymmetry In the trade and balance of
payments among major industrialized countries has
remainod a source of trada tension and protectionist
pressura in the world economy. Mo solution for this
longe-standing issue appears fo be in sight. A
further risa in the WUnited States deficits and
Japan's surpiuses In 18593 and 1284 pointed to the
continued difficulties in thal area, The European
economies, remaining in recession with depréssed
levels of imports, turned thelr 343 billlon defict in
1982 to a surplus of %12 bilien in 1883  The
surplus, however, was unikely to be sustained as
economic recovary picked up strength In Europe.
The developing couniriss mecorded an increase in
thelr overall daficits from 567 billlon In 1852 o
51046 billion in 1893 and 51062 bilion in
1884, owing o a strong surge in imports as noted
earfier, The Asian developing couniries exparienced

3 puiing the perod 1880-1883, real commodity prices
maore than halved, three lourths of the fall baing attributabée
W the fall in agrcultural prices.  Langer agricultural supply,
and pot & deckne in damand, i considered B bo tha major
reagon lor e desling in agriculiural prices.  Intorastingty,
75 per cent of tha Incromental supply hal pushed prices
@own camé lrem high Income countries.

4 During the Unguay Round of mutiiateral trade nego-
Ha%ons, et foodimporting countdes expressed conterns
over the poleniially adwarse implications of & dse In Jood
prices following the liberalizaton of word agricultural tada,

the sharpes! increase in deficils from $2.7 biflion
in 1992 to %246 billon In 1993  Lalin America
and \Wast Asia also registered large increases in
deficits in 1983, In 1994, the overall lrade daficit
of Ihe Asian countries was estmated 1o be 522
billion,

Both macrosconomic and trade and exchange
rate polickes have been deployed fo reduce the
parsistenl frade imbalances amomg fthe major
economies of Europe, Japan and the United Siates.
Efforts 1o stimulate damand and imports in surplus
countries, by using the monetary and fiscal instru-
ments in a more concerted mannar, have mol
proved effective thus far. The exchange rate adjust-
ment has not beem any mora effective either in
comecting the trade imbalances; despile tha steep
depraciation of the United States doliar vis-d-wis the
Japanese yen, which makes Japans axpors to tha
United States more expansive and the United
States’ exporis to Japan cheaper, the huge bilateral
trade surpluz of Japan with the United Statos has
persisted.

This lack ol success in macroeconomic and
michange rate policies has led to a tendency 10
use bilateral trade policies o solve the problem of
persistent frade imbalances. In such cases, the
delficit couniry demands marke! access from the
surplus country, somefimes on pain of unilateral
retaliatory action, and negofiates specific markel-
opening measures 10 be adopled by the daficil
counlry. The possibilty ol adopling this kind of
trade policy aclion has occasionally been indicated
against soma of the developing countries with
bilataral surpluses.

However, the fact ramains thal the developing
countries in all regions, notably In Asia, have been
Increasing their Imports faster than exports, theneby
imcurring growing deficits in their own global trada
and paymenl balances. Yal, exporls ol daveloping
countries face restriclions in many developed coun-
tries on a varely of grounds, The imposition of
countervailing duties on videctapes, computer disks
and tebtevision sets exporied 1o the European Union
fram & number of Asian countries In 1994 s a
case in point. Developing counirles have also laced
a varety of nondarff barriers In the indusiral
countries. Tha index of coverage of Impors
atected by non-tari! bamiers n thosa countries
increased by 3.1 per cent between 1980 and 19903

9 MHainz G, Preusse, "Faglonal Intogration in Mo ninaties;
Stimaation or threal to e mulilateral trading syslem?”,
Jourral of Workd Trade, vol. 28, No. 4 (August 1994),



Box I.1. The General Agreement on Trade in Services:

an overview

Tha Genarl Agresmen! on Trade In Sendces
(GATS) negofated under B Urnigusy FAound (5 an
important new development i workd itrade n fhat it
has brought lrada in services within multateral discipling
far tha fiesl fima.  Issues B tade in sandces wers
negotinted In paraSel with, bul separale fom, thosa
on trads In goods. This Twin-track” approach reflacted
concama that |f negolialicns on goods and Earvicas ware
lnked, progress |n some vital oreas of rade, such as In
agriculture and iexbles, mighi siow down or oven stall
becauss of dificulies In the “nw” nagotating area of
sarvicas,

The delinking of e negobiabians on trade In goods
and on senvices also undersconas the prasence of some
imporiant diflerances batwean them. First, unfka goods,
most sandces am ntangible and non-slorabla, impling a
clase proximilty i Hme and place of thelr production and
consumplion and (us requining & masamen] of aithar e
ponsumar (a8 in tourem) or of M provider®  When
i provider moves oither tomporarly (for axample, for
a consirucBon peojecl) or to estallish a commencial
prasence in e hosi counbry [lor exampie, o opsn
an accounting flom) fo deliver the services, faciors of
produciion alge move across national bountdanes. For
e efficient delivery ol services such faclor movemnnd
oftan becomes essential  Second, unlike tarifs on goods,
thare &me no equhalant quantifiabls bamiers o trada in
sarvices: the barrlers lo trada In sendces are embedded
in a host of domestc faws, mgulations and other
maasures redaling o condifions, such as lor [nvestment
and compafion, movemen! of servce-rsdated personnel,
and @coess to loredgn  exchange and  Infrastructural
Baciiles,  Libermlization of tradé N sorvices nvobes
affecting llgm'fqll In thesa lows, regulations and other

ag B TR S 8

The agreamenis reached under GATS contain fwo
kinds of obligations: the peneral cbligalions hal apply 1o
all sarvices included In e agreemant. and The obigations

8 n somo cases, of course; no such movemant Is
necassary, An exnmpls of such “cross-bordaf supph®™ 18
tha prrdsicn ol an anchitactural design via fax

b Mary counties regard such changes as an
indringemant on their rght to confrol and prolect specific
senices indusiies according o thair own developmenial,
social and cublural pronties. This parlly explains (ha
initial roluctence of many developing coundries to Inchide
sorvices In mullilateral irade talks. Thes reluciance alsa
rafleciad their concern Bhal the dominani position of he
daveloped countries In the wond sarvices bade would
ful aut any reascnable “balance of conceasions® In tho
cowss of the negofiations.

created by specific comm#imants made by signalorias on
parfcular sarvices and modes of supply®  The majo
genaral obbigation relates fo the mosl favoured nasion
[MFN) principls - that a signatory troal all counties in
a manner no less lwsourable than thelr freaiment of
a parlicutar couniry. However, GATS allows exemplions
from MFM wnder conditions spacified In an annex o the
agreamant. Such @emptiong hawa a normal Emitation of
10 years on theos duration. In lacl, a lasge numbar of
countries, ncluding the Unled Stales of Amardca, have
gought such exempBions with respect fo al leas! some
important sendce iIndusiries. Cdhar ganeral obligations
rodate, nfov als, to transparsency of domesBc laws and
requlatons affecting trade in sordces. mutunl mecognition
and harmondzakon of mgulatiey standards (lor examph,
educational requiromonts in profossions), and to tha
increased parScipaton of developing countres bn wodd
tade in services. A novel feature ol GATS has Deen
s Integralion of developmant concemns (hrough explicit
provisions on developing country access io iachnology
and % information and distibuficnn channels and
natworke; Hberalization of markal access In sectos and
modas ol supply of éwporl (Merest 10 these couniies =
alsd piovided,

Tha coverags of GATS Includes viflually aff exisi-
ing service Industrias® with only a fow exempbicns thal
nciude the services supplied In the exerciss of govern-
mental funcions, afihough this exemplion doss nol apply
1o senvices provided by & governmen! on & commercial
basie or 0 compeliton with ona or more  sandics
supgliars.  Fecognizing the diversity of sandces coverad
by It GATS addresses, through a numbas of mnnexes,
it special sihuations of individual sarvices sectors and
provides ke secior-specific commitments.  For example,
ihe anndx on alf ransporl oxcludes landing rfghls bl
provides for the coverage of aline compuler resanvafion
syslema, markeling of aviation sendces and alrcrafl rapair
and malnenance. Specillc commisments of a signatony

© GATS doals with three modes of supply: thooe
imvehding o maweren! of providers or consemers, thoss
Imietving movemend of providers only, and Mose Involving
movament of consumars only. A parlicular service may
bo supplied In mone than cne moda. A signatory ko
GATS can choose the mode of modes 10 be included in
fs barmizalion commitmenis

Y These services numbering more than 150 were
clazsified by the GATT Secreladal intd 12 broad cabaga-
ries: business, communicalions, construclions, disinbotion,
educational, amvimonmental, fnancial, health-ralaied and
soclal, foursm ang iravel-redated, tansport and “othoe”
EEVicas,
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arg condaingd In @ natenal schedule. GATS uses a
“positve lisr approach, thal is, unless a specific services
ndusiry (& scheduled, o commilmant i3 being mads wilh
respect o i®

It s lagely hrough marksl scocass and nabional
fraatmenl commitments of the signaloras that the
kel Bboraization uwhdar GATS will be  echieved.
Howover, markel access, Lo, esdom of eniry and exl,
and natonal taatmant, Lo, fon-Escimnation between
domestic and foreign service provicers, are ned Eufo-
matically provided under GATS, bul are 1o ba exchanged
&5 nogolated comemitments, distinguishad by sectors or
subsectors and modes of supply. So far, most liborakiz-
ing cfers hawe beean made in the areas of travel and
towrism sendces, and Snanclal Bnd business Soenvices
fhe saclors with low coverage ncluda educalion and
haalth sarvicas,

As mary daveloping countrlas have o comparathe
advantaga in labourdintensiva senvices Indusiries, By
have a special inferest in the movement of labour. They
v angued thal movamant of tabour 1o faciials delivary
ol sendcas should be given the sama Yrestmani as the
movement of capltal for thal purpose. |1 should be
notad in s contéed thal GATS provisions relala 1o tha

% This is diterent from the negative list approach
where all esisiing or polentiad industries amre presumsd
lo bé coversd, unléss ewplicilly excluded. The Norh
Amedican Fron Trade Agresmant usod Ihis approach,

lamporary mowemani of labour o the  dolery of
sarvices and nol b permanant migration. There have
been exlensive oflers on anlry and lempomary sty of
natural persons, afthough most oMers cover skiled Intra-
Cparate Wanslerees. A nogotiaing group & currantly
warking on ways o achieve higher kavels ol semmitments
ifi this ana.

indusiry coverage,
Organésation for Econdmic Co-oparation and Devolopment
{OECD) countrias have mods soma kind of commitment
for more than 50 per cent of service actvites, as
compared with 15 per cant for develoging countries,
These numbers ara cleary provisional, and are ity to
change as negollations proceed. The compbex stnachurn
of GATS, the nonfransparency of bamiers o frade in
sorvices and Mo fac thal negolations are siill in
progress on some Imporlanl aress such as financial
servicas, basic islecommunications and the movamant of
natural pansons, make || very difficull lo evaluate the
libaralizing kmpact of GATS at this oafly stago. The
deveioping couniries am 581l engaged in sesking o fuller
undarstanding of the lssues i sarvices rade and iha
implications of liberalization of this new, complax arena
for Mmadr own developmant goais. The trade Mberatizing
offect of many developed country commitments will also
be limited by the exemplions from MFM sought by many
of tham, In tha longer run parspective, however, GATS
polanlially provides a much-nesded framework for con-
firuing negotations almed at & prograssha libsralizabion
of frade i sorvices,

The conclusion of the Uruguay Round, with &
broad range of agreements signed in April 1984
and awailing phased implementation from 1805
after rafificafion by signatory countries, has been
regarded as &n evenl of greal significance for the
future patlern and growth of inlernational trade In
both goods and senvices. The agreement brought
international trade In services under mudtilateral
rules for the first time under & Genoral Agreement
on Trade In Services (GATS) (see box 1), New
agreemenis covaring various @spects of trade
in goods have also besn meached, Under the
now agresments, non-tantt barers in agriculiure, a
parsistenl source of trade tonsions between tha
doveloping and the developed countries, will be
comearted 1o thelr tanll  eguhalents though a
“toriffication” piocoess and the resulling owverall tariff
will be substanlially reduced in phases and bound
by & large number of developed and developing
countries. Tarifl reductions will also apply 1o manu-
faciures, A wvery active participation in the negotia-
fions by the developing counlries gave Ihe Uruguay
Round a degree of unhersalism not achieved in the

seven previous GATT (General Agreament on Tarifts
and Trade) rounds of mulfilateral frade negoliafions,
Sectors of trade, such as agricdture, and texiiles
and clothing, which were vifually excluded from the
GATT discipiine, will be imegrated into the mull-
lateral framework in a phasad manner, All voluntary
exporl restrictions (VERs) will also be terminated.
Thar establishment of the Wodd Trade Osganization
will provide a strengthened institutional mechanism
for administering multilateral trade rules, for setifing
rade disputes, lor conducting future multilateral
trade negotfaticns and for  promofing  mutually
benaficial trade relations among countries.  All in all,
the agreement was widely expecied to ghe new
impetus 1o world frade in both goods and servicas.
Estimates of a 10 per cent boost in world
trade and a 5250 bédlion rise in world income
annually as a result of efficiancy gains have bean
reported.”

E intermational Monolary Fund, Wodd Economic Oul
fook, May 1594 (Washinglon, DG, 1994), p. 1



The gains, however, will matedailze only
gradually as the implementation of the main ele-
ments ol the agreement will be phased owver
varying periods of time. The transitional period
will not be easy for many developing countries
as they wil need to meke considerable adjust-
menis In their policy regimas 1o meel their
cbligalions under the ftarms of the new agreaments
on goods and senvices, and to prepare themsalves
to meest the compeliive challenge thal promises

bath risks and oppartunities in the world market-
place,

Meanwhile the trend towards regionalization of
world frade, investment and economic aclivifles
continues unabated and, in many cases, has
intensified. The compistion of a single Eurocpean
markel to bring about a closer integration of
most  European cconomies within an - oxpanded
Eurcpean Union, and the coming Into force of

Thare has boen a prongunced accalerafion over
Bo past few years in the frend towards formal regional
trade arrangements In different regions of e world. The
complation of Ma Single Europsan Markel, the coming
into efect of tha US-Canadian Free Trade Agresmant and
its lator axpansion into the Morih American Fras Trade
Agregmanl (MAFTA), the projected completion of the
ASEAN Free Tade Ares [AFTA) by 2003, the recent
launching of the Mercado Comun del Cono Sur
(MERCOSUR) Imvohing four Sowin Amarican oouniries,
the doclaration by Asia-Paclfic Ecomomic Cooporation
(APECI® fo achisve frep trads and imvesimenl in Asia
and Pacific by 2020 and tha pledge &l the summit of the
Amoncas io establish a fred Irade Zone BRCOMEASEING
34 pconomies i the Weslern homisphers provide soma
axamples of this frand, in some of fhesa cases, a
significan! proportion of the iotal trade of the countries
iwoived s concucted within these regional lormations.
For exampla, inlraregional frade consilulas 70 per cenm of
the fofal trade of members of tha European Unign
(EU), white Uniled States-Canada tade befora MAFTA
came io force condtifuled 30 per cenl of e bwo
pouniries’ dotal Wads.  Thus, & progressivaly larger
proportion of world trade may becoms intarnalized within
reglonal arangemonts 85 more of them bacoms firmby
eatablished,

However, the successtul conclusion of the Unuguay
Aound has ghan & fresh smulus 1o the causs of
multilateraiiem In word trade, Atthough tha full implca-
tione of the new trade orday amarging out of the Liniguay
Round ara nol yel known, It is genermlly agreed thal
internalional race will recedve & guantum boost with full
impiemantation of agreements on bringing agriculiure,
{eutles and sarvices undar mulilajeral discipine; on
reduction of tarts and alimination of non-tardl baricrs;
and on the stengthening of the mochanism for e
séliement of disputes.

8 APEC comprises Ausiralia, Bmunol Danissatam,
Canada, Chila, China, Hong HKeng, ndonesia, Japan,
Malmysia, Medco, MNew Zealand, Papua Mew Guinea,
Phiippines, Singapare, the Fepublic of Kosea, Taiwan
Province of China, Thailand and United Siates ol Amanica.

Box I.2. Regionalization and multilateralism in world trade

Tha wordd tading ervironmeni s fos  baing
shaped by the simullaneous operation of the forces of
regionalization and muiti-alaralism. A periingnt question
that anses s — are the two forces compatible? I can
be amgued that the regional arangements in a large
moasurs roflect and accommodabe some fundamantal
changes In recent limes thal have given bolh production
and trada & globaiized characier. Since aboul tha mid-
19808 barrars % trade, foreign direct imvestiment and
tnancial flows have Deen progressively dismantied by
practically all counirips, both developing and developed.
Al tha same lime thare have been technological changes
which parmit the location of diffiereni Bnks In the valua
added chaln in difieent counires as well as tha rapid
ransfer of immsiment finance around the glebe. Al
thasa changes, supported by major improvements in
fransport  @nd communications, have afliowed and
encouraged 1ha International dhision of labour 0 b
camiad 1o new bmits, ofien Involving the  breakdown
of producion info sub-aclivitios spread across national
boundaries. Trade, imvestment and service flows haovo
bacome |noreasingly complementary 1o oné  anolher
These broader dimensions of Wnieraction AMOND ecOno-
mies are frequan®y referred fo as “globalization”.

The process of globalizatlon hes alse served 10
inmemationalize ssuss tat treditonally wsed b be areas
of domestc poiicy concerns, Such issues as labour,
tochnolagy, compatition and Ihe emironmonl & now
having trade impiications. Tharadore, & is not trade policy
mlone bul the whole range of sconomic and even
social policies which require greater coordinaion and
harmonizaton among irade partners. I I8 conbended thal
a regional arangament provides a more viable rmmowork
than a muftilateral one for e olen sensitve task of
rationalizing and harmonizing a wide range of domestic
potcies,

Furthenmore, the increesed compatiion and the
officiency gains fhrough economies of scala in the larger

b For axample, o cowirage and depth of kssuos
caali with in MAFTA are not likely %o be achievabie, o1
least as yel, through a muliisienl forum.
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the Morth American Frea Trade Area Agreemen
(MAFTA) are two major examples of this regionafiza-
tion process. Thére are ofher nitEathes invohlving
devaloping countries in many parts of the world,
githough the progress and achlevemani of these
have remained limited. There are proposals for lrea
trade among groups of developing and devaloped
countries under the auspices ol APEC (Asia-Pacific
Economic Cooparation). Although MAFTA, compria-
ing Canada, Mexico and the United Stales, included

markat-place thal regional amangemanls provide ano ox-
pected bo incraase incoma and exporl capacty, creafing
prossures ki exdraregional irade and hence for increasing
openness.  Therebore, hesa trade amangemants should
ol be wiewed as inherantly imeamd-icoking but rather as
o “second-best" approach 1o daaling with an Increasingsy
complox wornd frade order n o absanca of iha “firsi-
best™ scanaro, namely, a complately Gbenalized world
trada order wilh iransparent and enforceabla “ndes of tha
game". By exposing the parfcipaling countias 1o graater
competiion, by helping lo dismante trade-resthcting
domasic policy regimes, and perhaps by adopling
cesmman negolialing positions o promole Bberalization in
frade nagofiations, thess ragional arrangaments have e
patential, 0 il & argued, ¥ serve as bulding bocks of a
truly liboralizad mulilateral trade order,

Sceplicism  owver the above possibiliies being
reafzed stams largely rom the fear thal thess reglonal
arrangemants have & lendency 19 Jum Inward and pro-
lactionist as they evolve. Sush protectionism, rather than
higher productivity of capital, may draw ifvestmant aemy
from counides excluded from a regonal arangamant. As
countfes al hower levels of sconomic development ame
nol quite In & postion 10 join an amangament on 8 hdly
retprocal bagis, here B ofen A reluctance lo ndmil
B,

In lighd o the abaowe amuments, W s dificull
‘o conciuds a priorl regarding tha compatibiiity of
regionalization with mulsatéralism, Tha crilical issue
fekalas 1 how reglonal Armangements ara concalved and
implomanted. As long as they adopt an apen-doar palicy
o new members, continua with liberalization based on
thie most tavoursd nation principie, adopd libaral rules of
origin, strangthen anti-dumping discipine, they could very
wall sarve &% Duliding blocks ko a more liberalized world
trade order. “Tha compafiblily of reponalism and
maftilaterakem s not & matter of principles, bl of
bahaviours ™

€ Engo Gdlll, ‘Roglonaksm and  muffilataralism:
confici or coomistence?, Developmant and inlermations
Coopavalion, vol. 1X, No, 17 (December 1533}, p. 55
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couniries at substantially differant levels of economic
dovelopment as well, the APEC initlative would
represant an oxperiment om a much grander scale
In terms of the nember ol countries involved and
tha diversity among them. A similar intiative =
alse under way involving the couniries in Morth
Amerca, Latin Amarica and the Caribean. The
Implications of such growing regionalization for
the mulilateral framework of trade nood 1o be
carefully assessed (see box 1.2),

INTERNATIONAL CAPITAL FLOWS

Two important features of inlernational capital
fiows o the developing couniries in recent years
have been fthe growlng Importance ol private
sources and an increasing mposiance of non-bank
gources within the category of private inlemational
copital. This category includes a number of chan-
nals; financial flows comprising bank loans, bonds
and equilies, and FDI. Tho wolume, composition
and the direction of these international capiial flows
have undergone imporiant changes in recont years.

fm the 1880s, liberal market reforms imolving
both the real and financial sectors of esconomiss
waorldwide, an Improvement of the dabt problems of
the developing couniries, and a more active involve-
ment of the former centrally planned economies In
the world market-place, have all provided impetus to
a spurt in Infernational private capital fliows, Tolal
private financial capital flows worldwide almost
doubled from 354349 bilion in 1900 to SB1886
billion in 1833, Alhough international bank lending
has rovived since the debt crisis receded, the
largast share of capital has been raised through
tha Essun of bonds. OF the toflal raized in 1883,
maora than one hal was agemnst bond |ssues and
aboil 17 por cenl in bank leans. Bonds and
syndicaled bank loans together accounled for 75
por canl of the tofal flow. The resl wara against
commercial papers, nolably Eurccommercial papars
and note-issuing facifiies. A smaller but growing
proportion (about 5 par cent in 1993 as against 1.7
per cent in 1980) of the flows ware in equity
capital,

The deweloping countries recelved 112 par
canl of the total Fow in 1993 a3 against 7.6 per
cend in 1890. They received 83 per cent of fhair
fotal from bond iesues and bank loans, a higher
proportion than the 75 per cent share of ihe two
categoriez In the global flows, The zhame of the
developing counfries in iotal bond issues and bank



Ibans was thus higher at 12.3 per cenl than their
share in the total flow al 11.2 per cant In 1993
These hgures indicated thal the share of equity
capital In the total flow for the developing countries
was less than the world average, despite a rapid
increase In swch inflows to some developing coun-
Ires in racent years. As the capital markets in the
developing counfries dovelop and maiure, tho equity
capital flows may be expectad to Increase further in
the future. This caries the impkcation that the
developing countries will have to contend with the
problem of speculative capltal flows thal are now a
reguiar feature of the highly infegrated and
giobalized international financial markets,

The FDI component of capital flows slowed
considerably m 1991 and 1992, tofal plobal
flows dechining from 3208 bilion in 1990 1o $158
bifllon in 1892, bul increasing to 5194 billion
in 1993. This slow-down reflecled a decline of
infiow o the developed couniries, principally from
Japan. The recession aflecting the Investible sur
plus avallable to Japanesa enterprises, combined
with the recession-induced weak demand in the
host countries, caused Japaneses investment in tha
United States and Europe o decline, The develop-
ing couniries, howeves, continued o incroase thair
absorplion of FOM with a sharper acceleration in
raceni years, Thus, the inflows fo the deweloping
countries increased from $51 billion in 1992 1o 580
billian in 1983, The leval of inflows reached n 1993
was almost three times that of 1930, Thal raised
tha shara of the developing countries in total FOI
fiows to more tham 40 per cent, and the share in
incramantal FDI fiow to 80 par cenf in 1993, making
FDI the largest single component of nel resource
flows. # should be nofed that outflows from
developing counfries also increased 1o 14 billion in
1993 from S10 bilien in 1980, The dovaloping
counfries ware thus emerging rapidly not only as
recipients but also as contributors to giobal FDI
fiows,

In 1994, the external environment urned
somawhal less favourable for privale external capital
inflows 1o the developing countries as the broaden-
ing recovary in the industrial countries led to rise in
both shori-term and long-lerm intarest rates in the
United States and some other home counirigs Caus-
ing some partfolios to return fo domestic markets.
Howavar, the impaclt on the developing countries
was not significant with Latin America suffering a
reduction in bonds, equities and, in particular, bank
lsans. In contrast, Hows of oguities and bonds 1o
Asia were siable while the fow of bank loans
significantly increased. Owerall, In 1994, the share
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ol the developing couniries in the global fow o
bonds wan down by 4 per cent and thosa in aguity
snd bank loans weni up by 6 and 8 per cenl
rnspuct’wnl',r."'

The trend towards an increased fow of private
capital to the developing couniries has been in-
fluenced by both demand and supply factors, On
the supply side, the search for higher returns than
available in industrial-country capial markels cou-
pled with he desire of mnstilutional investors o
spread thelr country risks has been a major facior
in increasing culflows from developed countries. On
the recipient side, the demand for capital came
principally from fwo sources, namely, 1o augment
reserves and lo mes! curent accounl balanca-of-
payment deficits arising from fast expanding domes-
tic consumplion and imesiment demand. The pro-
cass of capital transter was aided by tha lberaliza-
fion measures in both financial and roal sectors in
the developing countries. While a sizeabla part of
the inflows in the late 1580s went to augment
reserves in many developing countries with  their
current accounts in the: balance of paymonis show-
ing Increasing strength, more recenl liows have
reflected a worsening of current account balances
since 1990, Rising investment and consumer de-
mand, bultressed by strong ecomomic growth,
caused external payment deficits and the financing
neads to widen. Mosl recipients have sxpensnced
a spurt in domestic investmenl as privatization,
deregulation and other mvestmont liberalization
measures were implemented. Foreign direct imvesi-
mant was financing an increasing proportion of the
large investment being undertaken for the develop-
ment and renewal of infrastructure in many develop-
ing cowniries. This reflected an important now trend
marking a deparfure from the traditional policy
of undertaking infrastructural investment activities in
fhe public sector in many countries, The emerging
capital markets of many devaloping countrias have
aflso become more lberal and receplive of foreign
equity flows,

One significant fact abowt the private capital
fiow to the developing counbries is ils concentration
in & lmited number of the middle-income countries,
particularly in Latin America and in East and Scuth-
East Asta. Thus, Latin Amaerica, East Asia and
South-East Asia received almosi 75 per cenl of all

T Guilsimo da la Dahasa, The Aecen! Surge i Povate
Capital Flows o Developing Countigs: s # Sustrinable?,
1884 Per Jacobsson Leclure, Por Jacobssonm Foundation
{mérnational Monelary Fund, Washinglon, DG, 1884),



privale capital flows fo developing countries during
the period 1991-1993. Argentina, Brazil and Mexico
accounted lor mora than 80 par cent of the flows o
Latin America in thal period: In East Asia and
Sounh-East Asia, China, Indonesia, Malaysia, tho
Republic of Korea and Thalland accounted for 20
per cent of the fiows received. Private capital
flows o low-incoma countries, however, increased
only marginally from $15.0 billicn in 1989 1o 516.6
billion fn 1993, The share of the least developed
countries in fhe tolal FOI inflows lo developing
countries was less than 1 per cent, talling from an
avarape of 2.1 per cent during the period 1988-
1950,

The recen! decling in the volume of officlal
development finance to the developing countries
reflected the growing emphasis on private capial
fiows and a weakening commitmant on the part of
ald donors. Official development assistance (ODA)
from the Dewvelopment Assistance Committea (DAC)
of QECD countrles and mullilateral instilwions fal
by 10 per cemt o $54.8 bilion in 1993 from
2608 bilon In 1982. The decline meflecled a
smallar bilaleral fBow as wel as reduced contribu-
tiens o multilateral agencies. These are attributable
to moves by several donor countries fo cut aid
budgets. The average share of GNP devoled 1o ald
by the DAC countries fefl to 0.29 per cent, the
lowest since 1973 and far short of the inter
nationally recognized target of 0.70 per ceml. One
positive aspect of the siory was thail some relafively
small donor couniries, such as Denmark and
Morway, continued to registar shares ol mora
than 1 per cent ol thelr GNF in aid contributions.
Multitateral landing was similarly on the docline.

Another factor that contnbuted o the slow
growth or decline in ODA flows to developing coun-
iries was the compeling demand on intemational
resources created by such developments as the
increased cost of peace-koeeping operations of tho
United Mations from less than $300 million in 1988
to over $3.6 bdlion in 1993, and the assistance,
provided by OECD countries to eastern and cenleal
European countries, which grew from almost zero
before the end of the cold war fo 575 bilion In
1862, A growing proportion of the availabio aid
resources has also pgone to the provision of
distresa relief in the wake of natural disasters and
he axodus of refugees in many pars of the world,

8 wWord Bank, Financial Flows and Me Developing
Counfries. A Wond Bank Cuarfedy (August 18], p. 21.
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conlributing further to the decline in funding for
long-term developmeni.

This flagging international support for develop-
menl assistanceé comes amids! evidence of chronic
povarty in the world, mounting population pressures;
widespread environmental detergration, and an in-
creasing gap in the living standards between the
world's rich and poor.  Moreover, the dacling in
ODA is of particular concem fo the least devalopad
and other disadvaniaged sconomies. Thess econo-
mies sulfer from a varety of structural limitations
that constrain thelr abilly to aliract private capial,
making the avallabilty of ODA all the more critical
far them.

Al the same tima, thers are some concems
regarding the sustainability of private capilal inflows
o doveloping countries.  With the strengthening of
sconpmic recovery In the indusirial countries, ihe
demand for capital & oxpecied to increasa in
fhose countries. This may reduce the availability
of private capital for developing countries. Besides,
the upward prassure on long-lerm market inferest
rates, resulling from policy measures lo provent
inflaticn and to choke ofl excess demand for capital
in indusirialized countries, may increase the costs of
barrowing te the devaloping countries,

Prospects for an increazed access o tha
regourcas of multilateral organizations are not pro-
miging sither. In fact, not lending (io. new lending
minus repayments ol principal) of the Infernational
Monolary Fund (IMF) fo the developing couniries
has remained negafive since 1986 with ihe
oxcoption of 1881. In 1993 this nogatie nat
flow amourted fo $400 milion, Efforts fo provide
mcreased access to development finance by creat-
ing mew Intemalional fiquidity through the IMF
Special Drawing Rights (SDRs) mechanism  havo
not yel made much headway because of lack
of agreement, either on the size of the SDRs
allocation or on the criteria lo be used in the
distrioution of these resources among the member
countries, A similar reduction in  development
finance channeled through the World Bankfinter-
national Development Assoclation (IDA) as well as
bitateral ODA flows has taken place recently as
noted sarller. In fact, tha nel fransfer to devaloping
counlries through the World Bank/IDA channels also
turned negafive I 1991 and memained so in
1932 and 1983, although fhe nat fransfer 1o
the most needy regions, in particutar sub-Saharan
Africa and parts of Asia, remained positive
The problom of mobilizing development finance is
further compoundad by deteriorating terms of trade



Inat have limited developing countries’ capacity 1o
generate real resources for development through
their own exporl earnings. N is esiimaled thal the
1993 trade activities of developing countries would
have generated an additional $75 billlen, | they
had received and paid exporl and import prices
prevaling in 1989, Ewen with an Increasing
diversification In  export struclures, countries in
South and East Asta sulfered a lerms-ol-irade loss
pauivalant to 1.6 per cent of GDP over the period
1990-1993

CONCLUDING OBSERVATIONS

Tha rates of growth of GDP exporis and
imports of developing countries have been, on
averaga, faster than those of the Indusirial countries
and above the world average in recent years. In
the developing world, the developing countries of
the ESCAP region have led the way in terms of
Imcomae growih in recent years and the pattern s
expected to confinue in 1985, The average growth
in these coumiries & expected lo be 7.5 per ceni
in 1985, as comparéd with 55 per cenmt for the
developing countries as a group and 2.6 per cent
for the major Industrial countries.

While the trade and imwestment inferaca of
the developing countries of the ESCAP reglon with
the rest of the world economy continues to be a
major source of thelr economic growth, this growth
i being led increasingly by growth in domestic
demand and a brisk expansion in intraregional

9 United Naons, "Macrosconomic policy questions:
nol franster of resources Dotwoon doveloping and developed
countries® (AJER30E),

tradga and Invesiment flows. These countries are
glso amerging &s subsiantial contribuiors to the
world capltal flows as evidenl from the Eargs
increase in FDI outflows from them in 1983
These intraregional linkages, however, remain |argely
concentrated in & Hmited number of couniries in the
region. In a regional context, an imporiant policy
issue, therefore, concerns finding ways 1o bring the
rest of the deweloping countries into this “virtuous
circle” of intraregional trade and imwestment flows.

As noted before, the growth in  such
intraregional linkages explaing Im large measure the
resfilence shown by tha deweloping economies of
tha region to the woakness of ocomomic activity in
indusirial countries in recent years, |n facl, he
continuing growih In developing couniries, ospecially
fhose In the ESCAP region, and the assoclated
increase in their demand for deweloped country
axports al a time when the trada among
the developed countries stagnated, wera impartant
reagons wity recession in the doveloped aconomies
did not fum into a giobal recession.

The economias of the developad and develop-
ing couniries have thus become infricably hinked in
an mcreasingly globalized world economy, I s,
iharafors,  essential that international  economic
policy-making should take full account of the rising
Imeractions amaong groups of countries. The etor
to secure & wider participation by developing coun-
tries in the Uruguay Round of multilateral trade
negofiations reflected a move In that direction.
Howewer, policy-making and management structures
of some inlernational institutions continue to reflect
the historical strength of economies of the world at
the time of their inceptions. The question of giving
a pgreater role 1o developing countries in global
economic governance deserves sarious considera-
tion by the policy makers in the International arana.



Il
POLICIES

RECENT PERFORMANCE AND
SHORT-TERM PROSPECTS:
AN OVERVIEW

he developing countrias of tha ESCAP ragion

confinued their robust performance In the past
year, Thelr combined gross domestic product
{GDP) growth rale is estimated al 7.7 per cent
comparad with 7.2 per cent recorded In 1993, The
prospects of thasae counlries in tha years 1995 and
1806 ramain bright with projectod growih rates of
7.5 and 7.0 per canl raspaclively (tabde I111). As in
the pasi, the awerage growth performance of the
developing countries of the region in 1934 far
axceaded thal of tho world which was estimaled al
22 per cent.' This will continue to hold in 1995
and 1995, although tha differentials will narmow as
fhe estimated world growlh mle is expecied to
incroease o 3.0 and 3.4 por cant rospactivaby,

As regards developed countries, Australa and
New Zealand recorded growth rales of the order
of 4 per cent in 1993-1984, They ara axpecied io
Bchieve comparable rates in the nexd two years. In
Japanm, the recovery which appeared fto  have
become firmer by the end of 1884 is expecied to
gain further strengih in 1995 and 19946,

Several faciors support the oplimistic  growth
projections for developing countries in the region in
the nexi two years. The momentum of palicy
reforms with & strong emphasls on deregulation,
libaralization and outward ofientation will ba main-
tained or accelerated throughoul the region. This
will provide a congenial emvronment for sustained
increases  in domestic saving and  investment
Higher production capacity thus created will be
offectively complemented by strong growth in de-
mestlc demand for higher quality goods and

' United Mations, “The word economy at the starl of
1805° (22 Docombar 1954),
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gervices by a growing middie class, Intraregional
trade and invesiment are lkely to maintaim thair
upward frend in response fo emerging changes in
comparative advantage. This will be supported by
an intensification of reglonal cooperation arbiculated
through various regional and subregional coopera-
tion arrangaments. The conclusion of the Unugumy
Round of multilateral trade negoliations will craate
now opportunities for export expansion. With con-
linued policy reforms and rising domestic damand,
the region will continue to attract a significant sham
of global foreign imvestment inflows. While these
factors lend credence to high growth projections for
ihe region in the shorl term, it should bo empha-
sized that the long-run padormance will depend on
productivity improvemants (see bax I1.1).

This impressive growth pedormance of the
devaloping countries in 1984 was achieved with an
gstmated Inflation rate of 9.9 per cenl. Macro-
economic stabilily is widely acclaimed as the hall
mark of the developmen! stralegy pursued in the
Asfa-Pacific region. H is, therefors, somewhat
disconcerting thal the past year saw a significant
incroage in the inflation rate from 7.3 per cenl in
1993, Ablhough the principal explanation Bes in tha
dramatic upsurge of inflation in China from 13 per
cent in 1993 to 21 per cent in 1994, a number of
othar couniries also experienced a substaniial
increase In inflation with double-digit rates being
mecordad in India, Pakistan, S Lanka and Vit
Mam. |l China were excluded, the average Inflation
rate of the developing countrias in the region would
ba 63 per cent in 1994, one parcentage poinl
higher than in 1393,

Whereas the dewveloping countries of ftho
regkon as a8 group recorded an improved growth
perlormance in 1994, there have been significant
diferences amang ndividual countries and among
subgroups. It I8, however, noleworthy that the mild
trend towards a namowed differential between sub-
groups has continuad. Thus, whila the average
growth rate of both East and South-East Asian



Table l.1, Forecasls of growth rates of gross domestic product and inflation, 1995-1996."

Selected economies of the ESCAP region

(Parcanizgs)
Reai GOP infaion

1585 1956 1595 1895

Developed economies of the ESCAP region 25 28 08 1.3
Ausiralia 410 an 25 35
Japan 24 28 0.7 14
Mow Zealand &0 a2 21 1.8
Developing economies of the ESCAP reglon® 75 70 B3 63
Bangtadesh 55 5.8 1 52
China 10.5 T 15.0 Bn
Fijl ar 2k 1.0 v
Hong Kong 54 53 % 6.8
Incia LT B0 9.0 B
indonosia BT &7 64 54
Malnysia 5 B0 A4 45
Hepal 4.5 i 7.0 L
Pakisian aa B B0 7.0
Fhilippines 5.1 40 120 100
Fepuble of Korea 1.5 7.0 BT 59
Singapore 83 7.8 a0 30
&r Lanka 58 8.0 113 LR
Thailand a5 B.6 L] 45
Wigl Mam a5 10.0 100 1.0

Sowrces: ESCAP aslimates; Linited Nations, Project LINK Wordd Oufook [Novembar 1584); and national sources,
A RAelers bo changes in the consumar price indes excepl for Fiil dof which change in GDP deflator has been

mparied, 0

Tha foracasts for counbrps relaby 1o fiscal years definad as follows: FY 199294 = 1993 for ingia; FY 180293

= 1993 for Bangladesh, Pakistan and Mepal. © Based on data for 21 developing economies {ncluding Talwan Province of
China) represanting maore fhan 85 per cent of e populaion ol the reglon; GDP ab marks! prices in Uniled Stalas defisrs I
1990 have been used ag weights fo caloulale the reglonsl growih miles

economies in 1984 increased only marginally, thal of
the South Asian oconomios rogistersd an improve-
menl by nearly a full percentaga poinl.  The
pedormance of tha least developed countries also
improved by a similar magnitude.

The economies of East Asia (comprising
China, Hong Kong and the Aepubilc of Korea) were
estimated o have grown by an avwerage of 8.8 per
canl in 1284 as apgains! 9.7 per cenl in 1393
Among this subgroup of couniries there was a8 major
resurgence of growth in the Republic of Korea,
whila China recorded a drop I its growth rate by
about 2 per cent because of the policy measures
implemantad since 1993 to arest inflalion, The
prospects for the ned two years for these economias
remain bright. Hong Kong is flikely to mainiain its
present growih rate while in the Republic of Korea
there could be a minor deceleration compared with

the wery high rafe achieved in 1984, In China
algo It = expected that a furthor strangthaning of
anti-inflalionary measures will slow dowm the growth
rate by 1 to 2 percentaga poinis.

Tha South-Eas! Asian economies (comprising
Indonesla, Malaysia, the Philippines, Singapors,
Thailland and Viet MNam) registered an average
growth rate of 7.5 per cenl in 1984 compared with
7.2 par cent In 1293, The most significant develop-
ment in this subgroup of countries was the pro-
nounced recovery in the Philippines. The current
projactions for the next two yedrs Indicate thal most
of thesa countries will maintain or slightly improve
the growth rates achisved in 1994,

As noted above, there was about a full per-
contage poinl increass in the average growth per-
lormance of the South Asian countries (comprising



Box Il.1. Sustaining growth momentum through human capital

formation

Econombc growih In & country occurs as a resull
of increased use ol its resource base (labour, raw
malerals and capiial goods) or increased officioncy
in the usa of these rescurces or both. There are finite
limits fo possible ncressas |n the resource Dose,  Thes,
sustained growth In the long run requires the enhanced
producihity of resources. The frm “produciivity” is a
measura of e degres of officloncy with which resources
of all kinds are fensformed inte oulputsd  The level of
producihity In an economy 15 InBuanced by a number of
tactors Inchedng 1he iechnology processes being wsed,
the lesol of managerial efficiency, skills and offorts of
workars, Incénthes provided to workers, govemmend
economic polickes and chanpas in tha tarms of irads.
Among these, human capital is perhaps the mos! cruclal
as i 4 o profequisite for others, such as technological
improvamants,  Therelers, the dewlopmen! of human
resourcas through sducaton and Wraining has mcraasingly
engaged T attertion of pokcy makess in the region.t

Improvemants in human capiial are effected mainky
through formal education and posi-smployment training.
A formal educatien systam has several components.
Primary and secondary level education area needed o
halp workers becoma more mobila and (0 increase thedr
absorplive capacity generally. Vocational and fachmlcal
educalional instifutlons are required o meal e needs for
spacialized skiis. Highar level kaming instituSons, such
as unhvarsiies, produce managers. researchers and pobicy
tachnocrals. Govemnments have usually provided these
educational tacilites for thair population. Howevar, Nscal
festrainds ang in many cases Imposing Bmis on sdutabon
budgats. Whits Governmants continua 1o provide primary,
and oiten secondary, education virfiually frea, turther edu-
calion s les-based and provided theough a wvardety of
amangemanis imohdng the privale sachor. This struciure
inkes Inky account the exiemaliies asscciated with educa-
ton and fraining in terms of tha accumuiated benedits fo
the mdividual recipients, o amployers and 1o the Counny
a5 a wholo.

0 Ear a dotalled cigeussisn on fhe measuramen
ol produciivily, sae Asian Prodoectivity Organizalion, “Pro-
ductvity measurement thedry and practice in Asla”, se-
Tocted papars om APO Symposiem and Workeshap, 1575
w1579, Tokyo,

P The subject of human resources development is
takan up (n muech datall in EBCAR  Strangimaning
Regional Cooperation jn Human Aesources Developmment
wilh Special Reference o he Social Imphcations of
Susiinable Economic Growih in Asia and e Paciic
(STESCAP/1467), 1895,

Production fechnigues are inCraasingly Dacoming
sophisticated and can be abectbed enly by those wih a
cortain minimum jevel of education. A nigher leval of
basic education also increases labour force Mexibilizy
Therelore, Governments have striven lo ralse the peneral
level of egucation of thelr population, prmary education
belng compulsory, and free, I most counties. Gross
enroimant talios af pimary and socondary educafion
leals, plthough guite low in some counirles, heve bean
slandly fsing over ime. Mevertheléss, hiph rabes ol
adult Uitaracy sfil prevall in & number of countries,
aspocially in Soulh Asin. Moroover, the level of general
oducalion, defined in terms ol mean years of schooling
for e population of 25 years of age and over, s gulia
hva N moEl counines.  In 1982, as compared with
arcund 12 mean years of schooling in devoloped coun-
ines, most doveloping counires in tho region had 5 or
loss mean years of schooling® Countrias with Righer
mean years of schooling included Ma Aepublic of Korea
{8.3), the Philippinas (7.6). Sr Lanka (7.2) and Mongota
(7.0). In counines where school enrobment ralics are
low, exirs offoris ame being underioken 1o raisa them
quickty, Thesa rising snrolimand rates are expaciad 1o
relsa the mean yaars of schooling In most counires in
the naar haturs,

Vocalional and fechnical sducation develops
sposinhized skils thal a worker can wss on the job
Countrigs with a retathvaly high share (around 10 per
canl of mofe In 19980) of vocalional and lechnical
education within iofal enrclment in secondary education
nclpdod China, Fijl, indonesia, the Reopublic of Korea,
Papua Haw Guinea, Solomon islands and Thalland. The
private  sacior has been augmenting the offorts of
he putlic seclor in fws arca. For exampls, privata
vocakonal schools, loonsed and subsidized 1o varying
mtents by Governments, have enroBed in recent years
4B par conl af ihe vocational studants in Banglsdash, &2
per cent in Indonesia and 43 per cent in Thadand a
secondary and post-secondary lavels.d

While technical educalicn has besn promobed o
snhance productivity as well as 1o tackis the problem of
unempboymenl, in some countdes fresh gracuates from
vocalionsl insBulions flace greal difficulies ower long

£ Unhed Nationd Developmen! Programme, Himan
Developmant Repart 1894 [Danl, Oxiord University Prass,
1994, pp. 138-139.

d 1 Middelon, A Ziderman and AN Adams, Skils
for Productivity: Vocafional Education and Training i
Developing Countrias (New York, Oxford University Pross,
19a3), p. 31

(Confinued ovaraal)
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(Continved from proceding paga)

pariods in finding waga amploymeni, With tha sxpand-
ing role of ithe private soctos, the importance and
atracivenass of sall-amployment ls ncreasing.  Unam-
ployed persons with lechnical skiis can start ftheir own
businesses.  However, lechnical skills alone are nol
sufficiant: & sall.employed porson akso needs e
ability to mobifize capital, organize production and find a
market for his of her produst Therefore, some leesiness
managemant aducation, especlally in counties whera e
problem of unemployment s serious. should be -an inde-
pgral part of e curmiculem o vocabional and tachnical
oeducation institutions

job laaming or through lormal programmas financed by
pmployers in both the privala and public sectors
provided eiher in the work péaco or in exiernal training
imstitufens. W is genarally recognized thal even (hose
who entar the |ob market with technical educabion may
rigad furthar training fo pedorm spocific lasks. As fis
role in the economy incroases, the private sacior will
hava fo assume greater responsibdity In peoviding pest-
empioyment Iraining: e pilvals sector B In B Deter
position 1o judge fs skil requirements.  In tack, In
and the Fepublic of Korea, mast af the kil
mant of workers has booo laking place through post-
employmont  training.  However, many enierprises In
developing couniries, especially small and madium ones,
do not have enough rosowces jo provide such taining.
in addition, in sltuations of B high twn-over of workers,
irvestmend In tham s not aftractive for amployars.  Thara-
fore, Governmanis have to play an aclve rols in vooa-
ional and technical education and iralRing PMOGrAMMES
b workers. They can induce and help employeds,
especially those in the privale secior, to improve the
shills of their worksrs thwough the pecislon of tex
incantives, subsidies and technical assistance,

Many counfies are Beoing 8 sendpus probiom of
mismaich betwssn demand and supply of skils of thedr

2

i

wiork force, leading 1o unamployment on ona hand and a
shortage of cortain siills on ho othor hand. This prob-
lem of migmalch can bo tacklied through effective human
resgurces. plenning by he Governmenl, keeping in view
future naeds and the demand for various fypes of skiis.
Private sacier iwsbeament in fhis endeavour has been
wary usaful. For exampla, In Malaysia, the |ocal govem-
menl established the Penang Skils Development Caniro
in 19802 Hewleh Packard, Hitachi ana 22 other foregn
companies kecated in that area contribuled money, eouip-
meni and lechnical assistanca. The Penang Cdesalopmant
Cotporaion provided the physical facilifes and administra-
tlon for voca@ional training, and the Scienca University of
Malaysia, academic advice. This fnpariila parinesship
ansures & vocatlonal curriculum Mhal keops paca wih 1he
gkils demanded by 0o privale cachor, Al tho same UM,
the oweshead costs of vocational training are shared with
the pervate seclor, Thamelom, incraasing e rola ol
markatl forces I detarmining the amount and Kind
ol training provided can improve e effecivanass and
etfizioncy of publicly provided training.

In the emerging new amdronmant, Govemnments
may become constralned o reduce their mle as a diroct
provider of education beyond cariain fovels, bul will have
fo assuma & greater responsibility lor coordinating and
suparvesing the activides of pivale sducasonal nslitulons.
This, in tum, will heip in meating the variety and the
quality of oducation required ol tha workiorce,  Govam-
mamds may alss have o play a rofe in enswing thal
pitvaloly provided educalion is accessibe on the basks
of ability, not simply income. Otherwise privals secion
aducation can méniorce existing inoqualiios in Incomo ois-
tribuion.

® 0.5 Tachikl, Human capital lormation;  public policy
sppreaches in the developing Asia-Facille sconomies”,
Pacific Business and Indusiies: RIM, wol. IV, Mo 26
(Tokyo, Sakura Inetitule of Research, 1984, pp. 47-48,

India, the Istamic Republic of lran, Pakistan and S
Lanka) in 1994. This was largely dug to an
improved performance in India and Pakistan, A
further acceleration of growih in these two countrios
is anticipated during the next two years on the
assumption of sustained momaentum in econamic
policy  reforms, Despite prograssive  struciural
changes, agricullure still plays a significant role in
these economies and, thersfore, overall growth per-
formance will remain subject to variations in weather
conditions.

The Central Asian republics conlinued to ba
haunted by the spectra of hyperinflation and falling

output. Despile the traumatic experiences of a
drastic mduction in por capita real income, il I8
significant that these countries have persevered in
thoir pursuit of wide-ranging reforms. In some of
fhesa countries there has been a moderation in
oulput decline and by the end of 1995, some of
fhem are expected 1o record a positive growih e,

Among the Pacific island countries, Papua
New Guinea commands a heavy weight in terms of
its economic size., The average perlormance of this
group Is, tharefore, largely delermined by what hap-
pens in Papua Mew Guinea. In 1594, the average
growth rate of these economigs must have become



substantially lower than the 10.5 per canl achioved
fn 1883 because the unusualty high growth rale of
144 per cent in Papua MNew Guinea in that year
dropped drastically.  The future prospects of thesa
couniries - will remain heavily dependeni on the
prices of thelr primary commodity exporls and on
access 1o external resources which largely finance
thelr development programmes,

As mentioned earlier, thers was an im-
provernen! in the average growth performance of
the leasl devoloped countrias in 1994, This was led
by a major acceleration in the Lao Peoplo's Demo-
cralic Republic and MNapal and rather mid improve-
merts n Bangladesh and Myanmar. In common
with the Pacific igland countries, many of the
least developed couniries are also depandant on
primary commodity exports. A few of these coun-
ries have recently been able fo bring about
some structural change by substantially augmenting
exporis of light manutacturing goods, particularly
textiles, and lourism services. The prospecls of
these countries will be determined by the effective-
nass with which they can implement their recent
policy and institutional reforms and their ability o
accaleraie tha moblization of domestic resourcas,

PERFORMANCE AND POLICY
RESPONSES BY SUBGROUPS

Least developed countries

Im 1994 the least developed couniries in tha
reglon exparenced growth rates of around 4 to 6
par cenf, which is about lhe same as in pravious
years. Their average rate of growth improved to 5.4
per cent from 4.8 per cent in 1983. They all
devoted considerable attention to malntaining macre-
economic slabilty and a measure of success was
atained in several counirios such as in Bangladesh,
the Lao People’'s Democratic Republic, Mepal and
Solomon Islands, Inflathon was reduced, stable and
markal-determined axchange mles were established,
fiscal amd current account deficils were namowed,
and foreign exchangs reserves rose.

But thers were olhers where persisient
macroeconomic imbalances were a cause for
concerm.  In the Maldives. the rapid growih of the
past years based on expansionary fiscal policy and
heavy public inmvestment In economic and social
Infrastruciure  brought about unsustainable fiscal
and current account imbalances that required
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urgent remedial action, In Myanmar, high inflation
and an owenalued exchange rate remain major
problems,

However, macroeconomic siability, atthough es-
sential, s not a sufficien! condition for sustained
davalopment in the least developed countries. The
transition from stabiiity lo growth B & challenging
task and the achisvement of sound macrosconamic
fundamentals is notl Emmediately translated into
higher investment and growth, as demonstrated by
Experience In countries such as Bangladesh and
Nepal.

There has thus besn a renewed emphasis on
increased domestic resource  mobilization to ac-
calerate growth and tha least developed counlries
have been making greater aHoris aimed at fiscal
and financial reforms o slimulate greater saving
and investment, and greater efficioncy in the uza of
resources, Privalization programmes and measures
to improve the efficiency of public enterprises have
been pursued by all tha couniries in arder 1o reduce
the losses of these enterprisos which entail a huge
drain on public resources,

Moreover, efforts worme made 1o implement
markat-oriented reforms and to achieve prealer
private sector participation In the sconomy. Bul
progress has beon slow. Although libaralization and
decontrol measures have been adopled and many
laws and regulaticns heve been passed 10 Improve
economic management and o creala a more
conducive climate for privele sector pariicipation in
devalopment, their implemantation remains far from
satisfactory, Aside from limited adminisirative
capacity, slow progress has also been due to nan-
economic constraints. These Include political insta-
bility, difficully in amiing at a national consensus,
vested interssts, bureaucralic inerfia and resistance
fo change, Insttutional and infrastructural weak-
nesses, and inadequate entreprenaurial ability,

Output growth

GDP growth in Bangladesh was estimated to
ba 50 per cenl in 1994 (see table 11.2). falling
short of the 6 par cent target set for the year, but
above the 45 per cent increase attained in 1933,
The rate of growth of agriculiural outpul at 2.6 per
cant in 1994 was the highest during the 1990s.
Agricultura accounts for over one third of GDPR
employs 60 per cent of the labour force and
occupies a key place in the country's development
strategy.



Table 1l.2. Growth rates, 1991-1994. Selected least developed countries in the ESCAP region

{Percentaga)
HRates of growih
Gross domasic Agriculiune Indusiry Servicas
product
Bangladash 1861 B 1.8 43 a8
1902 42 22 74 40
1563 4.5 18 7.4 A4
180 D 2B 83 55
Berwurian 1591 B a2 55 B3
1902 45 as &2 48
1003 50 a0 &0 70
Cambodia 15N TE a7 85 85
jkid 7.0 1.8 156 1.3
1983 - az 10.0 12
Faribati 151 05 122 -20.1 ~0.5
1582 4.0 16 =108 7H
1893 29 22 21 18
Lao People’s Demacratic 15511 40 =17 19 a8
Rispubiic 1992 70 78 T3 a9
1593 40 ao 1.0 02
Maldives 1891 T4 B3 a8 8.7
1882 63 =15 G0 45
1893 6.2 0.4 g4 78
1884 59 ie au 4%
Myanmar® 1591 -1.0 24 0.1 0.3
1992 &3 136 118 T4
1093 6.0 75 1.8 52
1604 6.4 Sk
Nepal® 1591 45 28 72
1952 24 -12 85
153 249 -1.2 83
1554 T8 Fid T8
Samoa 1891 -16 —4.1 0.7 51
1882 =42 ~10.5 0.0 LHE]
18653 4.8 .
Solomon Istands 1681 a2 20 22 53
1902 a2 Ve
1883 60 e
Tuvalu 1881 1.4 10.0 ns 1.8
1562 BB BO (] 2.1
1853 BT B.O 75 B4
Vanuatu 18991 35 =20 53 54
1862 =01 =52 20 12
1983 20 s e i

Bources: ESCAP based on Inlernational Monetary Fund, (ndermatiora) Fnancial Statstcs, wol. XUV, Mo, 10 [Octobor
1904); Aslan Development Bank, Moy Indicaiors of Developing Asan and Pacific Counfras, 1254 (Owlord University Press,
1594) and Asian Osvedopenenl Oulfook 7804 (Ddord Linhvorslty Press, 1504); and national sources

Mote: Data dor 1994 are eslimaies.
2 GDP at 1985'88 producers’ prices. ©  Indusiry Incliides sarvices.
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Over the past two decades a major objective
of the country has been o achieve salf-sufficiency
in foodgraing production. This objecte has now
bean largely aftained owing lo & considerable
expansion of imigation, improved agriculiural prac-
lices such as the use of fartilizers and better seeds,
and a mora favourabie and supportive policy emd-
ronment that has increased the access ol farmers
la new flechnology and to agrculiural inpuls and
services. Against the targel of 20 million lons sel
for Whe year, cereals owulpul was estimated to be
18,7 million tons in 1994, a marginal increasa over
the 19.5 million tons produced in 1993,  Although
many seclors of the economy have been liberalized,
sglocted forms of public intervention in  food
managamen! are expecied to continue for some
time [n order to respond to the basic needs of the
large masses of the rural and the urban poor Hving
bolow the poverty line.

As in the case ol agriculture, the growth of
the indusirial ssctor estimated &l 83 per cenl in
1984 was tha highest during the cument decade.
Mareover, the rale has shown a8 consistently upwand
trand over tho pas! few years. Export-orented
Indusiries, and especally ready-made garmants,
provided the main impetus to industrial growth, As
for the services sactor, s overall growih in 1994
was eslimated to have Increased lo 5.5 from 4.4
par cent in the prévious year, with public administra-
tion registering the largest increase,

GDP growih in Bhutan was 5.0 per cenl in
1883 comparad with 4.5 per cent in 1982, Growth
of both agricultural and industrial sectors slowed in
1993. Had weather, social unmest in the south and
restraints an logging reduced agricultural growlh to
3 par cenl, compared with 3.5 par cent in the
previous year. Industrial growth al & per cenl in
1983 was marginally lower than in 1952, However,
the services secior performed befler in 1993,
posting @ 7 per cenl growth compared with 4.9
per cenl in 1992,  Increased samings from the
hotel and tourist sector largely sccounted for this
increase,

In Cambodia, GDP growth fell to 5.7 per cant
in 1993 from 7 per cenl in 1992. The presence of
land mines in the fields and increased flooding as a
resull of damage ta dams, flood gates and imigation
channels from years of war and neglect were the
maln consiraints o agricubiural production.  The
gactor, navarthelass, grew at 3.2 per cant in 1993,
up from 1.9 per cent in the previous year, As in
neighbouring countries. emdronmental concerns hawe

led Yo variots restrictions on logging and the
torestry sector outpul is reported o have fallen by
73 per cent in 1983, Growth in the indusirial sector
also lell from 15.6 per ceénl In 1992 to 10 per cant
in 1953 largely because of a sharp drop in cone
struction activity. Growth in the service seclor was
similarly alecled and declined to 7.2 per cenl in
1983 compared with 11.1 per cenl in the previous
year.

Tha economy of Kidbati grew at an esfimated
rate of 2.9 per cenl in 1993, marking three con-
secutive years of positve growth. Ewven though
unfavourable weather condiions adversely affected
copra. outpuf, the ovorall GDP grew bacause of a
substantial increase in commearcial fishing, the deve-
lopment of seaweed as an export lem and a high
lovel of construclion aclivity However, because of
the fact that the population also grew al 2.1 per
cent in 1933, tha per capila income showed only a
small improvement over the previous yoar

Subsistence production mainly In  agriculiure
and fishing cccuples about hall of the labour force
and coninbules aboul 17 per cent of GDE.  Copra
production Is the maln private sector economic
activity. Fsheres production has beéen on a sub-
sislence basis In the past. Recantly, the Govamn-
ment has tried to commercialize and diversify
fishing. The manufacturing sector 5 small and
confined to a few small scabe, simple products.
There has bean some rise in construction activities,
wholesale and retall trade, and in government ser-
vices. In the senice sector, fourism has a great
potential. However, the poor fransport facilities 1o
the island have bean a major problem in . attracting
tourists.  In order lo alleviate the siluation, the
Government re-opened Kanton airport and upgraded
Bonrikl airport in 1994,

In the Lao People's Democratic Republic, GDP
growth in 1983 was lowar than in 1892. The fall
has besn caused by a sharp decline in agelculiural
growth, The agricutture sector accounis for 60 per
cenl of GDP and largely determines the country’s
economic perormance.  Howaever, in 1923 the allact
of tha poor harvest had been moderated by high
growth in the industrial and services seclors. A
36.5 par cent Increase in mining and quarrying and
a 211 per cenl ncreasa in electricity production
underine the good performance in the industrial
seclor, As lor the service seclos, the wholesale
and retall trade posted the highest increase at 18.5
par cent in 1583, followad by hotel and restaurant
{14.8 per cenl) and banking (13.2 par cent),



After a decade of remarkable progress in the
19808 with GDP increasing &t an average annual
rate of 10 per cenl, growth in the Maldives began
to slow during s Thid Plan period (1991-1993),
GOP growth declined from a high ol 16.2 per cant
in 1830 o 6.2 per cenl in 1233,

Tha slow-doan In the economy s largely ox-
plained by poor parformance in the Fsheries and
the lourism sectors which together account for 30
per cemt of GDP. In 1883 the fisheries sector
showed a negative growth of 3 per cent owing 1o
falling world demand and lower prices. Growih also
glowad in the tourism sector from & per cent in
1992 1o 3 per cenl in 1993 because of conlinued
weak demand in some European countrics [hal
provide the main market for the tourist industry of
Maldives.

The manufacturing sector consisting mostly of
garment production, boat building and handicrafis
accounts for only & per cenl of GDP and has been
constrained by & shortage of labour, a small and
fragmented domestic market and high transport
cosls. However, the expansionery financial policy
has resulted in a sharp rlse in construction and in
distribution, The share of construction in GDF rose
from 8.6 per cent in 1990 1o 8.2 per cent in 1983
while the share of distribution in GDP Increased
from 17 1o 19.1 per canl over the same panod.

The economy has been facing capacily con-
siraints as evidenced by tho emergence ol large
macroeconomic imbalances In 1993, In view ol
Ihese difficulties, the growth farget for the Fourth
Plan (1994-1996) has been se! &l a modest
avorage annual mie of 5 par cant

After experiencing negative growth in 1931 the
economy of Myanmar achieved a record high growth
rale in 1992, jusiled largaly by a dramatic increase
in agricultural outpul. Estimates for 1924 indicate
that economic growth as wall as agricultural produc-
lion has been reduced 1o a more modesi level of
64 and 54 per cent respectively. About 50 per
cent of the sown agricultural area is devoled lo
rica cullivalion, and tha paddy output in 1983 msa
to 174 million metic tons from 148 million
ons in 1992, Tha rize in tha sown area by 1.8
million acres and improvement in yields owing 1o
favourable weather wem the main faclors in this
incraasa,

Growth in the manufacturing seclor in 1993
was constrained by low capacity wtilization resulting
from shortages and unreliable supplies of energy,
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transport difficulties and compeliion from  cheap
consumer goods from across the border.  Howaewar,
mining registered a growth of over 20 per cenl.

Growih in the senvice sector in 1933 remained
gluggish compared with the previous year, mainly
because of skow growth of aound 4 par cant in the
transport and communications sactor. The financial
senvices secior maintained a high growth of 18.8
par cenl in 1893 with greater parlicipation by the
private sector in providing banking and financial
services, However, owing to ils negligible share in
GDP, estimated to be 0.8 per cent, Il has had no
significant impact on the service seclor as a whole.

Nepal suffered serious floods and landslides in
migd-1993 which severoly damaged Iransport and
olher physical infrastructure, including the country’s
largest hydroelectric power station which supplies 40
per cant of the nation's electricity needs, Neverthe-
lass, owing to favourable weather, GDP growih in
1994 was estimated 1o rebound to nearly 8 per cent
from a low of 3 per cent in 1993,

Tha agriculture sector which registered nega-
live growih in the two previous years grew at 7.7
per cent in 1984, The favourable impact of reform
measures, parficularly these almed at a groaler
private sector role in the economy, spurred manu-
facturing growth to 11.7 per cent in 1994, Howaver,
thera Is some concern ragarding the fall in lourist
amvals which dropped by 122 per cent In the
calandar year 1993,

The economy of Samoa has been devastated
by successive cyclones ovar the past threa years.
After showing a negativae growth rale of GDP over
the 1990-1%92 period, the econcmy is finally show-

ing signs of recovery. In 1093 GDP grew by 48
pear cenl.

The agrculture sector which accounts for
aboul 40 per cant of GDP, was seversly aflected by
cyclones. This secior showed negative growth rates
from 1380 fo 1992. The pedormance of the
agricullura saclor improved in 1993 with high yields
in the production of root crops and coconutl pro-
ducts. However, the production of tare fell subsian-
tiafly as laro leaves wara struck with disease. The
performance of the industrial sector has improved in
recent years, after showing negative growth ratas in
1880 and 1981, The establishment of an auto-
mobile elecirical wiring Industry has  significantly
boosted industrial oufpul. The service sector has
consistently shown posliive growih rates, However,
in 1982, the growth rate of this sector declined 1o



D8 per cent Irom thal o! 51 per ceml in 1991
Within this sector, restaurants, holels, and distribu-
lion sarvices registered the fastest growth rale. The
success of these industries was largely related to
iourksm,

The economy of Solomon Istands grow al tha
ratea of & per cenl in 1993, lower than that of 8.2
per cent in the previous year, The owerall aconomy
slowed in spite of the boom In logging acthities
becausa of the poor performance of other primary
commodiies and the fishing indusinyg

Logging activities continued unabalad at a rate
estimated o be twice the sustainable lovel during
the firsl quarter of 7984. The Gowvemment is
concerned that at the curment rate of logging, the
rasources will be exhausted by aboul the end of the
cenmtury.  In order to curb logging - acliviies. the
Government has announced two measures: new
faxes of up to 70 per cenl on raw log exports; and
@ ban on rocund log exporis to be introduced in
1897,

The other major primary products have regis-
lerad poot performances. Copra production weanl
down in 1993 reflecing bad wealher conditions,
increased consumplion of green coconuls, and the
overall low economic returm of producing copra.
Cocoa produclion also fell in 1393, The decline
was mainly becauss the Solomon lslands Planta-
llons, one ol the two largest cocoa plantations,
comwverted 240 hectares previpusty under cocoa
plantation to ol palim production in 1933,  The
commercial fishing industry also experienced low
fish catches, with the caltch in 1993 down by 20 per
cent ovar the past years.

The economy of Tinvalu grew al an estimated
rate of 8.7 per cent in 1993, almosl al the sama
raig as in the previous year. The strongesi growth
was registercd in  subsistence  agriculture and
fisheries. The other imporiant seclors were con-
struction, trade, and government sonvices.

Bubsistence agriculture is the most imporiant
sactor in the aconomy omploying about 75 per cent
of the work force. Among commarcial crops, coco-
nul products are of prime imperance fo the coun-
Iry, as they are a major source of export revenue.

Among the Pacdic island economies, Tuvalu's
growih performance has been the mos! oulstending
with over 7 per cent growth throughout the 1980s
Eslimates for 1994 indicale considerably lower
groweth rale because of a slow down in fisharies
and public expendiure.
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The economy of Vanualu grew at a modest
rate of 2 per cent in 1993 after experiencing a
negative growth rate in 1992,

The agriculture seclor experienced & negative
growth rafe of -5.2 per cent in 1992, Tha tradi-
tional agriculiure comprises subsistence farming of
rool crops, tropical fruits, coastal fishing, and live-
stock. Im recent years, fhe country has supported
the production of export commodifies such as
copra, beel, cocoa, and coffes. Some new exporis
crops such as papper, vanilla and kava with grealer
pofential for expansion have also emerged. There
are prospecls of mining manganeso, copper, gobd
and petroleum,

The ndustral sector grew at the rate of 2 per
cant in 1992. Tha main industry s food processing
which accounts for 37 per cent of manufacturing
oulpul. The other important industries are metal
fabrication, footwear and apparal, and sawmills. Al-
though the investiment n the indusiral seclor is
high, the preductivity of the sector is low, There is
conslderable scope o improve the perdormance of
this sector through Increased competifion, provision
ol better infrastructure, and investment in aducation
and fraining of the employees.

The growih rale of tha service sector was 1.2
per cent in 1892, This sector contribuies the most
o GDFP. However, about B0 per cenl of tha
population is still supporied by subsistence agricul-
fure. Touriem which is the most imporiani activity
in this sector could be further developed.

Other Indicators of
macroeconomic performance

The structural reform programmea initiated @0
Bangladesh four years ago has begun Io bear
results. By 1993, nolable progress had been made
in restoring macroeconomic stability.  Inflation in that
year was down to a low of 1.9 per cent from 7.2
par cent mecorded m 1891 (figure 11.1). Price
stability was maintained in the first hal of 1594
when tha consumer price indox increased by only
1.2 per cent. Expansion of the broad money supply
{M,) over tha same period was 4.5 per cent repre-
seniing a shight increase from 4.5 per cenl durnng
the corresponding period of the preceding year.

The fiscal position memained scund, The
percentage of the figcal defict to GDP in 1993,
excluding grants, was -53 par cenl. This has
bean achieved by beller revenue coflection which



Figure I.1. Inflation rates,® 1991-1994, Selected least developed couniries in the ESCAP reglon
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increased 1o 11,7 per cent of GOP in 1893 from
10,9 par cent in 1992, The increase in axpendiiure
was kept low from B3 to BB per cenl of GDP
Howaver, the low implementation rale of the annuai
devalgpment plan has also been held parly
responsibla for the low fiscal defict. Savings as a
proporlion of GDP have consislenlly increased
throughowt the 19390s leading to soma namowing of
the saving-invesiment gap (lable 113}, In 1993,
grass fiwed irmvesiment as a ratio of GDP increased
o 135 from 121 per cent In 1992,  Gross
domastic savings also rosa from 5.8 o 62 par
cent over the same period. Although well below
gther South Asian countries, this ropresents a
signilicant improvement over Ihe lass than 3 par
cenl rate of the lata 1880s.

Them was a marked decline in tha inflaton
rata in Bhutan in 1893 when i fell to 7.8 from 16
per cenl in 1992. This was the resull of reduced
inflationary pressuras in India with which Bhulan has
closa economic links: 1393 also witnassed a sharp
ingrease in the cument account defich which rose
o 20.8 per cent of GDP compared wilh 6.8 per

cent in the previous yeas. The upsurge is accounted
for by an unusual outisy on the import sida, namaly,
the purchass of an additional aircraft for the national
airling. In the absence of this excaptional outlay, the
current accoun! deficl would have shown no sub-
stantive change from the previous year. There has,
however, been a significant Wum-round in the fscal
balance from a deficlt of -4.1 per cenl in 1982 lo a
surplus of 4.6 per cenl. This has bean achiaved by
a concerted affort at increasing revenue through
higher faxes and batter lax  administration while
rastraining current axpendiure growth.

Ganerous financial support from Ihe intarna-
tional community boosted gross domestic investment
in Cambodia 1o 14 per cent of GDP In 1993 from
8.8 per cont in 1992, Gross domastic savings alsa
increased to 8.3 per cent of GDP from 7.5 per cenl
in 1982. Howaever, the inflation rate which had
fallen to 94.7 per cent In 1992 from a high of 171.5
por cent in 1891, rose again 1o 1202 per cenl in
1993, while the current account deficit as well as
the fiscal defichh widened further as a proportion of
GOR



Table IL.3. Summary of macroeconomic Indicators, 1990-1993. Selected least developed
countries in the ESCAP region

{Parcentags)

19840 1297 1952 1853
Banpglagash SavingsGDP 27 a1 58 6.2
investmentGOP 128 115 12.1 135
Budgatary batance G0 0,1 25 22 1.6
Mongy supply growin 8E 7.7 135 160
Bhutan SavingsGOP 2.8 58 54 173
Irvestment GODP 3.0 0.6 3483 8.3
Budgatary balance/GOP =78 0.8 =41 4.6

Money supply growh - 1.1 389 2.1
Cambodia Savinga/GDP a0 7.7 75 8.3
IrvasimantGRe 83 8.4 Ba 14.0
Budgolary balance/GORY =45 A4 =35 =57
Money supply growih 2408 274 1415 256

Kirbal SavingaGOP =123 -5 =224
IvestmentGOP B2.3 63.8 56.2 -5
Budgslary balance/GDP 181 a1 255 78
Lan Peopla’s SavingsGOP 0.8 20 36 4
Deamocralic InvestmentGDP 14.8 130 1d.4 e
Riepubiic Budgatary balance/GDPY -135 -85 -88 -74
Money supply growih .1 125 M5 .i
Maldives Savings/G0P 113 . Ve .
Imestmant'GDP 642 e e P
Budgetary balanca/GDP? =140 =15.8 -18.9 =17.2
Maney supply growth 16.9 26,5 154 48,7
Wyanmar Savings'GDP 17 144 121 123
InvestimentGDP 124 1548 141 133

Budgatary balance/GOP 5.1 -50 -49

Money supply growih 435 353 ars
Hepal Savings/GDP 73 74 9.4 a7
ImvestmantGOP 194 213 218 207
Budgatary halanca/GOPE =105 =116 =33 -10.0
Maney supply growth 22 24.0 150 238

Samoa Smvinge'GOP P i fa
InvestrmantGDP i g e -
Budgatary baanceGDP 4.9 CE: =53 =15
Monay supply growth 42.6 -82 =114 LT
Sgeomon lslands EavingaiGDP s e vs ‘a
InvestmantGODP 2. 25 L0 s
Budgatary balance/GoP® 121 -148 -20.1 -162
Money supply growth 26 234 3.4 181
Tuvaki SavingsBDP 7o =14.0 i .
ireastmieniG 0P 380 B0 as .
Burgetary balance/GOF =23 2.1 578 252
Monoy suppli growih o0 - - -

{Conilnuad on next pagal

ar



Table I3 (eontnued)

(Percantage)
1580 1391 1992 1883
anuaiu Savings/GOP a8 7.6 T 10.0
v stmantiGOP 436 a5.0 360 36.0
Budgetary balance/G0P -7.B 6.7 =T.1 i
Monay supply growih -10.8 124 15.5 123

Soivces: ESCAP baszed on Imtemational Monetary Fund, infernslional Fimdncial Stalstics, varous Issues, Asian Develop-
menl Bank. Key fdicators of Deveinping Asian and Faclfe Countras, 1986 (Owdord Unhversity Press. 1954) and Azian
Develcprnent Cuifook (Ouford University Press, 1004); and natonal sources.

Mote: Monaoy supply refare 1o My,
A Exeluding grants and nel lendng.

Imflation in Kiribati has bean on an averago
ahoul 5 per cent since the 1990s. The prices in
Kiribati are tied 1o inflation in Australia from which
most of Kirbati's imports am  procured.  The
government budget consists of two parls, recument
and development budgal. The recurreni revenus
has besn growing faster than caxpendituras. Tho
surplus in the recurrent budget has mesulled in less
dependence on external finance. On the devalop-
ment budget side, local funds have been insufficient
to cover development expendiures. In 1993, the
Government financed only 3.4 per cent of the tolal
development budget from domestic revenues. The
ramatndar was extemally financed through foreign
aid and loans. Despite the substantial exiemal
resources  avaflable to Kirbatl, there is an urgent
nead lo increass the Geowermnments capacity o
ufilize ald, particularly in the outer istands.

The rate of inflation In the Lao Peopls's
Democratic Republic feli to 7 per cenl in 1993 irom
8.8 par cant In 1992 mainly because of a decline
in food prices. Exchange mate stabilty was also
mantained in 1893 with tha kip per dolfar rate
remaining constant,

In 18992, the domestc saving rate af 3.6 per
cart of GDP was the lowesl among fthe feast
developed countries. With gross domestic Invest-
ment al aboul 14 per cent, the resource gap
amounis o around 10 per cent of GDR A signifi-
canl achisvemen! during lhe 1990s has been the
roduction In the fiecal defict because of sireng-
thened tax efforts and more effective controd of

expendiiure.

The large public sector imvestment in eco-
momic and soccial infrastructure and increased ex-
penditures on public sector amployment led to large
fizeal deficits in the Maldives which reached close 1o
20 per cent of GDP in 1992 and 1993. The fiscal
deficil, met mainly through domestic bomowing,
posed & serious threat lo sustainable development
as it led to inflation, placed increased pressures on
the balance of payments and crowded oul private
investmant. Tha broad monoy supply also marked
a stesp increase. Al these factors led to a further
deterioration In the curren! accouni balance while
axchange reserves fell 1o a low level of less
than two months' imporis. Grant ald has also been
steadily dechining owor the past few yoars.

In Myanmar, the saving-invesiment gap and
current account deficit hawae generally besn low.
But the persistence of a budget deficit and high
rates of money supply growih have caused high
rates of inflation which was estimaled o be 27 per
cent in Soptembar 1294,

in Mepal, the removal of subsidiss and adop-
lion of liberalizing measures in 1992 brought on &n
upsurge of prices and the Inflation rate reached a
record high of 21 per cent In thal year, Bul as
gconomic activity returned o normal, the increase
in the consumer price index (CPI) dropped markedty
in 1993, it was eslimated fo be 9.1 per cenl in
1994, Improvament in the supply siuation, a stable
exchange rale, and lower interes! and tanfl rates
have helped fo dampen inflation as has low
inflation in India because of the close frada links
betwoen the two countries, This period also saw a



significant growih in money  supply, accelerating
to 24 per cent in 1983 from 16 por canl in
1892, However, monatary expansion was projectod
o decline in 1824,

The budget deficit financed by domestic bor-
rowing has bean a significant factor in adding to
inflationary pressures and the fiscal deficit in 1993
estimated a1 10 per cenl of GDP |s on the high
gide. Revonuo has remained stagnant over the
past years al around 10 per cenl of GDP while
expendiures are much larger at around 20 par cent
antd are growing., Several measures wers, theme-
fore, infroduced in 1984 aimed both at raising
revenue and conirolling expanditures 1o redress the
problem.

In 1883, domestic savings stood al 9.7 per
cent of GDP, at about the same level as in 1982
while gross domastic invesimant fall slightly 1o 20.7
par cenl of GDP from 21.9 per cent over lthe same
period. The investment rate ks expected to rise in
the years ahead because of heavy public imvasimen!
in the onergy Sector and incréeased private imesi-
ment in response to liberalization measures, Wilh
slow growth in the savings rale, the resourca gap is
likehy 1o widen,

Thera is a high propensity o consume in
Samoa. Savings as a percentage of GDP have
been estimated to be negabve since 1990, In
contrast, the domestic imvestment has been quite
high. The substantial portion of domestic imest-
mont i financed by remiftances from Samoan
citizens lving abroad, However, thare slill remains
& resgurce gap between saving and investment,

The government budgelary balance has moved
to a defict since 1992, This was mainky
bacause of the increase in the govermmont ex-
penditure on reconstriection and rehabililation follow-
ing cyclones Ofa and Yal. In 1983, the budgetary
dofict deciined as tha govemment expenditure
on cyclone repairs went down. A relatively large
portion of government budget deficits have been
financed by extemal grants as relef for cyclones,
and by a modest increase in external dabl,
Hence, the Government has nol been compebed
o increase domestic money supply fo finance the
budget daficits.

In Solomon lslands, Inflation which moderated
o 5.8 per cent in 1993, is again showing signs of
increase, Up 1o April 1994, the prices had risen by
11.8 per cent in response to the increase in domes-
tic demand caused by a rise in public sector wages,
budgel deficits, and the rse in incoma ralated lo
the legging sector boom.

Despile an Incraate in govermment revanues,
fiscal deficits remained high. The main cause for
the deficit iz excessive govermnment expendilure
rather than poor revenue receipts. Several laxation
changes were also introduced in early 1994, inchud-
ing an 8 per cent goods lax, an expansion in the
coverage of the sales tax, and a 47 per cent fax
imposed on high income eamers.  However, the
efforts to reduce public expanditure ara nol having
significant success. This is evident from the fact
that the Government s resorling to haavy domestic
bofrowing  from the financial system despile in-
creasad revenue collection. By April 1984, the
Government had aiready bomowed S8 26 million,
which exceaedad the budgeted ceiling for 1984,
Thus, control of public expenditure constitutes a
major policy challenge for Solomon Iskands,

Inflation In Tuvalu has been low and has fallen
further from 2.2 per cenl in 1952 lo @ more 1.5 per
cent im 1993, Domestic inflation & strongly influ-
enced by the rate of inflation In Australia, Fiji, and
MNew Zealand = the countres from which most of
Tivaiu's imports are sourced, and by exchange rate
fluctuations of the Austrafian dollar which Is used as
the local cumrency.

The govermment budgel consisis of recurmant
and development budgel. In recurrent budgel, the
expendiiure increased by over 21 per cent langely
because of a rige in civil service wages and an
imcraasa In employment in tha public sector, The
recurrenl revenue also doubled because ol an
exceptionally large increase in fishing royalies and a
gpecial drawings Irom the Tivalu Trust Funmd which
was eslablshed in 1987 from the aid contributions
ol donor countries. As a rasull, there was a large
recurrent surplus of about 30 per cent of GDP in
1952, For 1883, the surplus was expected o fall 1o
about 10 par ceni of GDF. The combination of
racurreni surplus and inflow of external assislance
and grants 1o finance the development budget led fo
a large overall surplus in 1992 and 1993,

Inffathon i Vanuatu aiso has been generally fow,
i was ondy 25 per cent in 18593. The country has
always maintained a high level of domestic invest-
ment, In 1983, investment as a percentage of GDP
was 36 per cent. Tourlsm is tha maln reasen for the
privale investmen! boom. Consistontly high rates ol
invesiment against the backdrop of low growth rates
of GDP over the past years indicate low productivity.
Tha savings rale in Vanualu has been low, domestic
saving as percantage of GOP being 10 par cant in
1853. The large resource gap between imvestment
and saving has boon financed by the inflow of
external resources dominated by develapment aid.



The owerall budge! deficits have wvaried be-
twean & o B per ceni of GDP since 1990. As ihe
direct taxes in the country ane very fow, the govern-
ment revonues ara highly dependsnl on  import
duties which currently provide 66 per cenl of lax
revanues.  The Government has recognized the
adverse impact of high import dulies and i con-
saquently lowering the duties. In order fo compan-
sale for the decline in revenus, efforts are being
made to broaden the tax base:

Policy challenges

Prospects for Bangladesh appear brighter with
achieveman! o macroeconomic stabilty, but the
transition from sfability to growth s proving to be a
chaflenging fask. The policy imperative, thameform, is
o build upon the stable economic environmenl that
has baen atained and to GR the sconomy on o a
higher growth path In order to alleviate the severe
poverty still faced by a high proportion of tha
couniry's population,

An acceleration of growth would require sub-
stantial Increases in both the public and private
sactor investment which together now account for
aboul 13 par cent of GOP In common with many
olher least developed countries, Bangladesh has also
sought to enhance the fiow of fomeign direct invest-
menl (see box IL2). The Increase in Investmeant
would be greatly assisted by rolorms in wvarious
areas, including the simplification of adminstrative
procedureés, the speading up of privalization
and other measures lo deal with inafficlent public
enterprises whose losses now account for 2 per cenl
of GDP.  In addition, improvements in economic
coordination and management 1o incraass the imple-
mentation rate of the annual development plan from
the low rate of recenl years would ba helpiul.
Several measuras in these areas are under impla-
mentation of consideration by the Government. For
exampie, in November 1093 the Privatization Board,
established earlier in thal year, was given an
autonomous status with the authorty fo racruit
local and forekgn consuliants o assist in the privatl-
zalion process. A comprehensive reform of the
Companles and Bankruptcy Acts has been under-
taken. Several organizations responsible for export
promotion are being restructured under the umbralia
of an export developmen! achion plan. However,
the abliity to accalerala the pace of growih through
these measures will also be tempersd by non-
economic  factors  Influencing both  domestic and
foreign investors’ confidence.

In Bhutan, a high priority policy is 1o pro-
mata self-ralianca in its development. Greater self-
rellance implies nol only an increased effort at
domestic resource mobibization and a fse in saving
and Investiment of both the public and the private
gector, but also al human regources development in
order 1o mest the growing need for skilled labour
and professionals from the local population rather
than relying on expatriates. These issues are
highlighted in the cument Seventh Five-year Plan
(1992-1987),

In the 1880s, the good economic performance
racord of 7.4 per cent annual growth was based on
the expansion of the power secior. In the Sowenth
Plan period, as some large power plants are only in
the praliminary planning stage and will not come on
stream unfil the late 1990s, the powar sector i not
expacied o make a major contribution o growth.
Instead, the menufacturing seclor will be the main
sourca of growth to achisve the annual 5.3 per cent
target of the Seventh Plan, The manutaciurng
apctor s projacted o grow at 13.4 per cenl a year
and to nearly double its share of GDP from 7.2 per
cent in 1889 lo 13.2 par cen! in 1897, This good
parformance s o coma from Invesiment in two
large projects, namely, a femo-siicon plant and A&
cement factory. || & also expected that thera will
be a growth of smaller manufacturing establish-
ments with active private sector participation,

Cambodia has been making & determined
affort 1o establlsh macroaconomic stabillty in order
to restore confidence in the economy and to lay the
foundation for reconsiruction and long-term develop-
ment. The Malional Bank of Cambodia has
estimated that the inflation rate fall to 13.7 per cani
in the first half of 1994 while the exchange mate
remained relativaly stable and fomeign exchange
resenes increased,  Fiscal and financial meforms
gained momentum, the budgel was centralizod and
a foreign investment law was passed in 1934 which
provided for liberal tax and tarff incenfives for
export-oriented production and for carlain  priority
projocis in Infrastructure developmani, onergy, and
labour Intensive  industrias. The Govermnmeanl's
ohjectiva assessmenl of the couniry's aconomic
problems and s commitment fo bring about struc-
twral chamges and reforms of tha legal syatem wera
favourably recefved by the intemational donor com-
munity and pledges of external assistance since
1992 have amountad to $1.5 billion. To achiave the
Government's economic growth ftargel would require
a major accoloration In private invastment alzo, both
domastic and loreign.



Box Il.2. Foreign direct investment inflows: prospects for the
least developed countries

The least developed countries in the ESCAP region
have been tacing chronic financial difficulties, roSected in
persiston! budget and extemal paymont deficits, despite
their usually low consumption and Investment leveds. They
hava tradittonally relied upon external savings in the form
of foreign aid to supplement thelr meagre domestic
savings. In the face of possible stagnation or even
diminution of oMicial development assistance (ODA) flows
in the future, the leas! developed counttios have sought
markst-based sources of external financing among which
foreign direct Investment (FDT) is pemaps the most
promising option, Tha reason is that with the present
state of undardeveloped or non-existent financial and
capital markets and pooe cradit worthiness, most of them
are unlikely 1o bo ablo to attract other private flows, such
as portiolio investments and bank credt.

Moreover, FDI inflow to developing countries In the
Asian and Pacific region has been growing rapidly. In
1994, the inflow was estimatod at about §52 bilion, a
quantum jump over $30 bllion recorded In 1892 when
the developing ESCAP reglon accounted for ngarty three
fifths of fiows 1o all developing countries. However, the
principal beneficiaries of such Infows have been the
more dynamic and large economies, such as China, the
mambeor countries of the Association of South East Asian
Nations (ASEAN), and more recently, India,

The general air of optimism regarding the role of
FDI doas not hold for the least devalopad countries which
still rocoive a vory small share of fotal FDI Inflows Inio
the developing ESCAP region. In 1993, for instance, the
share of the leas! developed countries was Just over &
por cent, representing an infinitesimal incroase over the

preceding year,

The growth in FDI inflows into the least developed
countries In the reglon has remained siow daspite their
earnes! efforts, since the lale 1980s, to raise the partici-
mm«mmmmmmmc
reforms which also Included a host of ivastiment
incentives.® Most least developed countries in the region
have aleady enacted foreign Investment laws which
simplify procedures for the approval of foreign Investment
projects and provide tax incentives for Investors. The
trend lowards groater iberaiization of FDI regulasons In

@ For a brie! survey of FDI liberalization measures
hMIMWW“‘A&MAM.MN
islam and N, Majmudar, *Trends and issues in FDI laws
In feast developed countries’, The CTC Roporfor, No. 30
{Autumn, 1880).

he least developed countrles has also been accompanied
in many cases by a varely o! other economic roforms,
such as trade liberaSzation, financial deregulation, the
ofimination of foreign exchange restrictions, and the pe-
vatization of state enterprisas as an ongoing process. In
Cambodia, for example, recent revisions fo the foreign
Invastment law of 1891 simplified procedures %or the
approval of private imnvestment projects, provided tax
incontives for investors, and eliminated foreign exchange
restrictions that currently apply 10 Investors. Myanmas
recantly introduced economic reforms In the financial
sector, which included a relaxation of foreign exchange
restrictions and the entry of foreign banks®  Similar
economic reforms have baen undertaken in mos! of the
other lsast developed countries since the late 1880s.

The availablo ovidence suggests that the Iberakiza-
tion policies may have brought some sizeable Increase in
the Inflow of FOI In a few leas! developed couniries,
For instance, in 1853, Bangladesh recalved FDI inflows
amounting %o $14 million, up from an annual average of
$22 miton over the period 1986-1990. In thé Lao
Poople’s Domocratic Ropublic, FDI inflows woro 548
milllon In 1883 compared with the average ennual infiow
of $2.4 million between 1986 10 1920. Some signiticant
increase was also rocorded for several other lsast
developed countries such as Cambodia, Myanmar and
Nepal.

Thus, there may be some potential for acteleraling
FOI inflows In a fow loast devoloped ccunires with
comparatively larger populations and market size, natural
rasources of inferest to foreign Invasiors, and fourism
potontiad, Even for hoso countries, however, FDI inflows
Mamnbwm1pokuofhdr0m’.
For example, over the perlod 1991-1992, the proportion
of FDI to GDP for Bangladesh, the Lao Poople’s
Demacratic Republic and Myanmar was 001, 0.83 and
0.03 respactively® In contrast, the savings-invasiment
gap for most of these countries is at least 10 per canl
of GDP. It is, therefore, clear that even with a significant
acceleration in FDI flows, the least developad countres’
noed for support through ODA will remain overwheiming
In tha foresesable future.

® Soe Myan View, vol. 1, No. 1 (January 1995).

€ Unbled Nations Conference on Trade and Dovelop-
menl, World Investment Report 1994: Transnational
Corporations, Employment and the Workplace (United
Nasons publications, Sales No. £94.1LA.14), fable IL15,
p. 65,
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Kiribatl has enjoyed an overall budget surplus
for several years. This has been due largely 1o a
heavy dependence on external assistance to finance
its development budgel. The country also needs to
accelerale growth. An acceleration of growth cou-
plod with a reduced dependence on external as-
sistance would require the private sector to piay a
greater role in economic development.  How 1o
molivale the privale seclor to assuma this role will
be a major policy challenge for Kiribatl in the years
lo come,

In the Lag People’s Democratic Papublic,
policy reforms implemented within the framework of
the new economic mechanism, an economic reform
package adopted in 1986, encompassed removal of
prica conirols and subsidios, docontrd o the
distribution of goods and services, reform of the tax
sysiem, instilution of market determined exchange
rates and enactmen! of various legisiation such as
the Central Bank Law and the Forgign Irvestment
Lew. Insfitulional reforms were also initialed fo
resiruciure government ministries and depanments
o improve coordination and economic managemant.
A privafization programme was adopted and efforts
were made fo establish a legal and regulatory
environment supportive of privale sector dovelop-
mant.

As a resull of these measures, Inflation has
boan broughlt dowm to a single digit level, the
exchange rale has been stabilized, and thers have
been [mprovemenis in both the fiscal and current
account deficits.  These favourable developments
hawe had a notable impact on the manufacturing
sector where there has besn an inflow of foreign
imvestment, particutarly in the textile and garment
sector,  Fecently, the Governmen! has also drawn
up a perspective plan to the year 2000 aimed at an
average anmeal GOP growth of B per cent, main-
laining exchanga rate siablity and keeping Inflation
down to less than 10 per cent a year and raising
the invesimant rata at least o 15 per cent of GDF
Furiher efforts will be needed to improve administra-
e capacily curb renl seeking and Increase
infrastructural faciliies to reach these targets.

In Maldives, the major aim of economic policy
has besn lo raduce tho large fiscal deficit which
has risan to naarly one fifth of GDP  Fiscal balance
ig to be restored through an increased tax effor,
particularly by expanding the tax base and introduc-
ing new texes and user charges. The high govern-
ment expendifures on economic and socil Inla-
gtructure will also have 1o be fimmed to a more
sustainable leval, At the same tme, increased
attentien has been given o beiter coordination and
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managemant of resources by introducing institutional
reforms and improving planning and  monitoring.
With a stowing down of public investment, increased
reliance will have to be placed on the private socior
for ha continued development of key sectors of the
economy such as fisheries and tourism. Hence an
important policy objective has been fo Improve the
legal Bnd instifutional underpinnings in the couniny
o create a conducive emnvirenment for privale sector
development. High population growth, emvironmantal
degradation and ihe heavy reiance on expairiate
labour for managerial and technical skills are other
major issues to which the Gowemment has been
giing prigrity afiention,

Myanmar has overcoms the stagnation and
lowe growth thatl had characterized the sconomy over
the past few years and I8 now on & sleady growth
path. Market |liberalization measures, docontrol of
prices, greater participation of the privale sector in
the ecanomy and other reforms mmed at the
establishmant of a market-oriented economy have
continued, A major initiative is currently underway
to boost tourism and 1896 has been designated as
"Wislt Myanmar Year". Anoclher important objective
has been to promote the inflow of lomeign imvest-
men and as of March 1994, a flotal of 21 foreign
imvestmant projects amounting to $1 billon have
basn approved.  Aboul 70 per cent of the iodal
value of this approved investment is in ol and gas
exploration and developmant and the hotel and
tourism soctor. However, the high rate of inflation
and the grossly overvalued exchange rala confinue
io posa difficultias.

In Mepal progress has been made in Eco-
nomic liberalization and In promoting private seclor
development. Reforms to reduce the involvement of
the Stals in economic activities and efforts al
dereguiation In the key sectors of the economy have
been undariaken, In the area of Industrial policy,
controls that had inhibited private Initiative have
been relaxed and new areas opened up to private
seclor participation. The programme of privatization
ol public enterprises has moved apace and
progress has boen made in removing subsidias as
wisll as in ratisnalizing prices In a move towards a
mora markel based economy. In the fimancial
sector, significant developments include the eslab-
lishment of a stock market, dismanfiing of conirols
on interest reles, deregulation of the commercial
banking system, and adoption of measures almed
8l Improving the performance of the Governmant's
financial insiiutions.

Similarly, there have been notable develop-
mants in the foreign ftrade sector. A unified



exchange rate with full convertibility on the current
account was instituted in 1993, while impor restric-
livhs were telaxed and tarifts reduced. As a
consequence, there was a marked improvement in
export perdormance, the balance-of-payments posi-
lipn strengthensd and loreign exchange reserves
rosa 10 @ comfortable level of nine months® imports.
Inflation has also been reduced and a mora condu-
civie . atmosphers has encouraged inocreased private
participation in bolth industry and senvices,

However, these positive results have yet fo
have an impaclt on the overall growth of the
economy. The main consirpints are stagnation in
agriculture and Inability to raise resources to a
sufficient level as reflected in tha high fiscal deficat
and the large resource gap balween saving and
invesimant. A shortage of power has also posed a
sefious constraind |o Industrial expansion and It
could also harm the tourism industry by disrupting
urban services,

The curent Elghth Plan [1932-1897) allaches
high importance 1o promoling broad-based  agricul-
tural growth and divarsification and a major hydro-
glectric project that will soon be implemented is
expected not only to meal the rising energy needs
of @ gowing economy bul also 1o gonorate a
surplus for axporl  Measumes aimed al greater
domastic regource mobilization through tax reform
and more alfsctive resource managamenl 10 conlinod
axpenditures have boen given special emphasis in
Ihe budgel for the fiscal year 1994/95,

in Samoa, the 1994 budgel statement con-
fained impartant fiscal reforms. These included the
introduction of a new value added tax and reduction
of taxes on individual and corporate income with a
view to, infer afa, crealing a more conducive envl-
ronment for privale invesimeant.

The reduction of a persistently high budgetary
deficit i5 8 major policy concern in Soloman islands.
Sevoral measures infroduced in the year envisaged
corporatization and privatization of many commencial
functions perdormed by the Govermnmenl. A new
Ministry of Developmanl Planning was &l up 1o
evaluate developmen! projects and fo ensure thal
expenditure incumed i thelr implementation con-
formed 1o budget provisions.

In Vanualy, customs duties and indiract taxes
are the main source of revenue for the exchegquer
The Government might wish to pay attention 1o the
diversification of s revenue sources with a view to
imparting greater flexdbility to fiscal palicy.

Pacific island countries

A lotal of 19 economies (including liva least
developed countries) or aboud a thid of the
maembership of ESCAP s from ihe Pacilic
subregion. These econombes differ among them-
selves in many ways, but they also share many
commeon features. With the exceplion of Papua
Mew Guinea, these economies ame smal in terms of
their physical size and population. Most of these
economies depend very heavily on @id to finance
developmenl, are extremely vulnerable o natural
calamities and sulfer from a wvarety of problams
ansing oul of remoteness from major economic
cenires of tha world. Thesa and other probloms
confronted by Pacific istand economies have been
highlightad in various pas! issues of the Sunvey

These countries will have to face a number of
emearging issuas in their development effortsz. The
unconditional budget aid, for example, o most inde-
pendent island couniries has ended and the com-
peting demand for the limited aid resources from
varigus claimanis around the globe make it unlibely
that such ald will be restored in the foreseeable
future.  Furthermore, the impact of the Uruguay
Round on these economigs sl remains wnclear.
Ot particular concern to many of these countries is
the affect of the Round on the preferential (rade
arrangements that these counitnes have hitherio
enjoyed, especlally in agriculiural commodities. The
relevant agreements include Lomé IV and the South
Pacific. Reglonal Trade and Economilc Cooparalion
Agreament (SPARTECA), which give duty-free ac-
cess 1o a significant portion of the exporis of the
Pacific island countriés to a number of developed
country markats,

Output growth

Cook lslands has had a remarkable record in
economic perfformance with growth averaging over 6
per ceni between 1991 and 1993, 11 par cani
growth being recorded in 1992 alone (see table
IL4). The plck up in construction acthitles, a sharp
increase in  offshore  financial services and in
tourism and related actvities all contributed 1o the
impressive growth recorded in 1992 This
favourable result was possible even though agricul-
fural oulpul dechned during the year, In 1993, the
cantinued expansion of ihe fransport, public admin-
efration and services sector compensaled for a
large drop in industrial owtput. In that year, the
overall growth rale was only 1.2 per cenl. Tha
astimated growth in 1994 was about © per cent



Table Il.4. Growth rates, 1991-1993. Selected Pacilic island economies

{Perconiage)
Rafes of growh
Gross domastio Agricufitrg [ndLesiny Servicas
progect
Cook lslands 1881 T ~B.7 128 a8
1602 1.0 =8.3 24.0 1y
1883 12 nz =171 a
Fij 1851 or 0.4 a8 =1.5
1992 29 28 T LE-]
1863 20 08 =52 &.0
1904 a2 T4 4.8 1.4
Prpua Maw Guinea 1991 8.5 =26 30.0 6.5
1882 8.5 24 164 Te
1883 144 a0 2.7 331
Tonga 1981 54 8.8 o [N 7.5
1882 3.5 Ta 03 15
1883 248 7 =10 21

Sowces: Ses the source nobes in fable 112
Note: Data for 1994 are esimalas

principally from growth in the service secior,
Towrism is expeécled 1o maintain the growth it has

displayed in recent years, especially as new facilitios
become available.

The impressive growth perdormance achiovad
by Fiji during the late 1980s was not maintained
after 1990. After rocosding almest 12 per cenl
growith in 1889, the growth averaged 2.6 per cenl
betwoan 1990 and 1932, In 1583, i recorded a
reduced growth of 2.0 per cenl, substanfially lower
than 2.9 par cont achieved In 1992,

The indusiry sector, especially the exiensive
growth in the manufacturing sector following the
introduction of lax-free factories, was largely respon-
sible for higher growth in the late 1980s. Garment
axports in fact have superseded gold as Fifi's third
largest foreign exchange samer after tourism and
stigar since 1989, In 1993, however, the industrial
gactor declined by 52 per cent comparad with
7.1 per cent growih a year ago. The decline is
atiributed mainly to raduced construction aclivities,
which maore than ofizel increases In sugar pro-
duclion and garment exports. Sugar production
increased by 3.9 par ceni to 442,156 1ons in 1993
Garment exporls also bounced back to record a F$
12 million Increase for 8 total of F$ 129 million
foliowing a drop in earnings in 1892

The service sector aimost stagnated botween
1891 and 1992 after recording an average growih of
10 per cant in 1969 and 1980, |n 19093, (e sector
recorded a growth of 25 per cent. Tha pedor-
mance of this seclor is largely influenced by the
iourism  industry which is the largest foreign
axchange eamer for the country. Recession in
source markets i 1991 negatively allected tha
touriem industry.  Since then, the siuation has
improved and In 1993 tourist amivals, particularly
frem Australia, Japan, New Zealand and the United
Stales ol Amarica iotalled a record 287 462 visitors,
an increass of 3.2 per cant over the 1892 figure.

The iatest estimates show a meal GDP growih
of 3.2 per cent in 1994, based on a record sugar
productlon of 450,000 tons s& well as increased
tourist amivals. Visilor amivals for the first six
moniks of 1994 showed an increase ol 11.9 per
cent, resulting In an increase of 14.1 per cenl in
tourlsm eamings comparad with the same period
last yaar,

AMer reaching 8.5 per cent annual growih in
1292 and 9.5 per cendl in 1991, the economy of
Papua MNew Guinea perdormed even bettar in 1893
wilh a growih perdormance of 14.4 per cent, Much
cf this sirong growth i atiributed to tho  strong
perdormance of the service seclar which grew by 33



par cenl as a resull ol higher aggregale demand
stermming from logging activity, increased producer
incomas in tha rural saclor, and tha real increasa in
government  expandifure including the restorafion
programme in the North Sclomons Province. Agri-
cultural culput also rose by 4 per cenl with coffes
and palm oll belng the prncipal contribufors. The
production of logs also reached an af time high and
recorded an increase ol 48 per cenl in 1893, The
indusiry sector, however, contracted by 2.7 per cent
faliowing the completion of severnl major projects
including the HKufubu of project fn June 1982, Even
though the non-mining GDP growth especially from
the construction and manufacturing activity relaled
to new mining development is projected 1o recond
& rige, the ecomomy on the whole most likely
experienced & sharp deceleration in 1984 because
of a major fall in patraleum outpul.

The Tongan economy performed relativaly well
in 1981 and 1992. In 1983, however, Il recorded &
reduced growth of 2.8 per cant mainly reflecting the
affects of droughl, but & has besn forecast (o
rebound with a positive growth of 4.8 per cenl in
1994,

The bmpelus 10 economic recovery In 1584
wag expected to come from increasad agriculiural
outpul, particularly squash and also from consiruc-
tion and fourism, The construction seclor recorded
@ negative growth of 65 per cenl in 1903 bul was
forecast to grow by 12.7 per cent in 1384, meflecling
an upswing n investmant in the sconomy.

The foursm industry has been largely respon-
sible for the relatively high growth perdormance of
the Guam economy in rocoent years.  Available
data indicate that before Guam was devasiated by
soveral typhoons in 1292, including typhoon Omar
in August which caused damages estimated n
millions, the economy was deing well. But the
fourism numbers iock a dve after the destruction
by tphoon Omar. However, on the whola, total
amivals for 1982 numbered 876,742, an increase of
18.9 per cent over 1991 mainky owing to amivals
from Januvary through August. MNatural disaster in
the form of & severa earfhquake again struck Guam
in August 1883 and adversely affacted the touwrism
industry  Tourist amivals in 1983 declined by over
10 per cent comparad with the previous year.
Guam's construction industry reached an all time
high In 1921 when 2535 permits valued ot $853
million wera issued. Much of the consiruction
activity [n 1981 was for residential and condominium
projects,  In 1983, the number of permits issued
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Increased, but value declined by 7 per cenl. As a
resudl, the tofgl number of parsons employed in the
construction industry declined by 15 per cenl in
December 1983 compared with the same month a

year ago.

The pedormance ol the Marshall Islands
economy  in recent years has  been largely
influenced by public axpenditure which |5 dependent
on fundng fram the United Siales under (he
Compact of Free Association enfered into in 12986,
Agriculture is dominated by the subsislence crops,
with copra production been the maln source of cash
income,

The Marshaill Iziands cconomy was eoalimated
to heve recorded an increased growth of 5 par cent
in 18993 which was far bafter than tha 1.5 per cenl
average growth recorded durlng the parod 1388 (o
1992, The upsurge of economic activities in 1993
was due to increased construclion, higher lisharies
outpul and & recovery in agriculiural production
wihich was nagatively affectad by cyclones in 1982,

Inflation

in ganeral, the price level in the Pacific
subregion has been lower than in many other deval-
oping countries of the ESCAP region. The ow
inflation rates in the Pacific langely mflect the siua-
tion in major irading pariners, aspecially Austraba,
Mew Zealand and the United Stales. Mosl island
countries  recorded less than 8 per cent inflation
rales with Tonga recording the lowest mie of 3.2
per cent in 1583,

In Fiji, aHer increasing strongly in the first half
ol 1893, the Inflation rate moderated in the second
hall but still showed an overall increase of 5.2 per
cant for tha year compared with 4.3 per cant In
1992 (figure 11.2). The low infiation rate reflecls the
influonce of low inflationary pregsures in Fiji's trad-
Ing pariners as much of Fiji's inflation s imported,
The downward trend continued in 1984 with the
annual averagae inflation rate for the twelve monihs
fo August at 1.8 per cent.

Tha inflation in Papua New Guinea has mo-
derated since 1991, the couniry recording an intla-
tion rate of 5.0 per cenl In 1983. The low infiation
rafte nol only reflacts the low prices in Australia and
Mew Zealand, the major sources of imporls, bul
glso the Governments overall attempt to siabilize
domastic prices through the maintenance of a
stable exchange rate. Tha low level al inflation had



Figure 1.2, Inflation rates,® 1991-1993. Selected
Pacific island economies
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Sources: Sea the source notes in table 1.2
B Pafer o changes in consumer prica index.

baen maintained in early 1984 but the impact of the
devaluation of the local currency in September 1594
i expected to contribute o an Increase In price
lavel in the last guarter of 1984 and into 1895,

The Inflation rate in Tonga fell signfficantly to
3.2 per cenl in 1993 from almost 8 per cent in
1952, The improvement in prices rellects the return
of normal food supply conditions after the drought
in 1992. The inflation rate in recent years has
been higher than those prevailing in Tongas major
trading partners. Apart from the effects of drought,
the rapid expansion in governmen! expendiures
leading to greater budgetary deficits in 1981 and
1992 contributed to the higher inflation rates. Ex-
penditure resiraining measures have had o be
introduced to bring down the inflafion rate. Inflation
in Tonga was estimated lo have remained un-

changed at 3 per cent in 1994,

Food prices feature prominently in Guam's
rala of inflation and much of lis food I8 impored.

In 1991, Guam recorded an inflation rate of 14.4
per canl which was the highest in recent years.
The rale declined 1o 7.1 per cent in 1982, but
picked up again to 11 per cent in 1993

With the exceplion of 1952 when the inflation
raie more than doubled to 10.3 per cenl following
tha two cyclones which struck in lale 1997 and
garly 1992, Marshall islands has maintained prica
stability in recen! years. In 1993, the inflation rate
was estimated to have been 5 per cent, which was
still higher than the average rate of 2.4 per cenl
recorded during the period 1989 to 1991,

Budgetary balance

Most Pacific isiand countries have succeeded
in restraining the overall budget deficit to less than
10 per cent of GDP in recenl years. However, it
should be noted that in many of these countries,
external grants play a major role in government
rovenues and hence overall budgetary balanca gives
an inaccurate picture of fiscal managament.

Despite its attampts to have a balanced
budget, several factors have coniributed to persist-
ent budget defichs in Fii in racent years (table 1.5}
In general, expenditure has ahlways been greater
than originally estimaled while revenue has not kepl
pace with the actual Increases in expenditures.
This was the case in 1993 when there was an
overall deficit of 2 per cent of GDP compared to 1
par cent in 1992, Expenditure had to be increased
to accommodate increases in wages and salaries as
well as reconstruction nesds following the destruc-
tion by cyclone Kina in January 1993. The shortfall
in revenus was mainly caused by difficulties in the
administration of the new valus added tax.

The revisad 1994 budget presented to parlia-
ment in April 1894 continued to emphasize the
Gewamment's commitment 1o a low deficit policy,
The budget called for restraint in  govemment
expenditure and reform of fhe tax system lo
Incresse revenues, The anticipated daficit of 2.9
per cent of GDP was 1o be financed mainly from
domestic sources. However, avaidabla figures sug-
gest that the Government’s fiscal operations in the
first six months wera expansionary compared with
the same pariod last year. Total expenditure for the
first hall rose by 18 per cent over the same pariod
last year while revenues rose by 14 per cant. The
ovorall budge! defict increased to F§ 41 milion
during the first half of 1984 from FS 25 million



Table I.5.

Summary of macroeconomic indicators, 1990-1993. Selected Pacific Island

economies
{Parcantage)

1500 1851 To2 1883
Fijl SmwinguG0DP 163 142 14.5 14.8
investmant'GDP 17.1 133 133 167
Budgetary balance/SDP -22 -23 -1.0 -20
Money supply growth 08 34 145 158
Papua New Guines SavingaGDP 2.7 16.8 234 &8
InvesimentGDR 24.4 T4 238 188
Budgetary balance/GDP -35 -1.8 53 -a3
Monay supply geowth =02 213 48 213
Tonga Savings/GDP 107 -16.8 =133 o
InvestmentGOP 18,7 17.8 18.1 -
Budgetary balance/GOP =13 -64 -42 18
Monay supply growth b ] 15.2 =127 34

Sowrees! See ha source noles In lable 113
Note: Money supply refers fo M,

during the sama perod in 1993, The deficit was
mainly financed by the issue of treasury bills.

Papua Mow Guinon adopted a restrictive fiscal
policy In fight of decreasing external budgetary aid
in 1981. In thal year, the budget doficit was
restricted to below 2 per cent of GDP  However,
for the last threa years since 1592, the Government
appears 1o have adopled an expansionary stance.

The change of direction was prompled by tha
concam that the non-mining private seclor, perli-
cularly the agricultural sector which supports about
90 per cenl of Ihe population, was nol being
adequately developed fo generate enough jobs for
the rapigly growing labour force. As a resull, the
budget defict significantly increased to 5.3 per cent
of GOP in 1882 bul fell to 3.3 per cent In 1993, A
lorge proportion of the defich was fingnced from
domeslic sources.

In March 1894, the Govemnmen! mada adjusl-
ments o ils policy by announcing a mini-budget
which was prompted by the deterioration in the
fiscal outlook, made woree by the fallng oll pnces.
The main ilems were expendiure cuts of 54 milfion
kina in local govermment and the wvillage senices
schemes and naw revenus measures ospecialy
concarning personal income fax and import duties
aimed &t raising 81 million kina.

Avaidable data suggests that for the first three
months of 1894, there was an overall deficat of
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163.4 milion kina compared with 60.4 million kina
in the cormesponding perlod in 1993. A balanced
budgel iz belng aimed lor in 1996,

Tenga's fiscal policies durlng the 15805 am-
phasizead balance on the curreni budget and the
genaration of small savings to finance tha develop-
ment budgel. In 1980, the Government awarded
salary and other bensfits in the order ol 34 per
cenl la the civil servants. As a resull, a significant
increase in the deficit emerged since no provisions
ware made for addiional revenue measures 1o
maintain fiscal balance. These wera subsaguently
infroduced In 1291 budget which included increases
in import duties for selected items and a general
rnge in port and service tax. The Tongan Govern-
menl was nol successful in s atlempts to restore
budget balance in 1992, atthough the deficil which
was financed largely from domestc sources, im-
proved considerably from the leval in 1981, The
Governments efforls finally paid o when the
budget recorded an overall surplus of 1.8 per cent
aof GDP in 1933 The 1934 budgel reiterated
commitment to expendiure restraint and & return to
balance on the recurrent account,

In Cook Islands, thare was a small budgetary
deficit in 15590, which then deiericrated in 1991 Io
85 per cent of GDP but improved again to 7.4 per
cenl of GDP in 1992, In 1993, the budgel deficit
was equivalent to 16 per cent of GOP which is
gxplained by the increase in expendiure, especially



capifal expenditure. Current expenditure in 1993
was aboul 45 por cont of GDP. much the sama as
during the previous five years, This Gconlrasts
sharply with most other island countries whera
curren! expendilure ususlly contribules 1o the budgel
daficiie.  Much of the deficit has begen financed
through external bomowing which clearly axplains
why the counlrny's exernal debl has almost
increased five times from 22 par cet of GDP in
1980 to 100 per cenl In 1983,

The combined government revenuss n Guam
for 1003 fotalled $5689.29 milion which wos an
increase of 5.5 per cenl over 1991, Much of the
revenue, aboul 79 per cenl, was from taxes. The
combined expendidures for 1593 tolalled $573.2
million which was an increase of 6.7 per cent from
1882, There was an owverall surplus in the budget
of $116.7 million. The Government of Guam spent
about a fthird of tofal expenditure on education In
1993,

Marshall Istands recorded budget deficits in
1881 and 1982 following surpluses in the three
preceding years, The daficil in 1992 was caused by
an increase in folal expenditure by 13 per cent
while total revenue declined, mainly because of a
fall in non-tax revenues and grants from the United
States. The worrying frend is thal cument expen-
dilure, especially om wages and salares has
increased steadlly In recent yoars. rsing by over 22
por cerd since 1880, The budgel defict in 1952
was equivalent 1o 28 per cont of GDP compared
with a daficit of 10 per cent of GDP in 1891,

The Central Asian republics

As discussed in the {533 Survey the
most  defining characleristic of the macroeconomic
scanarios In the Central Aslan members of
ESCAP, namely, Armenia, Azerbaijan, Kazakhsian,
Kyrgyzsian, Tajikistan, Turkmenisian and Lizbekistan
gince 1890 has been a sieep decline in oulpul in
combinalion with extremely high inflation  rates.
Against this backdrop, policy prigrity has focused on
devising and implementing fiscal, monelary and
trade policies to promote both  the  short-run
slabllization and the longarrun growth and restrac-
turing of the economy. The instijutional prereqgui-
gilgs to implamant these policies effecthvely tfaks
tima to be met. MNewertheless, there Is a strong
and understandable pressure (0 achieve guick
results In terms of combaling infiation and contain-
ing declna im outpu! with a view 1o suslaining
popular support for reforms,  Recanciling this short-
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run need with the longer-run needs of aconomic
restructuring and growth has posed a formidable
challenge to the policy makers In the transitional
aconomies in general and the Central Asian ropub-
lies In particular.  As with other transiional econo-
migs, the Centra! Asian republics have 1o addmess
the problam of reshaping economic policy to achisve
the objectives of stabilizalion simultaneousky with
major institutional and structural reforms  encom-
passing, Mmfer ala, price and trade lberalization,
privatization and the creation of essential markst
economy  infrastructure.  Moreover, they have lo
confend with the challenging lask of buiding
enlirely mew institutions such as central banks and
cuttoms administration essenfial for national ooo-
nomic soveresigniy.

Outpul growth

The general pattern of declining output re-
ported In 1993 continues fo ba present in varying
degracs across the countries under raview.

The conflict betwean Armenia and Azerbaijan
has adversely aMected this process of stabiliza-
thon and growth of bolh these economies. How-
evar, Armonia appears to have succeeded in limiling
the fall in gross national product (GMP) and may
howve recorded a8 modest posifive growth by the end
of 1984, a nolabla pedormance considering that
Armenia had experienced the deepest economic
decline among all Ceniral Asian republics in 1602
[ses table I.6). Although still heavily dependent on
imported food, Armenia also reporied an increase in
agricultural production during 1994 and a shift in
agricultural product mix toward food.

Both the ned materal product (MMF) and the
industrial ouipul fell by an estimated 25 per cont in
Azerbaljan during the first eight months of 1994,
This ropresents a steeper decling than thal expa-
repced in 1893, With industry accounfing for 51
per ceni of the NMP (as of 1982), Azerbafjan is the
most industriatizad among these republics, Produc-
tion in many industries. however, was geared to
markets in the rest of the formar Unkon of Sovie!
Soclaiist Republics. The disruption of inter-republic
trade links clearly confribuled significanily to the
particularly pronounced fall in industrial outpul in
Azerbaijan. Agricultural production also  generally
deckned, althcugh to a smaller extent, in the wake
ol a larga fall in 1983. Grain outpul iz osfimatad at
80 per cent of the 1993 level; part of this fall could
be attributed to lower agricultural acreage caused
by hostilities with Armenia.



Table IL6. Growth rates, 1991-1993. Central Asian republics

{Percamiape)
Raites of growth
Gross domestle product Gross agriculiual farogs incietral
or nai maledal product oulput oufput
Armenia 1aa1 =114 1.0 =T.7
1862 —4B.0 =13.0 =525
bi: 05 ] -a9 =5.0 =11.1
Azarbaljan 1981 =04 - &7
1982 ~28.1 =25.0 =24 0
1933 133 =170 -G8
Kazakhstan 1881 =103 8.0 =08
1882 ~{4.2 1.0 =148
1883 =128 =300 =161
Hyrgyzsian 1831 =52 =80 =03
1582 =18.0 =5.0 =368
1643 =174 =20 =2d.a
Tajikdstan 1891 -84 -10.0 =38
1862 —31.0 =270 -243
1853 210 =20 =185
Turkmenisian 1881 =47 =20 48
1882 =53 -8.0 =167
1893 T8 8.0 53
Liztsaidstan 1991 =24 =50 15
1082 =12.8 8.0 =82
1833 -3.5 = =

Sources: Economic Commission for Eutope, Economic Survey of Europe i 1883-1834 (United Nakons publicasion, Sales
ho. E84 ILE.1); and The Economist Inteiligenas Uindt, Georgie, Armanin. Argvbagan, Karakhsion, Confml Azl Rapublics, 4th

guarner 1994 (Londan, Businese Intamational Limited, 1994],

Hich In natural resources and with tha highest
per capita income among the republics, Kazakhstan
experienced the steepest fall in oulput along with
the second highest inflation rate in the region
during the January-August 1994 period, GOP was
reported to have fallen by 30-35 per cenl as com-
pared with 10.3 par cant in 1991, 14.2 par cent in
1982 and 128 per cent in 1593, As of Movember
1894, Industrial output was estimated to have bean
28 per cent below the 1933 level. With agriculture
and forestry accounting for 48 per cent of MMP
Kazakhslan Is the only major grain exporier among
the rapublics. In 1984, agricultural cutpul declned
as a result of disruption in impul supplies and
unfavourabla climatic conditions.

In Kyrgyzstan cutput fell by 25 par cent during
the first eleven months of 1994 as compared with a

174 par cent fall in 1933, This indicates that the
economy is yel to turn around., Since the defence
indusiry accounts for & significant proportion of
Kyrgyzsian's indusirial output, problems in convart-
ing fthese indusiries to civilan uses coniribufed 1o
the poor Industrial recovery in an importanl way.
Another devalopment that has made the transition
process more difficult in 1984 was the decline in
basic foods production, estimated a1 about 40 per
cant.

Tajlkistan recorded the highes! outpul decline
among the Ceniral Asian republice during 1583
The decline continued through 1994, During the first
ning months of that year, the industrial ouiput fell by
25 per cent. Particularly hard hit was the consumer
goods industry where production fell by 41 per cent
with claar implications for the standard of [ving,



Turkmenistan which, along with Uzbekistan,
has adepted the most cautiotss approach to the
scope and speed ol economic reforms also experi-
enced a steep output dociine in 1994, During
January-Adgust 1994, NMP and industrial production
fell by 17 and 32 per cenl respectively, as
comparad with some positive growth in 1983, The
major shock o the indusirial production in
Turkmenistan cama from the crisis in gas produation
caused by non-payment by two major importers:
Ukraine and Georgia,

Crvar the January-August 1984 period, the
MHMP and industrial production in Uzbekisian Izl by
an estimated 8 and 1 per cent respectively. Pro-
duction of consumer goods and agricultural output
in fact increased by 4.4 and 124 per cent respec-
tvaly, Tha oulputl of grains was eslimated 1o have
increased by as much as 41 per cent reflecting
the new policy emphasis on reducing dependence
on imported grains and consequent switching of
acreage from colton, a major source of foreign
exchange aarmings.

Demand components

Amy attempt to decompose the national output
into its demand components in the Central Asian
republice runs into & number of difficulties, both at
concepiual and praciical levels. In the nalonal
accounting aystem in the former Soviet Unlon, the
copcam was with the supply rather than the
demand side of the production process boecause the
fevel and the composition of production were based
on administrative planning rather than on demand
patterns. arliculated through the marksl choices,
Statistical systems for irade, national accounis and
secioral oulputs diverged considerably from  the
standard, internationally accepted concepis and for-
mats, complicating the task ol generaling compa-
rable time-series data, Economic volatiity and
inslitutional transition also make the task of system-
atic data collection a particularly difficult one. A
number of inamational crganlzations within and out-
gide the United Malions system are now helping
gome of these countries 1o develop now statistical
information systems thal reflect the needs of
market-based decision-making and conlform o
standard international practices. Pending the avail-
ability of data generated fhrough the wse of such
reformed methodologies and systems, due caution
naeds 1o be exercised in interpreting the svailable
dafa.

Recenl data indicale thal consumption {(private
and public) accounts for roughly 80 per cemt of the

nal matenial product in most Contral Asian republics,
Although consumption in recenl years cannol be
precisely determined, there ks indirect evidence fthal
suggests that the declining frend in real private
consumption in most of these gountries has contin-
wed in 1894, Thus, in Kazakhsian, ovar the pericd
Januvary to Movember 1994, the index of nominal
parsonal expendifure on goods and services went
up 1o 519 a3 compared with an Increase in The
consumer price index o 699, implying a fall in real
consumplion, Similar estimates, admitledly crude,
for Turkmenistan and Armenia also show a fall in
real private consumplion. Such a decling In real
consumption In most of these countries is also
consistent with the sharp deckne In the relall sales
by the officially registored enterprises.

Thera is litile hard data that would indicata the
source or magnifude of privale savings in the
Central Asian republics. Until very recently, many of
the motives for private saving such a5 planning for
refiremant, acquisition of real estale or paying for
the future education of children did nol oparate in
these counines the way they do in market scono-
mies. In & sense, privala saving i & new phanom-
enon in these countries. Against the backdrop of
yary high inflation and 2 nascent system of financial
intermediation, i iz unbkely thal these sconomies
have generated private saving on any significant
scale. I} has, however, been speculated that high
inflation and exchangae rate uncartainty might have
lad to some capital flight, athough it Is not possible
10 document the magnitude of such transfers.

While real consumpfion has fallen in  maost
cases, it would appear thal it was investment that
bora the major brunt of the steep decline in real
aggregate eqpenditures.  Mast of the investment
acthvities in these countries confinue to take place in
the pubdic sector. During 1994, capital investiment,
critically Important for achieving economic restruciur-
ing, suffored a serious set-back in all countries
except Turkmenistan where the fall in capital ox-
penditure was loss serious. Turkmenistans ability to
prevent a sharp fall in capital expenditure in the
short un can be explained by the continued regula-
tory control of investment aclhilies and a mare
cautious approach o structural reforms.  Social
imvestmen! axpendituras on residential construction,
schools and hospitals also declined in these coun-
Iries.

Given the dominant role of ftrade among
members of the Commonwsalth of Independent
States (CIS) n the external oconomic rofations of
the Ceniral Asian republics and the severe disrup-
tions following the dissolution of the Soviet Union,



the foreign trade sector was clearfy a source of
strong negative shock to  thesa economies.
Although it is difficull to come up with firm figures
on the wvolume, velve and direction of Intra-CiS
trade, it is generally accepted thal such trade
confracted across the region. The introduction of
new national currancies, exchange rate wolatility and
tha absence of a mullilateral payments mechanism
led to increasing reliance on bilateral trads, some-
times of a barter typa, During 1994, evan many
of these bilaleral agreemants did nol actually
maieriaiize becauss of supply constrainis and tho
breakdown of payments mechanlsms. Given the
integrated character ol the economic siructures of
these economies, a ravival of the intra-CIS lrade is
likely to play an important “pump-priming” role in
the short-run recovery of lhese economies, In
Octobar 1984, an agreement was signed among the
CIS republics on the creation of a paymenis union
which would provide for mutual comartibiity of
currencies and for both bilateral and multilsteral
payments mochanizms,

Inflation

Extramely high inflation continues to be the
dominant featurs of the macroeconomic scenes in
thesa countrias (figure IL3). Ewven in counlries such
as Armenia where pedormance on the prodiction
gide shows significant Improvement, high inflation
remaing a major impadiment 1o the processes of
economic recovery and growth, The f{reeing of
prices in economies whera large enterprises enjoy
subsiantial markat power, the upward revizion of
adminkstered prices, the supply bottlenscks created
by disruption in the mput delivery networks, and the
confinuation of large fiscal deficits fnanced princi-
palty by borrowing from the central banks have all
played important roles in crealing and susfaining a
highly inflationary situation. Also imporiand in the
frflafionary process was an  Inherled economic
giruciure charactorized by ihe dominance of raw
materials and defence indusiies and an insufficient
davalcoment of the consumer goods seclor.

Figure IL3. Inflation rates,” 1991-1993. Central Asian republics
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During 1994, Armenia recovered significanthy
from the hyperdnfialionary siuation that charac-
terized itz economy In 1992-1993. Since the middie
of 1994, the price rise has been relatively re-
strained; retail prices increasod by a monthly rate of
only 1 per cent as comparad with a 26 per cent
imcrease In January 1994, This roflects 4 mom
restrictive regime of budgetary and credil policies
pursued by the Government and the central bank
as well a5 an Increasad supply of goods in the
markal. However, there have basn indications of
accelerating infiation since Seplember 1994,

During 1924, the inflationary situation In
Azorbaigan remained sernous; tho consumor price
index rose by 325 per cend from January 1o
Ociober 1994, fuelied by a large budgetary deficit
and a seven-Iodd increase In the money supply.

Tha consumer price inflatlon in Kazakhstan for
1993 wes esfimated at 2285 per cent, For 1994,
available dala indicale an increase in retail prices of
683 per cent ower the period January 1o November,
A spacific feature of tho inflaticnary situation in
Kazakhstan was the grealer escalation in producers’
prices than in retall prices. This seems to under-
score the imporfance of cost and institulional factors
in the infiationary process. In fact, demand factors
such as a budgetary delicit and credit expansion
wera moderate during the year againsi the backdrop
of a budgetary paolicy which aimed al reducing the
ovarall budgetary deficlt as a percentage of GDP
and Imposing imiis on the exten! of bank financing
ol such a defict as woll as on all budgetary
transfers and subsidiss.

Among the Central Asian republics, perhaps
the best success in the fight againgl Inflation has
bean achieved by Kyrgyzsian in 1994, There was a
drarnatic slowing down of the inflationary trend with
iha monthly inflation rale dipping to 2.5 per cent in
July and August 1984. Tighter fiscal and monatary
contrel contributed to this process: the budgetary
defich was kept within a 7-8 per ceml rangs of tha
GDP and the overall credit expansion was modest
by the standard of other Central Asian republics.
Howewar, the policies that produced significant
results in fighting infiation may also have contri-
buted to the deepening o economic confrattion in
Hyrgyzstan during 1994,

In Tapkistan which had a c<onsumer price
infiation of soma 2000 per cenmt in 1983, inflation
appeared 1o have significantly slowed down in 1994,
The fact that Tajikistan ran & small budgel surpius
in 15934 might have helped in the process. How-
ever, # may be pointed out that Tejikistan, as the
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sole Cenlral Asian republic member of the rouble
fone, exgrcises only limited control over s monay
supply through its budgel. The other possible
partial explanations for the deceleration in inflation
in Tajikistan include the exchange of old Russian
roubles for the new in January 1994, the temporary
freezing of bank doposilts and the imposition of
price controd an ten basic consumer fems.

There was & quanium jump in consumer
prices o over 400 per cenl in Turkmenistan in
Movembar 1993 largaly as a rasull of the liberaliza-
tion of food prices. Owver the Janvary-Augus! 1994
period, retail prices increased by an esfimated 366
per cent with monthly inflation rates somatimes
assuming hyper-inflationary proportions. Such high
inflation was fueled in no small measure by a heavy
budget deficit financed through credit expansion.
Howevar, inflation in Turkmenlstan was perhaps
foss painfyl than in other Ceniral Asian republics
bocause Turkmenistan otill refaing extensive social
salaty nels.

Whila Uzbekistan performed reasonably wel
on the production side in 1994, retall prices in-
creased by 158 per cent from January 1994 to
Septembar 1904, although inflation seems to have
modarated from July 1984 onward, The major
source of Inflation in the sarly part of the year was
cradit expansion. Since July 1984, however, tha
introduction of mew curency (som), a mora resiric-
ive monstary policy, a moderate budget deficit and
an increased supply of goods and servicas hawve all
helped to moderate the inflaionary pressure in
Uzbakistan,

Policy responses

While the scope and the speed of economic
reforms have varied substantially across tho Central
Asian republics, they have all had the common
experience of declining output and high inflation, as
noted belore, Under these adverse macroeconomic
conditions, the policy focus should rightly concen-
trate on stabilization measures aimed at containing
inflation through the adoption of tghler fiscal and
monatary  policies.  Kyrgyzstan and  Kazakhstan
wara (he first among the Central Asian republics to
cooperale with the Inlermational Monatary Fund
{IMF} in designing and [mplemanting economic
policies with strong stabillzation componanis.

dince financing of the budgetary deficlt by the
banking system is incompatible with their goal of
slablEzation, somé of those countries, such as
Kazakhsian and Uzbekistan, ennounced specific



plans 1o use treasury bils lo finamce A specified
propartion of the budgetary deficlt. The success of
such refatively non-inflationary financing  clearly
hinges on controling inflation withoul which those
new financial instruments would not offer aliractive
channals for domestic savers, Unless appropriato
money and capital markels develop quickly, the
Governments may be tempted lo force these bilis
on the banking system, thus leading fo monelary
expangsion. Despite substantial increases i the
noamingl inferesi rate iIn most of these countries,
tha eal inlerest rate still remains largely negative,
implying & fow cost of debi-linancing of the budget-
ary deficii. However, as inflation is brought under
conirol, gradually leading to positve real interesi
rates, the cost of servicing the public debt would go
up with obvious implications for the budget defici.
The thrust of the policy actions should, therefore,
be directed al narowing the gap between budgetary
revenues and expendilures.

On the tax side of the budgstary process,
mos! of these countries have made major progress.
The multiplicity of turm-over faxes has been replaced
with value added lax in combination with oxcise
taxes. Moreover, business and personal income
taxes have been streamlined in the context of
emerging market-oriented economiss.  In practice,
the rovenue potential of those measures was nol
realized bacause of a number of adverse conditions;
ghrinkaga in the rovenue base roeflecting the
depressed siate of these economies, the nagative
impaci of inflation on the real value of tax proceods,
increased transactions in cash making tax collection
more difficull, and tax evasion. Looming large ovar
ihe budgetary processes in all these countries is
the guestion of how fo replace the subsiantial trans-
fers from the former Soviel Union budge! which in
some cases made up 30 per cont of the budgetary
revenus In the past,

On the expendifure side, the state-owned en-
terprises contlnue to draln off scarce budgetary
resourcas.  In Armenia, for instance, net lending 1o
the stalo-owned enterprises accounting for 17 per
cent of the GDP went up further In 1994, offsetting
the impact ol the reduction of real wages of govarn-
ment amployees and the removal or reduction of
explicit and implicit subsidias. This has followed
from the 1992 policy decision to provide loans to
the stale-owned enterprises at subsidized interest
rales through the budgel mather tham through the
banking sysiem. Increased budgetary translers o
the state-owned entarprises have beean nocessitated
in all these republics in parl by the mounting
enterprise  amears, thal is, thelr indebtedness fo

a3

each olher and 1o the banks. From .January to
Augusl 1994, these amears Increased 1.5 times in
Azerbaijan, 2 tfimes in  Tafkistan, Kyrgyzstan
and Urbekistan, 8-7 times in Kazakhstan and 40
fimes in Armenia, These axpetiences underscors
the impartance from a budgetary point of view of
the need for a speedy resolufion of the issuos
partaining to the privatization and restructuring of
the state-owmed anterprises. As long as the siale-
ewned enterprises remain government responsibility,
drainage of budgetary resources will confinue,

In many transitional economies, the problem ol
bringing social expenditures under contral  remains
a particularly difficul ona. The countries undor
raview afl inherited quite elaborate systems of social
care and there is a strong pressure (o defend tha
standard of lving guaranieed by Ihe pre-sxisling
systems. In the contex! of resiructuring and
marketization of these economies, issues of unem-
ployment allowances, mtraining of the |labour forcae
afc., have laken on new importance, The social
expenditures are considered essontial 1o sustain
popular support lor economic maforms  Gurrently
underway. Rallecling this, the 1984 economic pro-
gram In Kazrakhstan listed “social markel economy”
as ona of ils goals. When Armenia reised prices
45 part ol s price reform programme, 0 also
decreed wagaipension Increases for public sector
employess sioking up an afready serfous Infiationary
situation. How to reconcile the nead lo aveid a
significant erosion in the siandard of living with the
poed (o control budgetary expendilures posos A&
formidable challenge o the policy makers I all
these countries. Although it is imporant that the
policy focus shila from the cument universal 1o
more targeted wollare, working oul  the specific
modalities for such a transifion constiies a chal-
lenging 1ask.

Motwithstanding fthese difficullies, some of
these countries have achieved nolable successes in
moving  foward greater  budgetary  discipline.
Kazakhstan set a targel to reduce the overall deficit
o around 8 per canl of GDP with domastic bank
financing of such a deficit imited to 4 par cenl of
the GOP In 1893. The programme outiined meas-
ures o brogden the lax base and incresse the
revenua. Tha programme also called for a prudaent
wage policy and for budgetary fransfers and subsi-
dias o ba limited to 51 per cent of GDP. The
actual deficit in 1993 was estimated to have bean
at 2.9 per cent, indicating that the deficit targe! had
in fact been exceeded. Kyrgyzstan also achieved
notabls success in containing the defici,



The linkage between budgetary defici and
inflation is delormined largely by the nature of the
banking/monetary system In a country. Al the
republics have started implementing a two-tler bank-
ing systam, under which the central bank focuses
on the stability of currency and prices while the
commarcial banks assume responsibility for financial
intermediation, e, mobilization and allocation of
savings among compealing uses. A critical eleman
in a successful system is the independance of tho
ceniral bank in shaping the monetary, exchange
rate and cradd policies.

In Kyrgyzstan, tha refative stabllity of the new
national cumency (som) has been altributed to the
ceniral banks asserliion of independence in the
malters of cumency emission, credil issuance and
the management of the exchange rate, and fo its
ability to pursue tight monetary and cradit paolicies
o slew down  Inflation significantly. It is yel
o be szeen to what exient central banks else-
where can counterect the present lendencies
toward more or less auwtomalic monetization of

budgetary deficis.

Although there has been a significant increase
in the number of privately-owned commercial banks
in all these counirles, this by iself does not signify
the emeargence, as yat, of a compefilive, markat-
oranted banking system. Financial resources con-
tinve to be channelled largely through a few
state-oened banks, usually of a sectoral character,
thal rely heavily on the ceniral banks for their own
resource requirements. They are yal fo develop any
signilicant capacity to mobilize private savings from
housaholds and from the sxisting and the amearging
businesses. Tho creation of such capacity has to
be given due priorty in the development of financial
infrastructure in these countries. In the cumaent
glate of the financial system and particularly in the
context of fthe prevalling inflationary  situation,
sources of long-derm investible resources are ex-
tremely limiied, with the commerclal banks exiend-
ing largely shor-term loans. Concarns with this
izspe are refiected in the rocent establishment in
Kazakhstan of a developmeni bank that has been
ghvan the responsibiity for targeling and ensuring
tha aefficient use ol long-term credi as well as
implementing projects it finances. Another aspect of
financial sector infrastructure that calls for urgent
policy aftention is the development of capital
markats in these economies,
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In a well-functioning market economy, It ks the
interast rale rather than administrative fals that
largely determine the allocation of resources among
competing uses, Most ol the couniries wnder
review have moved loward greater rekance on the
inferest rate lor allocation purposes, Tha kay fo
ihis process is the wilingness lo let the market
forces determing the interesi-rate structure thal
would refiect the scarcity value of capital resources
in fhe economy. The Mational Bank of Kazakhstan
in 1993 moved away from the extansion of loans al
interest rates below s own official refinance rate.
In March 1294, Uzbekistan issued 8 decres 1o raize
the discount rate and restrict the ewtension of soft
lpans.  In Kyrgyzstan also, the central bank's
discount rala was gradually increased reaching the
leval of 1680 par cent at the and of 1993 which,
against the backdrop of a decelaration in inflation,
implied a positive real Interes! rale. In most olher
couniries, real interest rates shll remain  langely
negative.

Stabilizing the value of new nafional currencias
both internally and externally remains one of the
mast challenging tasks facing these counlries, As
regards the external valua of their curencies, they
have (except Tajikistan which stays in tha muble
zone), by and large, opted for a managed float type
of exchange rate regime In which exchange rates
ara determined on lhe basis of periodic foraign
cumency auchons. It would appear that all these
countries set the initiad exchange rates for their new
cumancies at highly overvalued lovels, Thesa initial
exchangs rates could not be sustained as the
couniries did mol have ihe massive foreign
axchange reserves needed to defend thelr exchange
rates in the face of high inflation rates and, in some
cases balance-of-payments deficits. Depreciation of
the currencles in nominal terms has continued
with the possible exceplions of Karzakhstan and
Kyrgyzstan where some stabiization of the
exchanga rates appearad [0 have faken place in
1984, By and large, the foreign exchange markets
in most republics are still very thin and in some
casas periodic auctions had to be pul on hokd
because of inadequate reserves.  Although the
nominal exchange rales have generally depraciated,
it should be noted that in the highly inflationary
situation prevailing in thase countfies durng 1994,
there has been appreciation in real terms  The
possible implications of such a dovelopmant for the
imMemational compelifivenass of these economies
decerve closer altention,



South Asia

The Scuth Asian counires have been under
laking active macroeconomic reforms to enhance
economic growth and achieve stabilization for a
number of years. ARthough it is still early fo make
any definitive assessment, it seems that tha reform
programmes have started 1o yield positive results,
The combined GDP growth rale of India, Islamic
Republic of Iran, Pakistan and Sr Lanka was esti
mated to ba 5.1 per cemt in 1994 as compared with
43 par cant n 1993, The industrial sectors, in
general, performed well. Growth in services ocutput
Im mst cases has remained buoyant  that of
agricultural output has been uneven, oflen caused
by vanations In weathar canditions.

Slabilization poficies with regaend to the conirol
of inflation and the reduction of fiscal deficits have
had mived successes. On the inflation front,
achisvemants in 1984 were encouraging. Tha rala
of inflation is estimaled to have mcreased in India
and Pakdistan, but the increases wera small. Al
though demand management policies have bean
actively used fo contain inflation, cost push factors,
gapecially increases in adminkstersd prices as a part
ol prica reforms, have conirbuted fo nflationany
tendencles. This phenomanon, observed i all the
South Asian countfies in varying degrees, has been
particularly important in the persisienca of the high
inflation raie in ihe lslamic Republic of imn which
slarted vigorous price and exchange rate relorms
only recently.

During tha past year, a reduction in tha bud-
gotary deficit remained a major policy lamged in all
countries. Among the four South Asian countries,
the Islamic Republic of Iran appears 1o have
achleved nolable success In this respecl. Expendi-
tura ovarruns andlor revenue shortfalls have caused
rather emratic pedormance in all the other countries,

Flecal doficits have traditionally been a major
source of liquidity creation in the South Asian coun-
tries. However. in recent years a new dsmension
has been added by sharp increases in capital flow.
Subsiantial foreign capital inflow in the form of
foreign direct investment and portfolio capiial has
been experienced in South Asian countries in
response to liberalized financial policies. In some
casas, these inflows, especially porficiio capital, led
to incragses in forsign exchange reserves and the
money supply. generating inflationary  prassures.
This phenomenon calls for innovative use of policy
instruments to neutralize the inflationary impact of
shori-lerm capital inflows.

Output growth

In India thers was a continuous improvement
in economic perormance in the 1992-1984 period
from the lackluster perdormance ol 1991 when GDP
increased by just owar 1 per cent (table 1.7). The
improved performance can be afiributed both 1o a
variely of reform measures undertaken sinca than
and conlinucus good weather condiions. The
growih raie of GDP in 1982-1983 has been around
4 per cent, I was eslimated o have increased
further to 5.4 par cant in 1994

Agricultural production in 1994, estimated to
ba 3.5 per ceni, was a nofable improvemant over
the previous year. Foodgrain production was likely
o go up by 3.8 per cent. Governmen! procunement
and stocks of foodgrain have also been substan-
tially highar in 1994 allowing considerable flexibility
lo the government management of food supples.

Industrizl output which sulffered a sel-back in
1991 slowly recovered over fime and was expecied
to record a haalthy growth of 6.5 per cent in 1994,
compared with 3.3 per cenl in 1993, A rapid
axpansion of public expenditure along with increases
in industrial and financial activities had a favourable
impact on the growth of the sarvice secior whose
ghare increased from 36 per cenl in 1980s to 41.6
per cant in 1994, The growth rate of the services
seclor for thal year was estimaled to ba 6 par cenf.
Infrastructure continued its general upward trend In
1994, Howaver, despile several measures 19
gugmen! capacity, the power supply could nol match
the increased demand from industrial activities.

In the |slamic Republic of lran the pace
of economic relorms continued daesplte unfavourable
external conditions. The GDP growth rate of 1994,
estimated al 4.9 per cent. was similar 10 the

preceding two years,

The ofl sector commands a significant weight
in the economy of the islamic Republic of Iran.
During 1993, the production of crude ol in the
Islamic Republic of Iran increased by 5.8 per cent
which was |ess than in the previous year The
agriculiure seclor grew lavourably during 1993 with
an estimated increase of 5.5 per cent. Thera were
considerable increases in rice and wheal production.
In 1893, industries passed through a phase of
adjustmenis consequent to the economic reform
measuras and indusiral performance was sluggish,
Value added In the Industry sector grew by only 2.8
per cant which was lower than in the previous year.
The alectricity sector during 1933 perlormad well as



Table I.7. Growth rates, 1991-1994. Selected South Asian economies

{Pareentage)
Rates of growih
Gross domegc Ageciifung Indusiry Sorvices
procisct

indin 1887 12 =1.4 =0 4.3
tagd 4.0 5.0 22 45
1953 3B 2.3 a3 52
1954 54 a5 85 &0

fran (islamic Raopublic of) Tae 0.8 5.1 4.2 11.3
1992 55 7.4 a1 7.5
Tas3 &0 55 28 77
1934 4.8 T

Pakistan 1991 5.6 50 6.9 52
18992 T 8.5 T B8
1932 2.3 =53 5.6 48
154 40 - 5.4 348

5 Lanka 186 a8 18 4.4 56
1802 d.4 1.8 75 54
1863 (i) 4.9 7.0 63
1584 58 33 T.5 62

Sources: See e source nobes in @abis 12,
Note: Data lor 1994 ane ostimais,

generation increased. The Improvemenl in the
generation of elecinicity was mainly dus 1o the
increased capacily of the powsr plants. the expan-
sion of the electricity ftransmission network and
improvements in fuel dallvery at the power slations.

GOF growth in Pakistan was recorded al 4
par cant In 199394 showing some  improvemsn
over 1992/83 when GDP growth fell o 2.3 par cont,
Agriculiure occupies an important position in the
economy of Pakistan. The major cause of the
sluggish growth in 1883 and 1994 was the poor
porformance of the agricultural sector owing to bad
weather conditions. In particular, cofton output fad
negatively affecting the growih of agriculiure and
also having ‘& downstream impact on the other
seclors.

During the fiscal year 1993/94 indusirial in-
vesiment in Pakistan increased by over 15 per cenl.
Liboralized policies alfracted substanbial foreign
investmant boosling industrial aclivitles. Despite a
decline In cofton ginning industries, the overail
industrial sactor was estimated 1o have growm by
5.4 per cont, aided by a healthy growth in other
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large-scale Industries. Services oulput grew by 3.8
per cent, which was lower than in the previous year.
Growth in Irade sarvices has been low although
financial services grew &l a much faster rate. Elec-
tricity and gas, after perdorming well for the past
thraa years, shpped as hydroglectrcity production
dechned as scant rains caused less waler 1o accu-
mulate in the dams. Gas distribution, howewver,
grow ovar 9 per cent, thus reflacting a combined
growth rate ol ebectricity and gas al 6.1 per cent.

in Sri Lanka, the growth rate ol GDP was
esiimated to be aboul 6 per cenl In 1994, This
was somawhat lower than in 1983 when, alded by &
sirong agricullural performance, GDP increased by
B.9 per cent. Similar to other South Agian coun-
tries, the conlribution of agricullure to the growth
periormance continues io be significant, its shame in
1994 being 20 per ceml of GDP  Agriculiure was
estimated to register a growth rate of 3.8 por cont
in 1894 compared with 4.9 per cent in 1993,

industrial outpul which grew by 7 per cent in
1993 was lkaly to maintain a similar tempo in 1994,
There has been somo structural change in the



country's industrial sector. The garments and ap-
paral industry which was instrumental in increasing
growth in indusiriad export in recent ysars is sfill
showing a sirong performance, but there are signs
of a shift lowards ceramics, food processing, leather
products, light engineering and electronics. The
service sector as a whole has shown strong growth
in recenl years and effectively complemanted the
increasing level of aclivity In the industial secior
The iniroduction of new financial instruments and
the alt-round development of banking infrastructure
started with vigour in 1993 and continued in 1994,
In 15934, finance and insurance services were [hely
fo register a8 growth of 9.1 per ceni, whoreas
wholesale and relall trade was eslimaled 1o increase
by 7.1 per cent.

Demand components

In 1833, owing o increases in both household
and private corporate savings, oross  domestic
savings in India as percentage of GDP was ex-
pected to improve further 1o 24.3 per cent from an
aiready high 223 per centl in 1992 (table 11.8)

However, public sector savings were [ikely to
detleriorate because ol expenditure overruns. Gross
domestic investment has remained almos! stagnant
at arcund 24 per cent of GDP since 1991. Both
public and private investmen! have been sluggish.
Public investment stowed down as the Government
resorted {0 expendilure meduction 1o meat fiscal
targets.  The private sector remained largely
engaged in adjusting its aclivilies in responsa fo
aeconomic reform measures and did not come up
with any ambitious expanglon plan.

Expenditure overruns on Tood and laciilizer
subsidies, dafence, and transfers to states and pub-
lic enterprises led to a fiscal deficil of 7.5 per cenl
of GDP in 1993 which exceeded the tanget of 4.7
per cent. The phenomencn was lkely to be re-
poaled In 1994 when the deficit was targeled at &
per cent of GDP, The growth rate of the money
supply accelerated in 1993 owing to sharp increases
in primary liquidity caused by a phenomenal growth
in foreign assets by 1153 per conl. The inflow of
foreign capifal increased in response 10 liberalized
policies on foreign masiment. A major parl of the
infiow has been in the form of portlolio investment

Table 1.8, Summary of macroeconomic Indicators, 1990-1993, Selecled Scuth Asian

economies
{Percantage)
1980 1 fasz 18RI
Inds SavingGOP 240 31 223 24.3
Irvastment'GOP a3 242 245 24.4
Budgoinry balanca/GDPY -84 54 =57 =15
Monay supply growih 143 228 B4 211
fean (iglamic Fapuble of) SavingsGOP 248 286 20.0 =
InvostmantGDP ZBE 26.0 328 =
Budgetary balance/GDP? -1.1 -22 18 05
Moniy supply growth 245 28 200 369
Pakistan SavingaGDP 1.8 127 1687 134
Immastimanb/GDP 18.3 1883 ma 20,7
Budgolary balance/G0P =71 .4 4 -7
Manay supply growin 173 202 b4 B s
Sl Lanka Savings'GDF 132 128 1680 18.1
Invesimenl GO 212 225 243 287
Bucdgatary balancwGOP 78 -6 54 418
Monoy supply growth 12.8 "7 74 186

Sowces: See fhe sourca noles in tabls B3,
Note: Money supply mefers 1o My,
& Ewcheding gronts.
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which contributed to increases in forelgn assels,
The acceleraied pace of monetary expansion
witnessed during the second half of 71993 has
continued in 1994 when the broad money supply
(M3) was expected to grow by 16.5 per cent, which,
however, will be substantially lower than in 1993,

In 1993, despite expansion in the volume of
fiscal operations, the budgel deficit of the Islamic

Republic of iran declined. Total government reve-
nue increased steeply. During 1993 devaluation
took place and rovenues raised from tho domestic
sale of loreign exchange recaived from the export
of ol provided additional financial mesources to the
Govarnmeant, Along with a rise in oil ravenues the
Government continved Hs allempts to ralze fax
revenues with some success. The share of direct
taxes in the total tax revenue increased substantially
im 1883 showing Improvements In direct tax adminis-
iraticn, Tha increase in rovenues more than com-
pensated for the substantial nise iIn govemmant
expanditure.  In 1994, the revenue buoyancy was
expected o be higher with a lurther fall in the
deficil. The money supply (M) in 1993 grew
substantially by 36.9 per cent compared with 20 per
cant in 1292, parily reflecting the increased demand
for local currency caused by dovalualion.

In Pakistan, in spite of an increase of indus-
trial imvesiment, fixed capital formation during the
fiscal year 193394 siagnated malnly because of
reduced investment in services. Gross domestic
invasiment n the year has been provisionally estl-
maled at 19.9 per cant of GDF, practically the same
as in the previous year. In recent years, tha shara
of the private sector in invesiment has lended 1o
increase as a rasull of deregulation and privatization
processes.

It is estimated thal the ovorall fiscal deficit
was reduced from 7.8 per cent of (3DP during the
1892/93 fiscal yoar to 5.9 per cent of GDP in the
subsequent year, The Government fried fo achieve
fiscal discipline by enforcing tax compliance as wall
a5 kesping & check on expendilure by reducing
subsidies and other unproduclive expenses and
improving efficlency In resource ulifization, The
budget for 1994/95 contained several new measures
to reduce the owerall deficlt to 4.0 per cent of GOP.

With respect to base money creation, the
effect of a reduction in the budget deficit has been
partially neutrslized by a substanfial increase in
foreign reserves and a comesponding increasa in
nat foreign assets, The growih in money supply,
theratore, has not declined much. The astimated

growih of M, during the fiscal year 1993/94 was 17
per cant,

In Sr Lanka the imesiment-GOP - ratio which
was ground 21 per ceni in 1889 increased 1o about
26 par cen! In 1983. This growilh has been
facilitated by increases in foreign direct imestment
which continued in the first hall of 1994, Tha
investment to GDP ratio during the whole year was
likaly 1o be at the same level as in 1983,

An increase in cumen! expendifure exerted
excessive demands on the Government's budgetary
respurces,  Afthough the Govemmeant fook & deci-
sion to cut public investment, halted new construc-
fion and deferred purchases, the budgei deficit was
likaly 1o ba 8.3 per canl of GOP in 1594, highor
than targeled. In 1984, namow money (M) was

expected to grow by 14 per cent and broad monoy
by 20 par cent.

Infiation

In India, the money supply rose rapidly as a
consequence of increases in the net capital inflow in
both 1983 and 1994 and axerted upward pressure
gn prices. The annual rate of Inflation stood at
11.1 par cent &l the end of July 1884, This rale
wis much higher than thalt of ‘a year ago and
signilied the lagged eflect of money on excess
doemand and prices. During the cument year the
Government undertook various supply side mea-
sures 1o curb the rising trend in prices. These
included augmenting supply through lbaral imports
of essential consumer goods and sirengthening the
public distribution systam 1o ufilize the food stock
effectivaly. With lhese policies in place, The initation
rale was estimaled fo be contained af 10 per cent
in 1994 (figure [1.4).

In the Islamic Republic of lran the gensral
prica level continued to be under pressure in 1983,
The exchenge rale devalualion, imcroases in admi-
nistered prices and rapld liquidity growth were
among the factors responsible for price escalation.
The increase in the consumer price index was 220
per cent which was marginally lower than in 1952
bacause of smaller increases in food prices.

In Pakistan the rate of inflafion during the
fiscal year 1993/84 roached double-digit figures.
The Geovernment increased a number of adminis-
tered prices in Aprl 1953 and August 1834, As a
result, the annual increase of CPl was recorded al
a leval of 112 per cenl. But for a numbar of



Figure Il.4. Inflation rates,® 1961-1994, Selected
South Aslan economies

(Parcantage)

Sowtal: Soa tha source notes in table 1.2
2 Raler lo changas in consumes prico inda.

demand managemen! measurss congisting ol a
tight monetary policy, lower borrowing for budgetary
purposes, a check on credil expansion and interest
rate hikes; price nses would have been graater,

In Sri Lanka, the annual rate of inflation In
1694, measured by changes in the Colombo Con-
sumer Price Index, was expected fo be 10 per cant
indicating a raduction from 11.7 per cen! recorded
in 1323, This reduction is partly the resull of a
dowmward adjusiment of a number of adminisiered
prices and a raduction of import dutiss on selecisd
basic food Hems. Cumenl inflationary pressure in
&rl Lanka is atiributable to both cost push and
demand pull factors. These included upward wage
adjustments of employees of both private and public
seclors, periodic scarcities of a number of food
ttems and ncreases in cument expendiure by the
pubdic sector.
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Policy responseas

The recent ihrust of economic policles in
South Asia has bean on macroeconomic reforms,
The relorm measures almed at enhancing growth
rates, controliing inflation, and achieving sustainable
internal and external balance. The above discussion
provides an indication of the overall impact of those
measures. Some recent devalopments n policy
making in support of economic reforms are high-
lighted below,

In India, the momentum of Bberalization and of
deregulation was susiained. Except for fourleen
indusiries deemed stralegic on defonce, healh and
safely, and environment considerations, industrial
licenses have bean abolished., Reasiriclions on in-
vestment and expansion of ihe large corporate
houses have been disconlinued. The eniry of
foreign investmenl and the import of foreign techno-
logy wers Wberalized with automatic approval of
foreign invesiment up to 51 per cent of eguity in
35 priority industriss. Even in seclors lradifionally
msanad for the public sector (Teloommunications,
energy and postal services), the Governmant has
laken a more libaral stance towards private Invest-
menl, including foreign investmen!. Long the do-
main of the public sector, private Imestment in
power s now unresiricied with up to 100 per cent
foreign equity To attract foreign capital in the
power sector, a guarantead rate of return on imvest-
met has been promised by the Govermnmenl. The
indian rupes has aleady been made fully conver-
ile on the trads account, and has bean made
almost fully corveriible on the capital account for
non-residents. who can now open and operate for-
aign currency  accounts more fresly.  Maximum
import duties have been further reduced from 150
par cent in 1991 1o 25 per cent in 1994 with lower
rates  (0-20 per cenl) for export-relaled capital
goods and power and fertilizer projects.

In the Islamic Republic of Iran, measures
wera taken o faciitate new investment In the Indus-
Irial seclor. Among them wera the elimination of
red tape In Issulng industrial permits, the meduction
of direct involveament by the Governmen! In produc-
lion, and the privatization of public and nationalized
industrias.

Under financial liberalization policies the banks
ware allowed to axtend financial facilities without any
resinction.  Meanwhile the obligation of tha com-
maercial banks in purchasing new bonds was lified in
1883, Thess policies have increased the mis of
commercial banks in the mobilization and allocation
of resources on the basis of commercial crileria.



In Pakistan & prominen fiscal measure in the
last budget has been the expandad coveraga of
gonaral sales fax (GST) scheme. The schems now
gncompasses an additional 277 tems of which 108
items ara imporfed and 168 produced domestically,
A three-year tariff reform programme has been
launched, Maximum duty has been slashed from 92
per cent 1o 72 per cent compared with 225 par cent
in 1988,

As a major slep fowards financial seclor
refarm, interest rates in Pakistan were raised for all
concessional borrowings. This action removed the
subsidy on government directed loans and the real
interest rales for those loans became positive for
the first time in decades. To reduce the voluma of
directed cradil, the financing of public transport
schames by the bankse was discontinued from
Oclober 1993

Pakistan hzs been encourgging privale secior
participation In indusiral acthvities. A new diman-
sion  is the incentive package offered by the State
1o the private sector in electricity generation where
a 25 per cent rale of relumn on capital investment
has been guaranteed, This proposal has received a
slrong response from foraign imeaslons.

In Srl Lanka, tha fiscal incentives provided for
increasing industrial activiies and exporta have bean
gtreamlined, From early 1994 additional income tax
concessions were provided to new and existing
export undertskings. However, the granting of tax
holldays has been ended and replaced by a propos-
fional tax rate for a 20-year perod. Al exporers of
non-tracitional products of specific services which
wera taxed al highar rates will also be eligible for
the reduced rata of 15 per cénl for a perlod of 20

yaars,

South-East Asia

The countries In South-Easl Asia, with tha
only exception of Brunel Darussalam, achisvad
imprassive growth rates in 19594, ranging from aboud
& per cent in the Phiippings 1o 10 par cent in
Singapore. Furtharmore, all the countries weare able
gither to maintain or exceed their GDF growth rates
achieved in the previous year. The Philippines has
made an oulstanding turn-round, fs  economic
recovery which started in 1993 sharply accelaraling
in 1994, with GDP growth more than doubling from
2 per cent in 1993 1o about 5 per cent in 1924,
The industrial and services sectors waere the main
coniributors to sustalned high growih rates in all tha

countries. Buoyant exporls were also responsible
for achieving high growth rates. High economic
growth has, however, given rise 1o some inflatlonary
pressures in these countriss. [Inflalion rales were
higher in all the countries in 1984 compared with
1893, Viel Nam recorded double digit inflatlion in
1984, Indonesia and the Philippines were close,
The rising inflation rates reflect to some extent the
infrasiruciural constrainis being faced by these
courtries, The large inflow of portfolio investmeanis
has algo been a coniributing facior,

Qutput growth

Brunei Darussalam's economy is dominated by
the oil and gas sector. Howowver, tha share of the
sactor in GDP has been falling over the years
because of faling ol prices and the Gowommaont's
efforts fo diversify the economy through the provie
gion of greater resourcos for other sectors, aspe-
ciglly 1\he services sector. The share of industry
dominated by hydrocarbons-related activities has
also  markedly declingd since the mid-1880s,
Despita the reduction. the waight of ol and gas
ramains heavy and hence GDP recorded nogative
growlh both in 1932 and 1983 (see lable 11.9),
largaly caused by lower oil prices. Oil prices furthar
declingd In sarly 1954 byt picked up in the remain-
der of the year. GDP was expecied fo register a
smafl bul positive growth rate in 1884,

After growing at 7.0 per cent or more duning
fhe period 1983-1981, GDP growih in Indonesia has
stabilized to a slightly lower rale of around 6.5 per
cenl since 1992, GODP grew al 6.6 per cenl in
1994, The indusirinl and sendces seclors ware
major contribulors towards the sustained high
prowth rate. The agriculture Seclor suffered some
set-backs in 1084, The production ol rice was
expected to fall. The recent drought and lorest fires
sariously affectad the production of other agriculture
products such as rubber and palm od. More than 5
million heciares of forest, brush and grassland were
damaged by Fras in Sumaira and Kalimantan during
the dry season of 1884, Nevertheless, agricultural
putput was estimated lo have grown by 4.5 per
cant.

Malaysia has been recording & consistently
high growth of about 8 per cent or more over the
last seven years. GDP grew by 84 par cani In
1984, practically the same rate as in 1933, The
high growih rate in Malaysia has bean sustained by
the improved perdormance in manufacturing, con-
siruclion and services, The manulacturing sactor



continued to be the dominant source of growth in
the economy. The strong expansion came from
both the domestic market-oriented industries and
export-oriented Industries. The construction sector
has maintained strong growth, owing to the imple-
mentation of several ongoing and new large
infrastructure projects, coupled with the continued
expansion in the construction of residential, com-
mercial and industrial buikdings. The services seclor
also maintained its performance of about 8 per cent
as a result of the continued good performance of
finance, insurance, real estate and business ser-
vices. An Increase in tourist amivals also helped

this sector. The agriculture sector growth of 3.9 per
cent in 1993 was sustained by strong growth In
palm oil and livestock production. In 1934, how-
ever, the growth rate of this sector fell to 1.2 per
cent,

After virtually stagnating in 1891 and 1992,
GDP in the Philippines grew moderately by 2.0 per
cent in 1983, The momentum accelerated in 1994
with GDP growing at 4.5 per cent. The industrial
sactor was the biggest contributor to this turn-round
in the economy. The easing of power shortages in
the counlry raised the growth of industry from 1.8

Table 11.9. Growth rates, 1991-1994. Selected South-East Asian economies

(Percentags)
Rales of growth
Gross domestic Agriculture Industry Services
proguct
Brunel Darussalam 1681 36 48 49 15
1962 -1.0 6.4 -53 60
1963 -40 ~16 ~7.4 08
Indonesia 1891 69 1.6 89 62
1992 64 65 54 75
1993 85 1.4 60 8.3
1954 66 45 8.0 63
Maiaysia 1991 8.7 -0.0 "z 101
1962 78 43 8.8 82
1963 85 a9 a6 82
1994 B.A 12 109 78
Phikppines 1891 ~04 14 -38 15
1992 06 0.4 0.5 1.7
1993 20 20 18 21
1954 45 29 6.0 4.0
Singapore 1961 6.7 -84 77 6.1
1962 80 11 54 6.4
1993 89 -24 a3 104
1994 98 -20 133 78
Thailand 1991 81 50 119 59
1992 76 40 83 72
1953 8.1 24 13 63
1994 83 25 121 64
Viet Nam 1591 60 70 LR 32
1892 86 72 "7y 69
1663 B 338 1o 8.1
1994 88 38 14 101

Sources: Ses the source noles in tabla 11.2.
Note: Data for 1994 are estimatas,
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per cant in 1993 to & per cenl In 1994, Food
manufactures, petrolaum producis and clectrical ma-
chingry wera main contribulors fo the improvement
in manufacturing activities. Growth in  elecinical
machinary benefited from increased domestic and
loreign demand for microcircuits, efectrical wiring
products and electrical appliances. Partly benefiting
from the improved performance of the industrial
sactor, the services sactor was estimaled to grow
by 4 per cent in 1994 as againsi 2.1 par cen
in 19883, As a resull of deregulation, stronger
growth in transport and communicalion Sericos
was racorded, The finance sector, helped by
greater foreign portfclio  investmant, showed im-
proved performance. The services sector also
benafited from an influx ol tourists.

Singapora achisved very close lo doubls digit
growth rates in the past two years, the highest in
South-East Asia. The manufacturing seclor which
accounts for a litle more than one fourth of GDP
has been the star pedormer, growing af 8.8 per
cent in 1983 and al 14.5 per cenl in 1894, Within
the manulacturing sector, the elactronic indusiry has
been the main contributor 1o sustained high growth.
Tha demand for elactronic products from the United
Stales and Europe has spearheaded this expansion.
The construction sector recorded an  improved
performance (12.2 per cent) in 1994 comparad with
1993 (8.0 por cont) mainly bocause of public sector
investment In housing and transportation. The
sarvices sector accounts for aboul two thirds of
GDP and its performance In 1984 compared with
the previous year remalned weak mainly becauss of
the slow growih of financial and business services.
The volatiity of these services largely refiacts
fluctuations In the stock markel. The commerce
subsector maintained its previous years perdor-
mance, while that of the transport and communica-
tions subseclor Improved marginally.

Thailand's aconomy in 1994 stayed on the fast
growih Irack it has been following since 1887. GOP
was astimated 1o grow by 8.3 per cenl in 1994 as
against 8.1 per cent in 1%83. The sirong perfor-
mance of the industrial sector has been the back-
bone of the high economic growth of the coumtry.
Industry was to grow by 12,1 per cent in 1994
compared with 11.3 per canl in 1893. The persist-
ant high growth ol ihe Industrial sector has also
been accompanied by a shift away from low value-
added manufacturing aclivities, Thailand is Increas-
ingly becoming an impoctant producer and exporier
of higher valus-added manufactures such as alacir-
cal appliances and computer paris, Improved

weathar conditions in 1984 confributed 1o a marginal
increase in the growih rate of agriculture from 2.4
per cent in 1993 fo 2.5 per cant In 1954,

Since 1992, Viet Nam's sconomy has been
growing &t over 8 per cent. In 19894, GDP was
estimated 1o expand by 8.8 per cenl. Despile
unfavourable weather condifions in some parts of
tha country, the agricultural sector managed 1o grow
al 3.9 per cenl, marginally higher than in 1953,
The Industrial sector perdformance remained strong
al 14.1 per cent. With sustained policy relorms, the
private sector has been growing fast In  recent
years. Publlc sector enterprises have also  beean
pedorming better; as a result, thelr share [n folal
industrial output has remained stabls, The services
sector was estimated lo grow by mome than 10 per
cenl. A noteworihy event in 1984 was the hfling of
ihe Amuarican eccnomic embargo.  Alhough its im-
meadiate impact on the economy in terms of invesi-
mant from and trade with the United States has not
been large, its posilive impact is expecied lo be
Quite: significant in the coming years.

Demand components

In Indonesia, imestment aclivily remained
relatively weak In the beginning of 1953 but i
glaried 1o pick up in the last quartar of the yoar
The incraase in invesimad was more visible in the
private seclor, especially In the construction and
manufacturing sactors, In lina with a marked @n-
crease In banking credi! 1o those sectors in 1993/
84. The Governmenl took further deregulation
measures in 1993 and 1994 aimed at promoting
investmant. Major changes were introduced in for-
gign invesiment legislation. 1 & expected thal
these measures will provide a new boost to /meest-
ment in the coming years. An Increasa in the
confidence of the imvesiors is already reflected by &
sharp increase in approvals of both the domestic
and forelgn invesiment projects. parficularly since
iha fourth quarter of 1993, Rising disposabla in-
come helped improve gross domestic savings from
37.4 per cent In 1992 1o 38 per cent of GDP in
1993 (isble 11.10). This, in turn, reduced the need
for foreign savings, as reflected In a lower current
account daficl as & percentage of GNP The
narrowing saving-investment gap had a positive im-
pact on efforts 1o lower interest rates, which were
slill relatively high in early 1993. Since mid-1883, a
less restrictive monetary policy |s being pursued by
the ceniral bank to keep inlerest rates at moderale
levels,



Table IL10. Summary of macroeconomic indicators, 1990-1883. Selected South-East Asian

economies
(Parcantage)

raa0 L 1aa2 1933

indonasia Savinga/GDP 3BT 358 ara 3.0
Irvestmenl'GDP 351 54 356 328

Budgatary batancefGDP? 1.5 =1 =4 =20

Monry supply growih 158 121 T8 2BE

healaysin BavingGDP S 0 55 38.3
investmentiGDP 3.4 ara aan 335

Budgatary batance/GDP -3.0 -2.0 -0.8 01

Loney supply growth 15.6 84 128 167

Philippines Savinga/GDP 170 18.8 18.4 156
InvestmentGOP 248 208 214 24.1

Budgatary balance/GOP -15 =21 =12 1.4

WMoney FupEly growih 143 158 a1 223

Singapore SavingeiGOF 457 AT A a7 47.4
Imesimiont'GDP 335 38.0 40.4 43.8

Budgatary balance/GORD 29 5.1 18 40

Money supply growih 1.0 7T 127 23.6

Thaliznd Bavings/GDP 349 55 asa 371
Imvestment'GOP 41.1 42.0 a1 435

Budgetary batanca/GDP a5 47 29 1.6

Money supply growih 1.8 13.8 123 188

Wiat WNam SavingsiGDP 21 10:1 138 148
Immstment GDP 1.5 15.0 17.6 205

Budgetary balanca/GDP 2.5 -19 -24 ~d.4

Money supply growih 442 56 B84 34

Sources: Ser e souce nobes o tabla 113,
Nete: Monoy supply rofers 1o M,
F Excluding grants and net lending, D Excluding grants,

Public investment in Malaysia remained sirong
during 1993 as a resull of devalopmen! expenditure
by public enterprises in gas, enargy, comminica-
tions and transportation. So &d private Investmaent,
refiecting the coming on siream of the large pool of
Imvestment projects approvad by the Malaysian In-
dusirial Development Authority in 19901981, A
significant inctease in public investman! ouflay was
expectad in 1994 to provide for the implementation
of additonal infrastructure and human resources
and social development projects o address the
prevaling constraints. Private investmant activity is
also expected 1o remain strong, N line with the
improved investment climate, parficularly following
the recemt reduction in corporate tax rates and fhe
introduction of olher incentives. Grogs domeslic
savings as a percentage of GDP increased during

1983, reflecting the continued strong perormance of
the ecomomy as well as tha increase in forced
savings  through the Employes Provident Fund
(EPF).. Tha rate of coniribution to the EPF was
ralsed by 1 per cent in 1923 to the present rale of
12 per cenl for employers and 10 par cenl lor
employeas,

Private consumption in the Philippines was
estimated to grow by 42 per cenl in 1994 as
against 3.0 per cent in 1893, Higher growih in
1554 can largely be atirbuted to the economic
recovery which raised household income and bol-
stered consumer confidence.  Government con-
sumption, however, increased only marginally reflect-
ing the Governments effort to contain the budget
deficit. Owverall thera was a reduction in savings as



a proportion of GDP  Gross domestic imvestment
marked A nolable increase. Infrastructural develop-
mant projects including the expansion of the light
railway transit systam and other major road and
powar genaration projects provided an impelus to
highar invesiment in 1994,

Domestic demand in Singapore slowed down
in 1934 primarlly because ol the introduction of the
goods and services tax at 3 por cent In April
1984, However, lhis slow growth has been com-
pensated by & robust growth in extornal demand.
Savings has continued to rise in the couniry since
1986, Gross domests savings as a rabio o GDP
reached 474 per cent in 1993 and & further
incregse 1o 428 per cenl was expectod in 1994,
The main form in which household savings are kepl
is the Ceniral Provident Fund {CPF), Ths compul-
safy CPF ralte cumently stands al 40 per cent
However, the high savings rate observed now has a
cansidarable discreticnary component as well since
there has been a progressive liberalization in the
use of CPF savings for pre-retirement age. Some
lureds can be withdrawn for home purchases and for
ivvestment in the stock market. On the investmont
slde, gross fixed capital formation was expected to
grew by 11.4 per cent in 1994, taking gross domes-
fic Investment as a proporfion of GDP 1o 48.8 per
cent,

Private and public consumption expendiiure in
Thaland were expected io grow af 7.9 and 7.5 per
cent respectively in 1894, marginally higher than
those of the provious year  Investment was ox-
pected 1o confinue @5 high growlh. Privale seclor
imestment which accounts for more than twa thirds
of total imvestment was o grow by 8 per cent
Publle investment has beon growing at much fastor
rates in recant years and has been direcled mainly
al infrastructure and technalogical and human ro-
sources development. The rale of growth of public
immistment at 22 per cenl in 1584 was about Ihe
same as in he previous year.

Domestic savings in Viel Nam has increased
gharply during the recent years. As a proportion of
GOP it increased from only 2.1 per cent in 1990 to
14.8 per cent in 1993 and was estimated lo grow
further o 166 per cent in 1584, Similarly, the
imvestment to GDP ratio increased from about 11.5
per cent in 1980 to over 20 per cont in 1993. Tha
estimated figuere for 1984 was 24 per cenl. Viet
Mam has been attracting large foreign direcl invest-
ment In recen! years. From January 1288 10 May
1983, some 636 foreign direct investment licences

ware issued, with a total subscribed value of $6.2
billion, The growth of foreign direct investment
has been even fasier since May 1993, For sxam-
pla, the registered capital of licensed projects was
approximately 52 bilion in the firsi six months of
1994,

Inflation

As a country heavily dependeni on imports,
the inflation rate in Brunal Darussalam is largely
determined by inflation in the source countries and
changes in the exchange rate. The inflation rale
remained iess than 2 per cent in 1591 and 1882
but rose 1o ower 4 per cent In 1593 (ligure [1.5).
The increase was aftribuled mainly to rsing prices
ol non-food ltems.

Infiafion in Indonesia accelerated through 1983
to reach 9.2 per ceni in 1884 as agains! 7.5 par
cent in 1932, The increase in prices largely came
from an upward adustmen! in adminictered prices
including energy prices. which In turn, caused a
cosi-push in non-administered prices. Unfavourable
weather conditions boosied food prices.  Cement
prices have risen sharply since June 1984, Sala-
ries of government officlals wera raised siective
January 1934 The minimum wages of workers in
the private seclor wera also revised upward. A less
resirictive  monetary policy has  bean  anolher
contributory factor to inflation.

Malaysia has had a stable price level with an
inflation rafe of less than 5 per cent durng recent
yaars. The low inflation rate in Malaysia can be
attributed 1o the Government's basic commitmant to
macroeconomic stability. A tight monetary policy,
supplemeanied by fiscal restraints, has beon pursucd
fo mop up excess liquidity The counirys usually
low budgetery deficii was comverted o a small
surplus Im 1983, A balanced budgel was expecled
for 1504, Some administrative measurss wera also
introduced to control inflation. Those included com-
pulsory price 1agging on all relall items and maore
frequent and siricter price checks o ansure that the
banafits of the abolition or reduction of imporis
dufies on more than 1,100 dems in the 1833 and
1994 budgets were passed on 1o consumers, Infia-
tion was expected 16 remain around 4 par cent in
1284, The country is facing an ever rising labour
shortage which exerls pressuté on wages and
prices. In the short run, the problem can be
lackled by easing restrictions on the entry of foreign
workers. Bul over the longer term, the problam can
be solved only by increasing productivity, Moreovar,
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it will be necessary to encourage more wormnen and
early retirees 1o join fhe work forca.

Inflation in the Philippines which reached
nearly 20 par cent in 1891 droppad 1o 7.6 per cant
in- 1993, bul edged up to 9.0 per cent in 1994,
With the sustained appreciation of the peso during
1984, the explanation of higher Inflation has 1o be
found primarily in domestic factors, Two major
iyphoons contributed to the increase in food prices.
The main factor behind accelerating prices was
monatary growth.  In 1993, total domestic Hogubdity
grew by 13.9 per cent, while it went up by 22.9 per
cent for tha first =ix months of 1994,  Growth in
monelary sggregates can be attnbuted signaficantly
(¢ an Increase in net forelgn assets; largely resulting
from an inflow of foreign investment, particularly
portiofie imvestimant. On fhe fiscal side, huge debi-
service commitments have reduced the Govern-
mant's degrea of freedom with respect fo meeling
development and other needs of the countny
Meverihaless, the Governmant has been able lo
contain the budget defich fo low levels compared
wilh many other developing counirios. With im-
proved lax administration and betler control on
expenditurs, the budget deficit was ewpecled to
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come down lurther in 1984 from 1.4 per cent of
GOP in 1983,

The rate of inflation in Singapore, traditionally
low, rcse ta 4 par cent in 1994 as against 2.4 par
cenl in 1283. Wilh the unemployment rate around
2.5 per cent, the labour marke! continues to remain
fightl. However, the main impetus 1o higher inftation
cama from the introduction of goods and services
tax. The inflation rale could be higher but for
appraciation of the domestic curmancy which kept
imported inflation n check. Also, growth In money
supply (M;) was expected to be confained to
18.6 per cenl In 1984, lower than the 236 per
cenl observed in 1993. The Monetary Authority of
Singapore has waditionally relied on the manage-
menl of the exchange mie rmather than domesiic
monetary nstruments 1o control inflatioh since it
kas lithe control on monetary vanables as a small
and open economy, More than 70 per cenl of
Gingapore's domestic prices are dslermined by
external taclors and there are no restrictions on the
inflow and outfiow of capital. Prudent Ezscal policy
and balance-of-payments swplus have kept the
Singapore currency: strong, and henca domestic
inflation is low,



In Thailand inflationary pressure which showed
a dechning trend since 1981 has re-emerged in
1994, Tha inflalion rate was expected around 5 per
cen! in 1984 as against 3.5 per cenl In 1993.
Price Increases of farm producis wem more pro-
nounced. A number of factors hava contribuled to
this recent surge in inflation. The shorfage of skilled
workers in some indusiries & becoming a serious
problem. Maoney supply (M) grew at a higher rale
in 1884 fthan in 1993. Salares of government
employaes were raised in 1994, The Govarmmant
has been maintaining a surplus in the budgel in
racent years, but the surplus seams lo be declining.

Altar slowing down dramatically in  recent
yaars, inflation in Viel Nam again picked up fn 1584,
From B7 per cant In 1931, # declined o 17.5 per
cenl in 1992 and further fo 5.2 per cent in 1953
Inflation was esimaled to reach a rate of 12 par
cant in 1994, Most of the increase was contribuled
by rising food prices, which in turn, raised non-food
pricos also. Prices of services also wenl up signifi-
canty,. Tha Governmen! took certain measures o
control inflation butl they apparantly had a fimited
effect. Imports of certaln scarce commaodities such
as bullding materials, sugar and fertilizer were in-
creased. Certain measures ware infroduced (o
encourage the use of the national currency in the
country 1o increase confrol over the money supply
and roduece frangactons in United States dollars
Howevar, the monay supply grew al a slightly highar
rate in 1994 than in 1993, On the fiscal side,
revanue grew al a greater speed than ependiture,
thereby reducing the budgel delicit as a proportion
of GOP in 1994 compared with 1593,

Policy responses

Maipysta, Singapers and Thalland have a sur
plus government budget. In the case of Malaysia,
a small surples wae recorded in 1993, the first one
In many years, Some new lax measures wers
intreduced in 1993, which included a one percent-
age point reduction in the corporala income lax rate
o 34 per cent, abolition of the 2 per cenl develop-
ment tax for both individuals and companies and
across-the-board reductions of 1-2 per cent in tha
marginal income fax rates for individuals and co-
oparatives.

im Singapore, a number of fiscal policy
changes wara intreduced In 1894, As stated earlier,
goods and services tax was implemenied in Apiil
1994. The rate a1 3 per cent will be kept constanl
for the first five years. Thera aré exemplions for

cariain financial services and for the sale and
lease of residential land and buildings. Zero rating
is applied to the export of goods and specific
international services. The Government lowered the
corporata tax by 3 per cent (from: 30 fto 27 par cond)
and the top income tax rate also by 3 per cent {lrom
33 to 30 per cent). The main purpose ol thess tax
cuts was to enhance Singapore's compelitiveness
ard to provide more Incentives 1o work and save,
The net impact of these tax measures was oxpecied
to add 1o a government budget surplus in 1954,

Among the major policy changes by fthe
Governmen! in Indonesia in June 1994 wers [(ow-
ered tarftf rates for 739 import items, reduced tariff
surcharges for 121 commodities and the removal of
27 items from the lis! previously subject lo prior
approval, The Government of Indonesia unvailed a
deregulation package on 2 June 1994. It allows
foreign Invesimanl In nine major seclors praviously
closed o foreign investors. Those included saa-
ports, Ihe generation, transmission and distribution
of commercially used electricily; lsiecemmunica-
tions;  shipping: civil aviation;  drinking walter
supply; raillways: nuclear power ganeration; and (he
mass media, The negative list for foraign investors
in the process was reduced lo 34 sselors, dealing
mainly with domestic distribution and retailing and
sectors resarved for small-scale firms. The dersgu-
lation package allows 95 per cent of equity owned
by foreigners in jolnl ventures.  Restrictions on tha
minimum level of Initial foreign investmen! have
bean removed.

In Thatland, the central bank raised tha bank
rete. and the relinancing rale on the finance compa-
nies’ promissony notes in September 1894 in light of
the potential impact of the underlying monatany
conditions on inflation. With rather low mean years
of schooling ol workers, a major policy priority In
Thailand is to improve the gquality of human re-
sources, The budget for 1994 provided a number
of fiscal incantves for private secior Imeaesiment in
education.

Tha Vielnamesa Governmant introduced soma
naw measuras to strengthen the rle of markel
forces in the economy. In July 1993, the Mational
Assembly of Viet Nam approved a new land law,
under which annual crop farmers ware given 20-year
renawable tenure rights o their land, fo a maximum
of thme hectares. The now law allows citizens 19
transfer, exchange, lease and inharit rights o use
farmland. They can also use land as collateral for
gbtaining loans. The new law provides socurity of
tenure and Ireedom of land use by households,



The use of lorelgn cumencies in businass
satiloments is guits widespread in Viet Mam.
Therefors, the Government implemented certain
measures in October 1994 to encourage the use of
tha mational cumency to galn beller control over the
monay supply and reduce tho use of the United
Stales curency in the economy. Feoreign cumency
recelpts resuiting from export, Imporl, services and
all other foreign curréncy incomes obtained within
the country must be deposited in banks allowed to
handle foreign currency business in Viet Mam, The
organizations ara allowed to retaln a parl of the
forgign currency deposited in their accounts for thair
business aclivites. Shops and enterprizes providing
sarvices for payment in foreign currencias within the
country mus! change lo seftlement in the national

currency, except for those sarvicing foreign passen-
gers &l arporis and seaports:

East Asia

Over the past decade, China, Hong Kong and
Republic of Korea have maintained a fast pace of
economic growth. The remarkable pedormance of
thesa economies can be atiributed to high rates of
imvestment, lechnological uppradation, enhanced
productivity and Mexible economic policies lo pro-
mote active participation in the international division
of labour, The average growih of these economies
was esiimated to be 9.8 par cent in 1984 compared
with 8.7 per cent in 1993, despile a majof Lpsurge
in the growth performance of the Republic of Korea,
The oxplanation lies in reduced growih in China,
esiimaled to ba 11.8 par cent In 1994 compared
with 13.4 per cent in 1893. In recent years, China
has emerged as an imporiant locomodive for growih
in s neighbouring countries through closer trade
and imaasimant linkages,

The other two doveloping — members of
ESCAP from East Asia are the Democralic People's
Republic of Korsa and Mengofa.  Developmem
fesuss faced by these two coundries are gqualiatively
different from those faced by other econamies of
East Asia. As a disadvantaged economy in transi-
tion Mongolia continues its economic relorms aimed
8l a restrained money supply. reduced inflation,
steady exchange rale and an Increase In foreign
raserves. In tha Demeocratic People’s Republic of
Korea, reform measures ame yel o become as
comprehensive,

Output growth

Aftor two succescive years of over 13 per
cenl growth, the rate of growth in China decelarated
o an ectimated 118 per cent in 1994 (table 11.11),
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partly owing to policy measures te contain inflation-
ary pressure. Since China started economic reform
and open-door policies at the end of the 1970s, its
oulpul has increased by an average annual growth
rale of 8 per cenl. The current indications ara that
a gimitar rate will be sustained through the remain-
ing wears of this cenlury. An importani element in
growih slrategy in China has been the pursull of
afforts to diffuse improved technologies beyand
major urban cenires (see box 11.3).

During 1594 China suffered heavily from nafu-
ral dizasters of one form or ancther. The heavy
loods In sowth China and severe drought n the
north badly hit the counirys agriculiure and infra-
slructure. Afier a record grain crop in 1993, agri-
cultural productlon was expected fo increase by 3
per cent in 1994 comparad with 4 per cent in 1993,
Indusirial production was expected to grow by about
16 per cent, considarably lower than 23.6 per cenl
mcorded in 1983, The growth of this gector was
led by private investors, both domestic and foraign.

The link batwaen the economies of China and
Hong Kong has become closar owvar the yoars.
Hong Kong has thus benefited lrom the confinuing
rapid growth in China. As a highly expert-orented
economy, i aiso benefited from the recovary of the
indusirialized counirios. GDP grew by 5.6 per cent
in 1293. The estimale for 1994 Indicated a slightly
lowar rate al 54 per cenl mainly because of a
slow-down In  domestic demand, following strong
growth In privale consumplion in 1893,

After averaging a strong economic growth of
aboutl 12 per cent during the period 1986-1288, the
poonomy of the Republic of Korea wilnessed a
downium in 1989 whan the rate of growth dropped
to one hall of the preceding three-year average.
The downslide was reversed by massive housing
investmont projects which boosted the growih rate
to over 8 per cenl in 1930 and 1991, With the
completion of those construction projects in 1881,
tha economy again slipped back 1o 8 growth rate of
just ovar 5 per cenl in 1992 and 1993. A now
phase ol streng expansion appearad to  have
emergad in 1994 with the economy growing at an
eslimated 86 per cenl, The expansion was
fostered by a large incremase In industrial exporis
gnd significant expansion in vestment and o0 &
lesser dogres, In privite consumption.

Tightaning fiscal and mongfary policles to ar-
rest Inflation and Wheralizing prices along with the
adoption of a Moating exchange rate wara fhe f(op
priorities. of the Mongeolian Goversnment in 1993,
Tha progressive decline in inflation since 1983 and



Table IL.41. Growth rates, 1991-1994, Selected East Asian economies

(Percenia e
Fates of growth
Gross domesic Agrcutire indersiry Servipes
proguc!

China 1851 B2 an 1248 58
1992 130 AT 208 82
1993 134 40 236 0.0
1884 118 ag 160 102

Hang Kong 1831 4.1 o . .
1982 53 i P :
TR 56 o - >
1804 &4 - i

Monpolia 18N -aa =1 -132 =11.8
1852 =75 =34 =131 —12.0
18893 =13 =T.0 =55 27
533 25 - o

Fapubic of Korea 15 Lk 0.4 a2 106
182 =1 6.0 a5 6.3
1803 &5 =24 4.5 6.8
1854 BE ' s

Seowces: Ses ne. sowss nolas in tabla 12
Mote: Data lor 1994 are asbmates.

refafive  stability of the national currency, the tugrik,
suggest thal the country has achievad a degrea of
sucoess in s objectives. While GDP is still far
below the ievel of the end of tha 1980z, It is
significant that the rale of dacline has consistenily
tallen since 1991, GDP declined by 9.9 par cent in
1291, 7.6 per cent in 1982, and only 1.3 par cent
in 1993, The cument estimales were thal GDP
grew by 25 par cent in 1934, the fwst year of
posiive growth in the last five years. The grain
harvest was estimated to be 450,000-500,000 tons
im 1994, which would make the country soif-
sufficient in flour,

Demand components

Fasi growth in China was largely underpinned
by imvestment. As a proporfion of GDF imvestment
grew to 428 per cen! in 1833, compared with 36.5
par cent in the previous year [table .12}, The
Govemmeanl inmended o kmil the Incredse i invest-
men! in fixed assets to 10 per cent in its 1984
bisdget as a means of containing Inflation, Available
dala suggest thal this targel couwld not be mel,

allhough the rate of growih of Investment in 1924
wias congsiderably lower than in 1983, The country
algo succeeded in reducing the growth of monay
supply which doclined from 30.3 per ceni in 1992
to 218 per cent in 1993, The rala most likely
came down further in 1994,

Improvement In tax collecion and decling in
ihe subsidiss paid to loss-making state enterprises
resulled In a reduction of the budgel deficit as
& proporfion of GDP in China in 1993, The budget
for 1984 stipulates that treasury bonds would De
the scle means of inancing budge! deficits, unlike
the previous years when the doficit was financed
by borowing from the central bank causing an
aggravation of inflationary pressure in the economy.

With a conservativa fiscal policy slanca, Hong
Kong has offten mainfained a surplus in its budget,
However, the surplus as a proportion of GDP
dropped markedly in 1883, partly because of expen-
ditures on infrastructure projects.  However, pulblc
spending in Hong Kong came down from 187 per
cent of GDP in 1993 to 181 per cent of GDP in
the beginning of 1994, Govermment consumpiion



Box I.3. Upgrading rural industrial technology: the experience

of China and India

Accelerated and sustained economic growth, and
the equifatle distibution of its benefits require an
nccnlarated growth of the 88 large mural economies of
many coundries In e ragion. Thal, In turn, requires an
upgrading of the techrical bass of rurl production,
subsiantial propordons o which am accounted for by
naral indusiriel units. Thosa indusiies, howewver, mosl
ofton oporate with crude and oubdated technologles which
limit thalr production potenial and contribution o the
national economy  The adoplion of mora advanced
lechnology n these production uniie, which have  stong
linkages with agriculture, can greatly snhencs eutpul
and employmant oppotiunity in e rural aress.  The ax-
perenca of China and India, the bvo larges! dessioping
counties of the region, are instructhve in this regard,

Ching adoptod the SPARK programmea in 1935 as
an expariment, lollowed by s regular implementation fram
1866, o the mirpduchon of bafer production lechniques
in its wal economy. More than five millisn rural techni-
cal and managarial parsonnel have been trained as a
core lprce and “indar” 15 propagala the “SPARK tech-
nologies”, More than 100 kinds of echnical egquipmant
b fural wsa have béen developad and introduced. This
has accolorated the tachnical ranglormaton of vilage and
icwnalvp enlerprises, The implementalion of tha SPARK
prograrmme  hes enhanced e sciendilic and techmical
consciousnass in rural areas and providad opporiunitoes
for further inngvation.

Tha imprassive devalopmant in China’s Rl greas
natiorvide Is well documsanied Between 1978 and 1982,

tha number of township and vilage onlerprses increased
fram 1.5 miflion o 208 milllon and the iotal labour force
amployed i these entorprises rose from 283 million o
1068 milion. Tha pgross oulpul valug Increassd hom
45.3 bilon ko 1,797.6 billon yuan menmintd during this
periad,  ©Qf me sl noember of Sownship and wikago
gnierprisas, 38 par canl wane  indusirind eslanprisas
which accounted lof 80 per cent of the employmant
and 759 par cant of oulpul of the Iownship and willage
anfarprsas 2

The inMrodecton and uliization of better lechnolo-
gl was promoted through a supportive sclence and
technology (S and T) policy and insiftuional onviranmani,
Cooperalive  relallonshlps among  rumd  end  wiban
indusiries, among lownship and village enferprises, and
between them and foreigh companies have been wall
estabiched through organizatons and polcy suppar Mom
governmeant levals. The nalional poficy and inslituticnal
amviranmant includad:

3 giale Slatistical Buteau of the Peopls’s Aepublic of
Chira, Ching Stalistcal Ysarmook 1585 (Bajing, Ghina Ha-
fistical Inkemation and Consultincy Service Cenlre, 19331

(a) The high commilmen! of tha Govermment
fowards S and T based rural development, refliscied in
e seling up of local 5 and T commissions and tha
provision of significant budgetary resaurces kor specifiz §
and T programmes, such as the SPARK and TORCHY
programmes of the State Scence and  Technology
Commission;

(b} Decenimiizatien of Gnoncial and decision-
misking authoity to provinclal and local govermments 1o
endble tham fo improve the physical and social infrastruc-
ture in rural areas and atiract foreign direct imasimant

(g} The sstablshment of S and T Instbutions &t
fhe provincial and focal levele w0 laciilate the iransior,

cevalopment, adapialion, adaplon and ditfusion of fech-
resogy for neral industrios;

(4] Publc francial suppoel for In-nousn  research
and devatopment (R and D) and joint A ang O among
rural industries, and increased provision of bank loans for
francing technclogy acquisibon and . upgrading.

Techrology linkages among wrban, foreign and
rural indusines, look tha foliowing forms;

(8] Exchange of technology Informaton amang
ralated paris and componani procdcars;

{bh Provision of technical advios, know-how and
fraiving by laige wian indusines in cormaclion wilh
ancllary. supphar and buyer relaticnships;

{g} Provision of technical adwvice in connection
with toresgn diracl Imvastmant and joint venhsé amange-
manis.

In incha, fha rural incusides have proved (o ba an
impartam instrument or - alleviasing poverly, ganarating
productive empioymnent and minimizing income disparities.
Agro-based indusiries are the most importani industral
activitias of e nurel aconomy.

A vast netwods of 5 and T and support sarvice
insiituions has baen sal wp In the counlry in ordar
io assist the vilape and small-scala Industries, Educa-
fion, trainng and ressarch, and ossistance in marksting
and procunsmend ol Sinance, raw matorals and ohos
inputs Ao among a wide varsly al sorvices proviced
o these industios theough this suppor Servicn mEbwork.
To promabe  anciary relabonships  and  lechnology
lirkages among large and smal incusiies N urban
and rural areas, W Gowarnmont has recently aliowed

B The Toreh programme is aimed at developing and
adopling high-technology in firma.
{Confinued overaaf)




{Contnued fom preceding page)

equity paricipation by large firms In small entérprises
&nd has established subcontracting exchangas for regis-
taring and providing information lo large enlarprsas on
tho capascity -uf_am.ul enferprises b produce companants
and Intarmediates.

Many ol Indin's rural industtes st fce a varety
ol problams manging from weak management capabilities
and fechnical shills, ouidated lochnology. and non-
avallability of raw malodals.  Moeartholess, thare ars
promising  developments  lowards the  technological
advancamant of rural areas based on Increasad access
1o credil, subsidies and incenlives. The improvamant of
indrastructerail  faciiies and the implomoniation  of
Integrated Rural Deselopment Frogrameme (IROP) hava
facilitaled the peocess fhurthes, AR these hawve resullad
in a significant shiff in the cccupational patiem from ha
agriculterl to the secondary and leriary seclors and an
aveagn 45 per conl increase In neral family income in
the post IRDP-pariod. The IRDP programmas Inchuded
he provision of lechnology nputs 1o rural ndusires
through the network of technology extension, demonstra-

fion and fralning centras, and the Evvobvemant of & Erge
numbar of voluntary agencies in gowemmant actvities
concarning tha creation of awareness, human resources
developmant, dissormination of information, skill upgmda-
#on and tho transfer of technology.

Cumant offorts ol e Natonal Scienca and Tech-
notogy  Entreprenaurship Development Board | (NSTEDE)
nchuda the establishment o entreprenowship develop-
monl ceolly and S and T onireprenolrs parka i and
grcund ocademic and research inslitfions, Some of
thesa projects have conlibulad %o rural Indusirialization.
in 1982, e NSTEDB stariad a pbol schems on Mass
Empioymant Gondration through Sclonce and Technology
(MEQSAT) which has akeady led o encouragng resulis
During & percd of thres years, about 20,000 new jobs
hove baen created, aboul 75 per cenl of which warg
created in rural areas with a significanl representation of
womean. Oiher dapartments and Institutions hawve started
sciance park aslablishmants, such as tha Blo-lach
Indusiniga Consorium, and e Eloctronics Hardware and
Software Technology Parks.

growth was expected o ramain af about 5 par cent
in 1994/85. The largest component In domastic
demand, private consumplion expendilure, was @
pected o grow al aboul 9 per cenl in 1994, Real
gross domestic fixed capital formation rase by 7 per

cant in the fist quarier of 1994 and 9 per cant in
the sacond. Owverall expenditure on bulilding and
construction rosa by 15 par cent In the second
guarier of 1984, up from 7 par cenl i the previous
quarter,

Table 11,12, Summary of macroeconomic indicators, 1990-1993. Selected East Asian economies

{Psrcantngs)

1590 1991 1992 1993
China Savinga G DP 402 381 ol are
InvestmanyGDP M8 5.1 365 428
Budgetary balance/GORY 08 -1.0 -1.0 07
Money supply growth 201 8.2 i g .1
Hang Hang Savings/GDPE a3 nz A 312
InvestmentGDP 284 282 2.1 275
Budgetary balance/GoRY 0.7 35 20 18
Mongy supply growsh 133 195 o | 20.6

Kangalia Savinge'GDP 25 35 30
InvestmentGOP a3 213 124 ve
Budgotary balance/GDP2 135 -8 —120 ~-158
Maney supply growth 355 54.0 45 1343
Fepubley of Korea SavingeGOP 362 364 352 < h |
InvastmantfGOP d6.8 329 386 4.3
Budgetary balance/GDPE 0.7 -1.5 0.8 02
Maoney supply growth 1.0 A 130 18.1

Sovrces; See the soume noles in fable 113
Mote: Monaey supply refers %o My,
3 Excuding grants. D

Excluding grants and net landing.
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Despile the importence of exports In the
economy of the Republic of Korea, domestic do-
mand remains a major element In the country's
growih padormance.  Fingl consumption sxpanditura
im 1284 rose by an estimated 7 per cent, al a
rate lower than the rate of growth of GDP As
government consumplion increased by only 4.6 per
cem reflecting successiul elforis to reduce current

oullays, the increase in aggregate consumplion
was mainly the result of greater housshold
expenditure.

Fixed imvestiment as a proportion of GDP was
estimated 10 have increased slighily in 1984 over
the 34.3 per canl recorded In 1993, Investment in
equipment enjoyed strong growth with a rate of
18,8 per ‘coni Howover, construction  invest-
ment  recorded much lower growth despllie an
upsurge in the lasi quarter as the Government
ook wp construchion of wvarious Infrastruciure
projecis.

Grealer local demand for foreign goods and
sarvices in the Republic ol Korea, coupled with
liberalizalion pobcies, has been the driving foren
of the recent rise in foreign direct vestment
inte the country. After suffering steady declines
sincea the lale 1980s, inward foreign Inmvestment
climbed by 17 per cent In 1993, including a 52
por cent growth in Sarvices and 52 par cent
in wholesale and retall trade. Betwsen 1291 and
1983, the share of senrvicas in foraign Invesiment
rese from 234 10 455 per conl, The tolal amount
of foreign direct invesimeni in the Republic of
Korga was 55.5 bilkon during the pericd 1988-1952,
Ouiward forgign imvesiment also increased con-
sidarably from $116 million in 1985 to $1.3 billion
in 1983, 50 per cent of which wem fto Aslan
countries,

Ancording 1o the 1994 state budget of Mongo-
Hla, tolal budgst revenuas In 1994 were projecied at
821 bilion tugriks and expenditures at 94.8 billion
tugrike which means thal tha budgat deficlt would
amount to 12.7 bilion fugriks. Budgel revenue and
expoenditure increased by 26 and 30 per cent
respectively in 1984 in comparison with the state
budgst of 1993. The absclute magnitude of the
budget deficit would thus widen despite elors o
contain it through a number of measures 1o in-
creace revenus as well as o reduce expenditure.
Tha Governmenl has adopled a policy of meeting
budgetary deficit through external assistance and
the sale of domestic bonds rather than borrowing
from the ceniral bank,

61

Inflation

Contrelling inflation became a significant con-
cem for East Asian economies in 1994, Inflation in
China was estimated o be above 20 per cent in
that year (figure ILB). Among the explanalory
factors were the persistent invesiment boom despite
government efforts to contain it, the lberalization of
prices, exchange rale relorms and an increasa in
toodgrain prices resulting from a doclne in summer
grain oulpul. N 5 expecled thal inftafion will be
reduced o below 15 per cent fn 1995,

The inflalion In Hong Kong was estimated at
8.3 per cant in 1994, slightly lower than the rate of
8.5 per cenl in 1993, Lower import prices of food,
a glable labour marke! and rather modest increases
in ranls heiped stabilize the Inflation rate In Hong
Kong.

East Asian economies

(Perceniage)

Sources:  Sbb IhE SOURCE nodes In able 112
Hote: Scale on the vardical ads s in logarthm.
8  Rafer 1o changes in consumar price inda




Consumer prices al the end of 1934 In the
HRapublic of Korea were 5.6 per cenl higher than in
the previous year. This was mainly atiributable to
several rounds of price increases in agricultural
products, particularly fruits and vegelables. Public
garvice changes such as faxi, bus and railway fares
and school tuition fees also registered substantial
increases. There wera some concemns thal rising
wages and demand prassures in the wake ol the
eoonomic boom might lead to savere infiatonary
pressure. However, by the year-end there was only
a mild Increase which did not pose a threat fo the
stability of the economy.

The economic reform efforts of Mongolia con-
tinued with vigour and the success of stabilization
measures was reflectad In a markad fall in inflation
to 200 per cent In 1953 from over 300 per cenl in
1892, This was accomplished through a combina-
tlon of monetary and liscal policy measures. The
interes! rate on credit granted to commercial banks
was ralsed several times in 1993, as was the
obligatory reserves required o be malintained by
commercial banks with the central bank, Thae tight
monetary policy was supplemented by fiscal actions
which included carelul moniloring and reduced
axpendifure on subsidies, wapes, health care and
aducation, A substantial fall In nflation was
expecled in 1994,

Policy responses

Over the past two years China has imple-
mented extensive reforms  encompassing  price
delarmination, ownership of state enterprises, fiscal
and financial sysiems and external trade. Prices of
grain and adible oil have besn deregulated, Price
controls on a numbaer of energy and matenal inpuis
have besn removed. By the end of 1353 (he
Governmant's direct control over prices exiended to
only 5 per cenl of tolal wvalue of retall sabes
Reforms with regard lo the ownership of siate-
owned enferprises now permit large stakes I thosa
enlerprises 1o be sold 1o domestic or foreign private
entarprises, In addition, oforts werm made 10
reduce the state enferprise losses. The banking
system has bean revamped, the specialized banks
have besn freed from the obligation 1o subsidize
loss-making enterprises, The two-lier exchange rata
sysiem has been replaced by a unified regime and
frading comparnies have bean fread from the oblige-
fion to wm over all foreign cumency 10 the Governe-
ment.

Since 1993, the Gowarnment of Hong Kong
has adopted & new fiscal stance geared fo

&2

increased public expendilure on educalion, housing,
haalth, pensicns and family welfara. In additton %o
substantial weliare expendilure, the Govemmen! was
also committed 10 increasing infrastructure invest-
ment. The sharg of the public sector in overall
building and construction expenditure is expected fo
axcood B0 per cent In 1994 from 44 per cent in
1933, Increased demand for services, including
infrastructura, was an important part of tha process
ol adjusiment to higheér income lavals in Hong Mang.

Recenl economic relorms in the Republic of
Korea have focused on enhancing the countrys
imMernational competitiveness, A numbar ol deregu-
lation and liberalization measwes have been insti-
tuled with thal end in view. A&s a part of the
phased liberalization of financial markets, inferest
rates on loans financed by the Gowarnmenl and the
central bank. in addition o rates on all deposils,
mncapt demand deposits, have been deregulated
gince early January 1994, Interest rates for loans
fram non-bank instiutions such as insurance funds,
credit unions -and multual funds were also liberalized.
Tha average tariff rate was to be reduced to aboul
8 per cent by 1994, The Gowernment has imple-
mantad plans fo sireamline procedunes for foneign
investars.  Thesa included a reduclion in tha
required ratio ol retained eamings and permission
for foreign firmg lo buy land for non-speculative
PUrpGsEs.

Major economic and structural reform mea-
sures of tho Mongolfan Governmant aimed af
improwing  macroeconomic  management  including
stabilization of tha exchangs ralo, reduction of tha
budgetary deficit and & curb on Inflationary pres-
sure. In addition to fiscal and monetary policy
measures rofemed o aarier, from July 1593, the
Mongolian curency has been made convertible on
the domostic markel. Measures have baan taken to
increase foreign exchange resarves al the disposal
of the Government through the purchase of a cer
tain portion of export proceeds eamead by sconomic
entittes. Genaral axport hcensing was ebolished.
The mport tariff has been reduced o 15 per cent
and the tariff system has been converlad lo the
harmonlzed system conslstent with  international
practice,

The Govarnment of the Democratic Feoples
Republic' of Korea announced a new economic
poficy patkage strassing agricullure, lght Industry
and forgign trade as top priodties. MNew laws on
banking have been enacled. Tha leasing of land to
loreignars has bean permitted in order 1o promiole
loraign direct investmant,



Developed economies

In conteast to the developing countries, the
developed  couniries [Australia, Japan and New
Zealand) of the ESCAP region, in recent times.
have faced recessionary conditions reflecting cyclical
Nuctuations typical of other developed couniries of
Eurcpe and Morth America. While the economies
of Australia and Mew Zealand were almeady out of
the recessionary phase and perdormed well in
1824, the recovery of Japan has only just started.

Much of the growth in the three devaloped
countries in 1994 has bean contributed by manufac-
turing industries and construction., Tha latter, aspe-
ctally howss building, was found 1o ba parlicutarly

responsinee [n Japan to the anfi-recessionary fiscal

and monatary incentves offered by the Governman

and provided a major growth impulse for the
country.

In 1994, control of inflation at extremely |ow
tevels remaned the main precccupalion of the
monatary authorties. Fiscal policies, except for
Japan, have bean light and depended more on
expanditure  control than on higher tax rates fo
improve the budget balance.

Output growth

In Ausiralia, the process of economic recovery
which began in 1992 gained further momentum. In
1984, the growih rate of GDP has been eslimated
at 4.7 per cent compared with 3.5 per cent in 1233
(table 1.13).

Table 1.L13. Major macroeconomic indicators, 1990-1994. Developed countries in the ESCAP

region
(Parcaninge)
1590 1091 1002 1933 fane

Bustrafis
GOR growth 1.3 =13 25 35 &7
InfiaSion T3 3.2 1.0 1.8 20
ConsumplionG0P Th4 8.7 a1.1 B1.8 g2.4
Indasiment'GOP 211 18.6 172 18.1 182
Budget balancalGOP 0.5 —28 38 =a.7 — i 0
Shart-ierm injerast rales 144 10.1 B5 52 57

Japan
GOP growth 48 4.1 14 0.0 1.3
Indiation an 33 1.7 12 L]
Consumgtion/GOP 66.5 65 8 B 4 67.3 BA5
Irvesimant'GOP 22 M.z 308 30.2 284
Budgal balance/G0P 29 30 18 02 -2.7
Shorl-term Imerast rates 7.7 T2 43 23 22

MNew Zpaland
GOP growih 0,1 =21 02 4.1 a8
Infiation B.1 28 1.1 14 1.5
ContumplionGOP Ta4 145 TEE T43 Ta3
Investment'GDP 202 198 168.4 154 200
Budiget balance/GDP a0 19 -2.2 0.1 10
Shor-taren Intergst rales 138 0.0 B.7 8.3 87

Sourgea;

Uniled Mations. Promael LINK Word Oufiook, vanous issuns; iMernationsl Monalary Fund, imernatonal Financial

Stafistics, vol, XUV, No, 12 (December 1994) and Word Economic Qubock Oclober 1994; The World Bark, Word Tables
1204 (Balimoma, Tho Johns Hopking Unieersity Press, Apdl 1384); Ceganisation e EConomi Co-oparntion nnd Duraakimsnl,
DECD Economic Ouffock, Mo, 56 (December 1994); Tha Economist Incligence Unit, Country Report Ausiraia, 3rd and 41h
quariers 1884 and Country Report New Zealand, 3rd and 4ih quarters 1004; and nasonal sources.

8 Estimate,
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The improved performance of the economy in
1994 has been mainly the result ol buoyancy in the
manufacturing industry.  From January to June
1994, the production ol the manulactwring Industry
increased by 9.4 per cent over the corresponding
parlod of 1983, Transport equipment recorded the
largest increase in the manufacturing group reflect
ing the msurgence of maotor vehicle salas.

Construction of residential houses also sub-
glantially Increased in 1094, However, compared
with 1993, growih has been less. The value of
new bullding projecis approved during January 1o
September 1994 increased by 12 per cenl ovor tha
game period of the previcus year.

There are Indications ihat (he Japanssa
gconomy is now firmly rooted in the process of
recavery fram the recession which started from the
middle of 1991. In 1994, the growth rate of GDP
haz bean estimated at 1.3 pes cen! compared with
no growth in 1993,

The improved performance of the Japanese
aconomy In 1984, 1o a large exient, has been
caused by an increase in construction, especially
that of residential housing, which guickly respondad
to the incentives provided by the Government for
boosting the acongmy,

industrial production recorded an increase of
1.5 per cent {ovar the provious quarter) In tha first
guarter of 1994 and confinued upward a! a similar
pace in the sacond quarler of 1984, This is
accounted for, in parl, by the Increased production
of transport equipment, including automobiles. The
industrial recovery process was lurther confirmed in
July and August 1984 when inventories decreased
conseculively for two months signalfing that fnven-
tory adjustments may have been over and produc-
tlon was acceleraling.

The economy of Mew Zealand has besn per-
forming well since 1993 after a prolonged recession
in the period 1083 to 1392, during which GDP
contracted  continuousty. In 1994, growth of GDP
was expecied o ba 3.8 per cent comparad with 4.1
per cend in 1993,

Much of the growih in 1984 was likely to
be contributed by manufacturng indusiries which
have been responding positively to the liberalization
efforts of the Government. Manufacturing outpul
grew by 4.8 per cenl in the second quarter over the
same quarter in 1993. Big Increases were recorded
in output of fabricated metal products, primary food

od

processing and basic metal |ndustries.  These
industries were expected to confinue to show a
strong performance in rast of the year.

Activities in the construction sector alse picked
up during the course of 1994. The value of
construction permits issued In the flist thres quar-
ters increased by around 18 per cent ower the
same pariod in 1993 showing the strong perlor-
mance of this sector. Most of the activilies wore in
tha area ol residential construchon,

Demand componanis

Private consumption In Ausfralia in 1994 has
been strong and was expected lo increase by 4.5
per cenl in real tarms compared with 2.4 par cent
in the previous year. On account of the improved
economic pedormance, both employment and wago
rales have increased which provided a filip 1o pri-
vate consumption.

During 1924, real spending on dwallng rose
by 9.6 per cent. Business spending on equipment
was on the rse.  [Invesimanl spanding by the
private sector on first hand equipment increased by
134 per cent in mominal lerms in the second
quarter of 1984 over spending recorded in the
sama quarler n 1983 This sharp Increase
Indicatad that tha long awaited boom in business
Investment was undarway. Private sector invesiment
in equipment was expected 10 show even stronger
performance in the rest of tha year. In 1954, real
private imestment was estimated 10 Increase sieeply
by 12 per cent compared with 3 per cent in 1992,

In Austraiia, the federal budget deficit io GDP
ratia i the yaar 1994 has been estimated at 4 per
cent compared with 3.7 per cent in 1993, Tha
major portion of the government outlay has been
concentrated In e soclal areas: social security
and welfare, haalth and education. There has been
a conlinuous domand o increase (hese wellara
expenditures. However, to fulfill the Governmeant's
medium-tarm target of bringing fhe budge! deficit
down to 1 per cend of GDP by 1997 the Govern-
ment has already initisled tight conlrol of axpondi-
fure in these areas rather than instiuting addiional
measures 10 increase lax rates.

In Japan in 1994 private consumption demand
gradually responded to the income tax cut of
£60 bilion effected by the Governmen! and the
prevailing low domestic prices. From the middie
ol 1934, privale consumplion expenditures started
fo Incregse. Sales figures in department stores



increased by 4.6 per cenl in the month of July 1994
compared with the same perod In 1883, The
number of newly regisiered passenger cars n
Augus! 18934 increasad by 12 per cent over the
number observed in the same month in 1983, This
positiva trend was likefy to continue and indicalod a
revival of consumer spending in 1994 when lotal
real private congsumption was sstimated o incroase
by 2.9 per cent.

in rasponse 1o the Income 1ax cul and provi-
gion ‘of liberal loan facilities from the housing banks
at low Interest rates, housing invesimeant, in particu-
far in owner-cccupied units and condominiums, con-
tnued to bo strong in 18294, The number of new
housing construction projects increased by 7.7 per
cent in tha first quarter and 11.8 par cent in tha
second guarter owver the number ohserved in tha
sama parod of 1993, [n 1994 real GOP onrginating
from private housing investrmen! was expected (o
increase by 3.8 per cent, Public works, in terms of
the fotal wvalue of construction increased by 5
par cent in the first quarter and 7.8 per cent in
the second guarter of 1984 over values cbsarved
in the comesponding guerters in the previous year
Increases of a similar nature wera likely in the rest
of the year and were expeécted 1o strengthen the

BCONOMIC Tecovery.

Investment demand for new machinery and
equipmant decroasod continuously from the fourth
quarler of 1991 because of the existence of consi-
derable spare production capacity which could not
be ulilized In the recession penod. One other
factor inhibiting growth in domaestic business Invest
menl has been the location ol more and more
production capacities oulside Japan in response 10
an apprecialing yen. As a resull of these faclors
real business imvestiment in 1994 was lkely to
have contracled by 8.2 per cent. Thare are
however, some indications that business confidence
has recently improved.

Az & result of the tax cuf and other expandi-
fure increases underiaken by the Gowernmeant lo
stimulate the economy, the fiscal position in 1984
deteriorated considerably,.  The budget deficit 1o
GDP ratlo was astimated to be 2.7 per cent com-
pared with 0.2 per cent in 1993, However, monay
supply continued to expand al a low pace In
spite of lower shori-lerm interes! relés, foans es-
tendad by banks and other financial institutions.
except for house-buliding loans, did not pick up.
The growth rate of money supply (M) was ex-
pected 1o be 1.5 per cenl in 1984 compared wilh
1.1 per cent in 1983,

In Mew Zeatand, both privale consumption and
imestment increased considerably im 1984, Real
privateé consumption expendiure has been estimaled
to increase by 3.1 per ceni, slightly loss than tha
rate observed in 1993. Retall sales in the first
quarter of 1994 were 7 par cent higher than the
sales observed in the same quarler of 1993, Big
increases were recorded for durables, such as
household appiiances, cars and lurnilure, indicating
buoyant consumear morale,

Private investment in New Zealand has been
increasing fast as business confidence In  the
economy improved. Real invesiment, after increas-
ing by 11.2 per cent in 1293, was aslimated lo
have increased by 10.1 per cent in 1994, Invest-
ment in residential - housing has been a major
faclor In this siromg growth, but vesiment in
non-residential construction, plants, equipment and
machinary also contributed substantially.

MNew Zealand's budgst which was in deficit in
1902 recorded a surplus bolh in 1883 and 1984,
Mon-priority expenditures have been tighily confrol-
led, Hevenus was also buoyani owing o sirong
economic growlh. As a resull ol the budgst
surplus, the growth of money supply (M,) in 1994
was af a low rate of 2.3 per canl.

Inflation

In Australia, the recession of the early 1890s
produced a marked reduction In inflattonary expecta-
fions.  Also, in spite of the revival of economic
growth, excess capaciy siill exists in the economy.
As a resull, the consumer price index Increased
only moderately in 1994,

Allhough, as expecied, price increases in the
earty quartars of 1994 hava been low, the monetary
authorities sensed slgns of a boom and were
dgpprehensive of possible increases in Inflationary
pressuras. To neufralize any Such pressure the
authorities increased the official interest rate by 0.75
per cent in August 1994. This was the first inlarest
rate hike since 1988, Tho interest rale was again
increased in October 1994 by a full percenlags
point. As a result of thoso palicies in 1994, the
consumer price index (CPI) increased by 2.0 per
cent which was anly slightiy higher than tho rate
observed In 1533,

During 1994, domestic prices in Japan confin-
ued to show a declining trend owing to a slow
increast in consumplion demand and a fall in
import prices caused by an appreciating yen,



Nationwide CPI grew by only 0.2 per cen! In the
first quarter (over the previous quarter) and fell by
0.5 per cent in July, For the entire year of 1994,
CPI rose by less than 1 per cent.

In New Zealand, after a slow increase in the
first and second quarters of 1994, consumer prices
increased substantially in the third quarter by 1.8
per cent over prices observed in the same quarter
of 1993. |Increases in housing costs, petrol prices
and electricity charges were responsible for most of
the price rise. Although the quarterly increase of
the inflation rate was below the central bank’s upper
limit of 2 per cent, the monetary authorities esti-
mated that inflationary pressures might further gain
strength in the fourth quarter of 1994 and in 1995,
To obviate this possibility, monetary conditions were
tightened in September 1994 leading to small in-
creases In Interest rates. This limited CP| increase
in 1984 to 1.5 per cent compared with 1.4 per cent
in 1893,

Policy responses

In Australia, short-term policles in 1994 cen-
fred around increasing wage rates and tightening
the monay market. The Industrial Relations Com-
mission agreed to the trade unions’ claim for an SA
24 per weak “salety-net” wage increase for workers
who tried but failed to negoliate wage increases
under enterprise bargaining.  Although the wage
increase will be in phases with very little immediate
offect, this could provide an inducement to future
wage demands which may not be maiched by
productivity increases, leading 1o cost-push inflation-
ary pressure,

The Government of Australia also continued
its privatization efforis. In 1994, the Government
proposed the privatization of the Federal Airports
Corporation, However, the 22 airports under ils
jurisdiction wil be offered on 50-year lease rather
than outright sale. Revenue from this deal is
expecied to reduce the budget deficit,

The recent trend of monetary and fiscal poli-
ies ol Japan has been expansionary In order to
boost the economy during the recession. The
Government completed a new package of economic
measures in February 1994, The package com-
prised the following three parts: first, an income tax
cut to the tune of $60 billion was proposed to
boost demand, supplemented by increased expendi-
tures on public works, second, measures were
proposed to promote the effective use of land,
assist small and medium-sized businesses and to
invigorate the financial and securities market to
increase investors' morale. One of the measures
has been to ease monetary policy considerably
through & reduction of the discount rate from 6.0
per cent in 1991 to an historically low level of 1.75
per cent in 1994; third, steps have been proposed
to promote dereguiation with an emphasis on
increasing imports to widen consumers’ choice
and to narrow price differentials between Japan
and rest of the world. The increased avallability of
cheap imports, in the wake of an appreciating yen,
was expected o increase both real disposable
income and the welfare of the consumers
and contribute positively to the overall economic

performance.

In New Zealand, the Governmen! announced
its economic policies at the end of October 1994.
The measures included certain changes in both tax
rates and expenditures. An increase in the top
marginal income tax rale by 3 per cenl was
proposed and the estale duty has been slightly
increased. On the expenditure side increased
infrasiructural spending on roads, public transport
and sewage systems will be effected. A new
nationwide community-based work plan with an
emphasis on training will be created for the human
resources development of unemployed workers.
However, expenditure increases in these priority
areas were expocied to be mainly financed from
savings generated by controling expenditures In
other areas.



M.
PAYMENTS

RECENT PERFORMANCE:
A REGIONAL PERSPECTIVE

he establishment of the World Trade Organization

(WTO) on 1 January 1995, as an outcome of
the Uruguay Round of multilateral trade negotia-
tions, is the most important trade-related event of
recent years. WTO, as a successor of the General
Agreement on Taritfs and Trade (GATT), will oversee
the implementation of the agreements on trade In
goods, and for the first time, on trade in senvices.
These agreements will have far-reaching impacts
on ftrade, investment and economic growth in the
ESCAP region and elsewhere. As noted in chapler
I, there have been paraliel developments focusing
on greater liberalization in varicus regional trading
arangements. The combination of these processes
will have a major impact on trade and the balance
of paymenis of the developing countries of the
ESCAP region.

The liberalization of trade in agricultural
commodities, one of the cutcomes of the Uruguay
Round, will have important ramifications, particularly
for those developing economies in the ESCAP
region which are still dependent upon the exports of
primary commodities as the major source of their
foreign exchange eamings. While the change will
Increase market access, it will also Introduce
unprecedentad competition in International markets,
Similarly, the inclusion ol textiles and garments
under the new multiateral agreements, along with
across-the-board liberalization of trade in manu-
factures, promises to open up markeis 1o exports
from developing countries through the systematic
removal of non-tariff bamiers. However, some of
the developing countries will lose the privileged
market access they had previously enjoyed. The
General Agreement on Trade in Servicas (GATS),
while facilitating Inflows of foreign investment will
place increasing pressure on developing economies
to liberalize and open up their service industries to
foreign competition.

67

INTERNATIONAL TRADE AND BALANCE OF

The developing countries in the region may,
therefore, need to adjust their economic policies and
strategies to the changed world trade environment.
Due consideration needs to be given by Gowvern-
ments to measures 1o reorient their economies 10
the emerging competitive conditions in world trade
and lo take full advantage of the changing
conditions which are potentially in their favour. The
trade and economic pedormance of countries In the
region in the coming years would depend consider-
ably on their relative capacities to adapt and
implement policies to meet the challenges of the
emerging extemnal environment successfully.

Against the background of changes in the
world trading environment, there have also been
importan! developments during 1994 regarding the
establishment of regional and subregional trading
arrangements within Asia and the Pacific. By and
large, these developments have been motivated by
recognition of the increasing Importance of intra-
regional trade. By further sirengthening such
arrangements and forging closer links among them,
the countries of the ESCAP region could more fully
utilize the strength and potential of the region
through greater intraregional trade and investment
flows (see box Ill.1),

In terms of recent perlormance, with the
exception of the least developed countries, the
Pacific island economies and the disadvantaged
economies In transition, both the export and import
trade of the region remained generally buoyant in
1993 and 1994 (table 1l.1). The prospects for 1985
remained equally good or better. The strengthening
of economic recovery In the industrialized couniries,
the prospect of world trade liberalization under the
auspices of WTO, and the growth of intraregional
trade within the Asian and Pacific reglon, will
sustain or give further fillip to the region's already
robust trade growth,

In the past year, the least doveloped countries
have extended their policy reforms in the area of

trade. In general, they have taken measures to



Box llL.1.
arrangements

Globaly, thofe has been an increase in the forma-
fion and consolidation of fermal regional and subregional
frading arangemenis, @wn as the Round
headed fowards Its conclusion In 18584, (So0 box 1.2 for
a discussion of regionaization and muftilataralism in world
rade). In the Asla-Pacific region, the irend lowands
reglonalization s belng advanced by sevaral inifiatives,
parfcularty those mounied by the Association of South
Easl Asian Nafions [ASEAN) and Asin-Paclfic Economic

Coopamlion (APEC),

The declaraton by APEC at itk Summil mesting
af Bogor i 1894 seoks fo establish free and open tads
and Imeestmant In Asla and te Pacific no laler han
2020 The daclaration, which deévalopad from a recom-
mandation by an eminent persons group %o APEC, urged
the establishment of an APEC community commitied b
free trada. While thera have nol 85 yel been any con-
crete planzg for tha implementaton of tha Bogor declars-
fion, & limotable for membere 1o achiows free trade has
been anunciated; for developed countries the deadiing i
2010 and & othets 2020, The declaralion alge opanad
the way for ofhos paries %o parlicipala in the agreaman
ol a izxier dats. Whan APEC was concelved lve yoors
aga, it was as g loose, consultative body.  However, tha
Bogor declaration has the polential fo transiorm APEC
inta 8 formal trading arrengement owgh s mEster plan
has yet to be Seshed oul by fs members.

Meanwhiie, the ASEAMN Fea Tade Area [AFTA}
has progressed beyond the stage of the drawing board.
The formafizaticn of AFTA was & major underlaking of
ASEAM in the area of economic cooperation among s
mambad countries. On 1 January 1993, ASEAN formalhy
launched AFTA with the Introduction of tha Comemon
Effectien Prefarantal Tarll (CEPT)] scheme as the main
instrument to esiablish ifs fee tade area®  Under
the CEPT schema, Intraregional 1ariffs barrars would be
reduced over the projectad 15-yaar poriod 0 5 pof cont
or less by the year 2008.°

All manufaciured prodocts, including capital goods
and processed agriculiural products, and those faling

f wihin the free Wade area that Is evenlually estab-
lighad, ASEAN member slales would share common
aHoctive tarfts among themselvasz, bed farfs with non-
ASEAN countries would confnue i be delermined by
member countrias individually,. See ASEAN Secratarial,
AFTA Aoager, vol. 1 (1293) for lurhes dathilz of o
CEPT schamae.

b Far the purpose of implementing the CEPT Agree-
ment, the ASEAN Economic Ministers establshed
the AFTA Councll composad of Ministars from ASEAN
Mambar Slates and the Secretary-Generml of ASEAN,

Some recent developments in subregional trading

outside the definiion of agricubural products aro covorod
by tha CEPT scheme, In addiion o agricultural products
which an excluded fom e CEPT scheme, a product
might be exchudad under two other drcumstances:
[a) when a product Is considered nocessary by a
member state for the profection of Hs nablonal securify,
public morais, human, animal or plant life and heafth,
and arficles of arfistic, historc or archasclogical value
(general moceptions); and (b} the CEPT schame might
euclude cefein sansitive producls on & femporary basis
(lemporany exclusions).

Twa progremmos of tarl meduction undar the
CEPT schema ware patabliished. The normal track would
Se8 all Wil reduced 10 5 par cent of less within 15
yaars. In order o promole commonallty of larh rales
among mombars, tha reduction of tadtts below 20 per
cenl under tha normol Eack would ba atiained In thrae
tranches. 15 per cent by the year 2003 10 par cent
by 2008, and 5 per cent or less by 2007, The tast
track would bring aboud the reduction of fanfts for 15
splected calegories of products 1o 5 par cent of less
within 10 years.

To supplemant and complement the libaabzation of
frada within ASEAN, member siates alsc agreod
saplkore further maasures on border and Ren-border areas
of cooperation, Thess (ncleded the harmonization of
standards, reciprocal recognition of tests and cer@fication
ol products, ramoval of bariers 1o foresgn Invastmanis,
macropconomic consultetions, rulas for falr compativon,
and the promotion of ventue capial,

Events fook & dmmalic lum in Ssplember 1994
whan the ASEAN Economic Ministors Moolng in Chinng
Mai agreed to sccolerals e AFTA  programme. by
aliminating most of the exclusion flams and slepping up
Hs Implemantation. Under tha naw schadule, AFTA 5
axpactad 1o b achioved by thoe yoar 2003, reducing the
gesation period from 15 lo 10 yoars. The axchusion Rsts
wiould be eliminated by 1 January 2000 whila agricutiural
producls would be brought in, with some exclusions.® If
AFTA knopd to 15 new schadule, one could expacl soma
sgnificant increase in intm-ASEAN lrada from the rathar
low curren] leval of onty 17 per cend of all trade
conducted by ASEAN counties |compared with 70
per cani for the European Union). As par of il
efforts 1o enhance the implamentaion of AFTA, the
programme on common classifications, cusloms proce-
dures and valustion B expected 10 be completed by tha
ang of 1995,

E In ordar o slep up it implomantation, an AFTA
Unlt has boon esablished at the ASEAN Sacrefarial




in the wake o thase moves by ASEAN and
APEC, e mamber slales of the South Asian Associa-
tion for Aeglona! Cocperation (SAARC) in Aprd 1580
agreed o establlsh the South Asian Preferentlal Trading
Amangement (SAPTAL The primary objective of SAPTA,
&5 with oiheér regional trads agreemants, (2 o aspand
intraregenal irade which curently stands af marely 3 par
cant o the total trade of the SAARC membars.

The agreemant which has yet to be ralified
by all partes relies on ladfl reducfions on & product-
by-product basis rather than an across-the-board action,
The envicaged reducfons In tarfs would take place
In successhre stagas with periodic reviews. Tha frst
round of negotlatons Is projected b cover primary
productz, agricuflural and exiracied row  malerials,
vegiock, marine products, scrap melals and manufac-
lured products with less than 50 par cent faredgn
conient

Intraraglonal mada In the shorl and medium ferm. In
order fo hasten the pace of intraregional trada it may be
mofe approprisls 1o pursus an across-the-board praleren-
Sal frade agreamant, Inchuding agreements on transit and
overiand trade.

Pacific
no lpter than 2020 are realized, then reglonal trading
arrangements, such as AFTA and SAPTA, may hive
o reassass thelr rofes within a greatly aitered Irnding
smvironmant wiihin the region.

relax foraign exchange controls furthes to permit the
gnchange rates to reflect market rales, to reduce
import duties, and to replace rigid quola systems
with more transparent terift systems. The least
developad countriag also continued afforts o di-
vorsify their exporis. Bangladesh, for example, has
bean able to reduce dependence on  traditional
exports of jte and |ute products bocause of
succoss in the export of ready-made garmants,
frozen fish and shrimps. For mosl other leasl
devolopad countries, oxpori eamings have been
dominaled by a few primary commodities.

Economic recovery in the industrial couniries
and a recovery in the level ol most commodity
prices in 1983-1994 s expectad fo boost export
earnings of the least developad countrias and the
Pacific lsland economies al leas! in the short term i
supply boftienecks do nol tum oul to be binding
consiraints.  Although the wvalue of some of tha
special freatments they have received, such as
undar tha Loma conventions, mighl be eroded, the
liberalization of trade in goods and services result-
ing fram the Uruguay Hound may provide them
enhanced opportunities lor markel access. To fake
advantage of ihose opporunities major IMprove-
menizs in supply capability through the sirenglhening
ol infrastructure and the developmaent of human
raSourcos are ragquirad.

The pattern of forsign trade al present for
the Ceniral Asian republics leans heawly lowards

fraditional trada links with the Commonwealth of
Indopandant States (CIS), although trade with non-
CIS countrigs |s growing In importance. By now,
praciically all tha republica have introduced national
currencias.  Bul no new paymenis machanism,
parficularty for trade with CIS counirles, is in piace.
Thiz has resulted in the developmoent of what ke
gssentially a bilateral form of trade which has, at
fimes, taken tha form of barer transactions. The
Cantral Asian republics as a group experenced a
drop in export earnings of close fo 14 per cent in
1993, while Imports rose by just cwer 2 per cent,
With the exceplion of Kyrgyzstan and Tajikislan, all
other Cantral Asian republics exparianced a sharp
fall in exporl receipts.

Economic recovery In the developed couniries
and sfrong growth in intraregional trade provided a
stimulus to the growth of trade in the East Asian
economies. Economies of the subregion have been
ghla to sustain their exports by moans of rapid
divarsification from labour-intensive consumer goods
iz higher wvalue-added efecironic egquipmenl and
consumaer durables. Tha electronics indusiry of tha
East Asian economies has mainlained its leading
role in exports despite having to andura slashed
profit marging. In fact, the relocafion of alecironics
manufaciuering from various industrinl centres to the
devaloping counfries In the region was one of the
major impulses for the expansion ol intraregional
trade in East Asla.



Table 1. Total value and annual rates of change In the dollar value of merchandise
exports and imports, 1891-1594

{Millens of US dofiars)

Exparis Imports
Vaiue fAnnual rales of change) Valra {Annual mafes of &)
parcantage mm

e T 1§ R =" - T - - O I 1993 1897 1992 183 1aadd

Economies n the
ESCAP region B34 TR 145 1.1 B2 . BI3 883 100 B8 84
economios
in the ESCAP reglon 5TH 280 18.8 14.3 8.5 oh 817 197 165 109 109 i

Loast developed economies

Bangladash 221 11 242 83 T 3980 w2 w8 21 -gb
Bnutan 86 40 -125 48 L 125 56 =185 S08 i
Camboda 213 47T 244 -188 o 392 494 433 117 -
Kbl 4 01 885 -163 i 2% 37 423 -207 i
Lao Pespia's
Demacratic Republic M7 -226 188 114 =t 39 58 -92 204 g

Maldives 35 38 =268 -125 I 191 18T 174 11 3
Myanmar 585 288 267 102 38sP B4 1293 08 250 110P
Nopad 435 258 422 163 140 B87 M5 as 120 139
Samea 6 <33 00 00 -3aFP W5 180 170 45 -2420
Solemen Istands 9% 186 217 50 ol 101 158 -11A 41

Pacific
£y 407 -85 33 64 &g B34 -135 -43 15 108"
Papus New Guinsa 2ap4 240 226 2388 350 1280 271 88 148 1940
Tonga 17 182 =77 417 61 —48 B8 -3z s

Contral Asla
Armpnia 29 = o LT " R S T i
Azertaljan 351 .. 1981 -B35 i 241 ., -588 -278 h
Kazakhstan 1 271 . BO2 B3 i3 38 .. 75 -237 e
Kyrgyzstan 12 .. B7B 48B4 5 1z ., -87A 589 t
Tajikistan 263 . 802 1374 5 I .. M 1 e
Turkrmenistan 1 040 <35 -Rd i 501 .. 39 77 i
Uzbakistan 707 .. 341 -1B8 2 w7 .. -209 18 B

Other doveloping economios

Enst Asla
China 1737 152 180 B1 245 103881 188 262 289 141
Hong Kong 195248 200 212 132 163 138655 218 231 123 188
Mongoita M 03 N3 -2 % 382 260 158 -134 iy
Repuiie of Korea B2180 108 B7 73 138 B3ITM4 1689 04 24 180

South-East Asla
Brunel Darussalam gam 213 =122 47 . 1247 155 02 60 -
Indonesia 3612 151 146 07 117 28086 185 K6 28 126
Malaysia 47122 166 187 156 247 45657 253 B7 145 285
Phifppines 12990 74 108 328 M0 17271 -14 203 117 210
Singapare 74006 198 TE 187 213 85230 8B 81 182 174
Thuailand 37173 232 142 145 181 45088 136 B3 132 165
viat Nam 2850 -132 186 152 270 3415 150 72 383 234

(Continved an naxt paga)
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Table M1 fecontnued)

{Mibians of US dollars)

Exports Imparts
Value fAnnual rates of changa) Wil {Annual rafes of changa)
il PTG
183 10eT  fem2 1egd 1090 1997 1397 18mr  igs3  1mafd
South Asla
inclia 21 B84 14 e ar 155 2 7E3 =133 154 =35 127
fran (Islamic Rapublic of ) 16 467 486 47 -1446 G5 4 118 382 =153 =333 02
Pakistan B &2 170 125 =83 32 D481 150 107 1.2 32
Sni Lanks 2 Ted 28 243 143 14,0 = oS P | 106 94 0T
Developad sconomiss in
the ESCAP roglon 415 538 6.8 T 5B 459 286 TE6 o =04 a7 By
Aasgtrada 42 76 54 24 03 43 45 478 =08 52 38 10.5
Japan 362 286 8.6 Ta BB 49 241 652 o =17 36 8.3
P Zeclard 10 537 27 20 T4 81 6 -15 a6 45 B4

Sowces; \Ursiod Nations, Monty Bulsin of Stadstcs, wvol. XLV Mo, 12 (December 1804} and Project Link Wond
Owtiok (Movernbar 1894) Asian Development Bank, Hey Incfcators of Diveloging Asian and. Pacific Counfries, wol. XXV

IOkl Undversiy Prass, 1994); and nalional shiices.
% projectionfestimates. U Figures for half the year oy

Exports to China from the countries of the
East Asian subregion have been boosted by the
strong economic growth of China and its expanding
economic linkages in Asia.  Direcl invesiment in
China originating from other East Asian economias
surged in 1994 and helpad fo pgenerale  an
@xpansion in the export of capital goods and
manufaciured inpuls from these economles Io
Chira. Trade with China was also meinforced by
policy reforms in China which lowered fariff rates,
sliminated many non-tarfi bamiers and allowed ils
currency to move fowards convertibility. Cveral,
China's imports expanded by more than 25 per
cent annually during the period 1992-1003, A
growing share of this fiow of Imports came
frarn othar East Asian and South-East Asian
BCONOMmies.

The strong economic performance of all the
major economies in South-East Asla is  dinectly

finked to fthe Impressive growth of their export
gectors. In these economigs export growth in 1984
excesded that of 1593 with manufactures exporls
dominating in most. In Brunei Darussalam and Viet
Mam, exports of primary commodities remained
predominant. High rates of growth in exporis were

n

parfly responsibie for the high growth In imporis
which exceeded 10 per cenl in 1984 (m all
the counfries. (n 18953 and 1994, Indonesia and
Malaysia mainfained their usual swpluses on their
merchandise lrade accounts, while the rost of
the Soulh-Easl Asian economigs incurmed deficits.
Singapore was the only country in this group which
had a surplus on its goods, services and incoma
transiers account. The Philippines, Thailand and
Viet MNam faced substantial balance-of-payments
doficits on goods, services and income. Large
inflows of capital have kep! the overall balance of
paymants of all these countries in surplus in recent
years and halped raserve levels 1o rise

The external sector reforms in the South
Asian couniries have beon largely responsible for
the increase in trade and capital Inflows which have
helped to contaln thelr deficita on cument trans-
actions and fo buld up meserve ievets, The frade
performances of counlries have not been even and
no wniform pattern in the growth of exports and
imports is discernable.  Although these countriss
generally recordad positve growth rates In both
exports and imporis, substantial waralions ame
noticaable within counliries aver time.



With wide-ranging reforms thal encompassed
bath the domestic and the exemal sectors of
the aconomy, the South Asian counlries have
succesdad in  maintaining macroeconomic  and
exchange rale stabilty while building up their
foreign  exchange reserves. Capital inflows in most
countries have Improved significantly.  Liberalized
imvestment policies and Incentives along with the
stable sconomic emdronment have brought sub-
slantial amounts of non-debl-crealing caplial inflows.

MERCHANDISE TRADE

The least developed and
Pacific island economies

The lates! available slatistical indicators do nol
suggest thal the least developed or the island
economies have been able lo overcoma the basic
problems of their external trade sector. Export
eamings, harowly sourced and small In voluma,
continued to fluciuaie without any firm trend over
time. The diversification of the export trade, being
attempted by most of them through simple process-
ing of producls, such as textiles, foces mixed
prospects, as international trade in testiles and
apparel is thrown open to competiion with the
implementation of the Uruguay Round of multilateral
trade agreements including the phasing oul the
Multifibre Arrangemen! that has governed inter-
national trade in textiles and apparel since tha
19605 (see box WL2). Import capacities remained
crucially dependant on the avallabity of officlal
development assistance (ODA). The access to
foreign private capital remained wvery kmited.
Bangiadesh, Myanmar and Mepal, the most popu-
lous among the least developed countries, and
Papua New Guinea, tha largast of the Pacific
island countries, have shown 8 degres of resilience
in tha exporl sector since 1990 with their efforis
at reforms of the trade and exchange systems.

Exporte from Bangladesh grew by more than
8 per cent in 1993 decelerating from above 24 par
cent in 1892. They weore led by ready-made
garments which comprised 52 per cenl of total
exporis. In addition, axports of frozen shrimp and
frog legs, ancther non-traditional item, rose by 26.8
per cenl. Receipts from the traditional exports of
jute and jute producis fell by around 5 per cont
Imports rose by 2 per cent, the main increase
eeourming in importe of tediles which were utilized
as a&n inpul for gament production. In addition,
steady growth was registered for the [mport ol

2

capital goods, and intermadiate goods such as
cement and fertilizers. Data for the first hall of
1894 indicated a 7 per cent growth in exports and
8 2 per cant fall In imports over the same period of
15983

In Bhutan, exporis confinued to depend on
India as the major markel which accounted for
mora than 90 per cenl of the lolal, The most
signéficant export from Bhutan lo India i8 the sala
of slectricity from the Chukha Hydroelectric Plant.
After faling in the previous two years, the value of
exports rose by about 5 per cent In 1993, Al the
same time total imports, which consisted mainly ol
patroleum products, rice and electrical equipment,
grew by more than 50 per cenl over the pravious
year.

The total exports of Cambodia declined by
about 20 per cent afler the two previous years of
high growth. The country continued to rely on
primary commodiies for its exporls. Cambodia’s
main imports, however, as in many least developed
countries, comprised industrial goods such as
machinery, transpori equipment, and consumer
durables. A steady increase in imporls has con-
tribuied to the substantial delerioration in the
external deficit,

The Lao People's Democratic Republic im-
proved its export performance subsiantially in 1892-
1893, While the country's exports continue o be
dominated by natural resources such as limber and
hydro-glectric power, the influx of foreign direct
imvesimant (FDI) in recent years has enabled the
Lao People’s Democratic Republic to develop some
manufacturing-based export Indusites, such as
garments, by taking advantage of the counlrys
cheap labour. In spite of the good perormance of
exports, the wrade balance delerioraled In 1993
ohang 1o the faster growth in imperts which
mainly consisted of machinery, raw materials and
petroleum.

The exports of Maidives declined for the
second conseculive vear in 1593, This decling In
exporis was mainly due to reduced demand for the
couniry’s exports of canned and frozen fish as the
supply. of these Rems from other forelgn compatilors
had increased. Imports have fraditionally been very
high because the country Imports most of ils dally
necessifies. The recen! rapid increase in imports,
resulting from liberal macroeconomic and import
policy measuras was halted in 1993, when import
growth was curbed to only 1.1 per cent to contain
tha irade deficits.



Box lI.2. Muitifibre Arrangement (MFA) and beyond

The planned ra-dntagration of workd frade In lexliles
and spparel inlo the General Agreameant on Tarits and
Trade (GATT) theough & 10-poar phase-oul of tha Wultifi-
bre Amangamen! [MFA) was & majer achlevemant of the
Uruguey Found. The interest of the developing countries
in the trade libera¥zation B promises = assiy underslend-
Abde, given the key roba Bhal the texiées secior played in
thir econamic development of westem developed countrias
in the ninoteonth contury, of Japan during fhe inter-war
paricd, and of the newly indusidalizing economiss since
the sarly 1960s. For many developing couniries, taxtikes
and appared provida & majer sourcs of thedr axport
recoipis; s, for Pakistan, the share of fexSies and
clothing in such receipts is over 75 per ceni  Yel, for
mode than fhres decades, textiles and apparal have argu-
ably faced tha mos! persisten] trade resiricions among &l
mamndactures. A more libaral word trading systam can
halp developing countries fo gain comparathve advaniags
in ihis secier and ihereby reafize s full develooment
pabental.

Although the MFA was a mullilaleral agraamant,
s oparabonal conlonls weore conlained in a seres of
blatarsl “voluriany” xpod-rasiraing egresments nagotisted
betwaen the Importing and sugplying countries within the
norms ostablished by MFA, Tha Eurcpean Community,
howevar, negoligled these agresments as a group with
individual supphing countries and then allocaled  impord
guolas 1o Hs mambars, While tha first mullateral coond-
nalian of protecion in this sector in e eary 196052
was direcled only ol cofion laxiles producis, the mags
Wading nations expanded covarage of such cocrdnatizn
b man-made Mee producls when the fesl MFA was
nagotiated i 1974 undsr GATT, tuf outside s normal
discipling. MFA was renawed n 1977, 1681 and 1086
MFA-IY, priginally scheduled bo expira in 1891, ran ol its
coursa al the end of 1554, with all tha restictions under
A 1o ba cambed ovar and mainiained unbl they are
gliminated undar tha larms of tha new agreamant reachad
in the Unuguay Rownd,

The comerstone of MFA was the concepl of
“markef disniplon™ Inthoduced by GATT In 1880, This
aflowed an importing couniry lo Introduce trade-restricting
measures in the event of an import surpe associaled with
low Import prices nol relaled o Sumping or loreign
subskiies. Such measures could be taken on the basis
of & polential, rather than any actual, damage® o a
domestic indusiny, and could be applied against individual
coimiries responsibée for the import surga. Thars was no
nead o appl them on & non-disciminalony mast
twvourad nation (MFW) basis. MFA sél a precedent of

& Short Term Amrangement (1961) and Long Term
Arrangaman! Ragarding Cotton Textles (1862).

B as required under nosmal GATT saleguard pro-
visions in article XIX.

agplylng  ftrade quolas selecthvely apainsl  exporting
couriias, which, In practics, mostly aflecled devaloping
countries. |t aleo departed from the general GATT pring-
ple of relying, bor the purpose of trade prolection, on
tarifts rathar than on guolas,

As MFA ovolved, i geew mofe resirictive. MFA-
containad a nwmber of relatively libaral feshures. & provi-
gon fof a 6 per cenl annual quola growth, and & carain
degres of quola Maxibiity ®hal allewed, inlgr afa, thae
tansfer of guotas across product categonios (Tewing”
provision), exporl against a fulure year's quota {“camy
forwan provision) and a carying over of unused gquotas
o subsequeni yoars' Imports (CCamiover  provision).
Subsequan! ranowals of MFA, howover, brought increas-
ing resiriciiveness inlo the amangemoni fhmough 1he
raductons of guotas, ‘reascnabde depariures” from (he
slandard & per cenl guola growth rabe, and the danial
al Nexibility through the owing and ofher provisions,
Furthermors, o coverage of MFA was ocxpanded b
tectibhy made o ramie, sik Hends, nen and vegalatie
fibres, I may be noled thal the quota resticions unded
MFA wave. in addition 1o e narmal MEN ArS

Af this and of tha 159805, there were 43 signataries
o MFA repiasenting 54 countries. While MRA covered
abaul one fourth of word trade in textilos and appandl,
the coverage was much higher for spparal (40 par cent)
than for taxtiles (14 per cent), reflacting the larger role of
developing-country suppbers In Bpparsl Man i bediles
In soma importing couniias, as much as B0 par cant of
the imports of texWios and apparel from developing
counties was subject to MFA-quotas. The product
calegortes subject fo resirictions varied between supplier
counties; typlcally, the larger a suppliar, the larger iha
number of product categodes which faced restrictions.

The Unigusy Aound agroamant on todiss and
apparal provides for & soquential aliminaton of product
coverape; by 1 January 2002, 51 per cenl of 1990
Fmports (in volumé) will Be madd ae of QUOLE FESERINS
n ihres phages, with tho remaining 49 por coml bo
bo mads =5 by the ond of the ansilion perod on 1
January 2005, As products am progresshaly intagrated
ino GATT, the quotn 1or ach prodoct that Sl remaing

E in 1987, 1he averago nominal tarfl on apparal in
the Uniied Siates was 225 par conl, and for tooctles
and apparal as a whole, it was 11.5 pod conl reflecting
a lower tand for texdiles in which tha developad countries
hawe  greater compefivenass,  Cuolas olso drive a
wedga betwean domesSc ard workd prices by nestricling
supplics, the difference baing cafled the “lanl equialant”
of @ guota. Estimales of tart equivalenl of MFA-quolas
yary, with 20 per cenl being clled a5 a roascnabie
approximation for S Unflad Stajes.

{Comtinued ovareal)
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{Confinued from praceding page)

under guoia &l any siage of the phase-oul musl be
increasad & an annual rate greater than thal allowed in
the previous stage. The annual growih rate of quotas in
stage 1 will ba no lsss than 16 per coni greates than
that in force In 1884%  For stage 2 end stage 3, he
annual growth rate must be, respectivily, no less than 25
and 27 per cenl grealer than In the previous stage. Tha
effact of ihis provision en developing-country exporiars
will vary, counirias with hiph inilial growth rates benefiling
the most, The agreament also provides for a fransidanal
safeguard machaniam fhal seems fo have coused somo
concern o develaging exporting counidas. This alSows
gn Imporling counlrny 1o impose, on Ma basis ol a per
calvid threat of damage. restrictions on Indhvidual export-
Ing countries thal can ramain In place for up o threa

d y, tor example, the cument growih rate Is 10 per
cond, & 18 por cont increaso In Mo growth rate would
mean an eeated growth s of 116 per cenl

yoars withoul extension. No prhor consultation s e
quired for such achon.

The Impasl of the sbmination of MFA will ba lal
only ower Ume because of the siagpered nature of its
implamantation. 11 |s generally agreed that tha phase-out
will ghva a boost 45 world trade in lexdiles and appanst,
altheugh the trade anvironmant will be characienzed by
much siiffer compofition which somo developing couniies
may fnd problemagic, Most model-based asimates show
thal the developed-country consumars will  parhaps
benafit most Shrough lowered prices. On the axpor
sids, developing countdes able o compete succossiully
will gain from the absence of quota restrictions, bul will
logo “quota ranis® from fhe highar prices thal thay
recaived under MFA because of quota-rastrained supply.
Al any rats, It Is clear that the post-MFA era will withess
significant adjusimants In merksl stralegy. producl mix
and usa of iechnology In S apparel and leciia ndustry,
Many developing countries will ba required fo increase
their compefifvaness In onder to hold on o thair shares
In waoed brada.

Exports from Myanmar hawe bean rising
rapidly since 1880, In 1993, however, the rale of
growth moderated to about 10 per cen! over the
previous year, Whereas rice exports have continued
fo grow steadily, there was a decline in exporis of
leak wood and products because of government
restrictions on logging activities. Imports, which
largely consisted of raw materials and capital goods,
rosa by 12 per cenl in 1993,

The total exports of Mepal grew by mome than
16 per cent in 1853, a significant achievement in
fhe waks of a growth rale of 42 per cenl recorded
in the preceding year. Through recent product and
markat diversification efforts, the counlry has
achieved a breakihrough n exporiing garmenis and
carpels 10 other couniries, reducing #@s  tradilional
dependence on the Indian markel. A recent agree-
ment befwoan NMepal and the United Stales ol
Amefica allowing Nepalese carpels duty-free access
to the United States market could assist in furthar
diversification. Imports recorded a growth rate of
12 per cent in 1883 and were estimaled fo grow by
13 per cent in 1984. Bul for an increasa in the
cosl of imports following cumency devaluation and a
slack in foreign investment inflow, Import growth
could hava been higher as the import regime had
been substantially liberalizad.

The Ieas! dewaloped countries and Pacific
igland economies mely heavily on the exporis of

[

primary commodities,  Thelr expon pardormance,
therafore, i3 highly sensitive 1o the vagarias of
nature which affect the domestic supply, and to
fluctuations in demand and prices of tha com-
modities in the world markal. A number of thesa
countries weare hit by cyclones which adversely
affected production and expords in 1933,  The
movement o the intemational prices of Pacific
island agricullural exports was not uniform. There
were somo Improvements in the prices of coffes,
beel and fish, and log prices reached high levals
raflacting tha general shorage of logs on the world
market. Prices of cocoa, and palm ofl and kermel
remained unchanged from their 1992 levels, whila
those of coconit products daeclined. As for tha
mon-agricultural products, the gold price Increased to
itz high level of 1881 while the price of copper has
remaingd depressed since 1981, The wvarying
supply and price movements affecling individual
commodities were reflected In the volatility of
movemants in the island economies’ exports.

Among the least developed Pacific island
countries, Kiribat's exports, valued al $4 million
in 1993, marked a decline by more than 16 per
cent over the previous year The decline in
exports ol copra and marine products was causaed
by the decrmasa in world demand and an increase
in compefition from other suppliers of these
commaodilies.



The total exports of Samoa, a least developed
Pacific island couniry, was valued al $5 million In
1983, During the two years since a major drop
in 1991, the couniry's exporis remained stagnant.
The destruction of primary commodities caused by
successive cyclones brought about the decling,
Tare, which is one of the major export commoditias
ol the country, was also affected by the disease
called taro-leaf biight.

The exports of Sclomon Islands fedl by 5 per
cant in 1993 to $96 million after an average growth
of 20 per cenl over the previous two years, This
Increase was predominanily led by logging acti
ties and the extraction of other forest resources,
raising concerns aboul sustainability, Consequently,
the Governmenl has attempled fo; (3) mduca the
depandence on logging achvities for fear of ex-
hausting the resources, and (b} 1o diversify axporis

In Tuvalu, export earnings have declined
sleadily because of the fall In supply and prices of
fish. Vanuatu's principal export ilema (copra, beel,
kava, coffes, timber ard, more recenlly, squash)
similarly sullerad from a supply and price deckne.

Imports, although small in absolute terms, are
sevaral multiples of the value of exports in many of
the least developed countries. The dependence on
othar sources for financing the deficits s thus
obvious.

Fij's axports have sulered a continuous
decling over the perod 1991-1893, bul thame were
indications of an uptlurn in 1594. A largaly similar
pattern was cbsarvable for imports.

Papua New Guinea's sxports tncreased by 39
per cenl in 1983 foliowing two previous years of
rapid growih. Much of it was accounied for by ol
with production at Kitubu oil fislds coming on full
stream. Proceeds from oll accounted for 34 per
cent of tolal exporis receipts while eamings from
gold exports contribpied tha next highest share with
28 per cent. Revenue from forest products,
espacially logs more than doubled in 1993 and
contributed 17 per cent of tolal exports. The share
of agriculiural products, mainly coffes and palm oll,
was only 10 per cenl. While exports increased at
high rates, Imports decreased producing & sub-
stantial surplus in the trade balanca. The lower
level of imporis was malnly due o raduced Imports
by the mining and petroleumn subseciors.

Tonga's expods, valued at $17 million in
1883, consisted mainly of coconut producls and
bananas which have since been replaced by squash
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{48 per cent) and vanilla (16 per cent) as the major
Hems. The country recorded a high growth rate of
exports in 1993, but its potential has sulfered owing
to the decline In the prices ol copra and the
virtual elimination of the banana indusitry, Thae
performance of squash has been remarkable since
it was first ewported o Japan in 1850,

Central Asia

As could be ewpected from  their overall
economic situation, the trade perdommance of the
Confral Asian aconomias remained gensrally un-
salisfactory. According to avallable information, the
volume of trade (expdrts and imports) in Armenia in
the first hall ol 1984 reached $138 millon, of
which $80 million was accounted for by trade with
the CIS countries. Almost 80 per cent of this rade
was conducied by public anterprises. Cut and uncut
diamonds, machinery and equipment, @lectrical
appliances, and shoes were main exporl llems.
Food imports made up nearly haif of total imports.

Azerbaijan experienced & massiva dowmturn in
rada during 1983; exports fell by neary 54 per
cant while imports. fell by almost 28 per ceni.
Despite this fall in exports, the balance aof
frade remained in surplus. There is ophlimism that
ihe eventual davelopmen! of three ofishore oil
deposits by a consorium of seven multinational ofl
companias headad by British Patrolawm will strangly
boosl exporis.  During fhe fist hall of 1884,
trada with non-Cl5 countrios, such as the Islamic
Republic of Iran and Turkey, appeared 1o be
recovaring.

Kazakhstan oxperienced & moderats decling
in exporis In 1983 and a sharp drop In imports
leading 1o a surplus in its merchandise trade
batance. In common with the other Central Asian
republics, the focus of frade in Kazakhstan was
shifting away from the CIS to non-CIS countries.
Trade with the non-CIS countries remained in
surplus  during tha firsi two gquariers of 1994,
although exports declined and imports increased.
Howover, Kazakhstan's trade balanca with its CIS
trading pariners was in deficit.

Im 19483, Kyrgyzstan's exporis and imporls
registered a sudden increase and appeared fo
have been balanced at a value of $112 billion for
both. During the first six months of 1994, import
payments exceaded export receipis. In parficular,
axports 1o non-CIS countries were eslimated 1o
hawve bean significantly lower than during the samsa
paricd In the previous year.



Tafkistan had experienced sirong growth in
bath exports and imports in 1993 after the slump in
the preceding year. Imports, however, grew more
rapidly than exporis and were valued al 5374 million
and $263 milion respectively. Tajikistan relied very
heavily on exporis of aluminium and cotton. A
deficit was recorded in trade with both CIS and
non-CiS eountries in 1883 and the pattern appeared
o have continued In 1994,

In 1883, Turkmenistan experienced a moderate
fall in both exporls and imports and endad the year
with a substantial surplus on the balance of trade.
Both exports and imports continued thelr downward
trend in 1994. Exporis foll faster than imports, but
the balance of trade still remained in surplus. Trade
wilh the CIS countries was adversely affoctod by
defaults in payment on the parl of soma of the CIS
trading partnors.

Exporis from Uzbekistan in 1993 fell by
about 19 per cent. Imporl growth was a modest
2 per cent. Preliminary data for the firsl half of
1994 supgested that exports to non-ClIS couniries
increased by as much as 18 par cenl. The country's
main  export  items, cotton, chemical fertilizers
and non-lerrous melals, wers shipped prmarily to
Germany, Japan, the Netherlands, Switzerand,
United Kingdom and the United States. Wheat,
sugar, machinery and equipment were the couniry’s
principal imporis. Trade with the CIS countries also
remained significant during 1993 and the first hatl of
1994, The commeodity structure of this trade was
gimilar to its external trade with non-ClS couniries,

Other developing economies

East Asia

The major exporting economies of Easl Asia
continued to maintain substantial growth In thelr
exports and imporls In the 1993-1994 parod. While
the pace of export growth had decelerated in 1883
for China and Hong Kong, it remained stable for
the Republic of Koma, Howaever, there were claar
Indications of an acceleration in the growth of
gxports of these economias in 1994,

The foreign trade (exports plus imporis) of
China reached $196 billion in 1993, making Il the
world’s eleventh biggest trading nafion. Exports rose
by just above B per ceni in 1993, after a growth of
18 per cent in 1892, During the first sight months of
1984, exports had Increased by 31.5 per cenl over
the same period of 1593; for the wholo year the
gslimated increase was about 25 per cent.

o

China ran ts first trade deficit since 1989 with
a 29 per cent growth In imports in 1993, Two
consacutive years of above 13 per cent GDP growth
had generated a considerable increase in demand
for capital equipmeni and industrial raw matedals,
Imports of machinery and elecirical producls
accounted for 47.6 per cent of total imports. In
order 1o contain the Irade defich, the growih in
imports had 1o be moderated; for 1994, the rate of
growth was estimated to have slowed down to 14
per cent. The devaluation of the yuan renminbi by
33 per cent, implemeanted in January 1994, as a
currency reform measure, also helped slow down
the growth of imports.

The economic recovery in indusirial economies
together with the continued appreciation of the
Japanese yen enabled the Republic of Korea to
improve its export perormance significantly in 1994,
After a moderate growth of sboul 7 per cent in
1892 and 1993, exports from Ihe Republic of Korea
grew by almost 14 per cent in 1984. Machinery,
electronics, shipbuilding, Industrial and chemical
products fed exporl growih. Imports, which con-
sisted largely of capital equipment, expanded by 2.4
per cent in 1983 but accelerated to 18 per cenl
growih in 1994,

The imports and exporls of Hong HKong
generally move in tandem reflecting Hong Kong's
entropdt role. Total exports and imports grew by 13
and 12 per cent respectively in 1983, slower than
their respective 21 and 23 per cent growth rates in
1992. In 1993, machinery imports for the large
port and airport construclion projects had caused
imports to rise faster, a patern that continued In
1834. In the first five months of 1994, expon
sarnings had risen by 8.6 per cent and imports by
nearly 11 par cenl. Estmates for the whole year
showed about 16 per cent growih in both exports
and Imporis.

Aftar a positive growih of both exports and
imports in 1992, Mongolia's foreign trade slipped
back in 1993, Exporis valued al $381 million in
1893 showed a small 2 per cent declime, while
imports valped at 5362 milion had a larger
fall of 13 per cenl. Non-lerrous melals accounied
for 40 per cent of exports, while petroleum
products accounted for 30 per cent of imporis in
1883. Tha foreign trade tumover continued to
decling early In 1994 because ol adverse price
movements for two major exporl llems, copper
and cashmere, and low volumes ol animal-based

axparts,



South-East Asia

With tha exception of Brunel Danissalam,
all other economies of South-East Asia genarally
have conlinued Io enjoy booming frade in recent
years, Brunel Darussalam's exports consisted
alimost entirely of cii and gas which logether
accounted for about 97 per cent ol tolal axports in
1991, Total exports in value terms have declined
ovar tima owing to falling ofl prices. The Parsian
Gull crisis raised ofl prices, which In lum had
boosted exports In 1991. The subsequent down-
ward trend in ofl prices led to a decline in axpors
in 1982 and 1993. The major destination of exports
from Brunei Darussalam has been Japan, which
accounted for about B5 per cent of total exports of
oil and gas in 1991, Imports ware quite diversified
and high per capita income has contribuied fo their
sleady increase over a long paried.  Imports had

apparenily stagnated in 1992, however they grew by
a & per cont growth in 1883

Indonasia has been quile successful in
diversilying exports, reducing s depandence on oil
and gas exports over fime. The country's expaort
trade seamad to have suffersd a slack in 1993
when growth in exports lumed negative as against
a 145 per cent growth in 1992." Slow growth in
both ofl and gas as well ag other exports (exciuding
wood products, paper and steel) contribuled 1o the
giow-down, In 1994, g sharp uptum in exporis
came aboul with an estimated growth of around 12
per cent. Imports increased by 2.8 per cent in
1993 as againsi 56 per cenl in the previous year,
Imports of consumar and [ntermediale goods warg
higher but slower growth in the import of machinery
and capital goods resulted i the moderation of
growth in total imports. The deragulation packages
announced by the Governmen! in June and October
1993, which introduced phased import  tarilf
reductions, removed farlis on some commodities
important for exports, and relaxed requlations on
automotive imports, caused A& surge in imporis
which grew by more than 12 per cent in 1884,

The strong perdormance of the Malaysian
economy 18 directly linked 1o the impresshwe
peformance of s export sector.  Exports have
grown at an average of 17 per cenl annually over

! Walional data sources reported on & fiscal year
basis, howedr, indicate highar rates of growth in 1993 han
= reflected bn the dats reporied hero.

i

the porod 1991-1893. The mpld expansion of
manutaciuring exports (constituling aboul 78 per
cent of tolal exports) sustained export growth as
eamnings from commodity exports, Including crude
potroleum fell. Exports of electrical machinery and
glecironic products increased significanty and as a
group they are now the single largest foreign
exchange earner. Exports of lexilles, clothing and
footwear expandad at a8 more moderate pace, partly
because of sirong competition from ofher low-cost
producers. Growih In exports accelerated in 1994
and was estimated to have reached almost 25 per
cont. Sirong domestic demand and high growth
rates of manufactured exporis have also kept the
rata of growth of imports high. Imports grew by
more than 14 per cent in 1993 as against nearly 9
per cenl in 1982, |Impords of infermediate goods
and invagimen! goods, constituting mome than 80
par cent of total imports, grew shamply, Imports of
consumer goods grew moderately  Imporis of
lumgpy investment goods — 9 aircraft and 2 lique-
fied natural gas tankers - also contributed to

higher import growth in 1993, Growth in Imporis
accodorated to an oatimated 28 par cent in 1994,

Despite the appreciation of the pesg,
maerchandise exports of tha Philippines wem
eslimated 1o grow by 18 per cent in 1534 after a
surge of 326 per cant In 1993, Semiconductors
remained the counirnys lop exporl commodity
Major increases were recorded in the exporl of
electronics, garments, machinery and transport
equipment, minaral products particularly gold bullion,
shrimps and prawns, and fruits and vegelables.
The appreciation ol the pesc, parlly caused by
inflows of shorl-lerm capital, remained a cause of
concern @s il could hawe an adverse effect on
export growth, Merchandise imports were eslimated
to incremse by 21 per cent in 1984 afiar fwo
previous yaars of high growth aweraging 16 per
cenl. Soma of the increase in 1584 couwld ba
attributed to imports of power generation equipment.
Other imports recording major increagses includad
telecommunications equipment, materials and acces-
sores for the manufacture of electrical equipmant,
chemicals, texfile yarn, fabrics and made-up arficles.
Owverall the pace and pattern of growth in trade
raflected the recovery of the couniry’s economy that
has been undarway dunng the pasl two years.

in Singapore, the rapid economic growth
recorded in both 1993 and 1994 was driven mainly
by the strong pedormance of exports, particularly
consumer electronics.  Total merchandise exports
grew by 16.7 per cenl In 1983 as againat 7.6



per cent in 1992. Exporis grew even faster,
estimated at 21.3 per cent in 1994, propelled by the
recovery in the United States economy, Singapore's
largest export market, The Eurcpean Union, Hong
Kong, Japan, Malaysia and the United States
were Singapore’s top five external markets. The
buoyancy of other neighbouring Asian economies
benefited Singapore's export growth. Merchandise
imports also have been growing at high rates In
ltandem with exports since Singapore’s exports have
a high import contant.  Furthermore, the higher
income growth has been contributing lo increased
imports.  Imports were estimated to grow by a
further 17 per cent in 1994 after 18 per cent growth
in 1993,

Buoyan! export growth has been one of the
major factors behind the sustained high growth of
Thailand's economy in recent years, Exports grew
by 145 per cent in 1893 and by 19 per cent In
1994. It is notewcrthy that exports for the first
ime surpassed the figure of one trillion baht In
1994, The main impetus for growth came from
relatively high-value manufactures, such as electri-
cal appliances, lelevision sets, plastics, integrated
circuits and computer parts. Exports of gems and
jewellery, canned seafood and canned pineapple
have also increased rapidly in recent years. More
than 75 per cent of exports consisted of manu-
factured goods. Lower prices reduced the exports
of agricultural products in value terms but they were
recovering in 1994, Total imports went up by 13
per cent In 1993 and were estimated to rise at an
accelerated rate of 16.5 per cent in 1984, Rising
investment demand has sustained the pace of
imports of capital goods, Intermediate preducts and
raw materials,

The exports of Viet Nam mainly consisted of
primary commedities such as rice, crude oil, marine
products, rubber and coffee. Rice and crude oil
accounted for about 50 par cent of total exports.
Some manufactured goods such as textiles and
garments have also been exported recently. Total
exports in value terms were estimated to grow by
27 per cent in 1994 compared with an increase of
152 per cent in 1993. Most of the increase in
export receipts resulted from larger volumes of the
exports of primary commodities. Viet Nam has
been able o enhance its production of rice substan-
tially In recent years and is now the world's third
largest rice exporter. Viet Nam's main trading
partners in 1993 were Hong Kong, Japan, the
Republic of Korea and Singapore, which accounted
for more than 60 per cent of its exports and
imports. With the lifting of the United States’s
economic embargo, a grealer product and market
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diversification of trade is expected in the future. As
with exports, imports have also been rising substan-
tially in the wake of economic liberakization and
were estimated to grow by more than 23 per cent
in 1994 after a 36 per cent growth in 1893. [mport
quotas have been largely eliminated and the
Government has begun to liberalize Hs system of
import permits and licenses., As a result of
increasing foreign direct investment, the import of
machinery, Intermediate inputs and raw material has
been rising fast.

South Asia

Exports from India increased steadily through
the period 1992-1994 from a decline in 1991, After
8 10 10 per cent rates of growth in 1992 and 1903,
the rate ol growth of exports was estimated to
accelerate to almost 16 per cent in 1994, Exports
of agricullural and marine products, leather goods,
engineering goods, textiles and garments, and gems
and jewellery contributed significantly to the overall
growth. During the 1990s, there has been a
significant shift in the destination of India's exports.
The share of developing countries in India's exports
increased, reflecting the vigorous efforts of Indian
oxporters o exploit market opportunities in the de-
veloping countries, especially in the Asian-Pacific
region, and a restructuring of India's trade with the
former centrally planned economies. Total imports,
after a sharp increase in 1992, declined in 1993.
This was caused by a drop In bulk imports that
included certain categories of consumer goods, raw
materials, and Intermediate goods including petro-
leum. The import of capital goods, however,
registered a sharp increase. Imports in 1994 were
estimated 1o increase at an accelerated rate of
almost 13 per cent.?

In the Islamic Republic of Iran, foreign
exchange receipts from merchandise exports de-
clined In 1993 from their level in the preceding
period largely because the value of oll exports
decreased as a result of the sharp decline in
prices. However, the value of non-oll exports
recorded a sleep increase over the same period,
Although oll was the I[slamic Repubdlic of Iran's
dominant export product, non-oil exports of both

2 Rates of growth in exports and imports reported here
on the basis of the lales! revised data pudlished by the
United Nations differed significantly from those in national
sources reporting data on fiscal year basis. The reported
rales of growih in those sources in 19393, for example, are
20.4 per cent for exports and 4.3 per cent for Imports.



manufacturing and handmade producls (carpets
ofc.) have been gaining strength. The couniry is
pursuing an export dhversification policy with mora
vigour in order to reduce the aconomy's vulnerabifity
to fluctuations in oll prices. Tha value of imports of
goods also fell in 1993 as Imporls were cul back
sharply,. Ovar fime, the structure of imporis has
also changad. The share of imports of basic goods
hes fallen owing to the substitution of mporled
products with domestic oufpul. However, the share
of imports of producer goods, consisting of inter
mediale inpults and capital equipment, racorded
substantial increases. The share of capital goods in
total importz in 1993 was aboul 26 per cant.

Atter a significant drop in 1993, the expert
eamings of Pakistan were estimated 1o have grown
by 32 per ceni in 1984, The fallure of the
cotion crop, which was an importanl export item,
together with intornational recession conlributed
to the declina in 1893, Mon-faditional sxpons,
although still comprising only a small fraction of
iclal exports, showed a significant increase. Import
growth also decelerated from about 11 per cent in
1962 (o arcound 1 per cent in 1993 and was
ostimaled fo have remained sluggish fn 1984 with
only @ 3 per canl growih,  Imports fell for several
rBRSONS. Among them wers the lower GDP
growih; the suspension of the transportation (yellow
cab) scheme under which small cars wera being
importad in bulk and distriboted as faxis in urban
areas; and the drop in the import prices of crude
oil, fertilizars and wheat.

in 1984, exports from Sr Lanka were esh-
malad 1o have grown by aboul 14 per cenl, the
same as in 1993. Textiles and garments stil re-
mainad the major export products, Howewer, the
share of textiles and garments in iotal exporis was
sieadily decrsasing and was being substituted by
pihar manufaciured products. The imporance . of
tha traditional plantation sector was also decreasing
rapidly,. Ower the last four years there has been a
steady increase in the exports ol minor agricuftural
crops  (tobacco, cinmamon etc.) and fish.  The
country's export diversification has been facitated
by measures lo parmit greater involvernant ol the
private sector in production and export activities.
Imports ware estimated 1o Increase by aboul
11 per cent in 10994, sighlly higher than 1993
Expenditure on Imported consumar Hems had
siabilized over the pasi three years sl around 20
per cant of the total, thus markedy shifting
exponditura on imports to intermediate and invest-

ment goods.
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THE INVISIBLES AND
THE PAYMENT BALANCES

The least developed and
Pacific island economies

Compiste and up-fo-dale balance-of-payment
data for most of the lsast developed and Pacific
island economies are not available. It is generally
known, however, that the serlous Irade and payment
deficit is one critical area of weakness in all these
economies. Receml efforts at reforms and re-
structuring of these economies with the objecthves,
inter akfa, of namowing balance-ol-payment deficits
hawe nol, in most cases, produced the desked
results.  Improvement in payment balances in some
cases has come through a curtaliment ol imports
rather than the stimulation of exports.

The import squeeze reflects fthe difficulty in
financing the defict which has conlinued lo depand
on official developmant assistance, the volume of
which has either stagnated or fallen in recenl years
in mos! cases. Despile reforms and liberal incen-
fives provided for foreign  investment, the least
developed countries have not succeeded so far in
altracting a sufficlant volume of private capital el
ther. Increasing flows of private transfers, mainly
remittances by citizens working sbroad, and in &
number of casas lourism receipts, have halpad to
narrow the deficite incurred In merchandise frade.
That, along with some increass in inflows of private
capital, has made the overall payment balances
improve and resarve levels, which weme running
critically ow in 1890-1881, to fsd In some cases
(zea table 1.2},

In Banglagesh, the trade deficll increased
marginally in 1993. An increase in privale lransfers
fargedy from remittances of Bangladeshi workers
fiving abroad was offsel by a similar rise in not
payments on account of sarvices and incomas. The
combined balance on these accounts as a result
recorded a small deterioration,  Official transfers
have fully financed the deficit, and a still small but
increasing volume of foreign direct and poritolio
investments as well as other capital flows since
1991 have helped to build up resarves over this
pariad.

In Mepal and Bhutan, the balance on goods,
services and private transters slippad further into
dalicit in 1993, This was largely due 10 a decline in
earnings on account of tourism and workars' ramil-
tancas, Positve balances on sendces and private



Table liL2. Balance of payments: principal components, 1950-1994

(hitkons of LIS dodars)

Balance Irnmgtrmant
Sarvices on goods, Forgign
Trade and services and aTiange
balance Income Private  Priate  Officie)  Direct  Forfblla  Oher  reserves?
batance  franslers  ransters  Iransfers capita®
Bangiadesh 1990 -1 G670 2 -4245 B2 -1 1832  TESA az 0.3 G543 B02.8
181 -1 3858 <3612 9018 -B452  909B 1.4 2.2 4540 1 2068
1982 -1 2568 3713 1 RE 6074 TEe2 az 8.7 E260 1 TE32
1883 -1 2830 -4652 11324 6168 8129 14.0 B4  4BEB 2 367S
China 1880 g185 2558 11 545 62 2 EST =241 838 28 5840
1591 8743 3698 444 12 B85 W7 3453 235 4348 42 BEAD
182 5 183 &3 B4 B 050 @1 7158 =57 =7 348 18 4430
1893 10 854 -2 127 BE3 ~11 BGE B 235 3048 -2 880 21 186.0
Fiji 1880 ~1760 1468 2 =322 @ =508 16.7 TS5 -  =P6S vy )
1861 =122 1386 -5 “B.1 3000 104 - =170 F4B.5
18988  -1224 1448 =163 53 259 486 - =118 204.3
1983 =20 218 =111 =402 2T 231 - =70 2472
incia® 1980 -B438 -2 764 2 061 =10 141 461 165 . 8w 2 236
1981 -2 134 -3122 2 EBS -2 561 426 148 .. E5& & #31
1982 4082 3245 3 I -3 659 356 344 Mz A T4E B 434
1983 -1 285 -3 169 3 7E9 —5E5 370 BO0 41185 4240 15 000
1984 =250 -3187 2800 -2 44 a00 750 4250 1646 19 500
Indonasia 1890 535 -B75A 166 =3 240 2 1083 -83 3455 L
153 4B -8 323 130 -4 392 132 1 =12 427 8 151
18a2 7022 -10 373 =8 -3 122 M2 1T 88 4440 10 1@
1853 B 231 -10 875 346 -2 298 |2 2004 -201 JETE 10988
bran (tslamic 1850 875 -3 148 2 500 a7 - - - a5 -
Repubic of) 1097 6500 4918 2000 -0 448 = - - G033 =
1882 =34068 =5 (fd 1886 -6 504 - - = 4 703 =
Wataysia 1980 2 622 -3 595 3 570 B1 2332  -2855 -292 837
1881 537 4 T47 b T [ & 39e8 170 1468 10 421
1aaz 3375 -5086 B5 =1 GG <3 4488 1108 4738 16 784
1883 3408 -5 58S 76 =200 -3 4351 -984 B O48 26 814
Malkiives 1890 531 74 T4 28 112 B8 - 17 244
1981 B2 6 £B.1 =168 =81 221 B - =11 234
1982 =1168 W7 =188 =340 143 6.8 - LR 270
1883 1393 1084 200 2 -559 8.3 6.9 - 180 249
Hapail 1980 4487 51.0 Bl -3373 482 - - 35 287.0
1987 4824 (il 83T  -0E2O 675 - - 4873 388.7
1862 -3758 55 457 2646 E32 - - 3353 4594
1963 4616 BaE 743 5007 a2 - - 2835 E323
Pakkstan 1990 =274 =1 TE 228 =257 504 242 ar Ba3 295
1991 -2 261 -1 962 2 344 -1 BT 483 20 52 £28 618
1992 - 791 253 F068 -2 247 arr 848 ao 1 840 BED
1993 ~Z 552 -2 GBO 1642 -3270 x4 348 b S g 1198
(Conthued o next paga)




Table .2 [contnued)

iMilions of US doars)
Balance Imaastmant
Services oh goods, Forelgn
Trandfa angd sovvices and axchange
balsnce incoms  Privata  Privale  Oficial  Diect  Porfiolie  Ofher  reservs?
balancs  ansfers  lransders  fransfors

Phiflppines 190 4020 11 3|7 -3 052 357 530 -50 1 BT BES
1091 =321 1 350 473 -1 388 54 S4d 110 2278 a 186

1682 & B&S 2 878 473 =1 343 344 228 £0 2 B40 4 283

1833 =5 232 234 d598 =3 880 aan 783 =164 2 BAT 4 B4k

Rapubiic of Korea 1990 =2 004 =443 28 -2 181 8 ] 811 2268 14 458
1881 =8 9B0 -1 583 20 A 853 =173 =241 3 116 3 450 13 306

1082 -2 148 =2 BI& 257 4 504 =25 =437 5 742 1 808 16 B40

1953 1 860 =1 867 B3 526 =142 =0 10735 -5 845 20 Boa

Samoa 1280 =81.15 1601 /T =542 1268 - = 9.40 £d B2
15991 =71.14 .52 31,00 =39.22 10.57 - = 18.60 84,08

182 =84.08 =217 3475 =52.50 = - - 18.85 57.65

1933 =804 =25 268.36 =55.08 1642 - - 15.55 4711

Sngapene 1590 -4 717 725 =274 2 P88 =189 4004 -1 %40 17 27 535
18531 =3 THe 8 28z -»‘ill'.'l 4 150 =158 A -0z -2 708 a3 831

1952 =5 TH: 10 128 =45 4538 =15 5 982 818 307 30 66

1693 =8 0BE 10 4 =482 2 253 =1 6 D&z ~Ha4 4 335 48 066

Solomon Islands 1880 =7.24 =58.60 467 5117 326 10.44 = 1242 1648
2 -855 -G5.68 188 7235 3625 1451 = 0.58 T.ET

1992 14,31 -51.01 1.78 -35 B2 3305 1417 - B.26 22,70

En Lanka 1990 47268 3668 3624 —477.0 1781 425 - 435.6 422 .0
1891 —Hi 4 =384 5 401.3 ~y8T B 2024 438 i | 613.2 B8a5.0

1882 =7151 =378 461.7 =£33.3 1828 1210 257 3546 889.0

fhe k] =421 s S59.8 =540.8 1602 187 6 672 B63.6 1 8.0

Thailand 1530 -5 75D —Tdd 25 -7 468 187 2 303 =38 6833 13247
1684 -5 800 -1 B4 1683 =7 &N a8 1 847 =1 2983 1raEy

g2 -4 181 -2 571 333 -6 408 54 1 868 8E7 68900 20 012

1953 —4 148 -3 083 281 -8 858 b <) 1 483 5 455 T 497 24 OTR

Tonga 1950 =43.45 11.80 057 202 1047 00 <138 -0.04 30.04
1881 =485 155 3023 —a.08 107 020 =373 545 anar
1692 =344 =257 2708 1106 .64 124 .45 sS4 2982
1853 =3T.ED =011 3403 -2.78 GAaT 0.5 =.10 an2 J4.82

Vanuati 1880 =561 349 a2z -9 2886 1311 - 0.68 3469
1801 5315 14.84 1768 2662 32,05 25.47 - 83aT 266D
1842 —48.949 1285 T -20.33 3280 2545 - =2.78 g
1883 4728 480 1ore =372 2204 25487 - =577 A5 4T

Sowrce: |Inlernplional Monstary Fund, infemalional Financial Siakistics, vel, XLVIIL Mool {January 1595).

® Comprised of resident official, doposlt monay bank and oher seclors not alswhere spaciied. D End of period.
®  Flacal pear.
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transfers have usually helped to namow deficits
Mepal incurred on merchandise. Officlal transfers
have mel remaining deficits but In recenl periods a
rise in private caphal inflows has been noliceabla,

A& decline In exports and an increase in
imports led 10 a deterjoration of Cambodia's trada
balance. In 1993, official transfers in the form of
foreign ald were by far the most imporianl source
of capital inflow Into the counlry, rsing by more
than 17 fimas (he (evel mecorded in 1992, The
substantial increase in foreign aid was in response
to the appeal of the Secretary-Genaral of the
United Nations to the imemational community fo
support Cambodia’s rehabéitation elorts. The coun-
fry has also been able to attract soma FDI flows
mainly in the fourist industry.

In  Maldives, the deficit on merchandise
irada has been widening since 1990. The services
income, mainly representing receipts from the
tourist  industry, increased considerably In 1992 and
1983, leaving a relatively small deficit in the com-
bined goods, services and private transfers account.
Mevertheless, the combined defist on  goods,
services and private translers has been riging sinco
1890. In the past, the dafict was largely financed
by grants from abroad, bul these hed declined
sharply in 1893,

in Myanmar, the deficit on the balance of
trade remained high but was mostly covered by
income derived from tourism and other sendices.
Official  transfers from loreign donors, and  short-
and long-term bomowing from abroad financed the
remaining defics. In recant years, there has been
an Increase In FDI inflows, paricularly in holel
bullding and othar lourism-relaled activities, as wall
as in tha production of tobacco and beverages.

Both Samea and Vanuatu have been able o
offset partially their mearchandise frade deficits
through income from services (mainly from fhe
tourist Industry) and from other private transars
made by citizens fiving abroad. Official transfers
ramained the most important form of capital inflows
o Ithese countrizs. Solomon lslands appeared (o
be enjoying a trade surplus but they experianced a
larger outflow on services and income. This could
be the resull of prollt remittancas and interes
paymenls by logging companies. In 1933, the
country had also experienced a relatively large
oulflow of capital because of substantial loan
repaymants by logging companies.

Unlika the other least developed couniries,
Kirlbati and Tuvaluy experienced a surplus (n their

Iransaclions on goods, senvices and privale lrans-
fers im 1993, A large irade defici in Kinbatll was
more than offsel by increased earning from sarvices
and interest on the Fevenus Equalization Reserve
Fund, which was eslablished from the proceads of
phesphate royalies. In Tuvalu, inflows in the form
of remittances from Tuvalu ciizans working abroad,
interest earnings from Investments of the Tuvalu
Trust Fund which was established in 1837 Irom the
gid contribution of donor couniries, and official akd
received by the country more than covered the
country’s (rade daefcil.

Among the other Pacific |sland economies,
Fij's merchandise trade deficit delerioraled sharply
in 1883. Even though there was an |mprovement
on the services and income balance with an
increased surplus arising mainly from highar tourism
receipts, this was not sufficient to offsel the trade
defich. Official translers increased marginally but
FOI Now fall to less than hall of the previous year.

In Papua New Guinea, the combinaticn of
robusl export growth and a decrease in merchan-
dise imports produced a substantial surplus in the
frace balance In 1983, The lower level of imporis
was mainly caused by reduced imports by the
mining and pelroleum sectors. This subsequently
franslated into & surplus on the balance on goods,
sorvices and private transfers. Howewver, there was
a substantial Increase in private capiial outflows
during tha year,

Tonga has had deficits on s balance of trade
lor ceveral years. An Increase in impors [n 1893,
mainly attributable to major building projects and
tha importation of alectric generating equipment,
caused the balance flo further deteriorate. The
trade deficlh was offset by a substantial amount of
transiers comprising mainly gifis from Tongans over-
seas and church donations as wall as QDAL

Other developing economies

in 1893, China faced & delicih of over 510
biflian on its merchandise trade, This was the result
of growth in imporis al a rale over thres times
higher than the rate of growth in exports. The
rapid pace of domestic economic activilies and tha
liberalization of policy kepl imports rising rapidly In
1992 and 1993, The lrade balance was, howevear,
retuming to & balance or a small surplus in 1994
as exports grew faster than imports during the year,
despita continued pursuit of import Fberalization
measuras, This devalopment was atirbuted largely



lo the devaluation of the yuan renminbl which
halped exports and discouraged imports. The coun-
Iry's eamnings from tourism were estimaled to have
doubled to $7.0 bilion in 1984. The balance on
services and jncome tumed negative In 1993 as
interest and dividend payments on stocks of foreign
loans and investments rose. The continued slrong
inflow of capital, particularly FDI, however, was
maore than adequale to offsat tha deficit, enabling a
nel addition o reserves,

In 1993, the Republic of Korea recordad a
surplus on ite trade balance afier three consecutive
years in defich. Thal enabled a small surplus to
appear in the balance on goods, services and
transfers. Howevar, this reversal was short-ived as
in the first half of 1994, the balance was once mare
in deficit and was likely to have worsened by the
end of the year This was caused largely by
imports of capital goods and rew matenals fo
supply the strong production boom. In addition, the
balance of payments of the country was weakened
by a reduction in lourism revenue and investment
ingome,

Indonesia’s merchandise exports usually ex-
ceaded mearchandise imports resulling in trade
surpluses. Howewver, a relalively bigger deficit on
the services and income account showed up In a
deficit on the balance on goods, services and
privete transters. In 1983, the deficit in the
eanvices and Income account increased which was
partially offset by a rise in privale transfers. With a
larger trade surplus, the combined deficits on these
three accounts was much lower during the year
On the capital accounl, FDI flows rogisterad a
strong increase, although private flows through the
banking system slowed. The overall resuft enabled
a net addition 1o resares.

The merchandise trade surplus of Malaysia
was higher in 1993 compared with 1992. However,
a bigger deficit on the services and income account
produced a higher deficit on the balance on  goods,
gervicas and private transfers, Capital inflows in the
form of FOI and through banking channels kep! the
overall paymen! balances in surplus and increased
the country's reserves by a large margin.

The Philippines’ deficits on merchandise trade
in 1893 was larger by a third over the level ol 1952
Cwverseas workers' remittances and receipls from
tourism  have increased dramafically since 1980,
Met receipts, however, fell in 1993 from a peak of
$2.9 billien in 1292, The combined trade, services
and privale franslers recorded a defich two-thirds

larger than in 1992. However, there has been a
slesp wupsurge in capital inflows which maore than
oltset the deficil in current transaction and added o
resarves, which kept rising steadily from the critical
level reached in 1980,

Singapore usually recorded a large trads
delich, However, a bigger surplus on the services
and income account kept the balance on goods,
sarvices and fransters in surplus. The surplus on
hese accounts was reduced in 1993 bul FDI

and other capital infiows kept the country's foreign
exchange resarves rising.

Thaltand’s merchandise trade deficit has been
falling since 1990. However, the coumtry has been
facing a rising nat outfiow on services and Income
refecting payments attributable 1o large fareign
investment in the country, and increased expendi-
lures by Thal travellers abroad. Added to tha lower
net inflow of private lransters, the deficits on these
combined accounts remained high in 1993. A large
net inflow of capital resulted in & surplus on the
overall balance of payments, which added to the
country's foreign exchange reserves.  Although FDI
inflow was lower in 1883, the booming capital
market continued to cause a larga influx of portlalio
and banking capital

In the caze of Viet Nom, a large trade defici
had developed in 1883 in contrast to a nearly
balanced trade accounl in 1992. A higher deficil on
the batance on goods, services and private transfers
was estimaled for 1994, Resumption of aid from
multilateral agencies and a greater Inflow of FDI
have considerably eased pressure on the overall
balance of payments.

In South Asla, India has come & long way in
reducing s external trade defict from nearly $10
bilion in 1990, which had triggered an economic
crisis in the country. In 1993, the robust growth in
exporls along with subdued growth of impors
resulied in the smalles! merchandise frade daficit
gince 1990. The net daficit on sarvices and income
remained mome or lesa slabla while privata trans-
fers from workers and non-resident Indlans rose
significantly. While the combined resull on thase
accourds was close fo a hbalance, India also
expenenced an upsurge in capital inflows, mainly
direct and portfollo investments. The lrend was
continuing in 1994 although the defict on the
current accounl Iransachions, parficularly on mar-
chandise trade, was rising somewhal as imports
picked up. India's foreign exchange reserves tripled
from 1992 o rise to almost $20 bilSon in 1994,



During 1993, exports of services from the
Istamic Republic of iran showed a substantial
increase. Together with the decrease In imports,
the deficit on the balance on goods, services and
private transfers Improved. Debt obligations for
financing post-war reconstruction programmes
increased steeply in the early 1980s and presented
an extraordinary payments problem In 1991-1992.
In 1993, in an effort to manage external deficit,
various demand managemant policies including
exchange rate depreciation and bilateral refinancing
arrangements were used.

In Pakistan the deficit on the balance on
goods, saervices and private transfers worsened in
1993. Although the deficit on merchandise trade
was lower due to sluggish imports, a large drop In
private transfers or remittances from Pakistanis
working abroad mainly accounted for the worsening
deficit.  Official transfers or foreign grants to
Pakistan have been falling and reached their lowast
ever level in 1993. Foreign direct and portfolio
investments have shown a moderate rise reflecting

the liberal poficy the country has been pursuing.
Other forms of capital inflow, mostly private and
public borrowings and banking flows have risen
sharply in 1992-1993, These inflows have helped 1o
build up the level of foreign exchange reserves that
had reached critical levels In 1950. In 1994, the
overall balance-of-payments situation and foreign
exchange reserves were to improve further, as
inflows to foreign cumrency accounts held by citizens
and inflows of short- and long-term capital including
FDI, were rising.

Srl Lanka's deficit on current accoun! transac-
tions moderated somewhat! in 1993, mainly owing to
a higher level of private transfers or remittances
from abroad. Official transfers to Srl Lanka have
been falling but stil remained significant in relation
to the absolute size of the defick on currem
transactions.  Private capital flows have risen
sleeply since 1991 and, as in other cases in South
Asia, have helped build up reserves that ran low in
1990. Reserves quadrupled in 1993 over their 1990
lovel,



IV. REFORM AND LIBERALIZATION OF THE

FINANCIAL SECTOR

Dl.lrlng the last decade considerable emphasis
was pul on the need for financial sactor re-
form in developing countries, with much discussion
en the relative merits of specific reforms and on the
speed and phasing of their implementation.’ Practi-
cally all countries in the Asian and Pacific. region
have been undertaking such reforms, albeit at differ-
ent spoeds and with varying focuses, and this
process is likely o continug. The emphasis has
therafore shifted from whether reforms should be
underiaken fowards the limits of these reforms n
the light of thelr impact on the real economy, in
particular thelr elfects on domestic savings and
investment. Anoclher concem has been to dewelop
ways and means of effectively handling the conse-
quences of the increased exposure of exchange
rates, foreign exchange reserves and domesfic prica
levels to instabiiity arising from the movements of
highly mobile speculative funds in and betwoen
countries within _a liberalized and Increasingly
glcbalized financial systom.2  The tools availabla to
Governments 1o influence or contral financial fows,
domestic money supply and rates of inflatfon aro
changing as a resull of developments in the fi
nancial markets. In addition, there is an incregsing
need for effective prudential regulation of the sectar
by Governments. Al these elements place increas-
ing domands on the capabiities of national officials
responsible for pollcy in the financlal area and on
damastic and international supervisory and monitar-
ing Institutions.

This chapter is designed 1o trace through
these rapidly changing circumstances. Following &
brief description of the role of the financial sector in
an economy, thera is a discussion of why Govern-
menis Intervened heavily in the financial seclor in

V' For furiher discussion, see Word Bank, Word De-

velopmen! Repont 1889 (Washingion, DC. Oixbord University
Press, June 1968) and rafafances Wi,

2 ges Yinar Akyur, “Financial liberalizaton: the key
iesuas™, Unied Matiors Conference on Trade and Develop-
ment Discussion Papor Mo, 56 (Goenova, March 1883),

the past and of the major causes of recen! moves
iowards liparalization, This iz followed by an illusira-
tve ovendew of the reforms which have bean
undartaken fo date and Bn assessment of the
impacts of thess reforms en varous economic
indicators. The chapter concludes with a discussion
of the major implications of reforms and the naw
policy issues facing couniries in the regicn.

ROLE OF THE FINANCIAL SECTOR IN
AN ECONOMY

Thare are Ihree major functions ol the
financial sector in an economy. The first and most
basic function is 1o faciltate lransactions among
individuals and enterprises by providing comvenient
methods of paymant, such as cheques and bank
transfers.  Increasing the efficiency of the methods
used has a direct, posiiive impact on the efficlency
of tha real economy in thal lransactions are com-
pleted mora quickly, with greater confidence and at
smaller cost, The second function is to provide a
mechanism.  for mobilizing savings from surplus
seclore in the economy and 1o use thesa for
irvesiment by defick sectors. The financlal sector
thus serves the mle of intarmedialor bebwesn
savars and imestors and allocalor of investment
finance: s efficiency in so doing again affects
the functioning of the real eaconmomy, The third
rale i8 o provide a means of selecling the
types of credit, thoir maturity etc. for individuals
and enlerprises on the basis of credil and risk
assessments, This allows access to credit fo
be based on an assessment of the relative
economic viability of investment propositicns, for the
generation of considerable information on  ihe
enterprise sector and for a fransparent means of
comparing the perermance of entarprises. For
investors, this imples a wider choice of modes of
savinge with various yield, liquidity and risk profiles.

Thia degrea to which the financial sector in
a country aclually performs these functions is
directly related to #ts level of development. Usually



ihe iransaction function |5 developod fimt, with
the other functions being developed and becoming
progressively mome sophisticaled and complex as
economic  development progresses,  Figure V.1
provides a simplified picture of the flow of funds
through the financial sector in a fairy developed
econgmy. The degree of performance iz often
measurad by the ralio ol the lumover in the
financial sector fo the valus of GDP. Thizs ratio
esgantially measures the degree of monslization. |f
this ratio is small and not growing then thera is said
lo be fingncial shalowness. Financial deapening
refers to the growth in thia ratio end is connecled to
the proposition that in a growing economy the
financial sector should be expanding faster than the
real economy. The implicit assumplion is that the
dagrea of monetization is direclly and positively
related to the efficiency with which actvifies are

camied out In the real secior of an economy?
Another concept which is usaful In assessing Ihe
performance of the financial sector g financial
broadening, which refers to the increase in the
number and types of financial institutions and
instruments in a country. In such assessments, the
term  financtal repression = used to reler 1o
governman! inlervention in the financial sector,
which restrains the process of financial deepening
and broadening through controliing intarest rates
or limiting the number and fypes of fnancial
institutions, for exampla.

3 |, | MeKinnon, Money and Capial in Economic De-
velopmen! (Washington, DC, The Brookings Instituton, 1873
and E. 5. Shaw, Financial Deepening in Economic Develag-
ment (New York, Chdord University Press, 1873).

Figure IV.1. The flow of funds in an economy with a relatively developed financial system

SOUACES OF FUNDS

USES OF FUNDS

Sovings from surplus Imvestments/expenditure of
units daficit units
FIAMCIAL FiAMCLAL FiMAMCIAL
INSTRUMENTES INTERMEDIARIES INSTRUMENTS

Curranty | Caniral bank Maniy 6l call
Dapasis Commarcial banks Crvardrafis
Bils | Finance companias Bils

Households —— = Holsahoids
Loans | Development Term loans

Entaipises — e finance instituions > Enfarprisas
Bonds = Merchant banks ™| Hire purchase

Government —— ~= Govarnment
Unitz of unil tnusts Discowni houses Leasing

Rest of ®a wold — e — 3= fesl of he world
Share capital Savings insthutions Soacuritiog
Insurance | Pronvidand, pansion Bords
and insurancs funds

Provident and Debenttes
ponsion | Unit trusts
contribwlions
Foreign koans. and | Buiding socketias | Extornal reserves
e | |

Sources:  Bank Nogara Malaysia, Money and Banking in Malaysin (Kuala Lumpur, 1989), p. 64.
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Commercial banks, as the facilitators of trans-
action payments and as deposit takers from the
surpluz seclors of the economy and lendors to the
defict sectors, headed by a supervisory central
bank, have ftraditionally been the cora of the
nstitutional Infrastructure of the financial sector in
Asia? I Thalland, for example, commercial banks
accounted for over B0 per cent of the total assets
of all financial instilutions, savings mobilized and
cradil extended and these ratios have besn guite
stable over time®  Similarly, in Indonesia, the
banks held over 90 per cent of the gross assels of
the financial system in 1891.°% Public sector ownar-
ship of these banks has been faldy common In the
region. For example, all the maejor banks in
Bangiadesh, India, Indonesla, Mepal, Pakistan and
the: Republic of Korea were under public ownarship
until quite recently and several conlinie to be in the
public sector.

The banking industry in individual countries In
the region 5 generally chamacterized by an
oligopolistic structura as & rasult of restricted eniry
as well as fimiatlons on forelgn ownership of
domestic financial instlutions. The bank concen-
tration ratio, defined as the share of the four largest
banks in the total agsetz of the banking system,
was as high as 60 o 65 per cent In 1987 in
indonesia, Malaysia, Taiwan Province of China and
Thailand.” In Bangladesh four nationalized com-
mercial banks recently hedd simBar proportions of
banking assels and [abiliies, despile the presence
ol 13 other banks in the country.® In the case of
Pakistan, the bank concentralion ratio for tha five

% For descriptions of the struclures of the financial
seclors tn Asla in the oarly 10808, sea 5Y Les and Y.C
Jan, Fnancial Stuchures and Monalary Polices in Soum-
aas! Asia (Londlon, Macmilan Press, 1883,

5 s Mrakul, J. Jantarangs and P: Chantanahom, “Eco-
nomic develepment and e rmle of financial despaning
in Thailand™, Fapers on Policy Analysizs and Assessmenf
{Bangkok, Economic Resaarch Deparimani, Bank of
Thailang, 1983) p. &5,

B anwar Masution, "An evalualion of the banking sector
reforms in indonesia, 1883-1593", Asia-Pacific Davelopment
Jdournal, vol. 1, No. 1 (June 1884), p. B4,

7 B Fischer and H, Reisen, Libersilzing Capital
Flows In Devilpping Counives: Fitalls Prersquisies and
Pergpoctives (Organisation for Economic Co-operation and
Devolopmant, 1933, p. 110

B EscAP The Financial Secior of Bangladesh: s Fols
and Perdrmance ws-Avis Some Diher Exparances i Me
ESCAP Region (STIESCAP/1250), p. 45
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largest banks was 84 per cant in 1991, In the late
19803, two banks in Mepal accounted for more than
B0 per cent of bank doposits, and two stato-owned
banks in Sri Lanka accounted for aboul 7O par cent
of commercial bank assets.?

REASONS FOR AND MODALITIES OF
GOVERNMENT INTERVENTION

Governments s4t economic and social goals to
be fulfiled simultaneously. The financial sector, with
its sel of instifutional and policy tocis, has often
bean used by Governments 1o promole social
objectives cenfring around the questions of incoma
disfribution and uneven access Yo payman! and
credil systems. For example, In many countries
banks were developed in the public sector or private
commarcial ones were nationalized. Governmenls
designed and directed credit programmes, controlled
interest rates, restricled the access of s citizens 1o
toreign cumencies, and of foreigners fo s Knancial
seclor institutions, and maintained a fixed exchange
rale for s currancy. The motivations behind thase
actions wer several and oflen variad with the slage
of development of the economies.

Most economies of the region were tradition-
ally rural-agriculiural  with small modem  urban
saglors.  The exsting or emerging banking and
financial instilutions In tho privale sactor catered
mostly for the needs of the urban secior  The
fimancial neods of the rural-agrculiural sector and of
the poorer unorganized urban sectors remained
unmal, oxcepl through thedr own  mesources or
through the informal financial seclor offering
services al high cosls. Thus, Governments wene
concerned to spread access lo eredil, payment and
saving facliies through banks beyond the modem
urban sector, to encourage a monetization of
transactions in the aconomy and (0 encourage @
more even spread of develcpment. To do this they
promolad public sector rural financial instiutions and
established branches of government-owned banks in
arsas where banking services did not exist.

The scope of financial services remained
fimitad even in the modem sector. The commercial
banking services wera traditionally limited 1o mealing

9w Teang and A. Corkar, “Financial libemdizaton,
mongy demand, and monstary policy i Asiaen counbias®,
internaiional Menelary Fund Occasional Papar Mo, B4
[Washington, DC, July 1981}, pp. 2941,



the needs for short-term finance, Merchant or
investment banking, known for ils specialized
services of providing long-term finance to industrial
investors and producers, was mostly absent. The
desire to redress this imbalance in the provision of
financial services led to the setting-up of specialized
financial institutions and, in some cases, the na-
tionalization of commercial banks.

Governments tried to assure access to credit
for the specific economic sectors they sought to
promote as part of their development plans, often
Irrespective of the credit and risk assessment of the
sector or enterprise receiving such credits, They
established directed credit programmes for cerain
sectors, with a plethora of such programmes
frequently existing simultaneously in any one country,
Often government-owned enterprises or parastatals
were major beneficiaries of these programmes.'® In
the case of industry the objective was to provide
cheaper long-term finance to priority Industries,
Agriculture was targeted to raise oulpul and speed
up the Introduction of new technologies. Small
enterprises received cheaper credit for employment
generation. Exporters were provided credit 1o pro-
mote exports and to compensate them for industrial
and trade poficies that were biased against them,

Governments also tried to assure access to
credit at “reasonable” rates. Therelore, elther they
controlled interest rales across the board or thoy
controlled or subsidized only those for directed
credit programmes. Most devaloping countries in
the region had highly regulated ragimes of interast
rates for both deposits and lendings. In many
countries, the nominal rates were set at low levels,
barely covering annual inflation rates. This resulted

0 Countries which operated direcied credit schames
Included hose experiancing fast (e.g. Malaysia, the Republc
of Korea and Thailand) as well as siow (8.9. Indla, Pakistan
and the Philippines) rates of growth, Such schemes were
usually quite complicated with their own Intarest rales,
maturity and eligibility criteria, In Malaysia, directed crediis
accounted for about 30 per cent ol bank portiolios in the
late 19803. The Republic of Korea had 221 formal directed
credit programmes. The Phiippines had 49 schemes for
agriculture and 12 for industry. In Pakistan, 70 per cent of
new lending by the large, nationalized banks was provided
1o target sectors (World Bank, World Development Report
1989 (Washington, DC, Oxford University Prass, June
1989), p. 55), Prionty lending In incta absorbed about 40
per cent of the deposits (R.J. Cheliiah, *Financial and fiscal
secior reforms In Asian counires®, Asian Development
Review, vol. II, No. 2, 1983, p. 49).

in very low or even negative real rates (see table
IV.1) and had the unintended effect of discouraging
savings In domestic financial institutions, encourag-
ing the outfiow of savings and creating a larger
demand for credit than warranted on the basis of
assessments of economic viabllity.

Governments often viewed the financial sector
as an adjunct to thelr monetary and fiscal policles.
For example, beyond the interbank call market, the
only significant money market instrument that used
to exist in most countries was short-term treasury
bills issued by Governments to finance their own
deficits. In the absence of an active market for
them, the banks were often obliged to hold these
bills as part of their statutory reserve requirements,
or as preconditions for obtaining permission to
undertake certain aclivities such as opening new
branches.

In most countries of the region, the primary
form of credit was loans from banking institutions.
As a result of the policies outlined above, there was
relatively easy availability of inexpensive loan finance
from banks and specialized finance institutions for
select clients. Besides, Governments had relfatively
easy access to loans from international financial
institutions for their major development projecis. As
a result, the dewelopment of stock markets and
other financial markets remained weak. Another
factor which contributed to this situation was that
both public and private sector companies were often
reluctant to issue equities for fear of dilution of their
ownership and control and because of stringent
information disclosure requirements tha! companies
listed on the stock exchange usually have 1o meel
In addition, the functioning of a stock marke!
requires a more transparemt and developed legal
and requlatory framework than does a loan-based
system,

Governments used foreign exchange policies
as a ool for the trade sector, They often main-
tained a fixed exchange rate, thus eliminating the
role of a foreign exchange market. They kept tight
control on access 1o foreign exchange, with receipls
being deposited with the central bank and payments
needing authorization from the bank. This necessi-
tated limits or a ban on the involvement of foreign
banks in their financial sector.

Thus the reasoning behind heavy government
involvement in the financial sector was connected 10
the emphasis on planned development and the
active Involvement of the Gavernment in owning and
exacuting development programmes.



Table IV.1. Annual bank deposit and lending rates in selected countries of the ESCAP region

Prcantage)
1580 1885 1e3g 1881 1e8a2 1893
Bangladesh
Daposit rata — nominal 1.1 140 1338 123 a5 =
- faal =23 33 52 50 42
Lending rale — Imingl ik . 180 18.0 160
= hgl i i 99 108 1.7
Landing rata — deposil rate - ws 4.8 H T5
Fiji
Dopasit rate = nominal 450 sob 408 410 41" a7
— réal =10.1 15 —4.2 2.4 =8 =15
Landing rala = nominal 120 135 11.8 123 12.4 "r
= real -2.8 8.0 a8 58 .5 &5
Landing rafo = deposil rate 75 75 7.8 B2 8.3 B
Indin
Deposit rate — niafminal 7.4 85 8.4 80 13.0 11.0
= il =45 30 a1 -8 12 46
Landing rale ~ noersnal 165 165 16.5 178 189 16.3
= bl 50 110 T8 d.0 7.2 B9
Landing rale — deposi ale 85 ao 7.5 L E] 28 53
Indonesia
Deposit rate = Tycrminal 8.0 18.7 185 228 168 163
= real =T 14.0 6.0 134 114 6.6
Londing fabe = fiaminal wa 21,55 208 o 24.0 0.2
= raal il 6.8 B ik 16.5 10.5
Londing ratn = deposit rate i 28 21 - 5.1
Malkaysia
Depost rata = fupmenal T4 893 6.8 FAa 8.0 T2
— el o7 Y ] 30 33 ]
Landing rate = miparinal TH s T2 B i k.3 as
— gl 10 1.2 4.5 ar 4.5 51
Lending raté — daposit @ie 03 2.3 0.6 oy 1.5 13
Pakistan
Deposit rate - nominal 102 93 18 106 1089 159
= ragl ~1.8 36 28 =1.0 14 22
Lﬂ!:hg. ke = rearnnal - i e aw .
— raal e s . .e .
Lerdng rate — deposit rale . ‘s s s s
Papua New Guinea
Deposii rale = ngminal 75 10.2 106 10.9 L w'e
— 1 -45 6.4 36 as 28 .
Landing rala = paminal 112 115 155 142 145 M3
= Faal =08 78 a6 T2 1 Fd 04
Lending rale — depasd rila 37 14 50 32 7 .
Philippines
Doeposit rals = nominal 14.0 18.5 173 15.4 128 10
- rgal 35 -3.3 4.1 =33 aa 25
Landing raba — neminal 140 288 241 31 18.5 147
— raal -38 (1 100 FP 105 74
Lending rate — depos rate 0.0 8BS 68 7 87 48
{Continwad o nax! page)
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Table IV jeontfuad)

(Farcentage)
1280 1585 1850 1981 1982 1853
Republic of Korea
Cepash raw® = harminal 28 10.0 10.0 0.0 10.0 BS
— maal 58 75 1.4 o7 aa ar
Lerddng rats - MaTeinal 180 100 10.0 100 10.0 8.6
= pal =107 5 1.4 0.7 a8 as
Lending ke — oepost rala =4.9 L 0.0 e Q.0 Q.1
Singapora
Caposit rala = miminal :EH 58 85 5.1 33 28
= el 0B 8 | 21 1.7 1.0 0.5
Landing rats = maiminal 1.7 Ta 7.4 7.8 6.0 54
= noal 23 5 a8 4.2 3.6 3.0
Londing rale - doposi rals & 24 18 25 26 28
&ri Lanka
Daposlt rale — Meminal 20.0 150 18.0 150 188 182
= il =1 135 =55 28 54 4.5
Landing rate = nominal 4 148 8.6 188 89 204
= ril i 153 =28 T4 X By
Lending rate — deposll rale ' 02 28 48 a 42
Thaltand
Darposdl rala = Agminal 120 130 13.8 10.s BS 7o
= real 1.8 10.5 78 4.8 4.3 a5
Lending rale = nominal 18.0 180 15.0 " - T
- raal =18 185 B v i "
Lending rate ~ deposi e &0 B0 13

Sowces: ESCAF, based oh Intemational Monetary Fund, infernafonal Firancla/ Stadistics, wol, XLV, No. 8 [Washingion,

DC, Seplembas 1994}, taps no. B4037F; Asian

Bank, Key Indicalors of Déveloping Asian and Pacific Couniries

Daveloprment
1884, vol, XXV (Maniia, Oxdord University Press, July 1834); and naffional sources.

Mote: Mominal deposi rate indicates interest rale on Bme deposils of 12 months. Landing rade indicatis tha raie lor shor

and medium-tim bomowing by tha pevate sacior.

B oypgs, O Saving deposit rate. © 1988,
Bank Limited and Mabtanal Bank of Paklsian

MOTIVATION FOR LIBERALIZATION

The major commeon characlenstics of the
financial sector thal thus emarged in most Aslan
and Pacific countries and which prevailed up 1o The
aarty 1980s included rastrictions on inferest rates,
contrals on domaslic credit, segmenied financial
markets, underdevaloped money and capital
markats, and light exchange conirol systems. |In
this anvironment of ragulatory controls, banking and

9 werage profit rates of the two larges! banks of Pakistan: Habib
% Time deposit of ovar 12 months,

financial servicas generally did not flourish. As the
economies of the region grew and becames mom
diversified, thair financial needs also grow and
changed. In general, economic growth requires that
the financial sector should grow faster than the real
economy, allowing for financlal deepening, and there
ghould be somo broadening in the range and
numbar of financial instilulions and instrumants.
Undar highly regulated regimes, the growith of the
financial sector tended to remaln repressed,
rasulting in financial shallowness.



During the 1980s there were very substantial
changes in both the real and financial sectors.
Domestic markets were thrown open o compatifion
o promaie afficiancy and lo reduce the cosls of
domestic production, creating a growing need for
the mobilization of domestic resources az well as
the import of capital and technology. Reform and
Fberalization of the trade, balance of payments and
exchange rale regimes became necessary. The
controd  and  regulations, generally protective of
various seclors of the domestic economy, were
thoughl 1o impair incentives, afficiency in domestic
production and abllfy Yo compels in the international
markat-place,

While the Interventions of the Government in
the financial sector may have helped to further
soma of lhe developmenl aims, such as improving
access of the poorar and rural sectors to payments
and savings instruments, these were percelved as
imposing signéficant costs in terms of hampering the
efficiont functioning of the finencial sector and the
gconomy, As the economies grew, there was an
urgent need lo reduce distortions and improve
efficiency in the allocation of scarce financial
resources, to improva the rmange and roduce [he
cost of financial services through Increased compe-
fition from within the country and from outside, to
mobilize domestic savings and investment, and to
attract more external finance in the form of direct
and portfolic investments by private foreign in-
vestors. Liberalization and reform, therefore, have
been perceived as & necessary change of course.

With regard to the struciure of financial insti-
futions, natiopalizafion and public sector ownership
of banks and other financial institutions tended to
inject bureaucratic rgidity into an essential service
industry, to the defriment of operational efficiency,
tha gually of cusiomar services, and the eofficient
pordormance of s role of Intermediation betwaan
savars and users of resources at compelilive costs
reflecting the real value of the resources 1o both.
Hence the motivation for Governmenis to privatize
and 1o increase compeliion in the sector to reduce
costs and improve affickency,

Mationalization or public ownership apart,
banks and financial insfitutions generally came o be
closely regulated in respect of the scope ol their
activities, general assel and HAability managament,
and the pricing of the assels and Habilities. For
instance, the freedom of banks in respect of the
number and location of branches fo be opened and
operaled was often restricted. They were similarly
not free to price their assels and fiabiities based on
thelr own judgement and markel criteria, balancing
profitability with Boquidity and the rsks Imvolved.

Cl

Rathar, Intares! rales were administrativaly set for
the acquisition of both liabilies and assets by
banks. Moreover, under directed crodit programmes
ingtituled in most countries, banks and financial
institutions wera required to advance stipulated pro-
portions of their credit 1o designated seclors. This
situation seriously compromised their profitability,
Loan defaulls and bad debts wers frequant and
often quite extensive, With the plathora of legal
and regulalory stipulations, the system was also
subject to arbirary political and adminisirative infar-
vantion. Theorefore, there was a need fo improve
the economic viability of banks and other financial
institutions by Eberalizing the rules under which they
operaled and making these Instiutions more
responsible for their cwn operations.

While initialty well-intentioned, directed credil
programmes ware seen to be administratively difficult
and somefimas led to dynamic sectors being de-
prived of their credit needs. leading fo an inafficlant
aliocation of resources. Under such programmas,
credit goss to designaled sectors, not necessarfy
those where the rate of return is the highest. In
addition, moves In the real economy lo privatize
governmant enterprises or to make their functioning
more commercially oriented required a mona competi-
tve allocation of credit, As concessional credils
imvolve implicit subsidies which are bome by the
financial Institutions, the sohlency of the institutions
was &l risk. In some instances thesa subsidies wera
financed through cheap rediscount from the central
bank. In other cases, these had lo be covared by
cross-subsidization, by charging higher rates fo other
credilors or by paying lower interest rates to deposi-
tars. In many instances directed credits faled to
reach the intended benaficiaries. Both borrowers and
lenders circumvented rules in order to have credits
lssusd. The iarger and more Influential bormowers
often benafiled more from such credits, although tha
objectivie was to help the small and the poor
Subsidized credits also tended fo encourage renk-
seeking behaviour as acquiring subsidized credi
could inflate profits without exarting efforls to expand
production or improve efficlency.  Many directed
credits ended up as non-performing loans for the
banks as borrowers used them for less proeductive or
even non-viable projects. In some cases, bormowers
also willingly defaulted, believing that no action would
be taken against them. Therefora, there was a clear
nead to eliminate or significantly reduce the number
of directad credit programmis,

With growth there was also a need to improve
the efficiency of the paymenis and savings syslem,
and increasingly to tap domestic savings for do-
mestic imvesiment. Although the evidence on the



impact of the interes! rates on savings is not always
conclusive,'’ low interest rates that were set
arbitrarily were befieved to have discouraged savings
through financial institutions. Regulated interest rates
were also thought to have distorted the allocation of
the savings mobilized to a less efficient pattern than
competitive markets could have ensured by channel-
ling resources to those who valued them the most.
This was seen as a reason behind the accumulation
of bad debts in the banking systems of many
countries, threatening the very existence of many
financial institutions. Often these bad debts were
due to loans made to government-owned enter-
prises at subsidized rates of Interesl. Freeing
interest rates to be determined by market forces
was thus seen as necessary not only to stimulate
savings in monetized forms, but also to channel
them to their most productive use.

Deregulating interest rates was also seen as a
way 1o reduce legal and illegal outflows of domestic
capital, especlally as access to foreign exchange
was made easler. There was a need to make the
domestic market attractive to domestic savers.

As the economies grew, so did the need for
credit and more sophisticated methods of allocation
and risk assessment for financing both the govern-
ment deficit and enterprise investment. The systems
based solely or primarily on loans were seen to be
too restrictive and there was an increasing need for
developing other forms of capital markets. Until the
1980s, the money and capital markets in the region
were relatively undeveloped. Interbank call markets
existed in some countries to help banks mest their
short-term  liquidity requirements. The long-tarm
funding requirement of the Industrial and other
sactors was met In most cases by loans from
banks and development finance institutions. Along
with institutional growth, the importance of primary
and secondary money and capital markets and
their Instruments, such as treasury bills, certificates
of deposit, commercial papers of various sorts and
common stocks, has increased considerably in recent
years in many countries. The primary and second-
ary money markets are useful for central banks to
implement monetary policy efficiently in a liberalized
system. Bonds and stocks serve as instruments of
longer-term finance for corporate and other business
sectors including state-owned enterprises. Through

1 For turther discussion, see Caros J, Glower, “Inter-
esl rate dereguiation: a brie! survoy of the policy issues
and the Aslan oxperience®, Aslan Deovelopment Bank
Occasional Papers No. 8 (Manila, July 1894), p. 1.

capital market Instruments, resources can be trans-
ferred directly from londers to borrowers, avoiding
the process of intermediation and the associated
costs. Capital markets also make long-term invest-
ments more liquid and can cater for varying maturity
preferences of lenders and borrowers. They facilitate
the dispersion of business ownership by opening
access lo capital ownership by the public at large.
Active capital markets can facilitate the successful
implementation of privatization plans thal countrias in
the region have launched and, such privatization, in
tum, can be a spur to the growth of the markets.

Many countries In the regicn relied on the
trade sector as the engine of growth. This meant
that the financial sector needed to be able to
respond effectively to the trade sectors need for
fast access to shortterm credit and to foreign
exchange. Forelgn exchange decontrol, flexible ex-
change rates, and removal or easing of restrictions
on capital flows were required.

Concomitantly an increasing reliance came 1o
be placed on the international market for finance as
the access of many countries in the region to
official development finance shrank. Deregulation of
banking and finance in major industrial countries
helped to establish a gicbal market fer finance and
also made for easier access to that markst for
capital and credit for the developing countries. In
order 10 take advantage of this situation, the capital
account had o be deregulated and domestic
financial institutions, products and instruments, and
their prices (interest rates) as well as the rules
and regulations governing them had to conform to
international standards.

AREAS OF LIBERALIZATION AND
IMPACT OF REFORMS

The various elements of reforms that have
been Introduced and implamented in countries of the
region can be grouped into four major areas:
reduction of barriers to entry for banks and other
financia! institutions; deregulation of interest rates
and reduction in or elimination of directed credit
programmes; promotion of new financial markets;
and external financial liberalization. These have
been undertaken al various times starting ap-
proximately in the early 1980s, at different speeds
and in different sequances. It should be noted that
hardly any country In the world has gone in for total
deregulation of its financial markets. Both developed
and developing countries have systems of prudential



supervision and regulation as well as some controls.
This situation is nol only wamanted by concern for
social goals bul also takes into consideration the
conduct of monatary palicy and balance-of-payments
managarment,

Reduction of barriers to entry
in the banking sector

The structural reforms undertaken in the bank-
ing sactor cenfred on privatizing stale-owned banks,
reducing barriars 1o enlry for bolh domestic and
foraign private banks, liberalizing the types of activi-
ties they could undertake and improving the pruden-
tial regulation of the sector. Theso reforms were
intended 1o increase competiion in the banking
sector in the provision of services 0 customers, 1o
improva the paymenls system and 1o ancourage
savings throwgh the banking system.

Privatization of state-owned banks

The banking sector in a number of countries,
including Bangladesh, India, Indonesia, MNepal,
Pakstan and Iha Republic of Korea, was dominated
by a limiled number of nationalized or gowernment-
owned banks. One of the crilicisms was that
governmant ownership of banks crealed scope for
poliical interference in the deployment of bank
resources, which sometimes wenl against prudential
commerncial principles and adversely affected the
viabilty of the banking system nsalf As these
banks a1 times had to extend loans on non-
economis consideralions, there was an accumutation
of unsustainable bad debts. Couniries embarked on
the privatization of nationalized banks also as part
of \heir general policy to enhance Ihe role of the
private sector.

For exampla, the entire banking system of the
Republic of Korea was governmeni-owned until the
mid-1980s whan thae five commercial banks with
nationwide branch networks were all privatized. In
Bangladesh, two of six nationalized banks wens
fransfarred to tha private sector during the period
1584-1585, Ancther public sector bank has been
transformed into a joint stock banking company with
49 per cont share made available for public sub-
gcription and 51 per cant laft for government cwnar-
ship. India has allowed its public sector banks to
sall up to 49 per cenl of their equity to improve
their capital posifion., In Pakistan, two of the five
nationalized banks have been privatized and the
Government is committed to privatizing the remain-
ing ones.
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Easing restrictions on entry
of private banks

Private banks, both domestic and foreign,
faced numercus strict entry resirictions in many
counfries. As a part of financial liberalization, these
restriclions on enlry werne aased (o promote competl-
tion among banks. For example, |n Indonesia, the
banking seclor was dominaled by five slate com-
merclal banks, with exensive branch natworks and
the exclusive right to receive public enlerprise
deposits. The reforms introduced In October 1988
dramatically lowered entry bamiers.'®  Barking
icences were made avaltable to new banks fhat
could meot new minimum capital requiraments, The
process lor obtaining a licence for foreign exchange
fransactions was simplified. Freer opening of
branches by domestic banks was allowed. Forsign
joint-venture  banks were authorzed, with an
extended branching network, Limilalions on the
activitiee which banks could underake were
lessaned, and state enlarprises were afliowed o hold
up lo 50 per cenl of their assets In privale banks.

in Malaysia, the FPhiippines and Thalland,
most commarcial banks ware fraditionally privateky
owned. The Philippines banking structure used to
ba characterized by the presence of a large numbes
of small privale banks. Fearing the possibility of
bank failures undor this structure, during the 1980s
the Government denied further parmission (0 open
banks and encouraged mergars and consaldation,
leading to a significant increase in banking concen-
tration. Regulations on new entry were relaxed in
1989 with many restrictions, however, still remaining,
In Thalland, conditions for new entry and opening
of new branches have been relaxed since 1990,
Thaitand establishod the Bangkok International
Banking Faciities [BIBF]), granting licences fo 47
banks, both domestic and forelgn, lo accept
deposits and lend n foredgn currencies to  both
residants and non-residents, and angage in foreign
exchange transactions. The objective has been to
develop Bangkok as an infernafional financial centre
by incroasing competitiveness and encouraging
foraign participation.

"2 ponald P Hanna, “The Indonasian exporionce with
financial-secior refam”, In Finance and the Roal Economy:
fssues and Case Studies i Developing Counmies, Y. Akyuz
and G Hedd, eds. [Unitad MNations LinbarstyWona Insiiute
for - Devalopment Economics Rossarch, Economic  Com:
misston for Latin Amadcs and the Cerfbbesn, and LUnded
Matigns Conferance on Trade and Devesopmen(), p. 16,



Entry restrictions for private banks have been
eased In most South Asian countries In recent
years. Sri Lanka kberalized the entry of private
banks much earlier in 1979. In Bangladesh, 11
private sector banks and a number of other fi-
nancial companies have been established since the
mid-1980s, In Nepal, five new commarcial banks
have recently been opened. Ten new commercial
banks in the private sector have been aliowed in
Pakistan. India has permitted entry of private
banks when they meet certain criteria.

Foreign banks and/or joint-venture banks
existed in most countries of the region. Howaver,
their presence was restricted to a few branches in
malor cities, In some cases they were allowed to
deal in foreign currency transactions only. To make
domastic banks more competitive and efficient, the
enlry and scope of activities of foreign banks have
been liberalized in a number of countries, For
example, in the Republic of Korea, while the activities
of foreign banks were largely restricted to foreign
currency transactions, they are now given equal
treatment with domestic banks. In Indonesia, forelgn
banks were limited to a maximum of two branches.
Under the 1988 reforms, foreign joint-venture banks
were authorized, with an extended branching net-
work. Malaysia had a sizeable presence of foreign
banks. However, since 1989 foreign banks are
required to divest S0 per cent of their capital
to Malaysian, nterests within five years. In addition,
local branches of foreign banks will have to be
incorporated in Malaysian banks. Thalland, in estab-
lishing the Bangkok International Banking Faciiities,
has actively encouraged the entry of foreign banks,

The economies in transition have also started
impiementing reforms in the financial sector. The
relaxation of entry restrictions for private banks,
Including foreign banks, is a feature of reforms In
those countries also (see box IV.1 for more detalls).

Improving prudential
regulation of banks

While allowing banks more freedom 1o es-
tablish themsslves, 10 open branches, 10 chocse
their portfolio of assets and liabilities, to manage
risks, and to price their services (by setting the
interest rates offered and charged), care has been
taken 1o ensure thal banks follow sound business
practices and do not jeopardize the stability of the
financial system through imprudence or malpractice.
Many countries have recently enacted laws 10
strengthen the central bank's supervisory role over
commercial banks. In particular, efforts have been
made to ensure that banks have an adequate
capital base. Mos! countries have set themselves

94

targe! dates for achieving the minimum capital
adequacy ratio (iLe., the ratio of capital funds to the
aggregate risk-weighted assets) of 8 per cent, a
norm prescribed by the Bank for International
Settlements  (BIS) for adoption intarnationally.
Several countries in the region such as Indonesia,
Malaysia, the Republic of Korea and Thailland had
achieved the norm between 1993 and 1994, Indian
banks which have branches abroad and foreign
banks in India wers to achieve it by 31 March 1594,
Other banks were required to achieve a capital
adequacy norm of 4 per cent in 1993 and 8 per
cent by 1996. Many other countries in the region
are moving in the same direction but are likely to
find it difficult to achieve the 8 per cent norm in the
near future.

In spite of the liberalization, banks in practi-
cally all countries are still prohibited from or
restricted In the acquisition of certain assets, such
as investing in real property, purchasing, trading,
underwriting, and brokering of securities or advanc-
ing lcans for stock trading, These activities are
reserved for other specialized financial Institutions,
but some of these restrictions are being lifted as
the other institutions gain in strength and experience
(for details, see the section on the development of
other financial institutions and markets), Restrictions
are also placed on the borrowing from indivi-
dual banks by their major shareholders such as
governing board members,

The deregulation of the institutional structure
for banks has led to a significant increase in the
number of private domestic banks and branches in
many countries. There has also been an increase in
the number of foreign banks operating In many
countries either independently or In joint ventures.
Easing barriers to entry has in a few cases led o
an increase In bank fallures as banks did not have
sufficient experience with the assessment of the
viability of loans or were saddled with a portfolio of
short-term assets and long-lerm bad debts with
which they could not cope. There has aiso been a
process of consolidation of small banks into fewer
large ones in countries such as India and the
Philippines. There ara clearly significant economies
of scale in dealing with loan portfolios and risk
assessment under a liberalized system, In some
countries, for example Thailand, major banks have
been making large profits from their operations. This
situation is likely to change with increasing com-
petition in the provision of services, although banks
worldwide are significant profit-making institutions.
This again is associated with economies of scale in
operations, the accumulation of experience as well
as the development of a reputation with customers
for good service, reliability and good advice,



Box IV.1.

Development and reforms of the financial sector

in the economies in transition

Tha e ol tha financlal sectar in the former
centrally-planned economies was exremaly limited, Cur-
rency was used as W principal means of exchange In
household fransactions.  Practically ol Wasiment activity
was carmied ouf in fe public sacior to meel planned
production largets with both fwod and working capial
neads provided by the Governmont, Profts of surplusea
of sigts onterprisos wera, In furn, tanstored o the
Governmont as revenue. Under these clrcumstances,
the role of a bank was reduced lo providing & bock-
keaping sanice for baoth the Governmant and enterprses.
The feahwes of 8 modern financial secior such &3 the
mobllization and aliocalion of resources for Imastmant,
the acquistion and provision of information, rsk assess-
mant and portiolia managemen! wers absen! fim B
financial systems of cantrally-plannad eoonomies,

As a part of thelr move fowards a markal-basod
BEONGMES sysiomm, aconomies in tanstion b startad o
esiablish financial insttutions and nfmastructurs on the
patiern of markel economies. A major componeni of
fnancial secior relorms has bean the esiabéshment of a
two-tlerad banking sysiem, comprising 8 cenral bank and
& group of other independent banrks, The main function
of the central bank Is 1o look after he stabiity of tha
cumancy and o Implement monelary policy. The ofher
banks provide the services of commarcial barks, In
somd counfries Moy inchets spocializad banks oxanding
ioans only to specific sectors of the economy.  This
transtormabon from a monobank syslem 0 a hwo-Serad
banking system has tean complated in all the economies
In frangilisn,  In addition, the Cenbal Asinn republics
issied their own na%onal currencies afar gaining in-
dependence.

Beyond the establishmeni of & two-lisred panking
syslem, tha level and speed of fnancial sector demlop-
man have vaned scross The oconbmies In franEision,
Privats banks hove bDean established in some counbias
Far example, by the and of 1952, HMarzakhstan had 158
commarcial banks of which 48 wems privals banks®
Lizbekistan had over 40 banks in mid-1684, incuding a
few privale banks, However, in most of those couniries,
a v blg siate-ownad Danks dominale the Danking secior
business. For example, in Kazakhsian e bulk of
credil confinues tx flow Ewough four spaclafized stale
banks, which fogethar hold B0 per cenl of the assets in
the couniny's banking sysiam. Similady, in Uzbakistan
cofporate Danking s ooménaled by fwo sieta banks with
aboutl 50 par cant of the fotal credit being aflocalad 1o
state enterprisas. Thoe high degres of concentration is
not canducive 1o compotith afficiancy &n the discharge of
banking sanvicas.

To enhance compefiion among banks, restnctions
an the enfry o new banks can furthar ba mdoced wilh

& N, Omnung, “Economic relorm in the Central
Asian republics”, paper presanted ef the Raglonal Semi
nar on Macrosconomic Reform i Disadvantaged Econo-
mias In Transiion organied by ESCAF 18-18 MNovemiDer

1884, Bangkok.

dus regard bor adequate pradenSal sUpBRVEEN, Howavar,
It may take new banks a long time fo gain prominence
Bnd Iha confidence of users. As an altemathe, soma
largs state banks could be divided Mo smaller banks D
This could raduce concentrabion and improve compal@ion.
Frivatization of some large state banks |3 ancther alter-
native. However, the privatizabon of banks which hawe
huge slocks of non-padorming loans owed by siala enber-
prizes, & faslure common 1o mosl economies In trans-
Hien, mey not be feasibla of even desirsbie bacausa
banks so prvalized rsk bacoming immediately Insolvwent,
Theralors, successiul enlerprise reforms are 4 major
pracondition for comprahensiva Bnancial secior redonms.

Realizing the fact thal foreign banks can add
fo compettion and can play an Important e I Be
deaplopmant of the financlal sactor in other woys as wall,
mary acohamias In transiion have pormifisd the entry of
foraign banks. In Viat Nam, for instance, forsign banks
hmve baan allowed lo open wp branches since 19971, In
addition, fhree joint venture banks with  Imvesimant
kom Ingonesia, Mataysia and the Pepubfic of Horea
warg esiablishod by mid-1994, ‘With Hair skils and
experienca, foreign banks o joint venlures can help in
upgrading quackly e guality of financlal serices and can
senve importanl Training nesds S kacal banks,  Foreign
Banks, in tiin, should consider amploying and iraining
ocal stafl im return for madkel access,

Some progress has besn mada in bringing interest
rales choser W0 market rales In a number of counties
mcleding Kazakhstan, Hyrgyzstan, the Lac People's
Democralc Rapubie, Urbesdstan and Viet Mam, How-
avar, there are problems in the rapkd Mboerakzation of
intarest rates i economias In transiion where markels in
real secions stll remain subject o a high degrea of
uncartainty and volalliy.

A numbar of repenements have o bo Rulfilied be-
fore comprehansive financial secior relorma can achleve
thadr goals in econombes in fransilon. Among theso an
(il siabla macroacanomic condtions; (I soluBons o the
problem of & hugs backieg of non-pardorming foans;
(if) preparation of required legel codes; and (iv) creation
of & trained cadre of peopla able 1o maet the responsi-
biliies of a markel-orienied Gnancial sysiem.  Most
economias In tanstion Wil fnd § dMficull o mesl these
critaria In tha immadiale futura,

In order to prepass for comprehensive redorms,
policy makers In iransifional economios may consider I
usefid 1o star preparing legal codes, regulalory guidelinas
and eriorcement machankms 10 oversas the financial
markel activites which are lkely %o evoba  undor
raformed systems, Staff training for this purpose should
begin ai an oary siags. Technical assistanca from ntar-
national organizations would be assental in implamenting
thase sieps.

P @, capdo, Jr. and R. Levine, “Reforming finance In
transisonal socialist economies”, The World Bank Policy
Rasearch Warkdng Paper WPS 238 (Washington, DG, April
1992),




Interest rate reform

A major elemaont of reform in most developing
counfries in the region has been the progressive
deregulation of interest mates and the curtailing of
direcied credit programmes, with Interes! rales on
concossional loans being brought cleser to market
inferest rales. Table V.2 presenis & summary
piclure of these reforms. Practically all countrias in
the region have adopled rather cautious step-by-

step gradualism in removing restictions on Inferest
rates, The East and South-East Asian countries
initiated the relarms eariler and have moved farthar
in removing control and lberalizng the rates.
Countries in South Asla have initiated reforms rala-
tively recently but have implemented them at a
more rapid pace sipce 19890-1991, Some ol the
former cantrally planned economies with complately
slate owned and controlled financial systéms, such
as Ching and Viet Nam, have altempted a complate
overhaul of the system through a gradual process.

Table IM2. Reforms affecting interest rates and directed credits

Dereguwiation of inferas! rates

Indanesia

The pocess of de-conirol began at the end of
1583 whon tho Inlanss) rals struchune adminds-
tasad by the Bangladssh Bank was raplaced
ty A matric of interes! rase bands for all the
deposits and lending calegores. In March
1882, the Gowarnmant ebolished the bands on
most landing calegories and #ed the ceding
on deposit ratez. Floors for savings and fxed
daposid ralos remain,

Intarest rabos have baen gradunlly doreguialed
since 1981, In October 1854, lending rafes of

scheduled commercial banks for cradits of
over 0.2 milipn rapees were Meed. Rabes are
prescibad for cradi limas balow this limil 1o
protec! emall bormwers, The Aosene Bank
of Indla specifes a celing dapost rate,
applicabla 1o fosd deposits of malurities of 46
days and abows, Tha Resarve Bank of inda
sals the savings deposil mis.

Mest interost rates were doroguiated in 1883

Up o 1978, tha central bank used 1o el the
lending rates for bank loans and the celling on
deposit rates. In 1578, the commercial banks
wara pesmitied to detenming thalr own Infenest
rates for loans, Effeciive 1983, afl inferes
rales on loans and advances wene allowed bo
ba thad io the banks’ basze lending rales, based
on cost of funds, With elect from Fabauary
1881, e central bank freed the bDase landing
rales from ifs adminisiraiive coninol

geport credll. Foredgn banks are requined 1o
owar 30 par cent of credt ko prioty
seclors.  Sinca 10891, the elomant of subsidy

financing in e sastorn parl of Indoniesia,

Directed credits exist 10 promMobe SOMES - &0-
momic seclors and 1o achieve social
Cellings on interes! rates for such loans also
axist b0 ensure credli o1 reasonable rales.

(Continued on next pagea)
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Table IV.2  feontnued)

Dareguiation of inferest rates

D¥ractad and concassional chadits

Republic of Korsa

Singapore

Thalland

From July 1885, banks switched from Intarest
bearing depesits and loans to lstamic modes
of finrancing and rates of return based on 8
profitdoss  sharing  approach. A& ragular
auction programme of governmend debl has
been initkaled o swilch from an adminkstared
Imoras! rats softing to markel-based Intorasd
rats detarmination

Inferest rate celiings on all types of deposits
and ioans, excepl those on shor-term loans,
‘wene removed in 1987, Tha imerss! rale
celfing on short-arm loans was liked in 1883,

Interast rako liberakzalion was infliabed o the
garly 1980s with a reduction in e diflsrential
batwoan gonaral joan rates and praladeniial
kxan rates, In 1984, banks waere akowad o
wary landing rates within marging. Callings an
certgin rates weére eliminated. In 1863, intercat
rates on lendéng othar than on policy loans and
governmant funding, as well as hose on long-
term bank deposits (longer than 2-year ma-
turity) ware Sbaralizod. Fates on policy bans
will ba Nbaralized bebtesen 1994 and 1995,
whila tho rafes for governmanl fundng and
shori-term daposh miss will be dereguiated in
1556,

Mominal domestc interes! rales are virloaly
kdantical o Eurodoliar rates adjusied for the
foraign exchange pramium,

Calings on deposil and lending rates adjusted
upward in 1980, Majer ratorms implamantad
in 18985-1882, The ceidling on commarcil
bank tme deposit rates of over one yoar
maturity was abolished in 1083, Cellings on
time deposit rales of less than one year
matuity and on saving depasit ralas wers
termingted in Masch 1990 and January 1882
respaciivaly. Tha cafiing on lending rates for
commercial banke and fnance companlog
wasg abolished In June 1992

A numbor of concossional credd schames
auwist. Concessional rales ware raised during
recen] yaars 1o narrow he gap betwaan Guer-
aga lending reles and the concessional rate
af wall as i educe e voloma. of direcied
credil. The share of subsidized credit in ol
erodit was 36 per cent in 1882/83,

The Govarmment mainlaine the polley of
direcling credit 1o priorty  aclivitles &
balow makel inlerest rates.  Special credi
programmeas for the Depariment of Soclal
Sorvices and Weltare camy balow-marnkel
imerest rates.

Prior 1o 1980, credil allocation was aimos!

antifely direcled by the Govemnment fo
kay Indusiias. Slate intervention has since
siowly boan phased oul

Mo priority sectors -assigned by the Govemn-
mant.

Selected credl pogrammes for the agn-
cultural and expor SeciDrs & concessiona
rales @xisi

Bources: ESCAP based on W. Tseng and FL Corker, “Financial Vberalization, mongy demand, and monatary policy in
Aslan countries”, Inlernational Monatary Fund Occasional Papar 84 (Washington, DG, July 1831), pp- 38-41; A Nasution, "An
swpluation of o banking sector raforms in Indonesia, 10B3-1883, Asia-Pacilic Developman! Journal vol 1, Moo 1, {duns
16684}, pp. 63-00; AH. Khan, “Nead and scopo for further reforms in the Sinancial secior in Pakistan®, Journal of e (nsfiule
of Bankers in Pakistan (Karachi, forthcoming 1885); M. Teng, “Whal China can lsarn from tha financial market relarms in
Aglin developing counlries”, paper presented al fhe Seminar on China's Banking Reforms and Developmant, Shenaon, China,
78 Movember 1933, A Chelkah, “Financial and fiscal secior reforms in Asipn counirles”, Asian Developmen! Ravies; vl I,
Mo, 2, 1993 AH, Amaden and Yoon-Daa Euh, "Republic of Marea's financial reform: what are the lessons?”, Linded Nations
Conference on Trade and Developmeni Discussion Papar Moo 30 (Goeneva, Aprl 1380); and naBonal Soarcos.

a7



Commarclal banks and other financial institu-
tioris in the countries of the region now have much
greater freedom n selting their deposit and landing
rates. Governmenis and central banks in a liberal
ized system influence these rates indirectly through
iheir open marke! operalions, such as the auction-
ing of dabi. Previously, government securities wera
gald to commercial banks &1 balow market nterest
rates. Interest rales on government securities
under a debt auctioning system are determined by
markal forces. Thesa interes! rales ofien play a
guiding role for changes in other interest rates.
Following the auctioning of newly isswed government
securities in a primary market, these securities can
be tradad in secondary markets, whare the changes
in their prices reflect changes in market inlerest
rates. Secondary markets, however, are siill in the
parly stages of development in most countries.

For example, as a siep In the direction of
interest rate liberalization in Pekistan, an auclion
gyslem has been introduced for povernment secur-
ties, with commercial banks as the primary doalars.
Two debl instruments, &-manth Ireasury bills and 3-
to 10-year foderal imvestmen! bonds have been
infroduced.  Six-month  freasury bills have boon
auctioned twice a month since March 1931, The
dovelopment of a secondary market faces some
impediments.'?  Government securities are also
auctionad in a number of other couniries including
India, Indonesia, Nepal, the Philippines and Sri
Lanka.

Ona impact of reducing the number of di-
rected credit programmes and of efiminating conces-
gional interest rates for special groups is 1o raduce
the segmentation in the financial market and lo
make competiion for funds more transparent and
agual within a country. However, directed credil
schames have contributed fo the developmen! of
some Individual, especially disadvantaged, seclors of
the economy and may continie to do so in
the absence of morg wviable alternative means of
promoting them.  MNevertheless, @ appears thal for
the rsasonable functioning of the fnancial secior
diracted credit should not exceed a reasonably
small proportion of the total credit extended. '

3 For delails see, Ashlague H. Khan, "Need and
cxope for hirther reforms in the financial sector in Pakistan”,
Joumai of the instiute of Bankors in Pakisfan (Karachi,
fartheoming 1HE5).

4 g Challah, opeit, p. 54,

It could be expected that the reforms indicatad
above would have had a significan! impact on the
size of domestic savings. Howevar, the mobilization
of domestic savings is nol a function of the interest
rala only, bl of a whole sel of other factors as
well, including the edstence of a wall developad,
stable and efficient financial infrastructure. Never-
Ihelass, the interest rate plays an mporlant part in
encouraging domesiic savings through the banking
system and in aftracling foreign savings.  After
relorm, Interest rates wem not expected (o move in
a uniform direction in all counlnes because fhe
circumstances varied so widely, However, avafable
data, which are presented in iable V.1, tend o
suggest one thing In common: the real rate of
interest for depositors, which was almost invariably
negative in the early 1980s, became positive with
very few exceptions by the mid-1280s. By this lime
many countries had adjusied the nominal rales
upwards, although not necessarily [reeing them
completely for determination by the markel. The
rates have continued 1o remain positive well fnto the
1990s, but the value of the gains in the immediate
afermath of adiustments in the mid-1980s was
eroded In mos! cases since the adjusiments in
nominal rates have apparently not kept pace with
inflation rates.

It is possible 1o make only limited cbservations
on the basis of avallable data about the impact of
this positive interes! rale incentive on tha growth of
financlal savings n the megion. Two sels of dala
are used In table M3, both of which are subject to
many qualifications and require cauticus interpreda-
tion, One sel of the data indicate all forms of
deposits Including foreign currency deposits in fi-
nancial institutions and the other, the money supply.
M;, as usually difined. Both are exprossed as
percentages of GDP as an indication of financial

growth and depth in the economy.

The indicators point to bwe intaresting develop-
menis. In four economies, Hong Kong, Malaysia,
Singapore and Thalland, both indicators have values
aver 70 per cenl. Singapore and Hong Kong are
established international financial ceniras and the
othar twe have aspirations in that direction. These
ratios show considerable financial depth.'>  All the
other countries excepl Fijl have ratios under 50 per

15 The comssponding rafio of Ma to GDP in 1992 for
the Uinfled Stales of Amenca was B6 per cont; lor Japan,
107 per cent; lor France, 67 per ceni, jor Qarmany, 66
por cant and for the United Kingdom of Greal Britain and
Marhern beland, 66 per canl



Table IV.3. Money supply and financial savings as a percentage of gross domestic product in
selected economies of the ESCAP region

1860 1985 1990 1821 1992 1993
Bangladesh
Maoney supgly (Ma) 204 282 318 3.8 229 34.0
Financkal savings 182 238 277 28.1 a7 25,3
Bhutan
Wonay supgiy (M) LR R 15.4 27 £5. 24.1
Financial savings 1508 185 178 207 18.9 p
China
Money supply (M) ar4 572 =] g2 101.3 858
Fifi
Money supply (M) 3 e 483 20 55,2 54.7
Financial savings e =25 441 ATE 50.8 502
Hong Kong
Maoney supply Mg ma 273 SE0E 501.4 E273 579.9
Financial savings &4 2045 4307 ATOE 503.2 EE1.6
Incila
Money supply (M) Ia 428 457 46,7 475 488
Financial savings 78 326 35.0 7.0 283 286
Indonesia
Monay supply (Ma) 170 23,9 433 43y 457 B0
Financial savings 120 181 |5 385 411 .
Islamic Republic of lran
Money supply (Mg) 807 624 856 519 478 a4
Financia! savings 414 457 455 423 40,8 381
Matayska
Maonay supply (M) B85 B3 BE2 E82 78.3 ga.4
Financial savings 402 54.0 EEA4 5a8 &7.1 TED
Hepal
Money supply (Mg 7 20.3 334 g2 40 T4
Financial savings 4.8 20.0 230 237 235 ws
Pakistan
Money supply (M3) 41.8 40.7 R 350 425 448
Firancial savings 27.5 8. 243 244 28.7 .
Papua New Guinea
Money supply (Ma) 294 | 352 353 246 322
Financial savings 204 267 305 313 3 = 1
Philppines
Money supply (Ma) 227 8.0 T B 45 32 326
Financial savings 18.6 238 28.0 285 300 359
Rapublic of Korea
Money supply (Mg 28 b 383 388 400 423
Financial ssvings 280 308 M5 as2 365 e
Singapone
Money supply [Ma) B4 723 935 852 85,8 Bz2.a
Financial savings 15 B0 B2y Bag B53 B2
{Continuad on ned page)




Table IV.3 jcontnusd)

1380 1985 1560 1591 1992 1953

Solomon lslsnds

Monay supply (M) 32.8 78 223 343 353 320

Financial savings 28.0 2210 70 288 303 288
&ri Lankn

Money supply (M) az2.0 a2 285 anz 308 32.5

Financial savings 25.2 244 211 228 24.1 258
Thalland

Money supply (Ma) 38.0 BER B8 71 75.4 BOL1

Fnancial savings 3.0 500 3.4 B7.0 E8.9 T332

Souwrces: ESCAP, based on Internaional Monglary Fund, inlernabional Financial Stadistics, vol, XLVII, Moo 10 (Washington,
DC, Oaoltobar 1984) and vol. XLVIIL, Moo 1 (Washingion, DC, January 1885) and tapa ng, S4037F; Asien Devalopmant Bank, Key
ndicators of Developing Asian and Pacific Cownires 1994, wol. XMV (Manila, Owdord University Press, July 1004): and aations!

SOUICes.

Nofe: Finsncial savings comprisas $ma, demand, savings and forelgn currency daposiis.
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cent showing that financial depth has yet 1o be
secured. MNeverltheless, the change in the rakios
since 1980 show that there has been sizeabls
growth in financial depth In saveral of these coun-
tries including Bangladesh, Fiji, Indonesia, Nepal
and the Philippines. and it can be hypothesized thal
thiz sHuation will continue. Thare are a few coun-
fries, namely Bhutan, the Islamic Republic of Iran,
Pakistan, Papua New Guinea, Solomon lslands and
1l Lanka, whera financial deepening has been very
slow, it occuming at all.

Most of the economies showing relatively [as
rates of financial deepening are known o have
achieved high rates of domestic savings and fasi
rates o economic growth. High saving ratés may
have resulted from high incomes and more thritty
habitz of peopls rather than from  the  stimulus
provided by high interast rales. However, significan!
posithve. real intares! rates available sinca the mid-
19803 may have atiracied more of the savings: into
financial aszsels as reflected in their growth since
then. The Republic ol Korea appesrs to be an
exception among the high saving and fast growing
economies with a slower expansion i M,/GDP
percantage from 33 per cent in 1980 to only 42 per
cent in 1993,

The costs to the users of finance as reflected
in bank lending rates have tended to move in the
same genaral direction as deposit rates (soe lable
V1), In many cases, howevar, lending rates have
not moved In paraliel with inflation rates and the

real cost of borrowing has rsen.'® Only Malaysia
and Singapora seem fo hawa kept the cost of
borrowing  refatively low and -stable with their kow
and largaly stable inflation rales.

Financial liberalization is expected 1o enhance
the operafional efficiency of the banking sector
through enhanced competiion. One measura of
oparalional efficiency Is the spread (or the Inter-
mediafion margin) between the deposit rate and the
lending rate. The inlermediation margin can be
affectad by a number of factors, including tha
operating expenses of the banks, lagal reserve
raguiremants, inflation mtes and tha relathe impor-
lance of non-performing loans in an  institution’s
portfalic. ~ Enhanced competifion among banks
should curtail operational expenses. Financial libar-
alization In genaral implied lowered reserve require-
mentg, which should reduce the intermediation
margin.  Howaver, highar inflation rates can in-
crease ihe sproad between deposit and lending

'8 A recent study on Indonesia conciudes that shifiing
froem adminisirative joward marked-based alipcation of credid
has increased Domowing costs, partculary for smalar firms,
bul, at fw same fima, has banefifed firms by ghing them
widet access o finance, Sea Jobn R, Haris, Fabéo
Schlantare and Miranda G. Slregar, "The effect of financtal
liberadzation on the capiial stuclure and imvesimaeni
dacisions of Indonesian manutacturing establishmante”, The
Wornd Bank Ecomomic Raview, wol. 8, No, 1 (January
1884)



rates: to maointain real profits al the same [|evel,
the Intermediation margin has to rse when Inflation
rigas. In addiion, the existence of significanl non-
performing loans can force banks 1o raise their
intermediation marging to pay lor the cost of liqui-
dating thesa loans.

The spread between the lending and deposit
rates in a number of countries has lendad lo widen
gl least for some yoars aker liberalization (table
1), However, thers is some ovidence thal infer-
madiaion margins have decreased in some coun-
iries alter financial lberalization. in India, there was
a sharp decrease In the intermedialion margin in
1991 compared with 1980. Similarly, the inter-
mediation margin declined In Malaysia in 19890
comparad wilh 1285, (ntermediation margins have
also fallen in the Philippines and Thailand,

Stickiness in interes! rales can be parlly aiiri-
buted to the ocligopolistic nature of the banking
incustry as reflected in the high banking concen-
tration ratio, notwithstanding the recent liberalization
ol entry and the licensing of new domestic as wall
as foreign banks. However, banks are beginning o
face increasing compefiion from non-bank, non-
intermediary financial Institutions In the form of
various monay market funds as well as from the
direc! use of capital markets to raise business
capital. This process of growing disintermediation
of finance will likely force banks 1o offer more
competitive interest rates as well as more eofficient
sarvices.

Development of other financial
institutions and markets

Rapid economic growth as well as financial
libarakization has resulled in the rapid development
of non-bank financial instiiutlons and other financial
markets and Instruments. By the late 1980s the
non-bank financial instituttons accounted for 20-60
per cont of the total assets of the financial sector in
countries such as Malaysia, the Republic of Korea
and Thailand. Institutions, such as leagsing compa-
nles, insurance firms, securilies companies, pension
funds and mutual funds are fasl-growng segmornts
of the financial system in most countries. However,
their size as a group has remained relalively small
In the iotal size of the market,

The services provided by financial institutions
are becoming more diversified and distinclions

o1

between Iha various types of financlal institutions
are disappearing. Thailand provides one of the bast
examples of stimulating the development of an inte-
grated system ol financial services by permitting
difarant calegories of financial institutions to under-
iake similar types of activities and provida simiar
garvices, thersby bluming the tradiional distinction
batween bank and non-bank financial institulions
and creating conditions for a more compeliive
financial markal. MNon-bank financial institutions are
permitted fo engage in activities usually underiaken
by commercial banks. At the sama time, com-
memnial banks are also allowed lo enmgage in @
varlaty of fee-based businesses, such as loan
syndication, feasibilly studies and consullations on
merger and acquisition, Since early 19582, banks
have also been allowed to underwrite sacurilies
issued by the government or public enterprises as
well as lo provide [nancial consultation and
information cervices. Universal banking has besn
encouraged In the Philippines, wham some of the
larger banking institutions have been permitled to
gngage directly in the securiies business, leasing
and other financial activities.

An Increasing array of financial instruments is
now avaflable 1o the imvastors In most countries.
These Instruments Include governman! securities,
open and closed-end mutual funds, certificates of
deposit, commercial paper and various savings
accounts with banks and non-bank financial insti-
tutions. An Important money markel instrument that
has developed in receni years |8 ihe issuance
by central banks of their own bondsbillsipapers,
akin to short-lerm freasury bills, The ceniral banks
have made increasing use of these through the
auction method of salejpurchase to atlain market-
dotermined discount rates as well as lo influence
the level of markel ligquidity Commercial banks
have also bosn permitted to hold thase central bank
bonds in lheu of thelr obligation to hold gevemment
treasury bills, Shortterm money market instru-
mants such as Wradeable commercial papers and
certificates of deposits have also been isswed and
fraded In Increasing volumes,

With dereguiation and liberalization in both the
financial and real sectors of the economy, there has
been a significant shift by entorprises from loan 1o
aquity or bond finance. As a result, slock markets
in many Asian countries have demonstraled dyna-
mism and growth In recent years. Table Iv.4
provides a summary of the developmenis in these
markets, In terms of capitalization, stock turnover
and returns, they have far outpaced the obder



Table IV.4. Development of equity markets

Growth of Gross foreign porioio
Vear of CapEnizaton nvasimen infows
Counry esiahizhmant (biona of US dodars) (mifions of US dollars)  Stalus of fnaign Regulatary
of slock axchange(s) participation agency
1887 1994 1888 1982 1eed®
Bangindesh Dhaka Stock - - 18 Some mgh#a-  In 1883, legis-
Exchange revilaized fion proceduras  lotkon was passed
i mid-1970s regurgd B Bn- D creale & So-
=g repatiation  cuily Exchange
rights Commission
which has boon
racently  consl-
e
China Shanghai and = 2¥T6 amay As of March 1993, China Securitias
Shenzan Siock Ex- spocial  classes  Roegulalory
changas establishad of shares (B Commédsion
in late 19805 shares) are aves-
abla o loreign
Imasiors
Indin Sovoral local shock QB 240 BTV Cinky lkstad Securitias and
exchanges sl A foreign indt- Exchanga
HNatlonal Slock Ex: utional bvesiors Board o Inda
changs undar es- permitied & estabiished  In
tabilshement imeast in capital 1088
ki
Iindonesis  Jakarta Siock Ex 302 G544 1088  Since 1989 Bapapan (the
changa revived In koraigners are Capital Marke!
1877 parmittad o Suparvizary
It in Agency)
Iindonesian public
companies with
48 per cont limie
Malaysia  Huala Lumpur 195 385 954  Listed stocks The Security
Stock Exchangs ooly available  Exchangs Com
established in 1860 o foreign in- méssion sal up
wvasinrs since In Manch 1983
1983
Pakiatan Karachi Siock Ex- - 11 & Lizted stocks The Corporaia
change establishod freoly svalable  Law Authorty
in. 1848, Lahora 1o foewign In- mgulates and
Stock Exchange in veslomns as of supervises iha
1870 and Igamabad Manch 1883 capital marke!
Stock Exchange in
19482
Phllippinea Tha Mania Siock 253 353 1357 Special classes
Exchange and the of shares (B-
Makatl Stock Ex- shares)  pvall-
changs maerged in abla o foreign
1893 to form the invesions as ol
Fhilippine Siock Ex- March 1993
changs

Connued on next pags)
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Table IV.4  jcontnuedy

Growth of Grozg loroign portioiio
Yoar of capiaizaion invasmant nfions
Country astabishment (ifons of US golavs) [millons of US oolars)  Swalus of breign Regulziany
of stock exchange/s) parficpatan Rgency
1987 1e94 1989 1ge2 199?
Republic Seoul Stock Ex- 30 180 150 5858 & 182 Beginning 1932 The Security
of Karea change established foralgn imvestors  Exchange Com
in aarly 19708 aiowed 1o buy  mission es-
Korsan  siocks  {abished in
subject 1b & 12 1977
par cent calling
Singapore  The Stock Ex- 15 140 - - 613 Foraign in- The Monatary
changa of vastons allowed Authority of
Singapore was o buy stocks of  Singapora has
formalty saparaied local companias  extensive regu-
from the Kuaia and foat their fatory a&nd
Lumpur Stock sacurithes on supandsony
Exchanga in 1588 Singapore stock  responsibliies
exchanpa
Thailand Siock Exchange of 5 145 1 428 G20 2 M3 Sinca 1833 In 1882, tha
Thailand in Hs stocks of do- Security
prasent kem has meslic compa- ENciange
axsiad since 1575 s avallabls o Commission
forgign Imvesiors  was establishad
subloct to 45
per cent catling.
Some regis-
rabon procedurns
requirad 1o
eN5Ure rapatria-
Eon rights

Sowrces: ESCAP, besed on 5 Gooplu, “Porticiio ivestment flows i emengmg markels”, in S Claessens and 5. Goopiu,
Forfiplio Immstmen! In Developing Couniries, World Bank Discussion Papers Mo. 228 (Washinglon, DG, 1983), pp. 72-73;
“Asian finance surely”, The Economis! (12 Movembar 1884}, p. 9 M. Goldslein and others, [nfornabional Cagétal Markess,
Devaiopments, Prospects, and Polley [ssves (Washington DU, Internatonal Monetary Fund, Seplornbar 1994), pp. 126127,

and nabonal SouwTes.
B interational bond and equily issues by the couniries.

astablished markets of the world,'”” They have also
become attractive to funds which use stocks and
bonds as an allernative means of savings These

W The number of companies keted on slock o
changes has mereased sharply in developing Asia during
recent years, However, capdalizalion per company on
average has remained very low comparad with developed
countries. Sea, for example, Uniled Mations Conlerence on
Trade and Development. “Ragimalization and intagration Inlo
the word sconamny: e Lalin Amarican expardance in
irnde, monelary and financial cooperation” [UNCTADMECDLS
234, 31 Augus! 1954), p. 61,
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funds, which include mutual funds, pension funds
alc, exist al the national level and are aciive on the
local stock market. Funds from industrisfized coun-
tries also mves! |n stock markels in many countries,
including several in Asia. The average monthly
trading value of Hong Kong's stock markel, for
axampla, increased by 267 per cenl from 1891 fo
1993 compared with 8 50 per cenl rise in tha Mew
York Stock Exchange and a decline of 11 per cent
in the Tokyo stock markel during the same period.
The Singapore equity market is one of the most
developed in the region, with a strong intermational
odientation.



In the Republic of Korea as the economy grow
rapidly, the Govermment [mplemented various
measures for the fast developmenl of the capital
markel. A bar on big companies bofrowing over
seas forced them into the domestic capital markst
end the enforcement of dabl-aguity ceilings for firms
led 1o an increased supply of corporate siocks
Along with allowing tax breaks for investmant in the
capial markel, & country-wide campaign to educate
the ordinary investors about the capital market was
launched to enhance demand.'®  Measures were
taken by the Govemment to reduce insider trading
and Improved disclosure. From 1982, lomigners
were allowad o imves! directly In the stock market
up o 10 per cenl (enhanced fo 12 per cent in
1894) of flotal outstanding izsues, with the exceplion
of public utilities and strategic industries in which
losntgn participation (s et al a lower limi,

Tho capital market In Malaysia s also wedl
developed, To a large extent, these developmenis
raflected measures underaken by the Govemment
o liberalize the capital markal while, al the same
lime, pulting in place the necessary nstitutions,
instrumantis and the legal and adminisirativa
framework. Trading on the Kuala Lumpur Stock
Exchanga in 1993 excesded the amount ol fotal
lrada undertaken during the previous 20 years in
terms of bath volume and value of transactions. In
terms of capitalization il s cumently the fourth
largest market in Asia.'® An important developmant
with regerd 1o the capital market was the séfling up
af the Securites Commission n March 1983 1o
oversee fthe overall orderly development of tha
markat, The introduction of financial fulures and
opticns  followed the enactment of the Fulure
Industry Act, 1982, which sef out the legal
framework to ensure the protacton of Imvestors
and to emhance confidence in the market through
the establishment of minimum standards within
which the financial futures and oplions markel
should operate. The development of tha financial
derivatives marke! is atso under the jurisdiction of
the Securliiss Commizsion.

18 The naed 1o slimulale local imestors o trade on
the local axchanpe has also been recognized in indongsia
whars 0| 5 éslimaled thal fereigners provide 80 per cant of
the tumovar In the irading of shares of domestc compa-
nies. See “Govammen! meves 0 comect lopsided Jakars
stock markat”, Fingncial Times, London/jakeris, regroduced
In Bangkok Post (13 December 1664), n. 27,

19 Bank Negara Malaysia, Annual Report 1993 (Kuala
Lismpur, 1894), p. 190.
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Im Thailand, the oguity market has been
growing rapidly eince the mid-1930s. Capitalization
as a ralio to GDP rose from 4.8 per cenl in 1985
o 383 per cont In 199120  The passage of the
1984 Securilies Exchange ol Thailand Act, which,
inter alia, fightened controls to ensure fair trading,
contributed 1o the Iimproved perdormance.  The
Securilies Exchangs Commission was established in
1892 as a ceniral agency overseaing almosi every
aspecl of the capital market, thus streamlining the
previous  suparvisory roles of several agencles.
Among more recen] improvements are the introduc-
ion of a computerized trading system, improvement
of the clearance and ssittement systems, and a
batter information systen.

Indin’s stock markel has grown rapldly during
recenl years. To Improve reguiation and Invesior
protection, the Securities and Exchangs Board of
India was established in 1988; measures wana [ntro-
duced to Hghten issuing conditions, to compulariza
trading and to esteblish aulomated settiement of
transactions. Marke! capitalization of tha Bombay
Stock Exchange rose over threefold 1o 22 per cent
of GOP over the five years o the beginning of
19922 However, in May 1992 imeguiarities in
securities trading were disclosed which highlighted
the need for further reguiatory reforms. The equity
market in India was opened on a resticted basis o
non-resident and foreign Instilutional Invesiors In
September 1992.

In Pakistan, the capital markel is of a small
giza. Between 1990 and 1992, tho marka! valu-
ation of fisted companies Increased sidold and the
number of listed companies rose by 27 per cent. A
significant easing of foralgn rvestment rulas In 1999
opaned the marke! to forgign Investors. Foreign
imvesiors can now own up to 100 per canl equity in
a ventura and can purchase equity in Indusirial
companies on a repairiable basis,

The establishmen! of a single agency re-
sponsible for the development and regulation of the
capital marka! has been a significant step in many
countries to pul their stock markets on a sound
focting. As indicated in table V.4, Securilies and
Exchange Boards/Commissions have been g8l up 1o

20 asian  Development HBark, Asian  Davalopment
Oufiook 7883 [Manfa, Cwdord Unhversity Pross, 1893}, p
53,

21 ibid, p. 54,



administer the set of rules and regulations gowvarn-
ing slock market activities, replacing mullipla regula-
lory agancies in many cases. Legislation has also
been enacled fto remove foopholes  and  set
standards to aliminate or minimize melpractice, and
to ensure fuller disclosure of Information and stable
trading conditions.

Private debt securities markels are also grow-
Ing, with corporate bond markets in he Initial stages
of dovelopment in many countries of the region=*
In India, Malaysia, the Republic of HKorea and
Theiland these markets have grown 1o modarato
sizes. An important factor hampering the growth of
the corporate bond market is their high credit rsk -
the possibility that coupon paymants and'or principal
ropayments may not be made on time or at ail
There & thus a need for independent reliable
information on the risks inherent in differant
corporate bonds. Independent credit rating agencies
for corporale bonds heve been established In receni
years in a number of countries, including India,
Indonesia, Malaysia, the Philippines and Thailand. A
common critical challenge being faced by these
agaencies rolales to bullding or improving capacity 1o
conduct internalionally acceplable credil analysis.
The function of cradit rating is quile complex, and |t
is made much tougher by lower standards of
accounting and disclosura In this region compared
with those In developed economins. In addition,
thesa markeis need benchmarks against which new
issues can be valued, Such benchmarks can be
provided by the issuing of bonds by the Govermnment
or state enterprises.®3

There is also increasing interest In the reglon
In using financial derivatives such a3 swaps, oplions
and futures. These new financial instrumenis have
profiferatad In intemational capital markets primarily
o facilitate hedging agains! pnce, cumency and
othar risks. Howevar, the use of dorivatives can ba
lor speculative purposes and can result in huge
losses. Also the underlying lechnical conditions lor
trading these instruments are often not - sufficiently
developed to permit the establishment of liquid

22 iy the United States, 45 per cent of companies
funds ans ralsed through ha comporaln Bond markel, In
developing Asla the figures are less than 1 per cenl,
*Asian finance survey”, The Economist (12 Noverbar
1854, p. 12,

23 For a discussion on this lssue ses, “Exports advise
povernmanl bonds o dewelop debl insirument markel”,
Banpkok Pos! (8 December 1894), p, 23 It s supgested
that by e fum of the cantury e value of tha local debd
ingtruments marks! capitalization could be as large as that
ol tho local siock markel.
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contracts.  While developing countries have been
cautious in permitting their use, derivative markeis
exist in the relatively advanced money centres such
#s Hong Kong, Malaysia, Singapore and Thailand,

External financial liberalization

Financial Eberalization has been camied out in
both domestic and international markets with poli-
cies of financial epenness greatly contributing o the
rapid growth of foreign exchanga markets in many
developing countrins, External financial liberalization
poliches include deconirol of foraign exchange frans-
actions on the cumenl accounl, making exchange
rates flexible and removing or easing of restrictions
on capital flows befween countries. Aspoects of
capital ‘account liberalization include allowing banks
and businesses to borrow offshore in foreign curren-
cies,®* opening the domestic financial market Insti-
tutions and insiruments to foreign paricipation, and
allowing domestic instilulions to establish foreign
branches or affillates. With the adoption of open-
ness in financial policies by a growing number of
countries in the world, the provision of investment
finance s Increasingly becoming an Integrated
global indusiry. 1t is argued that the benafit of
linanclal openness s that it allows savings to be
poolad and allocated globally through the movement
of capital among countries in responsa to opportuni-
ties for real Inmvestment, theraby Improving the allo-
catisn of resaurces internationally and aqualizing
rales ol relurn on invesiment everywhere, Af itha
game fime, fhis financial opennesas has mada tha
management of the financial sector and monetary
policy a very difficult task. This issue will be taken
up In somewhat greater datail later in tha chaplar

The HReopublc of Korea adopted & flexibie
exchange rate system in 1980. Conirols on capital
movemants were relaxed (n 1987 and 1988 10
permit capital exporis In the presence of comfart-
able cument accoun! surpluses. Wilth the current
account refuming to a deficit in 1882, controls wera
reinstitutod, Domestic firms were prohibited from
borrowing abroad and capital flows of a speculative
nature were striclly controlled 25

24 i has been argued that bomowing from the intama-
fianal band markets, which specializa n long maturties. will ba
one principal way of financing the planned large infastruchin
devalopmant in Asla. The Economisl, op. cit. p. 12

25 AH, Amsden ond Yoon-Dae Euh, "Republic of
Komea's financlal relormc whal are the lessons?", Undled
Mations Canfarence on Trage and Developmenl Discussion
Paper No. 30 (Geneva, April 1880}, p 23,



In Indonesia, as early as In 1970 the
exchange rate was freed and control on access 1o
foreign exchange abolished. The sumender of
export proceeds was no longer required and
purchase or sale of foreign exchange could be made
freely. Foreigners and Indonesians were free 1o
open accounts in foreign currencies with the banks
authorized to deal In foreign exchange transactions
and capital inflows were freely allowed. In the
Philippines, the current account transaclions were
liberalized in 1991. Repatriation of foreign in-
vestment and remittance of foreign Investment
income were also permitted without any restriction.
In Thalland, commercial banks have been allowed
since 1990 to engage in foreign exchange trans-
actions refated to import and export of goods and
services without prior approval from the Bank of
Thailand. A freer transfer of capital was permitted
in 1991, with some exceptions (for example, for the
purchase of foreign exchange to buy foreign real
estale and securities) where permission from the
Bank of Thailand was still required. The regulations
concemning the opening of foreign currency accounts
have also been relaxed.

In all South Asian countries, currencies have
largely been made convertible on current account
and exchange rates have been allowed to float
in the market. Full convertibility of the currency on
capital account has also been under consideration
to encourage capital flows. In India, automatic
approval of foreign equity ownership of up to 51 per
cent in 35 priority industries has been allowed since
July 1991, Foreign equity up to 100 per cent is
allowed In power, elaclronics and software lech-
nology parks, and 100 per cent export-oriented
units. Free repatriation of profits of foreign firms
has been permitted. In 1992, the Government
allowed private and public Indian firms in good
financial standing to ralse funds abroad. Pakistan
adopted a managed floaling exchange rate system
in 1982, and foreign exchange controls have largely
been kberalized. Pakistani firms as well as individu-
als can now open and maintain foreign currency
accounts In Pakistan, a facility which was restricted
beforehand to foreigners and non-residents.
Foreigners and overseas Pakistanis have been
allowed 1o make new investments without any prior
approval, except in a few industries of security and
social importance. Foreign investors can now own
up to 100 per cent of equity in a venture and can
purchase equity in existing industrial companies on
a repatriable basis. Remittance of dividend and
disinvestment proceeds no fonger requires the
central bank's permission, Access to borrowing by
foreign companies and the rules governing domestic
private sector foreign borrowing have been greatly
liberalized.
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The situation in several of the Pacific istand
countries is quite different. Some do not have
national currencies and others have established off-
shore financial centres in order to develop a new
way of generating foreign exchange revenue. De-
tails of the unique situation in these countries are
highlighted in box IV.2.

One favourable consequence of the relative
openness of the financial sector has been an ac-
celeration of foreign private capital inflows Into the
region. The developing countries of the ESCAP
region have been the largest recipient of private
capital flows among all developing countries world-
wide and most countries have experienced a surge
in these flows in recent years, although the rate of
growth and the volume of receipts differed consider-
ably among countries (see table IV.4). Rapid rates
of economic growth amidst macroeconomic stability
already gave loreign Investors confidence to invest
in the reglon, The recent liberalization moves,
especially the partial opening of the region’s stock
markets for foreign portfclio investment, the partici-
pation of foreign security houses and dealers and
the higher profitabllity of investment in the region,
have given a further boost to confidence.

From the above discussion it is clear that
while most countries in the region are in the
process of reforming their financial sectors, they still
need to complete this process, There remains a
large scope for strengthening and consolidating
these reforms, especially in the areas of prudential
measures and regulation, accounting practices and
the provision of information to regulators and po-
tential investors.

IMPLICATIONS OF REFORMS AND
RELATED POLICY ISSUES

As the financial sector is closely interrelated
with the real economy of a country (and with the
conduct of its monetary and fiscal policies), its
reform should ultimately have a positive impact on
the real economy influencing, inter alia, the growth
and structure of production and of trade. The
mobilization and aflocation of savings through the
financial system are intermediale processes: their
role is ideally to keep the costs of borrowing fi-
nancial resources low while encouraging, or at least
not discouraging, savings. This balancing act, it is
contended, is not easy to perform on the basis of
any pre-set calculations but is best done through a
compelitive marke! mechanism. This mechanism,
however, has limitations and, as discussed earlier in
this chapter, market failures are not unusual in



Box IV.2. Financial sector reforms in the Pacific island countries

Thare are marked différences amaong tha Pacific
island courntdes with ragard to the development of Mhair
financial seciors, Thera are some wery small countries
which do ndl have Bhelr own nafonal cumencies of cen-
tral banks. As a fesult, they cannol use indepandent
interest rete or exchange rale policles. In larger coune
iries, the fnancial sacior ks relalvely mone developed,
They, ke other developing countrias, have been pursung
financial secier reforms. The naad for thesa reforms has
becoma mora pressing as the dominant mole of the public
sacior in the sconomias of thess couniries shrinks and
that of the privale secior expands. An efficlant Snancial
sactor can halp in mesfing e growing neads of the
private secior for financial resources.

Small istand couniras including the Cook lsiands,
tha Federated Siales of Micronesla, Kidball, tha Marshall
kslands, Niue, Patau, and Tuvalu nal hawe cantral
banrks and do nol, except for tha Cook Islands, issua
thoér own cumencles. The Federaled States of Micho-
nasia, thie Marshall |stands and Palou use ®a Unied
States oolar, Kinbat and Tuvalu use the Australkan doliar
while the Cook Islante and Miuve heve the Mes Zesiand
daliar in circulation. The Coak islands doas have B8 own
doitar which clrculales alang with the New Zealsnd dodar
within e country. Curranily, parity k= maintained batwesn
ihe o cummencies. Bul the country 8 facing difficutlies
in kaoping its cumancy in circulation. It has a curency
board arangomant under which . 100 per cent backing in
cormvertible Mew Zealand currancy was onginally required
by statute. Stabéity of the curancy was maintained, but
whan e Government amanded the siatute and reduced
the backing to only 50 per cenl, difficuflies emerged.
Compoundad by tha ongoing fiscal deficit, largely financad
by printing the Cook lslands doliar, confidencs in iha local
cumency has evaporated and liquidity in the banking
system has dded wp as members of tha public have
iended o abandon the kacal currancy. The Governmant
has announced is infenBion io purchass all e Cook
Istancs dollars in  clreulalion and ambrace the New
Zanland dollar as the ondy logal fendae,

The Inlaresi rates which prevall in the above seven
counties closaly reflect ihose in the colnires whose
cumancies circulate domastically. Tha financial institulions
which operale in theas couniries include dewvelopmant
hanks, commarcial banks siiher wholly owned by overseas
ownids of &8 join] vaniures with governmant of local
andlies, Insurance companieas and, In bao of thom, provident
funds. Capital mazkels ara relalbvaly underdeveloped.

Other Pacific island countries including Fijl, Papua
Mew Guinea, Samoa, Sclomon lgands, Tonga, and
Vanuaty have central banks. The Bnancial nstitufions in
thase countfes In genasal inclede commoscial banks,
developman| banks, nallonal provident funds, e and
ganeral Insurance companies and housing finance com-
paniaz. Fijl is currently tha only one with a Madgiing
slock exchange.

Ki
as

A fow counfios have boon acihvely promoting off-
shore banking to generale revenus in tha karm of regis-
fration fees and ofher charges. Vanuasu has tha most
active offshore finance centre In the Pacific subregion,
The centra is axempl from all direct taxes including per-
sonal income fax and enjoys the profection of sacrecy
piovisions in lhe lews of Vanualu. The financial activiies
in the centra are run ty esampl banks, trust companies
and accounting and legal firms. These enlifos aro
supendsed by the Financial Services Commission and
nol the Resere Bank Bul coordination betwsen the two
instutions s malnteined twough the Govemor of e
Rezerve Bank who sis a5 @ menbar of the Financial
Services Commission. The ooampi banks am  not
allowed 1o accepl deposits from or lend o resideants.
This ensures thal the domesiic ecomomy i Insulaled
from fhe Rnancial transactions which thay unidertake.
These oftshore banks act as booking agents and funds
not physically flow inte and oul of Vanuatu through

The Governmenl estimabes thai 0 eams more
31.5 millon In ragistration dees and other chamges
the centre and some $2.5 million I net forsign
fecaipts annuafly. The prospects for S future
of e contre are good. Both the lsx heven
which Vanuatu projects and lavourable time zona,
As it doas babwesn Easl Asla to the wesl and
Amarca o oas!, have contribuled 1o fhe rapid
developmani of tha cffshore finance contre. Tho Cook

g

:

o edst. in Fii, lor instance, inferes! rate dereguistion
Degan in 1981 and by 1587 Intgrast rales had been
complatoly derogulated. In Papua Mew Guinea, Interas
rales on loans and advances and on deposits wona
dereguiated in 1883, Similary, lending and deposit rates
are no longer regulatad In the Solomon Islands.

In msany Pacifie tsland cowndried, 1he use of selecive
cradil control ts prograssively being reduced and reliance
upan mardeat-based monetary palicy instrumants g growing.
Incraasingty monalary Intervention is pursuad taough the
salp and pufchase of gowirnment securities. To assist
furthar in this process, caniral banks have started Fssuing
thair own Sscurlies. The socurties issued by e Govam-
mant and central bank are ftaken up mainly by Mho
banks which may discoun! fem with the ceniral bank
whan the need arses. Ulimately open markel oparations
ers bacoming the maln tool of monatary policy, As an

{Continued ovaraal)
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iliustration, sadler the Aeserva Bank of Fifl refled heavly
upon selective credi conbrod and waralion In required
reservas In its monoiary managament. But indivect markad
interventions have increasingly become Imporanl Al
sacuriies, Including treasury bills, bonds and promisscoy
noles ssued by the Governmenl, the Feserve Bank and
antarprises ame now ragulary pul out on
. The Reserve Bank rediscounts these papers (rom

Prudential measuies and regulatons play an im-
portant e In tha sound déewelopmant of the financial
sacior.  Most countries hawe a sel of baslc prudantial
measuras and regulalions and fhay ame conBnuoushy
making improvements in ham. For exampla, ihe capital
edequacy guiddlines recommended by the Bank br infer-
national Setements are now bedng cbsarved in Papua
Mew Guinea. Supsrvisory and regulatory functions are
usually periormad by the central banks. Thelr capaciy
for affeciive implementation of prudential measurés and

ragulaSions neads fo be furthar sirengthenad.

the finance area.?® While govemmant intervention
intended to address these falures had several
adverse consequences and a general aimosphere of
financial repression was sansed lo have prevalled,
increased rellance on markel mechanisms has nol
led o a compiata resclution of these market
fallures. In addition, some new CcoRcams have
arisen connecled with Increasad |nharent instabifity,
mare demanding forms of fransparency, accountabi-
lity and supervision and a more indirect and difficult
conduct of monstary and axchange rale policies.

The usual presumption Is thal more savings
will lead to more investmant which, [n turn, will lead
o higher production and growih of an economy
Tha developing countries of the ESCAP region have
had a variety of experiences in this regard. It could
ba argued that the refatively liberal financlal atmos-
phera in counlries of Easl and South-East Asia has
bean a factor encouraging the high rates of savings
and investmont and that the greater efficiency of
their paymanl and ftransaction syslems assisted
these economies in achieving high rmates of
economic and irade growth. While that may be so,
il has also been found that high rates of savings,
irastiment, and economic and trada growth wera
achieved by counlries with financial systems which
would normally be judged as repressed, For exam-
ple, on the ona hand Japan and the Republic of
Korea in the early phases of their developmant, as
well as China In recent years, had exlensive pro-
grammes of directed credit as well as regulations
and restrictions on the freedom of tha financial

2% For examples of marko! fadures, soa JE. Stghtz,
“The role of the siate in financial markels®, Proceedings of
the World Hank Annual Conferanca on  Developmant
Economics. 1883, pp. 23-32, and Mihir Rakshil, "lssues in
financial liberalizaton” Economic and Foftcal Weekly (24
Saptamber 1994),
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sector and yel they have achleved some of ithe
fastest rates of economic growih and dewelopment
in the world, On the other hand, the Philippines
with its ralathvely open and liberal financial system
was less successful as were counlries in South Asia
which also administered similar programmes of di-
rectad cradit with similarly heavy regulatory regimas
governing their financial systems. As a result ol
such contradiclory experiences, queslions hawve been
raised as lo whether financial liberalization is either
a necessary of sufficient condition for successiul
aconomic growth and development 7

In this regard, the experences of the counlrias
that have undertaken financial reforms show that a
stable macroeconomic ervironmeant 8 an essential
precondition for the reforms fo funclion, as *melorms
carried oul against an unstable macroeconomic
background can make that instability worsa™ 28 High
and variable inflation rates can make interest rates,
especially real interast rales, very high and unstabla
after their deregulation. Moreover, the spread be-
heean deposit and lending rates can widen. This
sftuation can be a disincantive for savers and cause
ingolvency for enterprises es well as financial insti-
listions. In addition, deregutated interest rates in
combination with a flexible exchange rale can result
in oxtremely wvolatile capital flows. Most of the
rapidly growing econombes in Asla undartook both
fizcal and real sector reforms before financial onos.
Under struclural adjusimenl programmes, some
countries in the region, especially in South Asia,
introduced frade, fiscal, financial and other reforms
more or fess simultaneously. Other countries such

27 gee, ke examples, the discussion in Akyuz, op.dit., on
ithe benefis of keeping somd Contnols,

“B Word Bank, Wodd Development Report 1988
{Washingion, OC, Oxlord Unbvarsisy Press, Juna 1888), p, 127,



as Indonesia brought financial sector reforms ahead
of real sector reforms. It can be concluded that the
appropriate approach is significantly depandent upon
the political system, economic structure and the
administrative capacity of the individual countries.
However, it is generally agreed that the real sector
should be raformed first so that it can transmit the
appropriate price signals. When prices are distorted
because of protection or price controls, financial
reforms can have a limited impact on the allocation
of resources, one of its key objectives. Within the
nexus of financial reforms, it appears that most can
be done together except that domestic financial
reforms should precede relaxation of controls over
international capital flows. This is necessary
because when domastic interest rates are controlied
and low, capital account reforms can lead to a
massive outflow of capital.

As the process of reforming the financial
sector In Asian countries s likely to continue, the
focus of attention has switched lo problems con-
cerned with the consolidation of reforms and with
their consequences. While no country in the world
has totally deregulated its financial market, It is
important to distinguish between government
Interventions that lead to inefficiencies and misal-
locations of resources and those which are de-
signed o support, suparvise and exercise prudential
control to comect market failures and maintain
systemic stabilty. Governmenis can and must
assume an Iimportant role in maintaining public
confidence in financial institutions and Instruments.?®
In this context, the implications of recent reforms for
government policies can be grouped into three
categories, those concerned with the attainment of
greater equity and other social goals, those
concerned with increased domestic exposure to
risks of instability and insolvency and those
concerned with the conduct of monetary policy and
the consequences of growing Integration into global
financial markets.

It Is Interesting to note (see table IV.2) that
with reform, most Governments have maintained
soma special programmes of directed and/or subsi-
dized credit for specific disadvantaged groups in the
economy such as agriculture or small-scale enter-
prises, This is because a liberalized system may
lead to a socially unacceptable distribution of credit,

29 gee the discussion on this issue in Vicenta Galbis,
*Sequencing of financial seclor reforms: a review®, Inter-
national Monetary Fund Working Paper (WP/S4/101)
(Washington, DC, Septambar 1934), pp. 5-8 and 19,
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Disadvantaged groups may not have access to
credits through regular channels for the following
reasons: (a) remote physical location; (b) rules on
collateral which they cannot meet; (c) the small
amount of credit they apply for being Inefficient for
banks to handle; or (d) interest rates beyond their
means, The challonge is to design programmes for
these groups which are based on market principles,
not accessible by others and which do not interfere
with the regular market. Some examples of inno-
vative approaches to this problem for women and
rural communities are presented In box IV.3.

Governments also need to be concemned
about the implications of financial liberalization for
their conduct of fiscal policy. They cannot finance
increased fiscal deficits through government borrow-
ing without raising market interest rates through
their sales of securities or crowding out private
invesiment. Therefore, they are placed under in-
creased constraints to keep fiscal deficits managea-
ble and to find other ways of raising government
revenue, such as taxes. These constraints have
direct implications for the achievement of social
goals and for Income distribution,

One consequence of a more market-based
system is an increased exposure to various forms
of instability. Under a regulated system the Govern-
ment itself absorbs most of the costs of instability.
After Eberalization the actors In the system are
individually and collectively exposed to the risks
associated with unpredictable changes in prices,
Interest rates, exchange rates etc, and they have to
learn how 1o function under these circumstances,
This is an important step to be taken in order for
the public to retain confidence in the financial
system and to be wiling to use it. The problems
that arse can be Iillustrated by the following

examples.

First, there is likely to be an Increased ex-
posura of linancial institutions to insclvency, The
new easler entry for financial institutions, including
banks, provided for in the Fberalization process can
lead to a proliferation of financial institutions. Many
of these may not have the requisite resources,
experience or competence to operate on a sound
actuarial basis or be able to camry out satisfactorily
functions of risk assessment for loans. They may
accumulate unbalanced portfolios of assets and lia-
bilities, an unsustainable set of non-performing loans
and so may collapse. The Philippines’ experience
earlier with too many banks unable to capture
sufficient economies of scale, potential failures and
threats to the stability of the system, and later



Box IV.3.

Formal financial institutions and credit to the poor:

evolving new approaches

Past expadences of formal financial instiutions in
exlending credi| to the poor, predominantly through sub-
sicizad cradi programmas, have ofton been disappoinsing.
Revorihelass, thers iz & growing reslization that the uso
ol the éxdsting wide network of the formal fnancial inst-
wlions. particularly banks, may bas the bes! way o
reach the poor on a sufliclently jarge ecals. This would,
howewar, reguire fundamantal changes in the design
and Implemantation of creoll schomes as e banks
have ofien considerad the past schomas Impracticabla
and o expensive. Forging links batwaen formal banks
and non-governmantal organizations could be an im-
porant slement in 1he new schames,

Tne principal rationale of the dirsciod crodit
prorammes, as Implemeniad in the past, was that
subskdized access o financial resources would boosi the
income-genarating possibliies of the disadvantaged
grops. Bul, In practice, mosi of the directed credit
programmes had low repayment rajes and |ifle impact on
boostng Income Bevals. Tha main reasons for this
siluation have been poor dentification of cianis or activ-
e, cumbersoma and Ema-consuming loan procadures,
tha lack of infrastruciheral suppor and markang secvices
har income-ganerating activities and an insufficéant under-
slanding thal high lransaction costs and collateral require-
ments wara more Important delerents to the poor
fhen fhe price of credi per se These disappointing
expatiances coupled with sirong infernal end exiarmal
pessures on Goveamments and banks o dereguiats and
sirangihen the afficlency of the finenclal secior have
basically marked fhe end of most poverty alleviation
poiicies based on subsidzed directad cradil

Mevarthalass, an  evor-ncreasing number of
exparionces i the reglon indicate thal formal financial
insfiubons can and should play an imporant role in
providing oredd o e pood, A wealh ol expadance
rogarding successful models of providing cradit to poor
and very poor clienis has boen amassed by Bnancial
instilufions. Thesa Include Innovative commenclal banks,
useally spacialized operations within larger financlal insti-
tufions; Intermadiaries which “refall” credit from banks fo
small bomowers; parallal programmes providing financial
sarvices withoul links %o the formal banking system; and
devalopmeni banks that provide bofh social and finencial
sarvicas, for exampie, Gramesn Bank of Bangladash®
Motsdthstanding tha vital role alveady played by such
insputions, ihelr Bmited cowesrage compared with ha

8 ges Sharon L. Hot and Halana Ribe, “Developing
financial institubions kof tha podr and meducing bamans o
Bccess for women®, World Bank Discussion Papers
No.117 (Washington, DC, 151},

nesds of the poor calls kor a vastly increased ivolve-
mant of formal finenciad ingituSons.

Critical feajures of successiul credil programmas
for the poor includa ways of reducing transaclion cosis
for bolh londers and borowers fhrough group formation
and group collateral; charging commercial rates of interess
to make the programme setf-susiaining and lo avoid the
imprassion thal cradil I8 provided as a chardly which
doas nol have 1o be repaid; establishing deposil faciklies,
and targelling poor clients, not poor sectore®  One
possible way of operalionalizing the key componants of
succassiul cradit delivary programmes is 1o develop close
coppiation batwaan formal banks and non-govermmianial
crganizations of community based sei-help organizaicns,
These organizations could act as Entermediades in the
idan@ication of cllants, formation of groups, disbursamant,
ropaymant and monitoring of credit and, whers naces-
sary, tha organizasion of tusingss and ofwr fraining.

This approach has alrsady been kmplemented In
some couninies of the reglon. For exampbe, the Rastriya
Banyiva Bank, a state bank In Nopal has bean cooparal-
ing dlosely since 1991 with sell-help organizations in 19
project areas. The Bank had by eady 1904 disbursed
soma 4.86 millon rupees in credit efther directly o the
cliant upan recommandalion of fhe salf-halp organizations,
or fo those organizations which disbursed the crodits 1o
the ulimate loaness.” Since 1989, Bank Indonesia has
implemenied 2 creal schema Hed “Project Linking
Banks with Sebl-Halp Groups®. By September 15924 a
ficlal of 13,110 millon ruplahs had been disbursed as
boans fhrough 1,659 sait-help groups to 66,120 mambars,
Repayment rales were 965 per cent and a folal
block savings of 2958 millon rmplahs had been
depostedd  Simiar experiences can be found In
Bangladesh and fhe FPhillppinas. Thus, nkage betweaan
non-govammental  organizations and formal  financal
insfiuions can be &n imporiant slep n eforis towards
wider coverage of the poor undar credl schemas
witheu! compromising the financial viabliity of tha credit
InsStutions,

b jbid

© Foundation for Dovelopment Coocparation, Mational
Workshops on Banking with the Poor, *Raports of
workshops conducted in seven Aslan countrles in 1993
and 1294% Brsbana 1584, p. 27,

9 Cooperative and Small Scala Cradii Department,
Bank of indonesta, "PHBK: An implemantation o o
linkage program in indonesia®, prepared for tha Thad
Asle-Pacific Reglonal Workshop on Banking with thae
Poor, Brisbans, 21-25 November 1604, p.3,
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maoves to their consolidation and ralionalization in a
smaller number of institutions, is one example of
this phenomenon. The United Slates savings and
loans scandale of a few years ago is ancther.
Whie nol ignoring the need to promote healthy
compefiion in the financial structure, it s also
incumbent on Governments to provide a transparen
and sound sel of prudential regulations for the
establishment and operation of financial instituions.
Such regulations include not only reserve require-
ments but alse accounting and disclosura standards,
and roquire having wall-trained officials capable of
implemanting them, These will naturally restrict entry
o those who can mes! the prerequisites and so
indirectly encourage a fairdy oligopolstic structure.
They may also include a suitable mechanism for
formally handiing the issue of non-perorming loans
through banking courts, which akeady exst in a
numbar of Aslan couniries. All these cost time and
money but will eventually entall lower costs lo the
economy than a rush of Hy-by-night, financially un-
sound institutions.

Secand, anterprisas will ba faced with a wider
range of opportunities fo raisa finance bul more
instability in its cosls. Interes! rates on loans, the
value of stocks Issued and the tace wvalua of bonds
will be variable, bayend their control. This requires
tham to be more wvigilanl in their decisions on how
much investment finance to raise and which
markets to tap. I also increases the possiblities of
their Insolvency for reasons connected with public
assessment of their profifability  This in twm in-
creases fthelr need 10 hawe good accouniing
systamie and 1o be able to produce sufficient intor-
mation 1o convince investors to buy or hold their
debt.

Thao third example concams instabllity ganer-
ated through the capital markets. Domestic capital
markals in the Asian region have exhibited rapid
growth in recent years and several have succeeded
in afiracting a large number of both domestic
and fomign participants, Their growih has been
genarally welcomed for several reasons, including
savings on intermediation costs imwolved in  raksing
business capital and broadening the indusirial capi-
tal and assal ownership. Slock markets are,
however, wall known for booms and busts |argely
unrelaled te markel fundamentals. Such movements
are often caused by speculative runs and recanily
have tended to be exaggerated by the aclivities of
investment funds which maka decisions based on
compuler programme Signals, Several funds operat-
ing on one markel and using similar signals can
causa large swings lo occur in @ short period of
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time3° Such swings can also occur when a markat
is Thin®, Le., there are not enough actors trading so
that the actions of any one can have a large
influence on prices, or when “insider trading”, that is
trading by market participants with inside knowledge
of evenls, is nol well controlled. There have been
several instances of such speculative movemenis In
the markets in the region. They cause nat enly
unexpected losses to markel participants, but create
a crisis of confidence leading to reduced trading.
Many countries have recently installed institulional
and legal framewarks to confral such situations or
to preven! them from arising (see table IV.4). In the
end the success of any capital market is wvery
dependant on its sat of supervisary rules and moni-
loring systems. It i interesting 1o nole that the
firsl meeting to exchange experience among regu-
latory agencies of stock markets of the Asian region
was held in August 19394,

A related issue concerns the viabllity of stock
markets in small economies. Practically all coun-
Iries In Asia have the intention of having their own
slock market and yat in several countries, the
number ol difflerent companies for which stocks
have or can be issued is very smalll Thare
appears o be a minimum number of emound 20
below which the market is too thin for represeniative
trading (spréads ane 100 large and prices too vola-
file) or to make the market attractive to brokers to
conducl business. In cases where meeting this
minimum iz not feasible, Governmenis should cons
sidar whather their firms which wish 1o issve shares
ghould ba encouraged to do &0 on the market of a
neigbouring country or whether submegional stock
markeis should be developed. While this would
entall consideratle peolicy coordination between the
counlries concomed, | would encourage fewer,
more robust stock markets in the longer run.3!

One of the challenges resulting from Hberaliza-
fion and dereguiation in the financial sector is how
o cope wilh increasing infegralion into the global

0 Both focal and foreign funds can cause such
swings. In Thalland, the sharp decling in December 1934
was impuled M heve bean slarsd by sales by
foreign Insitutional irvesiors bul exaggemated by sales
by local funds. Seo “SET reals 33 points”, Sanghkok Post
(@ Decamber 1894), p. 15

3 For & discussion of these Issues, of recent progress
in tha devsiopment ol regional stock markets and of tha
preconditions necessary for thass 10 function, zee United
Mations Confarence on Trade and Developmant, “The rols of
ragianal capital markels i enhancing resource mobilzabon
and in promoting tholr officlen! use™ (UNCTADMECDT/248,
a1 August 1994),



financtal system and the increasing inferdepandance
ol this system ltself, For example, differentials in
real interest rates botween countrios have beacome a
dociding factor in determining the invesiment of
ghori-term money flows and  changes in these
differentials between domestc and forelgn markats
can causa large movements of funds, Tha recent
increase in interest rates in the United Stales and
the immadiate negafive affect on all slock markats in
Asla s a good exampie of this phan::-mm“ This
can have large destabllizing eflects on tha exchange
retes, domeslic money supply and consequanily on
prices, thus making the situation difficult for
monetary authorities in many couniries fo manage.
The destabilization effects of such flows of funds on
the balance of paymenis can also be sovare. The
induced movement In the exchange rales can have
substantial affects on a country'’s export and import
frade unrelated o any real economic change. It
appoars that Governments can Uy 1o influsnca
axchange rates or inflationfinterest rates but nol both
gimulanaously without deletericus consequences.

Several countres n the region have ax-
parlenced volalilty In shori-term capital flows caused
by woither domestic or external policy changes,
obliging central banks fto intervens in  efforts
o neutraliza their destabiizing impacts®®  Such
measures have reguired the central bank fo incur
unexpected costs, such as those involved in issuing
bonds to mop up extra lquidity from the financial
system. In addition to bond issues, ceniral banks
have used other means, such as high resarve
requirements on the foreign labiites of domestic
banks, imits on their net foreign cumency position or
gross foreign currency Habilities.

The kind of preblem that countries have (o face
can be examplefied by the experience of Bank
Megam Malaysia in 1993-1884, In the face of strong
inflows of speculafive capitaf in anticipation of gains
from |nterest rale and exchange rale ditfersntals,
Bank Megara Malaysia in its efforls to stabilize the
domestic money and foreign  exchange markets
incurred significant losses.®*  Another example is
India where official foreign exchange reserves wem
bulft up to 520 bilion by 1994 from as low as $1

32 w5 inferest rate hike sends SET index into taiispin
for 70-point loss”, Banghok Post (24 November 1994).

3 gee the discussion on s ssue In Min Tang,
Recenl Developmant on Capital Flows T the ASEAN and
Pacific Developing Counfries [Manila, Aslan Developmant
Bank, 1534), pp. 26-30.

M gank Magara Malaysia, Annual Raport 1893 (Kuala
Lumpur, 1834}, p. 36.
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bilkon n 1931. This rapid Bulld-up within a short
perod was largely the result of large capital inflows
into the coundry. While this has greatly relaxed tho
savers foreign exchange constraints that the coumiry
came to encouniar in 1881, i has also made It
difficult for the central bank to achieve its targel of
monelary growth and inflation rates sel at 16
percent, and around & per cent respectively, In 1994,
The Bangkok infarmational Banking Facilities recently
launched by Thailand has already created similar
protlems for the Thai central bank in s effords fo
control domestic liquidity and inflationary pressures,
alihough the siuation has remained well within
contral,

Twao related issues have recenily been raised
in this confext.  Firsl, there appears to be an
increasing degree of cumency substitulion occurring,
whereby (he debls and savings In local currency in
some dovoloping counfries are being replaced by
debts and savings in foreign curmancy. This reduces
Ine contral of a Governmeni on its own monay
supply and the effectivensss of any changes it fries
fo Induce, Second, there are questions baing
raised as fo how much of the expanded activity on
stock markels actueally relates 1o new  physical
imvestment, rathor than a churning of funds or a
rafinancing of existing debts. While this may ba a
lemporary phenomena as enterprises and Inveslors
adapl to their new freedom and expanded menu of
opportunities, it does call info question the impact of
financial reforms on the perdormance of the real
economy and fhe need to encourage direct foralgn
irvesimant when possible.

Thus, financial sector as well as trade sector
reforms are forcing couniries fo learn how fo funclion
in & global system, Thelr dagrees of freedom 1o
make independent policy declsions are becoming
severely restricted as bolh domestic and forei
concarns will react quickly to the signale given.
Moreover, changing circumstances or paolicies in the
major economias of the world can creale large
reactions in small economies imespectve of their
own paolicies and posifion. The implications of this
globabzation for Asian economies are not yet fully
understood and deserva furthar attenticn, In par
licular, countries of the region should strengthen

mechanisms for sharing experiences for the benafit
af all,

35 i this rew baltisground for savings, maske! playors
will bacome & new class ol staleless tegislalors. 'With (he
power of Wa puse, they wil check governments” ability
to tox, spand, bomw of dopreciale their debls through
Infaticr” in “Bordaress fnance: fual for growlh®, Businass
Weak (special edilon, 1994).



V. SOCIAL SECURITY

espite commendable economic progress, the

ESCAP region remains beset with many social
problems. One of these is persistent poverty.
Sustained economic growth and various types of
policy Interventions have reduced the incidence of
poverty quite considerably in some countries of the
region. Yet, large proportions of the population of
many countries, amounting to very large absolute
numbers of pecple, remain poor. Indeed three
fourths of the worid’s poor people live in the region.
Poverty manifests itself in many forms of deprivation
which become parmanent features in the life of
those who are i§ victims, Inadequate food and
nutrition, and health, education, housing and sanita-
tion faciiities are the principal forms of deprivation.

While pervasive deprivation has been the
result of slow development or inequitable distribution
of its benefits, it is also generated or worsened by
vulnerabliity 1o a serfes of causes, some of which
are incidental to modem socio-economic processes.
Social security as an objective and a palicy teol has
been implemented in the developing countries of the
region alongside other measures o mitigate the
adverse impact of those vulnerabilities,

The concept of social security can be
described in terms of both ends and means. As
defined in the International Labour Organization
(ILO) Conventions, soclal security can be taken lo
mean the protection which soclety provides for its
members through a series of public measures,
against the economic and social distress that other-
wise would be caused by the stoppage or substan-
tial reduction In earnings resulting from old age,
invalidity, death, sickness, employment injury, mater-
nity and unemployment, Along with provisions for
medical care and subsidies for families with children,
legally defined benefits and compensations are to
be paid to the people concerned. Four principal
types of measures are used for this purpose.

Social Insurance is a publicly sponsored and
compulsory Insurance system under the cover of
law, with defined benefits financed by contributions
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from employers, and sometimes from empioyees
and government subsidies, In some instances, laws
may, however, make enabling rather than compul-
sory provisions for people 1o join insurance schemes
voluntarily. Non-employee populations can also join
such a system by paying contributions. The
principle of social insurance Is grounded In spread-
ing risks and sharing financial costs on a non-profit
basis. Contributions are accumulated in special
funds, out of which benefits are paid to those
meeting the qualifying conditions. Benafits flow In
the form of pensions or other compensations
depending on the nature of the contingencies
covered. With s many variations in form, social
Insurance can partly or wholly cover most of the
contingencies specified above with benefit entitle-
menis to those who are insured.

Social assistance is a system of social secu-
rity. which is financed from general revenue rather
than from individual contributions. Such assistance
can cover a number of the above contingencies,
Benefits are often adjusted according to a person’s
means, designed to bring the total income of a
person or a family up fo a certain minimum level,
However, the State can chocse to finance from
general revenue social security benefits without
applying a means test, such as pensions o the
aged, the invalid, the orphaned and the widowed as
well as free medical care for all.

Another soclal security mechanism, employer
Eability, was originally directed towards the risk of
employment injury, placing legal responsibility on the
employer 10 provide compensation and medical care
in respect of employment injuries either directly or
under insurance policies. Subsequently, the scope
and exten! of employer liability have been extended
to cover such contingencies as sickness and mater-
nity including provisions for paid sick and maternity
leave, and medical care for the employees and their
family members, Employers are also obliged under
labour laws 1o make saverance or redundancy pay-
ments to workers on dismissal.



Many countries have legistation supporting the
establishment of provident funds as a means of
compulsory saving with contributions usually paid
by both the employers and employees. A central
fund s thus created with contributions credited to
separate accounts for each individual. The accumu-
lated credit, with interest added periodically, is paid
out to the individual in the event of old age,
invalidity, or in case of death to the survivors,
Instead of a lump-sum cash withdrawal, provident
fund accumulation can be also converted into an
annuity or superannuation upon retirament,

Social security as described above has grown
along with social services generally provided by
the State. Such social services Include a wide
range of provisions, such as for health services
and preventive heaith care, accident prevention and
rehabilitation, special facilities for the disabled and
old people, child welfare, and family planning, to
name a fow.

The provision of social services by the State
has proceeded parallel to development of social
security In its conventional sense, which may be
necessary but not sufficient to meet! the needs of
the developing countries, where parmanent depriva-
tion and vulnerability are Integral to the lives of
many. Social sacurity in the developing countries,
therefore, needs to be understood broadly. In the
long run, it has to be medialed through the
growth process as well as active public, policies
and actions to faciltate wide participation of the
population in the process of economic expansion
particutarly through the promotion of skills, educa-
tion and employment.' In this sense the whole
range of economic and social policies and measures
as well as support systems available within family
and community networks including non-governmental
organizations (NGOs), religious charities and philan-
thropic foundations, all constitute legitimate forms of
social protection (see table V.1),

The need for the public provision of social
security measures remains immense. Despite rapid
economic growth, the region still contains a huge
number of poor pecple. The incidence of ceriain
vuinerabilities has increased with rapid industrializa-
tion and urbanization, The changing demographic
profile is creating a situation in which a smaller

1 Jean Oréze and Amartya Sen, “Public action for
social secunty: foundations and stralegy" and Robin
Burgess and Nicholas Stem, “Social security in developing
counties: what, why, who, and how" In Social Securily in
Developing Countries, octed by Ehtisham Ahmad, Jean
Drdzo, John Hills and Amartya Sen (Oxlord, Clarendon
Press, 1991), p. 24,
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number of adults have to support a larger number
of dependents, particularly elderly dependents.
Moreover, the role of the family which has been
the most Important traditional source of support
may have been recduced as a result of a number of
social and economic factors. Economic growth and
improved living standards also tend to enhance
expeclations of social security systems.

This chapter brings together the information
on social security in the reglon under state
legisiated provisions. The discussions are organized
around the nine contingencies Identified in ILO
Conventions for the conferment of benefits,

OLD AGE, INVALIDITY,
AND SURVIVORS

Oid age may officially start at the age of
retirement which, In most cases, varles from 55 to

60 years in countries in this region. With retire-
ment, regular eamings cease and, therefore, provi-
sions need to be made In advance for such a
contingency when it arises. A person may become
wholly or partially invalid, either permanently or for
a temporary duration, thus losing the capacity to
engage in any gainful activity, even before retire-
ment. The contingency of such invalidity, permanent
or temporary, which any sickness benefit may not
cover, has to be mel. Death may occur prema-
turely, leaving dependent family members without
any means of support. Social security provisions
are, therefore, necessary for all these contingencies.

By the year 2025, 57 per cem of the
worlds 1,181 million elderly aged 60 and above
will ive in the ESCAP region? Thelr numbers in
the region’s developing countries will rise from
246 milion in 1985 to 627 million in 2025, an
increase of 25 times. Not only are there more
elderly, the elderly population itself is aging. Those
aged 75 and over are projected to increase from
55 milion to 1468 milion or by 2.7 times in
the developing ESCAP region during the same 30-
year period, These people have already been born;
thus, no policy intervention can change their
absolute numbers. The demographic transformation
underway in the region suggests that in the coming
decades the region’s population will not only com-
prise more elderly, but more of them will be women
owing to differences In life expectancy between

2 United Nations, The Sex and Age Distibution of
the World Popufations: The 1994 Revision (United Nations
publication, Sales No. E.95X111.X).



Table V.1. Major features of social protection

Social Machgnizms for the fwiiiment of sacial profection nesds
preteciion
niagds Formal NMon-formal
Adequate and siable Macroascontmic policies fo promota
incema from economic ecanomic growth, employment and
aciivitios sall-amployment
& Proteciion and i State-supporied poverty alleiaiion i} Resourcs sharing amang famy, kinship
replacamant of programmad, such as, amphaymant, and community natworks
gamings from rurgl development and income genaration i) Community sharing of rescurcas such as
aconcmic actvily schemes land, forest, waler and fishing areas
(nciuding ingividual and i) Tenancy relorms, lvabhood schames, ) Work axchanges among family, kinship
family antiprises, trms) eradil schames for production, iNComa And community netwarks
generation and salt-empipymant i) Intergonsrational education and tralning
Enltatves fo: family Bntarprses in agriculural and
&) Education and tralning programmas commarcial activities
) Unamploymant insurance v} Apprentceship trairing while eaming
v} Social assistance by tha State wi) Employmont with In-kind earnings
vit) Voluntary and refigious association-sponsored
schemes for economic activity
Wil Seasonal migrailon 1o esam Intoms
lx} Crecit from money lenders
b: Rapiacomant of i} Actident and disabilty insurancs I} Support among family, kinship, community,
housshold samings for an i) Sickness and maternity insurance woluntary, and religious organizations
aamar with disabBity dug i) Ofd age and imaidily insuranca {ofan using social insurdnce principhes)
1o Injury, skkness, death,  fv) Death inswiance with dapendsnt i} Shating of lood and oTar MSOUICHS
matemity, old aga, survivors benefils and funaral benafts  B) Work, resource, and hanwest axchangs
lamporany or parmanent V) Social assistance by the Siata i) Revolving savings and credd associations
incapacity for sconomic vi) Savings, assefs and Invesimants v] Deaf and mutual aid or wellars soclelles
sttty or unempicyment
¢ Logz of rosources ij Emergoncy rafief by the Siate i} Raliaf afors of community nehworkes,
or facullies necessary i) ingurance lor damage 1o faciites, foss volurtary and religious organizatons
for garning Incoms from and damage of woik Instruments ) Family and kinship support obligations
acenomia acthvity i) Livestock insurance (loss, madical) foftan using social insurance principles)
{dua B fire, theft. accident, W) Crop insurancae (damage or loss) lilj Resource, work and harvest sharng
rols, disasier alo.) v} invalickty and disabllfy insurance with W) Rewolving savings and credd assoclations

Madical and ofher cire
during disabilty, sicknoss,
matamity, invabidity,
and old ags

Food and nutition

benefils for depandent family members  v) Gredit from maney landams

I} Public hea®th faciiiies and senices i1 Tradibonal medicings and practices

i) Renabilitation with stale programmes i} Velurtary and sall-help schemas

i} ingurance for care and hospilalizalion  §) Sharing cars within family and community

Iv} Private and public housing and came in natworks [chidran, disabled, eidery, Bnd
refirement homsas, sanioriums, orphanages  pensons with sarous o long-larm Enessas)

[y Putiic. distribution of %od schamas i} Housahokd food producton and sloraga
il) Food-tor-work schemos iij Sharing amang family and kinship networks,
iy Food-or-education schemes community and refigious crganizations
W) Soctal assistance by the Slale as iy Harves! sharing and religious fesivals
food stamps, income tansfers, ) Consumar cooparativas
o in-kind banofits v) Crodf and thrifi sociebes
v} Food and nutrition schames: for i) Apprenticeship and sefl-help schemas

Infants, chidran and their mothars
Wi} Mainanance of natlonal lood siocks
wif) Emangency and disastor retial

Sources: Compied by he ESCAP sacratarial Mom varows nallonsl and niernaficnal SHufces,
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Table V.2. Financing techniques for old age, invalidity and survivors benefits

Providen! fund Socia! insurance Soclal assistancs
Bangiadesh Alghanistan Australia
3 Armania Hong Kong
Inda Azerbajan Indonesia
indenesia China India
Kinbati India Kazakhstan
Malaysia Indonesia Kyrgyzstan
Maldives lran (islamic Rapublic of) Maiaysia
Nopal Japan New Zealand
Papua New Guinea Kazakhstan Republic of Korea
Samoa Kyrgyzstan Sri Lanka
Singapore Malaysia
Solomon Islands Mangolia
Sl Myanmar
Thailand Pakistan
Venuat Philippines

Republic of Korea

&1 Lanka

Tajkdstan

Thaland

Turkmenistan

Uzbakistan

Viet Nam

Sources: N.P. Banna. *Old-ngo protection systems™ (ISSAVASIARTC/KLAV: Appendix) (Geneva, International Social Security
Association, 2 May 1991); P. Singh, Soclal Secunity in Asia and Pacific: A Comparatve Study (New Delhi, Friedrich Ebert Stiffung,
1652); U.S. Department of Hpalth and Human Services, Soclal Security Programmeas Throughout the World ~ 1981 and 1983
{Washington, DC, Government Printing Office, 1892 and 1994); other national, international and United Nations agency sources.

women and men. These women are fikely to be
widowed.® Provision for old age security
and against the risk of invalidity or death is thus
emerging as a major concern in the region.

Social Insurance, social assistance and pro-
vident funds are forms of financial provision for
retirement, Invalidity and survivor benefits (table V.2).
Some of the countries use exclusively one or the
other of these financing mechanisms. For example,
Australia, Hong Kong and New Zealand provide only
social assistance for these contingencies, Many of
the developing countries depend on provident funds
alone for retirement benefits. However, a large
number of countries use elements of all three
methods in different ways, and sometimes in com-
bination, to provide for the three contingencies
discussed here. Public employees In many coun-
Iries are entitled to retirement pensions that may
also include entitlements for survivors as well as
compensation for contingencies such as invaliddy.
In some countries, compulsory savings in provident
funds with contributions from the Government
supplement such non-contributory pensions.

3 United Nations, Compandium of Social Development
Indicators in the ESCAP region (ESCAP, Bangkok, 1993).
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Social insurance
Coverage

Social insurance functions as a major form of
financing retirement, invalidity and survivor benefits
in many countries. Participation in social insurance
schemes Is usually limited to employees as opposed
to the self-employed. It is frequently restricted
further by the type of employment or the size and
nature of the establishment in which employees
serve or both (table V.3). In mest cases, only
employees In relatively large private sector establish-
ments, designated by the number employed, are
covered. In many cases, earning limits or age
limits of employees are also used as criteria for
coverage, In most cases, public employees’ pen-
sions are part of the guaranteed perks of employ-
ment without any further contributions from the
employees, the Government undertaking the lability
as a condition of employment. However, public
sector employees, where they do not receive non-
contributory pensions, and where they come under
a compulsory sccial insurance system as in the
Philippines, have more general coverage.

Coverage under social insurance for the above
reasons is rather imited in most countries of the



Table V.3. Main features of social insurance schemes for old age, invalidity and survivor benefits

Coverags Banalits Contributions
a5 gefmad in legisiation, including specified 00 codes Ermployes Employar  Govamiran
erciusions and axemplions in nofes (% of samings) (% of payrolll (% of payrol)
Afghanistan  Employess in privale estsblishments, mip 3 o i
cooperalives, social orpanizations, joint addivanal by @5 subsidy
antarprisas and governmenl fank or grade
Armenia?  Employess and mombers of state P 1 121 10 26 50 par cent
mmﬁ co-operatives and farms by industry  of costs
Tajl ai3d fnances sicknass, malernify.
work infury Denefits and family
allpwances
China 4] Urban amployoes in stale-run, oolecthaly- P+
owmied, joint-venture establishments: suppiamant, subsidy plus
I} Parmanent esmploysas ipscde nong 18 subsidias
if) Contract employeas a 18 a5 needed
b} Employess in party organizations, and of nene governmant eniig cost

governmant in cullure, aducason, sclnncn

India ) Gralulty: establsnments with 10+ employses a} ieies nane 4 nang
including tactades, mines and plantations e
Exclisslons: employeas eaming Rs 2500
or mand @ manih
&) Provident Fund memboars in establishments

at least 3 years old with 20+ ampiloyess in bJ) respde 1.47 117 1.17 plus
177 indusisins:  §j Family Pension Fund diveried from provident fend  adminisiaton
¥ Deposidinked Insurance b.ii) sc 1= ] 05+ 0.3 025
Exclusions: ampioyees earming As.3.500 or mora br
& month and hose amployees previously adminishabon

idenitifiad as exudad from membarship
Expmptons: mambers of apooved privale plans

¢} Group inguranes: landiess apriculiural workerg ¢ eo none Tong antire oost
Indonesla Mambears of provident funds in the private secho:
2] Dealh Insurance se.de monE 05 o
b) Retiramant Insurancs [andowmant insurance) [+ 1 15 ]
Govamment amployees rp.sp 478 govenmant  state budgat
iran (lslamic  Empioyess in specific cccupations i ip g d 7 20 3
Repubilic and gecgraphical areas also Enances Sicknass, matanmiy,
of) Wk infury, medcal cime
Seasonal amployess Tp.ip Sp.dc a 20 a
Sal-emploved, voluntary within earnings Bmits plpsp.dc
Public smployoas Tpipsp.do nona governman| 85
Japan a) Employass of tirms In industry and commerce o oS T25T.225 rsasching adminisiration
maximiamdminimum;: S30,000/92,000 yan) malatpmals
b} Contract employeas in ndusiny and commence pipsp 5655625 matching administration
£) Lnarg and sRamon RiDEp 815 B.15 adminstration
d} Schemes for tarmens, private school toachers, rpipep i iod i
and employess In aghcultuml, lrestry,
fishery co-operatives, and public employess
&) AY tasidants aged 20-59 years, voluntary for Pip.sp 10,500 o 3333
B0-B4 years, and ko clicens residing abroad yan per month of costs phus
aged 2064 yBars (universal) adminisiration
Knzakhstan Employess residng in the counlry, incleding rp.ipsp 1 an subsdias
lonaign citizens and those withoul cizenship as needed
aizo finances sickness, Matoirvly,

work injury, family sfowances
{Continsed on maxt page)
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Table V.3 (jconinued)

Coverage Baneffiz Contribubions™
a5 defined i legisistion, indidng speciied S88 Codes Emipioyine Empleyer  Govermment
exciusions and aemptions inmotes  (%of eamings) (% of payrol) (% of payiol)
Kyrgyestan  Emphayees and membars of cooperalives ipipsp 1 38 subisidias
Stale and collective karms rppsp 1 224 a5 needed
alss Brances sickness, maternily,
work injury, Bamily alcwances
Makaysia Irvalidily schame: employess, abodginess, ip.ep.de 05 0.8 nong
fisharmen. agricultural workers in paddy Soids
Violuntary for those aarming M3 2,000 or moes
@ monih
Exelusiong' casual empimens and domasties
Public employess (Covemmant Pengion Scherma) i T GV TR anlirg cosl
Mongolin Employees, volunary for selil-employed Tpip.sp i 1356 50 per cant
aizo Bpances &l pihar of costs
banetls
Myanmar Permanen! employees in cooparathves of m ;
pubfic and privale sacions
Fermanan! amployess of the Governmant m nonE govermmont ontite cosl
Pakistan Employaes in fiims. with 10+ employoes, rpip.sp none 5 5
managers, adminisimalors earming up o
PAs 3,000 a monih
Exciusions: famdy iabour and the self-employed
Schemes for public employess, armed krces, mip.ap 5 govermmant 5
police, standory bodies, local aulhorlies, bank,
andl raibecy ampierses
Philippines  Government amployess rpipspde B.S goverIme 85
Empioyees in the peivale sector, seakraors; rpip.spde 3.3 AT covers
satf-amployed earning P 1,800 or mora a month also fnances sicknass benelis any
Sefl-employed farmars, fisheimen aaming rpdp.sp.dc B NS daficlis
P 1.500 of mora & month sefl-amployad
(masimum: P 8.000 a monih)
Republic Chizans and residents aged 18-58 amployad rpip.Ep.ad 2 2 administration
of Korea in firma with 5+ ampioyoes
Exsmplions: spacial schemes for privade school
faachars, milfary and public employess
Sri Lanka Farmaws and fishermen engaged in small-3cals ] Incroasas malching
and subsistence actvilles, aged 18-50 wilh g
Thalland Establishmants with 104 employoes k.de 15 18 15
WVoluntary for the seif-amploved ic.de 3 15
Examptions’ Puliic employess and mirmbers aiso francas sickness and
of privata plans offersd by empksess with matemiy banafils
comparable benafits
Turkmenistan Employoes in enterprisas rpipsp 1 ar subsidios
Members of co-operaives, and slale famms. Ieipsp 1 F- i a5 neadad
850 finances Sickness, maiaminy
o (njury, farmiy aliowances
Urbakistan  Employeas, and mambers of state pipEp i ar a8 ampioyer
cooparatives and farms aiso financas Sokness, mahermify
work njury, family aliowances
Viel Ham Employees in slabe sacior Tpe ip e 50 nona 3 as afmpioyer
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Table V.3 (contnued)

Sources: P. Singh, Social Securily in Asia and Pacific: A Compartive Study (New Delhl, Friedrich Ebert Stiffung, 1892);
U.S, Department of Health and Human Services, Social Securlly Programmes Throughout the World - 1991 and 1983
(Washington, DC, Governmen! Prinng Office, 1982 and 1994); other nasonal, Intémational and United Nations agancy sources;
and "Uzbekistan™ and “Turkmenistan®, IMF Economic Reviews, No4, 1994, pp. 81-85 and No.3, 1994, pp. 84-96; Inernational
Labour Offce, “Report 1o the Govemmen! of the Pecple's Rapublic of China on soclal security reform” (Geneva, 1993); P. Singh,
“Natonal strategies for the extansion of social security 1o the entire population: the Malaysian experience” (ISSA/ASIAVRM92/2
-~ Malaysia) (Manila, International Social Security Association, 1092); and International Labour Office, *Report 10 the Government
on sccial protection development: Mongolia® (MON/BIMOZNET/O1) (Geneva, 1993},

Notes: tp = retitement pension; Ip = Imvalicsty pension, sp = survivors pension; rc = cash in lump sum on retitement;
i = cash In lump sum for Invalidity; sc = cash in lump sum for survivars in case of death; dc = cash in lump sum upon
death, e.g. funeral grant; annulty = insurance providing reguiar annual Income untll death; ad = annuity for dependents
(child, parent, spousa).

8 Contribtutions may also finance other bensfits as indicated. The rate of contnibution is a statutory requirement.
b This system was adopted in 1990, but later Information is not available.
¢ Employer contributions 1o the National Pension Scheme in Japan are Included in rates for amployment-refaled schames.

region. Some of the countries which have person — are required to join compuisorily. Volun-
advanced soclal insurance systems, and do not use tary coverage was extended to the self-employed
at all or make limited use of the other financing farmers, fishermen and home workers In 1992,
mechanisms, have a better coverage in terms of  Also in 1992, under the Women in Development and
the number and proportion of the population under  Nation Building Act, coverage was extended under
thelr social insurance schemes, Among them are  Doth schemes to married women who are full-time
China, the Islamic Republic of Iran, the Philippines, ~ Nome managers upon consent of the employed
the Republic of Korea and most of the former  husband from whose salary contributions are
centrally-planned economies in transition, deducted. The Philippines is thus among the coun-
tries with very extensive social insurance coverage,
In China, employees in state-run, collectively  ©xtending 1o 53 per cent of its economically active
owned and joint enterprise establishments in uban  Population.
areas, employees of the Government and party
o«ganizaﬁo:s. and employees of cultural, educational In the Republic of Korea, the Retirement Pay-
and scientific institutions are covered by a labour MFuwﬁnmdbympmnlneﬂabism
insurance system? About 90 per cent of uban  With five or more employees covered retirement
benefits® Recently the National Pension Scheme
employees are covered by insurance for retirement,
invalidity and survivor benefits. In the Islamic has been introduced as a compulsory requirement
Republic of Iran, social insurance run by the Social  'of those employed In Industrial and commercial
Security Organization provides compulsory coverage  UNits with five or more employees, with which the
offers voluntary coverage to the sell-employed. merged. The self-employed in both rural and urban
areas can join the pension schemes on a voluntary
In the Philippines, the Government Service basis. Pensions for civil servants, military personnel
Insurance System compulsorily covers all permanent  and private school teachers are provided through
employees.® Under a separate Social Security separate schemes. The Republic of Korea, thus,
System all employers and employees in the private has a broad coverage under social Insurance,
sector engaged in trade, business, industry ~ under- extending to about one third of its economically
takings of any kind using the services of another  active population. Social insurance coverage for
old-age, invalidity and survivor benefits is universal
in Japan (see box V.1.) and also in most of the

former centrally-planned economies in Central Asia.

4 international Labour Offica, "Report 1o the Govern-
ment of the Poople’s Rapublic of China on social secunity
reform” (Geneva, 1993).

5 W8, Incuctivo and FE Vitaruz, “National stategies 6 UnHang Shin and Jae-Sung Min, “itroduction and
for the extension of soclal security fo the enfire population: exiension of the Natlional Pension Scheme: The Korean
he Philippines” (ISSVASIAFMS272 - the  Philippines) axperience” (ISSAVASWWRMS22 - Korea) (Manila, Inter-
(Manita, International Social Security Assoctation, 1992). nasional Social Security Association, 1982),
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Box V.1.
aging society

The pengion syslem in Japan has achisved univrs
sal coverage. It has evolved Mwough & long historical
process dating back o 1884 Only a few public
schemes for govarnmeni  employees  organized  as
mitual ald associtions, exisied up %0 he and of e
Bacond Wodd War, Public schemes, covaring tha private
saclor wera renamad Employees’ Pension Insuiance in
1944, with subsequenl expansion in coverage to most
smployeas in tha privals sector  Separate mutua! aid
assoclaions covar empioyees of locel governmend
bodies and publc enterprises; privale school teachers,
and the employeas of agrigultural, Bshery and foresin
institutions.  In 1861, tha MNationsl Pension sysiem
was infroduced covering the sall-empioyed, e frmers
and omers nol covarsd by existing schemes.  The
ponsion gystem thus comprised saveral cosxdating
subsysiems in order o achieva universal coverage (soe
Ngure belowd.

Pension schemes in Japan

PRIVATE

I
o
Ea

PLBLIC

Sowrces: Yasuyuld Fuchita, “Savings promofion and
fho pension fund: Historcal redew of the Japanose case®
in Gangrating & Nadonal Savings Movarmer, edited by
Al'Mlirn  Wwanim, Procesdings of the Firsf Malaysian
Mational Savings Conlrence, Kualn Lumpor, 8-10 July
1553, p. 297,

Noftes: Mumbers In parenihesis
numbes of parficipants in fowsands.

raprasant  the

Japan's pension system: gearing to the needs of an

Singa thelr simultaneous astablishman] as corporala
pansion plans In the 1860z, Tax-qualiled Retremant Pan-
gion Plans and the Emgloyoes’ Pension Funds hove ax-
panded along with perscnal pension plans involving the
individual purchags of plang from Insurance companies
and banks The Tax-gualiied Refrement Pengicn Plan in
indapengently designed al a corporation’s discration in ac-
cordance with cortaln standards gol by tho Governmond,
The Employees' Pension Fund is organized as. an
independant fund established by & corporation on behall ol
s amployses. Thasa funds can be lnsed to
tha Employees’ Pension Insurance and pay part of iis
banefits, iogether with it own added berefits. Carpavale
pension plans are thus dosigned as private ponsion pians
with tax incentives o offar ancther ovedapping Her of
empioyren-relaled banefits in  sddition do e public
pensions.®

Sinca thesa vanious pension pians wene established,
Japan has been expersncing mpid socic-oconomic
changes, caling for reform ¢f fs public pansion system,
For exampis, Me Mational Pension system establishad in
1861 cama under financial pressure with @ docline i
conkibutions as the self-employed were grachaly absorbed
as empioyoas, The obher basic trend has been a rapid
increasa In the =ze end proporson of the elderdy populn-
gon and a reduciion in the family size, both having signifi-
cant impiications for the pansion sysiem.

In 1984, the Sovemmeni initated relem of he
public pansicn Syslem, to be complotod by 1935, alming
al & geacual intagration of thess varous subsysiems. The
objectives are 1o secure taimess in respect of both pen-
szon benefils and cost sharng among all the pansion
gchemas and to creale a syslem capable of responding %o
fhe changing indusiral and employmont structure as wall
mwmkwwmm_u Az a first slep
lowards inisgration, & Basi: Pension benafSl was inbo-
duced, effactve April 1388, marging the first ter benelés

& vepsuyuld Fuchita, “Savings promaBon and the
pensicn fund: historcal review of the Japanese casa”
in Genarating a Mationa! Savings Movemend, edied by
Arflim Ibrahim, Proceedings of the Firsl Malaysisn
Naliona! Savings Conlarance, Kuala Lumpur, 810 July
1893,

B Ministry of Health and Weltars, Amnual Report on
Health and Wellare 19521993 (March 1554, p. 198,
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of the exsing schemas.® and offering a uniform Basic
Pension 1o anyend bebween the agea of 20 and 60 wha
has an address in Japan Coverage undet the Matonal
Pension f& aviematic for those who ane covered by e
Employees’ Pension Insurance and Mutsal Ald Pansion
sysbams,

In 1988, e HNatonal Pension Fund was
astablizhed fo supplamant ha Basic Ponsion for the sabl-
emploved and others.  Under this plan, pansion funds
can be constiuted on a residential basis, such as in
prefechires, with a membership of al least 1,000, or
they can be osganized natonally by people sharng tho
sama occupation with the minimum requimed member-
ghip of 300, By fhe end ol 1852, such lunds wera
opemting i each of the prelectures In Japan; and 23
occupational funds had baen establishad.

Az a recult, Japan has hed & wery succesehl
pension syshem. ACconing 1o a 1991 survey, 869 por
gam of familios with an aldedy momber aged B5 or
above fecelss pansion Banefits; and pansion benelits,
on the average, consiitded almost 55 per cent of an
oifarly pomson’s family come.  Thus, public pension
schemes spread widely in Japan and became an
gssantial pliiar in sustaining ®w IWing standards of T
eadarhy.®

As the ploedy population is projecied b0 ncrease
thair dghare ol the population from Hs curent 14 B 25
per cent in 2020, and the number of eldery is projecied
to doutle during Hase 25 years! cne basic objectve of

€ The exisiing schemes offered two-Bered banglis,
ona, B flsl amouni and the other, proporiional jo eams
ings.

9 Susumu Kaneko, “Pension operation and services
for the Insured and beneficiatias in Jspan: the prasent
stale and fulure objecthes™ (ISSAASIARNMT2S-Japan],
paper presenied for the Intermational Social Secury
Aszociathon Regional Mestfing for Asia and the Pacifc on
tha  Extansion of Soclal Securty Projection to e Entire
Populatian, Manita, 8-10 June 1932, p. 5.

B Ministry of Health snd Wotlare, op, cil., p. 196,

! Mamuyoshl iwabuchi, “Soclal security loday and
tomomow” in Economie Eye, vol. 15, no2 (Kelzai Koho
Conter, Japan InsBute for Socisl end Economic AMales,
1884}, p. 3.

e ongoing process of relorm i5 the Bnancial susiain-
abiiity of he public pension systiem.9 While requiring the
makdenanca of approprate benefil levels, sustainability
alzo requees moderation of the coniribulion burden that
mmmmnmmunmﬁ

Al o present, the publis pension syslem s

for the Employess’ Pangion Insurance and tha mutual aid
associglions, the ofer two thirds balng condribuded by
employets and employses. The Basic Penslon |8 squally
financad by contibutions fom the Emplovess’ Pensian
insurance and fhe muleal ald associations, with the
Governement contiibuting the ramaining ona ihisd of 1otal
expencdiiutes. I addition, Interes! and ncome eamad oh
tha large Pension RAeserve Fund augment fhese contribu-
tions considerably! By this process, pension costs In
have been kept relakvely low 1o employées com-
with those of offes couniries lor equivalent levels
benafilz.  The reformed Natonal Pansion
syetam, while mmoving zoma of the inoguilable featuras
syslam, hos been Bnancially strengthened by
fo &l fhrough & varlaty of publc
funds. Duting recent yvess, thane
dxpansion fn corporate and personal
private supplomenis 0 thesa public
Although tha populations of mosi devedoping
couniries are nol aging &8 rapldly 8s Japan, seévaral
of them in the region will face simitar situations In
different dogrees, jor which ey nesd o prepare n
advance

7
:
5

9 & March 1934 repart of e Minksiry of Health and
Woltere hed indicaled thal e cosl of Japan's sodal
waollarg programmas will entall a burdan of aboul 51 per
cant of nafionsl income i 2025, even i the best case
scenario thal may sl@er a ocourse mid-wity Datwean ha
low wallare and high welfare models of othat developad
counbias.  Iwabuchl, dhid.

b Based on @ 1080 achmial calculation (baing revised
on a 1994 re-evaluation), it Is estimaled thal the conirb-
fon rales for the Employess’ Pension insurance will go
up Trom 14.5 par ceni ol eamings in January 1831 o
315 par cent kn 2020 i the pensionable ape remains al
B0, o o 26.1 per cant il the pensionable age s raised
1o 85 {ona opon being considared 10 keep pecpls work-
ing and contrubuting longer, while moderasing demand for
paymanis), Kaneko, op. ol

| Ministry of Health, op. cit,, p. 201.
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Benefits

The benafits of social insurance may be
limited to rmeticement pensions: or extended o
invalidity and survivors. The quaklying conditions
vary as greatly as do benefils or entiflements.
Their full details are too complex fo describe unless
a case-by-case approach is adopted. In some
instances, lumpsum cash benefils rather than
pensions are paid, particularly for invalidty and for
survivors, Sometimes Insurance and providant fund
schemes are linked to provide cash compensation
for survivors, for example, and pengions for retire-
mgnt.

Besides a lifetime pension from a schems
currently baing implamented throughout rural China,
cash paymani to the family is guaranteed for 10
wears if dealh occurs befors the age of 70, Some
schemes also provide cash benafits atl death, such
as for funerals in the Philippines. Schemes suppla-
menting providenlt funds furnish cash benafits rathor
than pensions. The Depositlinked Insurance asso-
clated with the Employeas’ Providenl Fund in India
Is one example. The death and refirement insurance
for providant fund mambers in the privale sacior in
Indonesia also provides lump-sum cash beneliis
rather than pensions. In Malaysia pensions are
providad under a separale insurance scheme for
imalidity only while cash bensfits am provided for
all thras contingencies undar the nalional provident
fund,

Financing

Old-age, Invalidity and survivors benefits ara
financed by contributions from employers, employaes
and the Government with wide variations in practice,
As noled abowe, the earfiest form of ralfrement
benafit in the ESCAP region is the provision by
Governments of pensions fo chvil servanls. Many ol
them are financed sclely by Governments from
ganoral revenues as non-contributory schames, with
their continuation being decided annually by
parBaments, while others are financed [ointly by
Governmants with compulsory conlributions  from
employees. For exampla, pension schemes for fhe
central govarnmant employess and ralhway workers
are entirely financed by the Govermnment of India.
Pension schemes for all public employasss am
similarly financed In Bangladesh. The Civil Sarvan!
Pension Organization in fthe Islamic Republic of lran

s entirely financed by the Government with a con-
tribuffon of 8.5 per cenl of payroll. Howewvar, in
Indonesia civil servants contmbute to an endowment
Imsurance schame with a pension plan thal inciudes
no contribution from the Government.”

The- rates of contribution to be pald o soclal
Insurance schemes by the parties involved may vary
deapending on many factors. In the Philippines, for
example, employees in the private sector pay a
lower rate than employers, with the Governmont
responsible  for any  deficits. Public. amployees
finance insurance jointly with the Government, the
latter paying a slighily higher rate of contribution.
The 1980 legislation adopted in Thalland establishes
equal contributions from  employeas, amployas
and the Gewvernment. In the Republic ol Korea,
omployees make no contribution to the Retiremeant
Payment Fund that i cumently paying pansions;
however, they share the financing with employers for
the Mational Pension Scheme that is being imple-
mented,. The sell-employed in the Republic of
Korea are voluntarily covered al a saparata rala of
contribution that s higher than for either the
employers or employees, bul less  than their
combined rate. In the Philippines, the self-amployed
pay tha combined rale of employers and em-
ployees for voluntary coverage. The seif-empioyed
in Armenka, Azerbaijan and Tajikistan, however, are
responsible for paying al the rate which employers
pay.

Im the Istamic Republic of Iran, employers ane
the major contribuiors to sockal nsurance for
employess. Seasonal employess are covered &t
a slightty higher rale of payment than regular
amployeas. The Government makes a standard con-
tribution while also paying for the protection of the
first five employess i small industrial and tachnical
workshops who otherwise would be excluded. The
contributions fo social insurance also cover other
contingancies such as employmenl injury, medical
care end sickness and matemnily,.  Among 1he
economies in transition, in Kazekhstan, Kyrgyzstan,
Turkmenistan and Uzbekistan, contributions  from
amployers ranging betwaen 26 and 37 per cent
of payroll and from omployoss, sal ail 1 par cont
ol earnings, financa the benofits for retireman,
invaligity, and survivors as woll as for sickness,

7 8. Kerlonegoro, “Investment of pension and provident
fund resarves” (ISSAMASIARCEN) (dekarta, Intesnaticnal
Social Sacurily Association, Saplamber 1921), g 8.



maternity, employment injury and family allowances
The Government contributes as omployer and
provides subsidies as needed in other cases.

With the 1986 introduction of contract labosr
arrangemaonts in stale-owned enterprizes in China,
confract employees ara now required to coniribute
al the rate of not more than 3 per cent of earmings.
The contribution rates of emplovars vary according
to differences in the retirement load of individual
enlerprises and in banefits offered In kind (such as
housing, food, and a varely of services), Farmers
in some parts of China have a scheme with shared
confributions from Individuals (80 per cent) and
coliective funds or enterprise profits (20 per cent).
The Five Guaraniees Scheme for food, clothing,
housing, medical care and bunal thal caters to the
needs of the eldery in rural China I8 being
rationalized to shift the responsibility: of financing it
o collectives of brigades or coopesatives,

Panding implementation ol the Social Security
Act of 1990 in respect of lis retirement benefils
later this decade, Thailand provides, under social
insurance, for lump-sum payments in case of
imvalidity and for surviving children. In Malaysia
such partial coverage only for invalidity under
insurance supplements the cash benefite for
ratiremeant, Invalidity and survivors covered by the
nafional provident fund. The Invalidity scheme
provides for pensions to employees in the private
seclor. This Invalidly only insurance scheme ol
Malaysia is unigue in tha region with a complex sel
of rules of s own, Financed by equal conlributicns
from employees and employars, benafils are payable
for invalldity caused by any permanent physical or
mental condition thal is incurable and results in
emplovens being unable to cam al leas! one third
of previous eamings.® Benefils may be a lump-sum
grani of the combinad contributions if less than
24 conbributions have been paid in the 40 months
preceding the claim of invalidity; or, if the gqualifica-
fions have been mel, & pansion unll age 55
ranging from S0 1o 65 per cent of the average
manthly wags. A benelit introduced under the
schems in 1985 pravides for @ survivor pansson for
chitdron until age 21, for widows unii death or
remamiage, and for other primary dependents
subject to a depandoncy lest. A funeral granl of
M$ 1.000 Iz also paid o familes of Imvalid

% B singh, “National strategies for fhe  extension
of social securty 1o the onlirg population: the Malaysian
exparignce” (ISSAASIARMSE22 - Moloysia) (Manila, inder-
national Soctal Securty Assocation, 1552),
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pensioners or 1o those who qualily for a surviver
pansicn,

Provisions of the cument ratirement pension
system in the different republics of Ceniral Asia find
their origin in the 1956 oid age pension system of
Ihe former Soviet Union. With independence, the
republics established new schomes with reformed
provisions.  In these economiss, banefits financed
by contributions from slate enterprises, cooperatives
and state farms, which used t0 be viewed as
components of wages and salaries, are no longer
so regarded. The confributions colfected from the
producton enterprises used fo finance, in addition
lo relirament, invalidity and survivors benafits,
employment injury, sickness, matemnity and family
allowances. The system in most ol those countries
5 curmently undergoing reform as the economies are
moving fowards market orientafion and privatization
ol production systems. In some countries such as
in Turkmenistan, the number of allowances from the

pension and social nsurance funds have besn
curtailod,

Bosides schemes sponsorad under legislation,
sevaral novel schemes have been devised In recenl
yeare lo provide insuranca lor cld age. A group of
farmess In Haiphong Province of Viet Mam sel up
a schame in 1987 with contributions leviad in tarmsa
of rice, paid twice yearly shorlly after harvest®
Contributions are voluntary and reduced with age,
and a minimum of 15 years |s required to quality
for & monthly pension. In the Farmer's Pension
Schame in S Lanka, initiated in 1287 on a volun-
lary basis, contributions increase with age, and are
paid twice yearly according to tha paddy crop
saazon, with matching contributions  from  the
Government, A similar scheme for peaple ongaged
im fishing was inliated in 1990, and a pilod
schema in the informal sector (traders, vendors,
sireel hawkers elc.) staris in 1995,

Provident funds

Provident funds are a major instrument for
providing ol age securty in Bangladesh, India,
Maldives, Nopal and Sri Lanka in South Asia, in
Indonesia, Malaysia, Singapore and Thailand in

9 nternasonal Labour OMce, “Report to the Govem-
mant on social protection ralorm:  Viet Mam® (ILOVTAPMYIet
FamA.18) (Ganava, 1994),



South-East Asia, and in Fiji, Kiribati, Samoa, and
Vanuatu in the Pacific istands. The organizational
structures for administering those funds and the
categories of people entitled to benefit from them
vary among countries,

Provident funds are organized by the Govemn-
ment for public employees In Bangladesh, India,
Maldives, Nepal and Sri Lanka, They also cover
employees on tea plantations in Bangladesh and
India. In Nepal the Employees Provident Fund
covers government employees and those of
factories with ten or more amployaes, hoteis and
tourist firms. In Sri Lanka, the Public Service
Provident Fund covers employees in the Govern-
ment, and the Employees’ Provident Fund covers
regular and casual employees in the private,
the public corporate and the cooperative sectors.
Provident funds are established in selected
industries with twenty or more employees in India,
twenty-five or more employees in Papua New
Guinea, and ten or more employees In Indonesia
and Nepal. Provident funds facilities are available
for nearly all employees in Fiji, Kiribati, Malaysia,
Samoa, Singapore, Solomon Islands, Sri Lanka,
Thailand and Vanuatu (see table V.4.)

In most countries, provident funds are
compulsory savings schemes, limited mostly to
amployee populations espacially in the public sector.
Segments of the private seclor are covered
in many countries, but the self-employed and less
organized employees in businesses and in personal
services are excluded, Some countries, such as
Malaysia, allow voluntary membership of the self-
employed and those employed in domestic services
10 join Is national provident fund scheme for all
other employees. In contrast, the sell-employed
are specifically excluded from the Central Provident
Fund in Singapore.'® Membership in Singapore's
Central Provident Fund Is compulsory for all
employees in the private sector, with exemptions for
those covered by approved private plans offering
equivalent protection. The Employees’ Provident
Fund in India is compulsory for large Industrial
establishments and currently covers more than 17
million employees in 192,000 establishments of 177
selected industries. Spacial provident funds exist for
employeas In coal mines, on lea plantations, and
for seamen,

Y0 L. Tien, "Sccial securlly In Singapore”, pp. 216-
288 In TS, Sankaran and others, Social Securty n
Developing Countries (New Delhi, Har-Anand Publications,
1994), p. 219,
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Provident fund benefits are generally in lump-
sum cash withdrawals of contributions and accrued
interest at the time of retirement. In response to
criticisms that lump-sum benefits are insufficient to
fulfil retirement needs, several funds provide the
possibllity of an annuity or superannuation upon
retirement.  Such provisions provide a regular
annual income until death in India and Singapore,
for exampie. In addition to the choice between cash
withdrawal and an annuity, the provident fund In Fiji
also finances a means-tested allowance for the
needy elderly and widows. Survivors benefits from
provident funds are generally limited to a lump-sum
cash withdrawal of accrued savings and interest,
However, several funds also provide an additional
death or funeral grant to the surviving families,

Provident fund accumulations are generally
based on joint employer-employee contributions.
Governments contribute 1o provident funds for public
employees in Bangladesh, India, Malaysia, Maldives,
Singapore, Srl Lanka and Thalland. Governments
do not make any contributions to provident funds for
employees in the private sector, They are usually
jointly financed with nearly equal contributions from
employers and employeas, Employer conltribution
rates are, however, higher than for employees in
Malaysia, the Solomon Islands, Sri Lanka and
Vanualu.

Provident fund schemes can also take the
features of insurance schemes. They are also used
to finance Iindividual investment plans or other
needs by permitting earlier withdrawal in part or full,
or in the form of loans or loan guarantees. The
provident fund schemes of India, Malaysia and
Singapore combine several such features. Singa-
pore's Central Provident Fund has adapted 1o the
changing needs of its members since it was estab-
lished in 1855 as a simple compulsory savings
scheme. Contributions, currently at an equal 20 per
cent rate of eamings for both employers and
employees, are deposited into three accounts: a
Special Account reserved for old age; a Medisave
Account for health care; and an Ordinary Account
which can be converted into non-cash assels.
Members can at any time invest up to 40 per cent
of the savings of the Ordinary Account in property,
equities or gold. Investment can be made in
commercial property but the savings withdrawn must
be returned when the property is sold. These
savings can also be used for the purchase of
Home Protection Insurance and Dependent Pro-
tection Insurance. The Medisave Account has
provision for Medishield Insurance as voluntary
coverage against the risks of catastropic illness.
Members may depasit retirement savings In an



Table V.4. Main features of provident tund schemes

Coverage Banofils Confribwsions®
s dafined in legisiafion, ncluding specifiog 508 codes Empicyod Employer  Govarnmaend
axelusions and exrrplions in notez (% of pamings) (% of payroll) (% of payrol)
Bangladesh Publle amployees o . governmant a
Emplovess on ied peantafions rcic.se T 7 &5
Fijl Empioyaes, voluntary for non-employed aged e (annuelyicac T ) nona

15-60 and by soitemployed for death benoft  sp, means-tested  F$ 7
Exclugions: public amployees, domestics, and allowances lee  for sp

military and police personnod neady sidedy
Exomplad: mambers of equivalan! private pians and widows

Inclia Esloblishments with: o} ol [easi 3 years oid rofannuity) 833 83 nong
with 20+ errplovees in 177 Indusides; or kcscde
b} 50+ employees In 95 industirias re{annuity) 0 10 nona
Excligions; employess aaming As 3,500 or mom
A moamh, membas of schemes far coal mines s de plus 065
and lea planisdons and for Seamen; and dor
spacial system for public and milway employees adrministralion
Exemptions: membars of approved private plans
Indonaskin Establishmants with 10+ smpioyses or a paymoi e \e, 6, de 2 ar ey
of As 1 millen or more & month, vokeary
coverage madable, and with gradual adension
¥ smaller firms and casual ampbysas
Govamment employesas ek 335 poverrment e
Kiribati Employees aged 14 and older saring ai jeasi o lesc 5 5 nong
SA 10 a month A 5 anngal
Exclusions: domestic senanis, and amplayeas ehsduction
gaming less Han 84 70 8 month for so
Malayaia Employeas rcc.66 L[\ 12 neana
Malurdary for salf-employed and domasgcs
Exclusions: casual omployees, agrculiual workers,
amplipyeas saming MS 1,000 or more & manth,
and emplicyess coverad by schemes for farmers,
armed foroes, and private school (eachers
Maldives Govarnmani employess and bonded graduabes mplp 5 govarfirmant 5
Governmant-cwned and privataly-openaied bark [ T 0 10 OWTHEY
anvd shipping comparies [ -] 10 avvinar
Mgl Parmanant govermment employdies, amplaees re.sc oo 10 10 nane
in cotparate: aulonamous badies, educational
nstitutons; factodes with 10+ employees, with
exiension to carkain hotels and frekking firms
Papus Establishmants with 25+ smployeas e fe g 5 T nonE
Mew Examplions: ssinbiishments growing or processing veluntary
Gulnia focoa, eopra, palm ol, ublber oF tea and Incroases o
mambiers of schame lor public amployess 10
Samoa Employees T, g Sp,da B 5 Fone
Sin Employses earning 53 50 or more & mondh; re (annulty) b b none
gapere public employaes Daing phasisthin a5 memberg .8 alzo fnances mErmant, a8
Exclugions: members of approved and equivatent medisae, properies, ampioyer
private plans, and the se¥-emploped pates el

{Continuad on next paga)
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Table V.4 (continued)

Coverage Banefis Contributions®
ag dafined iIn legisiaiion, including specified 268 CO0ES Empioyas Employer  Governman!
exciusions and axempbions innotes (% of eamings) (% of payroll] (% of payrof)
Soloman Empioyaas intluding domestic servants, aged e o, 5o de 5 15 T
Istanda 14+, saming Si§ 30, working 6+ days & month; 51§ 5 annually
voluntary for self-employed, unsmpioyed aged deductad
18-35, Soparale schama for public amployeas for de
& Lanka  Employses reic,se ] 12 RO
Public amployees, Incuding local govanmmean 1e.hc 50 B govevnend g
Exsmptions: amily labour; approved private plans
Thalland Empioyeas in phale secior, Qovemmen e 315 maiching, nong
enfaprises and parinarships 3 average A5 SMpPOYET
Vanuatu Regular employees aged 14+ years; voluntary for e a ] nona
membars of religious onganizations

Exclusions: omployeas saming below VT 3000 a
manth or under subcontact casval ampiyveas in
agriculfure or loesins and approved prvats pans

Spurces: IMarnatonal Labowr Organization, “Technical nole on social protecton in the Republic of the Maldives® (Bangkok,
Regicnal Office for Asla and Pacific, 1923); LL. Tien, "Soclal securty in Singapora®, pp. 216-288 in T.5. Sankaran and cthers,
Soctal Securlly In Developing Counfries (New Dokl Har-Anand Publicasions, 1554), p. 218, P Singh. Soclal Secunly In Asia
and’ Pacife: A Comparatve Shidy (New Delhi, Friedrch Ebert Stiftung, 1882) U.S. Department of Health and Human Sandces.
Social Securily Programmas Throughout the World — 1991 and 1883 (Washinglon, DC. Governmen? Printing Ofice, 1982 and
1984, other nitional, intematonal and Unifes Nations agency sources.

Motas: rp = reliremant pansion; Ip = levalidily pension; sp = surdvors pension; e = cash In lump sem on nelicgment;
i = cash In lump sum for imalidity; 2 = cash in hemp sum for survivors in case of diealh; do = cash In lump Sum upon
daath, &g funeml grant,  anmuty = Insurance providing reguiar anmeal income unil daath.

a Contributions may also finance ofher benefits as indicated. The rale of contibutions is a slabutory requirement

& ﬂ&l‘rﬁhlﬁhﬂﬂm'ﬂ‘lhlﬂlHWIFI‘BI!Ihilﬂﬂm}.ﬂmwmaﬂﬂﬂﬂmmﬁw!wuﬂﬂﬂyﬂ
Employes: T per cant ol samings, plus ene thind of eamings 58 200-363; above 35 J62-1080, 22 per cend of sarnings; 5%

1,080 or more, 18 per cent Employer: 20 par ceni on sarnings 5§ 50-1080. Public seclor employees &l sams rale, non-
pensionabis officers al 60 par canl of pivaba mbe.

approved bank, or purchase a life annuity lrom a earnings, bul somewhal differentiated, with employes
private insurance company. A compulsory mortgage contribufions sel at & lower rale.  Savings and
insurance scheme helps membears and thair families earmned dividends fhus accumulated are retained in
seftie outstanding loans on properties purchased separaie, individual accounts until retirement af ags
fram the Public Housing Schame. 5. In 1891, this national fund had 6.2 million

members in 191,000 astablishments. In casa of
- Mambership in the Employass Provident Fund death, survivors receive the money in the account,
in Malaysia is voluntary for the sell-employed and 0 o wenamt ranging from MS 1,000 to M$ 30,000,
domestics but compulsory for 2l employses. Iis Whkikowsl: and & slesiiar Baolit - dns.. - aiicsnd
"’E’_“m mm_ﬂh:!l -mEpnr o Lﬂ” sconomicelly for permanent imvakidity.  Savings alsoe may be
activa population.”’ Employers and employees are L s construct o purchese @ hoise,
required 1o contribute at stalulory rates based on

some of the schemes baing introduced in India

1 MG, Asher, “Opions for relorming the existing also incorporate & similar Aexibifity. In Oclober 1892,
social seculity system |n Malaysia® “papsr presantad &t the a mew voluntary providen! fund pian was established
Workshop on Social Security: “Soclal Security Towards in’ India to cover 5.5 million textile amployees, limited
20207, Kualn Lumpur, 17-18 Jameary 18084, p. 7, 1o ona meamber per housshold. s financing is
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equally shared by the central Governmenl, the state
Govermnment and tha employees. The accumulaiions
from the combined contributions and a yearly interest
of 11 par cont are payable upon termination due lo
age or dismissal, as a lump-sum cash payment.
India is also considering a major change in its Famity
Pension Scheme for membars of the Employees’
Provident Fund by strengthening links between the
providerd fund &and social insurance with the
astablishment of a new Penslon Fund."® Financed
from the diversion of contributions to the provident
fund, the proposed insurance scheme will provide
for comprenhensive benaflils: a superannuation
pension on retiremant at the age of 58, a ponsion
for the widowsd, a permanent imvalidity pension, a
children's pension until the aga of 25 years for up to
two children, an orphan’s pangion payabls on 1ha
death of both parents, and a bachelor/spinster
pension io the nominge of the deceased for 20 years.

Currant legisiation under implementation and
roview In Indonesia and Thailand also aims at com-
bining the featurss of provident funds and social
ingurance B3 components of comprehensive social
security schemes, The 1992 legislation curmently
baing implemented in Indonesia, infroduces compul-
sory schemes for all employees in private &nd
slate enterprises, combining features of defined
gontributions and savings in provideni funds yielding
lump-sum cash payments with the defined
benefit and pension features of social Insurance,'®
Financing may maintain sola employer liability, or
contributions may be shared by employers and
employeas.'®  With phased-in implementation of its
1880 legislation, Thailand |s currently considering
the combination of social insurance and provident
funds to form two tiers of social protection.'S Social
insurance would form the first lier against poverty in
old age, with pensions being sai al & perceniage of
wages., The second fier imwolhves a lump sum or an
annuity from accumulated savings and imestment
incomes,

12 gn. Som, "Challenges ko social security = our
response” In TS, Sankaran and others, Socis Securly in
Dovaloping Countries (Mew Delhi, Har-Anand Publicafions,
1994}, pp. 338-351,

13 Asian Nows Shear, vel. XN, Nod, Soplornber
1683, p.8 (New Deihi, Regional Cffice kor Asia and The
Pacifle, inernalional Soclal Security Assiciaton)

"4 The Ministry of Financs I8 responsible for sesting
bofhy conbribution rates and bonoft (evels, inkad wih the
refiremant aga,

15 Ap Hagemann and others, “Thailand: developing
ihe social securty system™ (Intermational Monetary Fund,
Dacwmbar 1993).
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Social assistance

Social assistance pensions, fnanced from
general revenues, are provided for old age, invalidity
mnd survivars.  Enfitlemant s based on specific
criteria, often including a means tesl. In Australla,
an Age Pension scheme supporls aboul 78 par cent
of the sldarly including war veterans, using income
and assel tesis. With market reform Kazakhstan
and Kyrgyzstan introduced social assistance as a
supplament o social insurance. In other countries
af the ESCAP region, such as In Indonesia, India,
Malaysia, the Fepublic of Korea and Sr Lanka,
social assistance s offersd lo the destilute and
those living in absolute poverty. The conditions for
social assistance entilemen! wvary among these
countries.

Universal cowverage i avaliable in Australia,
Hong Hong and New Zealand where all residents,
gubject to means tests for income and assels, may
be pligible for monthly pensions. In Kazakhstan, a
ponsion Is avallable o economically inactive
residents who are not elighle for payment from
soclal Insurance schemes which are amployment-
related. Surviving dependents who are ineligible for
the usual survivor pension because of an insufficlent
lengih of employment under insurance cowver, can
also recelve soclal assistance pensions.  Invalidity
pensions arg also avadable to those residents who
ara not aligibde for disability pensions offered undar
social insurance. |n Hyrgyzstan also, pensions are
avalable to citizens who are economically inactive,
irvalid or orphans, Most recipienis ame  elderly
woman without employmeant-related coverage.

While few developing countries rely on social
assislance as a major social securlty measure, thay
ase increasingly adding or expanding it as pari of
their poverty alleviation stralegy. As a supplement to
provident funds and social insurance schemes,
approuimataly 10 per cent of the elderly in Sd
Lanka receive social assistance, States in India give
a pension io about 9 per cenl of the country's
glderly. With few exceptions, these are resarved for
the destitute, defined as & person withoul any
source of income and without lamily or kinship
notwork to support them. Destiiule widows and
deserted wives thus recelve stale pensions.  Simi-
larfy, in Malaysia, those elderly who are without
a residence or families (o support them receive
soclal assistance. The states of Malaysia also have
special pension schemes for the poor. Some of the
destitute eldarly in Indonesia five in spacial homes
where they parlicipale in a8 syslem of income
generation. Social assislance also enables poor



families 1o supporl their elderly In their own homes.
The Livelihcod Protection Schame financed from
general revenues in  the Republic of Korea
supported 137 per cent of fthe elderdy In
1992, supplementing the coverage under the social
insurance schemes.

EMPLOYMENT INJURY

Az a resull of advances In industrialization
and increasing use of mechanical and chemical
processes in production, thare has bean an in-
crease in accidents, injury and diseases of various
Iypes in Ihe cowse of work, which result fn
temporary or permanent disability, or even death,
The rights of people to prolection from and
compensafion for these confingencies are  wall
recognized in international instruments as wedl as in
nafional legislation. The benefit and compensafion
nopds il arise from such contingencies may
include medical care, rehabilitation, and fncome
replacement during lemporary or permanent dis-
ability, and for survivors In case of death,

Almost all Governments in the ESCAP reglon
hava adopted legislation to requira social securiy
schemes to be devised for those purposes. In the
main, this body of legislation governs the ralation-
ship between emplovers and employess, aspeacially
in flarge enterprises. As & rosult, the burden of

protection or compensation i mostly placed on the
employers, which they can discharge either directly

ar fhrough Insurance arangemenis. Thosa em-
ployed in smaller enterprises and as agriculiural
labourers are, howeser, Trequenlly excluded along
with the seff-employed and family workers from any
such arangements. In many countries, Govemn-
mants subsidize ihe cosis of adminisiration, health
cara, and othar ©osis as a supplemant to the
obligations underiaken by employers,

Four diffsreni lechniques for financing benefits
for employrment injury and occcupalional diseases are
available in the countries of the region. These ane:
liability directly execuled by the employer; insurance
cover to be faken oul by the employer with com-
marcial camers for the amployees. social insurance
with shared financing of premiums by groups of
employers: and social insurance with joint fnanc-
ing by employars, employeas and somatimas ihe
Gowernment (see table V.5). The benefils cover
medizal care (in kind and in cash), replacemant
income for lemporary or permananl disability (lump-
sum cash or periodic paymenis), cosl of rehabilita-
tion, and provision for survivors In case of daeath.
Some employers maintain  thelr own  hospitals,
clinics, and medical personnal (0 provide medical
gervices o employees. Some social insurance
organizations: atso mainlain such establishments and
services. Where they do not exist, payments are
made for comtracted services by the employers
direclly or through insurance arrangements. A
gigniticant. contribution = made by Govemmants
whan public faciliies and personne! are ulilized o
fulfil the purpose.

Table V.5. Financing techniques for employment injury benefits

Empioper Gabie Soclal insumEncs
Dirgc! finbidy Complisony inswmncs Az ampicyer abilly With foint Enancing
Ausiraiia Aupstraka China Afghanistan
Bangladesh Kirbat Indonasia Armania
China Mepal Maiaysia Azarialjan
F& Papua Maw Guines Wyanemiar Irickia
Hodng Hong Repubsic of Korea Pakiztan Iran (Islemic Feputic of)
India Samoa Prdippings Japan
Indonesia Singapona Vgl Mam Kazakhstan
Iran (Istamic Rapublic of) Solamon Islands KyToy2stan
Walinysia Thadand Kongolia
Maldives Mewr Zaaland
Myanrmar Tajikistan
Pakisian Turkrnenisian
B Lanka Lizbakisian

Soirpes: Sae tha source notas o labia V4.
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The first of the four methods mantioned above
involves employers assuming direct liability for pay-
ing compensation to employees. Governmenls in
most countries lake the responsibility as employers
for their civilian and military employees. Under work-
man's compansation laws covering various segmerts
of the private sector, injured employees and their
survivors make claims directly to the employer for
payment. In many cases, the initial social security
legisiation infroduced employer liability as the only
form of protection for employment infury and related
lossas.  Employers in the private sector still con-
tinue to assume such direct liability. It is stil the
only option avallable under workmen's compensation
laws against employment injury in some counlries.

Compulsory insurance with commercial carriers
Is also a form of employer lablity used In tha
ESCAP region, whereby employers pay insurance
premiums to finance benefits defined in lagisiation.
While employers in some countries may choose
direct lfability or compuisory Insurance, many coun-
tries olfer employers compulsory insurance as the
only chaice for the purpose.

The majority of the countries In the ESCAP
fegion, however, rely on social insurance fo
cover these contingencies for the privale sector
empioyeas. The operation of social Insurance
usually involwes the establishment of a public body
o manage the pooled fund with procedures laid
down for processing claims, determining ewands and
paying benefits. One salient feature of social
insurance is the principle of sharing risks and pool-
ing financial resources, When employers thus pool
resources to share among themsalves financial
liability for premiums, they shara risks and reduca
costs relative fo either direct liability or compulsory
insurance, Countries in the ESCAP region are,
theratora, Increasingly Introducing this mede of =ocial
insurance to replace or complemant athar mathods.

The financing of social insurance is also jointly
undertakan by employers and employees. When
their contributions are supplemented by commit-
mams from the Government, a tripartite relaltionship
emarges to finance social insurance. Governmenis
In many countries also share the costs of adminis-
tration as well as other costs. such as for medical
cars.

Direct liability

Throughout the ragion, Governments assume
Babllity for thelr employees concaming injuries and
occupational diseases resuling from employment.
In the privale sector, employers mainlain  direct

12%

liability for compensation to defined employes
groups.  Workmen's compensation, introduced ear-
ker in the cemury, continues to provide the
legisiative framework for the purpose in Bangladesh,
india, Malaysla, Myanmar and Pakistan, Employers
assume llabliity for lump-sum cash and periodical
payments for varying paricds as compensation for
lemporary and permanent disability. They are akso
responsible for some pari of the income loss due to
injury or death of an eamer in the family. In some
countries, employers assist survivars with  funeral
costs (lable V.8).

While coverage is mited to a defined popula-
tion, legislation alsc identifies specific exclusions.
Bangladesh excludes clerical stat and employees
sarning above a specified monthly income. Pakistan
exciudes family labour, the self-employed and those
whose monthly eamings are above a specified
amount. The case of Hong Kong, which supple-
ments the direct [ability of employers with =ocial
assistance, appears unmique, although many other
countries offer public assistance for disability withoul
regard 10 ofgin.  In Indonesia, a complementary
regulation on Occupational Accident Security was
adopted in 1993 to requira non-insurable employers
— defined as business companies - fo provide
compensation directly 1o victims of natural disasters,
orphans, and vicims of accidants,'®

Compulsory insurance

Compulsory insurance is an  allermativa in
which employers mesl their obligations by insuring
their employess with commercial carriers by paying
tha premiums (see table V7). Kirdbali, Mepal,
Papua MNew Guinea, Republic of Korea, Samoa,
Singapora, Sclomon Islands and Thafland offer this
as the only optien fo employers. In Papua Mew
Guinea and Samoa, all calegories of employees are
antitted to benefits from such insurance. || cowvers
gl manual labour in Singapors but  excludes
domestics, casual labour, family lsbour, the police
and cerlain salaried employees, The Sclomon
Islands includes empicyees engaged on a part-time
basie. Legislation in the Soclomon |slands  and
Kiribati specifically excludes casual employees, whila
Kirlbati also excludes employees with an annual
income above & specified lewvel.

18 jiemational Labour Ofice, "Report 16 the Govern-
mant on soclal profection in indonosia® (Geneva, 1693).



Table V.6.

Direct liability for employment injury

Coverage Bonalils
85 defined in legisiafion, including spocified exciusions and exemptions ’:m
Ausiralia Sama amployers parmilied b0 8cl as sall-nsurons dip.dte,scde.r
Bangladesh Radways and manriacturing units with 10+ amployess. estates, docks dip.dppdpc.sc
and consiruction with 25 amployess; and Bclories with 50+
employees
Exclusions; cledcal employees, employess earning Tk 500 or mora
a morh
China Fublic employees, unkensity students; and employess of schndiic, mckmes
cuftural, and sducational ingtiutione, and of party organizatons 5p 82
Fill Employees and appranticos dtp,dic.sc.ds
Exciusions: casual and amily lebow, mitiary personnel, and soma
piblic ampioyees, of ofher workers designated by the Govarnment
Hong Kong Employeas wip.dpe.ds.sc
Sociaf assistance: rasidants oip,dpp
India Weosmen's Compensation covers amplyees whare social insurance dic,dpe,
scheme Is not opedative
Indonesian Employess in Indusiial, mining, ransport, ehery undanakings, and d1p.dpp, mck
any oihers using machinery expiosives, of unheafhy materals dpe.sp
Pubiic smployoes ik
iran {islamic Republic of) Pubic employess and fthe armed lorces ok dpp.sp
Malayzsla Workmens Compansation cowers employess whers social insurance
s nol aparative
Exclusions: publle employess and rubbsr holders wilh ssparate
schamas
Maldives Employees of the Govarnmant micd dpp.r
Myanmar Workmin's Compansation oparatve in non-agriculiural seclor whars
sockal insuEAncs B8 ol operatve
Pakistan Wodimaen's Compengation cperathve In indusirial establishmants with mick, dic, dpo
10+ smployeas and saming up to PRs 3,000 a month sp.dc
Exclusions; famdly lzbour, saf-amployed, ampicyess sarming PRS 3,000 -
of more & menm
Public employees, armed forces, pofice. kocal authorties authorfies and .
rafway workar
Sri Lankna Establishments in Industry and commerce with 20+ amployses, and mef dip.dpe
coniracl employees 5C

Exciugion: mombars of police and armed broes

Sources: See e sourca notes in table W4

Notes: dic = cash paymont lor lemporary dsablty; dip = periodic payment for lemporary disablity; r = rehabliitation;
dpe = cash payment ko permanant disabilty; dpp = perodic paymant lor permanant disability; ds = supplement for care for
parmanent disability: 3¢ = cash paymenl bo survivors; do = cash paymenl funaral granl; sp = parodic paymsant for
suryivors: Mmoo = cash benall lor medical cars: mok = medical care in-kind (hosplial, medcine. artficial limb elc) mel =

Irea madical cang.
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Insurance financing is required of employers
in all establishmants with ten or more employees,
in the mining indusiry, and in hotels and tourist
ard trekking firms of Mepal. Establishments with
five or more employess in the Republic of Korea
hawve the Industrial Accident Insurance, undar which
premium rates paid in 1992 ranged from 0.2 to 4.0

per cent of payroll according to the riskiness of
the industry. In Thalland, under the Workmen's
Compensation Act, employers in establishments in
industry and commerce with ten or more employees
pald premium rates in 1982 which similarly varied
according o risk, between 0.2 and 4.5 per cenl of
payrall,

Table V.7. Compulsory insurance as employer liability for employment injury

Covarage Benalits
as dafined In Jegisiation, Including speciied exchisions and exsmptions gy
Australia Employses, and voluntary lor e cel-mmployed dip,dla, mek g0
FOpC. s do
Kiribati Employies saming $A 4,000 or less in a year tp, e
Exciugion; casunl employees dpe,pda
Mepal Estabiishments with 10+ ampioyees. holels, and tourst and trakking ditp.dpc dpp
frmis; EChemE for minrs G
Papua New Guinea Employoss in private and pubBc seciors dip.dpe.dsmed
Exclusion: casual employeas sc,ds,de
Republlz o Korea Egtablishmants in indusiry with 5« amployeoes ek dtp, dpp dpe
Public employess {separate schama) 1,50,50,00
Samoa Employses and viclims of road accidents
Gasoline tax imposed i pay benefit costs for viclims of road
accidants
Singapors Woromen's Compensation covers a8 manual labour meck.dip.dpc
Exclusions: domastics, casusi labow, Smily labow, sakaned dpss&
amployeas saming less dhan 5§ 1.500 a month, and the polca
Solomon lsiands Employeos aged 14+ years saming SI5 120 a month, or working af dtp,dpomck
least & days a month; voluntary for unemployed and self-amployed de or s
aged 16-35
Exclusion: easual smpioyeas
Thalland Woekmian's Compansgtion covers esiabiishmants in indusiry and mee,dip,dpe.dpp
COMIMBce with 10+ Hmpoyes £spadc
Exciysions: employees in agriculture, fishing, public and domasfic
sarvice, rallfoad, shipping, MSCOMMUNICAIONS, poWer Janarmbon
and distribetion, fuel of producion and refining, privals educadion
Spurcss: Soa the source noles n lable V4.
Nodgs: ¢ = cash paymen! for temporary disablity, olp = panodic payment lor lemporary disability; r = rshabilitation,

dpc = cash paymend for parmanen! disabiity; dpp = periodic paymant for parmanent disability; pds = supplemant 1or care koo
permanent dsabliity; sc = cash paymenl Io survivors; de = cash payment, e.g. funeml grant sp = periodic payment for
survivars: meoe = cash benall for medical care; mok = medesl care inkind (hospital, medicine, arfificie! Bmb ste); ds =

supplament for depondents; mol = fres modical cana
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Insurance camlers finance perlodic paymenis
of varying amounts and for varying periods far
lemporary disability, and lump-sum cash payments
for partial disabififies of a mome pearmanent nature in
ditferant countries. The cost of modical care is
paid either as cash reimbursement as in Thadfand
or directiy 1o ostablishments which provide the
services. Fehabilitation Is also cited as a benafit
provision in Ausiralia, the Republic ol Korea and
Thailand, In case of death due to occcupational
injury or disease, benefils for survivors are also
available. While this is usually a lump-sum cash
payment, in Thailand It is a pension payabla for fiva
years, A dependent supplement B pald for children
under the age of 18 years in Papua New Guinea.
Survivors benefit may be supplementad by am addi-
tional cash payment, which ls wsually intended as &
contribution to funeral costs.

Social insurance maintaining
employer liability

Social insurance maintaining employer |ability
is the approach adopited for employment injures in
China, Myanmar, the Philippines and Viet Mam.
Indonesla and Malaysia combinge employer liability,
both through social insurance and diracl liability.
The labour insurance system in China covers
parmanaent and contract employeas in stale anter-
prises located in urban areas for this conlingency
fogether with other confingencies. In  Pakistan,
employess in establishments and industries receive
benefits from an employer [ability ftype soclal
insurance, which covers only employees eaming
less than a specified monthly income.  Family
lebour and the self-employed ame spechically
excluded.  Similarty, In Myanmar employees in
salacted establishmants with five or more employess
in 61 districts are covered under employer Hability
type insurance. '

In 1883, Indonesia's Employess Social Secu-
rity extended coverage bayond that shown in tabia
VB by introducing compulsory schemes for all
employers and employees and obliging employers (o
insure for employment-relaled accidents, With effect
from July 1992, Malaysia amended its Employees
Social Security Act to extend coverage (o all

7 jsarnational Labour Office. “Fingl report of ILQY
UMNDP sectoral review mission fo  Myanmar (Bangkok,
Augusd 1985},
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establishmenis employing one or more employses,
all aborigines, any person whose principal employ-
mant is as a fisherman in maritime waters, and
agricultural  workers  employed In cultivating and
harvesting paddy fields.'® Bangladesh and Nepal
arg currently considering recommandations for the
replacement of employer Hability for direct compen-
salion by social insurance.

Typas of benefits under empioyer liability of
social imsurance are usually similar to those under
compulsory msurance with commercial carmiers.
Medical care and treatmeni costs are usually
parttally coverod. A perodic payment of varying
amounis for a limited period replaces income losi
dua to temporary disabilty in most countries; tha
same applies for parmanent disability, although a
cash payment is also made in Indonesia and \Viet
Mam. In addifion, Malaysia and tha Philippines
provide a supplemeniary benefit for dependents
or special care requiremanis af tha permanantly
disabled. Rehabiitalion benefita are also provided
in China, Malaysia and the Philippines, Survivors
benafits are available in all countries, most
froquently a3 a ponsion supplomanted by a cash
payment. A cash payment for funamal axpenses in
case of death s provided in Malaysia and the
Philippines.

In China, the enterprises are increasingly as-
suming responsibifities for insurance throwgh pooling
among themselas, with the Government providing
subsidies as neaded, In Viet Nam, employees in the
state secior receive injury benefils pald from the
Weifare Fund that is financed by a contribution from
antarprises sot at 0.8 per cent of payroll and an
adminisirative subsidy from the Government of 0.3

par cent af payroll,

In many countries, rather than & flal rate,
vandng rates apply according lo, infer afla, wage
classes or the rskinoss of the indusiry for (mou-
rance contributions. Indonesia, Malaysia, Myanmar,
Philippines and Thailand use such rate gradations.
In Indonesia, employer contributions to Employment
Accident Insurance vared between 0.24 fo 38
par cant in 1982 according to the relative rskiness
in 10 Industrial classifications.’” Thailand reformed

18 asian Mews Sheet, loc. cit

19 Kertonegoro, op. ot and Intamatonal Labour
Cffica, "Feport to ihe Government on soclal protection in
indonesia® (Ganeva, 1993}, p. 23,



Table V.8.

Social insurance with employer liability for employment injury

Coverage Bangfite Contributions
a3 dadined in fegislaton, including specified soe codes Employos Empfoyer Governmaeni
axcisions and esmplions innofes (% of eamings) (% of payrol] (% of payol)
China Labaur Insurance opvars pormanant and mek, e, dip nang enfin cost subszidias
contract employeas in slale enborprises r.dpp.spsE 85 needsd
Indonosla Establishmants with 10+ employess, or payral mekmec none 024 - 38 o
of Rp 1 milien or more a mondy dip.opp,dpc Industry ri=k
volunlary coverage avallabls
Malmyala Establishments with 1+ smployees, all maLEpdop M 125 e
aborigings, Bshemmen, rdesp,de 24 wapo classen
amplayees in padsy rca
Myanmar Establishments in induslry, commance, mick,mod,dip nens 1 nang
sarvico with 5+ empioyess in 61 disiricls,  dppdpesp & wage classes
and being exended
Pakistan Employenss In selecied establishments and mck,mcz,dip nong T nane
indusiies sarming PR3 3,000 of loss dpp.spalc a0 fnances sicknass and
& month mateenily Banoits
Exclusion: mily mbour, salfampioyed,
gaming PRz 3,000 or mora a month
Philippines Employar Compensation couvans ampioyess, ek ditp, dpp nane 1 nons
including seafarers; voluntary for rdpe,ds,50,00 B wage classes as
sell-employed s L
Exclusions: domestics, family labour,
nor-coniibuting sai-employed
Wiat Nam Waoitars Fund COWHE BMPIoYEas My ate,gip dpe i OB o3
state gecior dpp.sp;sc for agministration

Sources; Son the SoUrch nolos In mble A4,

Notes: dic = cash paymant for temporary disabillty, dip = poerodic payment for temporary disability, r = rehabilation;
dpe = cash payment %v permanent disabifity, dpp = perogic payment lor permanent disabiity, &s = supplement fof

dopendents, or for special care requirements of the parmanently disabled, S0 = cash paymant [0 SuriOrs

0t = cash

paymant, funsral grant;, sp = perodic payment for survivors; mo = cash beneflt for medical care; mck = madical cane In-

kind (hospital, medicine, artificial mb eic ).

2 Confributions may also finance ofher benefits &5 Indicatad, The rate of conbribufion is a sabtiory requirement.

fts Workmen's Compensation Act in 1534, replac-
ing tha 1972 legislation, to create a Workmen's
Compensation Fund from which benefits are to be
paid. It stipulates premium rates ranging from 2
per cenl in the conslruction as the most risky
industry to 0.2 per cent for the safesl sectors,
such as office work. One objecthva of the reform
s accident prevention, Tharefors, if there is a
roduction in the incidence or seriousness of
accidents, Insurance premiums could be foworad;
however, f the record worsens, the premiums will
be adjusted upward.
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Social insurance with
joint financing

In many countrles, social insurance for em-
ployment injury benefits is financed by employers,
employess and sometimes the Government (see
table V3), Most Central Asian republics, the
Islarmic Republic of Iran, Japan and Now Zoaland
are examples. These counirles do not offer any
other option. In June 1983, Viet Mam announced
plans for soclal insurance which will be financed



Table V9. Social insurance with joint financing for employment injury

Coverage Benefiis Contribulions ®
as defined in legislation, including seo codes  Employee  Employer  Govemmen!
spociied emiysions and sxemplions i notes (% of aarnings) (% of papnlll (% of payol)
Afghanlstan  Employees in ol cocupations using machinery mec,dic 1 Af 500 none
in privalé establishmoents, cooparalives, dpc s o fima
goctal organizations, joint snlarprses and and daficit
govermmend
Armaenia Employess, and mambans of slate dip.dpp.r 1 12.1-26 subsidies
cooparatives and frms mck,ap by Industry a8
Self-employed (aama) 28 ragded

aiso financas & olher benafits
Azerbaljan Same a5 for Armenia

India Empioyees Siala Insurence covers dip,dic 225 4 125
estabiishmonis using power with 10+ mekmoe  &iso fnances of medical costs
employees paming Aa 3,000 & month; dpp.dpc slgkmass
if no powar s used 20+ employeas; £pdo and e
cowees emplovess in 803 indughrial
centros
Ratired and disabled ampioyvees - Ps 10 a month 4 e

iran (slamle  Empioyses in industy, agriculiura and minng mick,dip 7 20 ab

Republic  Sessonal employess, volntary for dpp.sp.de § 20 3b

of] setf-amployaed &lso finances oid age, imalidly and

sundvors banalits

Japan Establishments in Industry and commeme nol dip.dpo nona 05145 subaidias
covared by voluniary or spacil schemes Mk accidant rate
Establishmants in agriculburs, foresiny, Eshing §p.scyde i an
Voluntary ko fase with less fan fve
amplons
Sall-employed, seamaen, and public empicyoss

Kazakhstan  Employnes dp.dpp 1 a7 subsidies

e, mek frnancas &l benafits

Kyrgyzatan  Empioyess in public and private sectors, dip.dpp TN 52 &5 amployer
studants, and mambers of cooperatives rsp,mek

Mengaolla Empioyass, and vounlary for ssif-employed dip.dpp, st riC 13.4

fnances ail banafis ol cosis

Mew Zealand Al residents coversd lor parsonal njury and &p,dpp pramium aibligation

accidents (employment and non-work refated)  moks  on nonwork by sk
and for incapacity al birth or during finess spsc  mcapacilies 1.7 b 1982

Taflkistan Zama as for Armenia

Twrkmenlstan Employess in enlerprisas dipdppr 1 aw a5
Mambers of cooperatives and siate famms mick.5p 1 26
finances all baneiits
Uzbekistan Employess, and members of dipdppr 1 7 85
state cooporstives and Rarma mek,sp findnces ol benaffls ampioyer

Sources: Ses he source nohas in labia V4,

MNotes: dic = cash paymenl & temporary disabiity; dip = perodic payment for temporany disabilty, = mehabilifation;
dps = cash paymant for permanent disability, dpp = pedodic paymant lor perranant disabifty; pds = supplament for cane for
permanient disabélity; sc = cash payment 10 serviwirs; oc = cash payment, funeral grant sp = padfodic paymant during
suUfvivarg: mes = cash benafll for medical cara; mek = medical care In-kind {hospital. medicing, arificlal limt e, mot =
free madical cang.

8 Contipuions may also finance ciher benefits as Indicated. The rate of confribution i & stardory requiremant
¥ Government also pays coniributions for first 5 employees in small industrial and fechnical workshops.
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by contributions from employers and employees
replacing s current employer lHability, and cover-
ing employees in adminisirafive and professional
offices, the armed forces, poliical crganizations,
privale enterprises with more than ten persons,
entarprises  with foreign  investment and  other
forsign agencias.

In MNew Zoaland, all residents ars miso
protectad agains! personal Injuries and accidents,
incapacity at birth or due 1o iliness, nol related to
work.  In Japan, employees in Industry and com-
merce, and establishmenis in agriculiure, foresiry
and fishing with five or more employees, and the
soll-amployed farmers, carpenters and forestry
workars using machina power ame generally covered
by insurance. Thosa with less than five employees
can join voluntarity. The Employees Stele Insurance
in India covars establlshmenls in 809 industrial
cantres with 10 or more employeas if they use
power, or with 20 or mora employeas il power is
rol used. The Socisl Security Organization in the
Islamic Republic of Iran covers employess for
injuries as for other confingencies in  Indusiry.
mining and agricultural sectors. In most Ceniral
Asian republics and Mongolia, all employees are
protected by law against employment injury and
related losses. The self-employed can also join
insurgnce schemes voluniarily in some cases as in

Mongolia.

Couniries which use [oint financing of in-
surance schames also offer simiiar types of banafits
85 in other insurance plans. They include caesh
compansation, and medical and rehabilitation costs.
In India, both lump-sum and periodic payments am
provided,  In Mew Zealand, survivors recelve a
cagh payment and a pension. The Central Asian
republics and Mew Zealand also finance rehabilitation.

The manner of sharing insurance costs by
employers, employeas and public authorites differs
from country fo country. In the Central Asian
republics, as market-orlented reforms am Imple-
mented, employers are becoming responsibla for the
payment of payroll taxes that are pooled to finance
fhe whaole range of social securily contingancies and
not for employment injury alone, Governmenis are
mesponsible as employers, and for subsidiss as
needed for other employees. A fial rate is used for
the fimancing of social insurance in the Islamic
Republic of lran where it also covers old age,
invalidity and survivors. In Japan, rales of contribu-
ion from employers are based on tha #ccident
record of establishments. In India, the amployers

and employees finance the Employess State
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Insurance that also cowvers sickness benelils and
maedical care for dependen! mambers of the family.
The Government contributes a percentage of payroll
to finance medical costs. A special schame for
refired and disabled employees in India is financed
by employers' contribulions a3 a percentage of
payroll and by a monthly contribution from em-
ployees with no governmant contribution. The Life
Insurance Corporation and the General Insurance
Corporation of India offer group Insurance to
soveral groups to protect them from a number
of contingencies including employment injury and
relaled losses (see box V.2).

SICKNESS AND MATERNITY
BENEFITS

Sickness imvolves medical care and replace-
mont for the less of Income due to incapacity o
work, A similar need for care and compensation for
losses relating to pregnancy, confinement and infant
care werg recognized in the first sal of international
labour standards adopted during the early part of
tha twenfieth century Despite that recognition and
exporionca since then, this is an area where
developing countries still lag In efectively mesting
the demand, both within and outside the formal
employment of women. Malamity and child care
assume special significance for women who are
ampioyed (n jobs outside the homa.

A related concern is maternity loave during
pregnancy and following childbirth, necessary for
mainlaining, restoring or improving the health of
wormen and their ability to work and attend fo
personal needs. Maternity laave with at lpast partial
payment of wages or salaries (earnings replacement
or protection) is allowed for varying periods before
and after confinement, Several countries suppon
international standards of a maternity leave of 12
woeks, with six wooks after birth. Some countres
also have legal provision for nursing breaks beyond
maternity leave to encourage women employess
I breastfeed their infants, as in Japan, India,
Lao Peopla's Democratic Republic, Mongolia, tha
Frilippines and Sri Lanka.

In response 1o persistent allegations of
termination due lo pregnancy and of employers
offefing severance pay instead of maternity benefit,
legislative provisions now prohibli dismissals during
periods within pregnancy and after birth. These
periods are variously designated In the laws of
differant countries. Dismissal is prohibited during the
duration of maternity leave in Australia, Cambodia,



Box V.2.
of informal sectors

Adminisirative and Snancial leasibiity is & major
consideration In exiending social securty protection fo
the relativaly tess wall off bul numarcally birge working
poputafion in tha informal soctors of e oconomios in e
Il Is relatively easy lo make amployers in the
organized seclors statiodly responsitds for conirbulions
and enforce complance with oihor legal and administa-
thve requirements. This approach s difficull, B net
bmpossible 1o apply, for soclal security coverage v
poopla in the informal seclors. The reasons ere that
employment in these seckors Is ofien imegular, paymani
capacity low, compliation of eamings difficult, and many
of T workers are sall-employed.

In spite of these dificuliies, many developing
countrles in tha region have attempied o provide lmiled
soclal secwity protection o selectad groups of workers
In tha Infgrmal secior thmough vardous schemes and
programmas.  Typhcally thesa schemes |mohe soma
amount of governmeni subsidy. Minimizing such fiscal
cost would ba a Key detseminanl of the expandad
coverage of paopla angaged in the informal sacior,

in india® several ways have been iied to offer
insurancek Coverape 1o such workers al nominal cost with
limifed or no govemmen! support The spocial feaksros
ol thess ahernatives may provide some lessons in
how S probisms inherend n extending social security
protection o warkers In Informal seclors could ba over-
como. Tho schemas aro sponsored by the Govemman]
ol India and tho siate governmenis wilh the paricipation
of locel governmen! bodies, the sSlabe-owned Ingurance
corporabions, and cooperRive bodes Oof Essociilions of
the concemed groups of workars,

For example, a group accident schama for Bclive
fisherman |8 sponsosed by the Govemmend of India
arnd covers afl aclive fshermen between tha ages ol
18 to 65 years holding a licenca io fish. The schema
ks implamented In collaboration with the Ganarmal Insu-
rance Corporation of India and s subsiciares, the
Mational Federation of Fishermun's Cooperatives Limited
[FISHCOPFED) and othar fisharmen’s cooperalives, and
the skals govamments. FISHCOPFED is the focal
organizaion of tha schome. A fisharman's cooparative
soclaty of any ofher onganization recognizad by tha
Govarnment of FISHOOPFED can sponsad the insurance
schema for the Nshermen registered with B, The insur-
ance company Bsues a group pelicy In favouwr of
FISHCOPFED and Ihe sponsorng agency. A group
insurance promium % paid by the sponscrng agency bo

% Sahadey K. Wadhawan, Social sscurlty kv workers
in the informal sector n Inola (Geneva, Intemational
Labour Offica, 188),

Extending social security protection to the workers

FISHCOPFED which, in turn, pays o the insurang
corporation. The premium Es sharsd by insurad
fishermen through thelr sponsorng body (25 por conl)
the slate governmant (25 per canf) and the can
Government (50 per canf), The individual fsharman's
premium payment s thus kepl to the minimem. The
benefif package consiels of cash compansation i the
evanl &f death or iofal or pariisl disshiemant

l

In case of death or disablament of an Insured
fishorman, the sponsoring agency will submit the clalm o
FISHCOPFED which, In furn, will sefits the claim with
ihe nsurance within ona month of submission.
FSHCOPFED #han channels the bensafit o the clalmant
fisharman or his nomines through the sponsoring agency.

Tha Life insurance Corporation of India also has
infroduced & number of group insuranca schamas 1o
provide inexpensive Insurance cover o some saclons of
workars  through thelr own  cooperalive  organlzaiions.
In thair cases also the master policy I3 lssued 1o a
cooparetive sociely, &n association or body, which
assumas The mesponsibility for coBecting and remitting the
ptemiums to the Msurance company and, in the event of
death, for thi sattiemand of tha claims.

One such scheme s the Lie insuranca Protection
for Employess of Shops and Establishments, avallable In
@ number of clties In the siate of Gujaral. Low-galariod
empioyees of small ehops and establishments ane graniad
statutory life nswance protection under the Gujarst
Shops and Establishmants Act of 1880, Tha schema Is
coordinated by the municipal corpomalions or commitiess
which are ampowered by the Acf lo collect annual
promiums from the employers (small shop owners) and
remil them o Mo lile insurance corporafion. Hall of tha
annual promiem i recovared by the amployers from the
employeas in monthly inslalments and hafl is confribuied
by the employers thamsehes. The municipal corporations
or committass are also responsible for processing the
clalm in tha evani of the death of the insumd pearsan,

The Dwodh Sagar Dairy Mik Producars Group
Insurance 5 ancther example of group WMe insurance
taciiies oborad o andther disadvaniaged soclal group.
Undor fis schoma, group B insurance cover is provided
1o the membare of primary millk producers cooperive
soclefies in Mphsana distict of Gujaral state. Mk
producens [n & villags form a vilage-eval cooperatve
socloty, Thoss villago socletes form an apax socioly al
the distict level. The annual promium for tha group
gchame |s paid 10 the insurance company by Tha apex
goclety, The apex society, In lum, collects prambems Irom
the village-level sociatios. Vilage cooperafives bear fha
responsiblity of collecting premiuma from thelr memisars
who ame sponsored for Insurance. Of the iokal premium,
45 per canl |s pald by the mambars, 25 per cenl by the

135




villaga society and 30 par cenl by the apex society (n
the ewnd of death, caims from ihe Insurance company
arg procassed by the apex soclety and channelind 1o the
benaficiaries through he vilags-level cooperatives.

Latast evallable rocords ol coverage and rasulls of
financial cperations indicate both the organizations! and
financial viabllity of all hess sehemes. These demon-
sirabe  susiainable ways bor exiending Social - security
prolecion fo groups of workers in the indormal seciors
who are engaged In low-paying occupafions In wriban or
ruml areas. It is the “group”™ aspect which makes the
scharmes approprate in tha conlexd of the informal Sechor.
The insured workers pay @ much reduced pramaem of
sccound of rsk sharing within the group, Momecsad it
Iz practical kv Insurance companies fo deal with an
organized group enlity rather than individuats. If is often
dificult far companias 1o maks contacts with ®e workers
ol the indormal secior, many of whom do nol possess
ragular jobs of formal conlact pddresses.

Workers in the Informal  secior often  organize
inemsehes in groups for cafialn purposes, such as for
regisirmation or licansing as small traders; for access to
cradit for omanizing some common businass acthdties
such as a joint slorege space; or for represanding the
intarasis of te group with the local aufhohlies.  Any
such group could facilitale organizing A group Insuranca
scheme, Somp such groups hawve Dafier and somewhal
frmal organizational structures, such as having a
regisiernd office addmess. Thosa afidbutes make them
mof sultable to doeal wilh Insurancs mafsrs.

Cpoparaiiva soclofos are one such  comeniant
group, commen in the Inloeemal secior, partioulardy in agr-
culture, n many countries, kost members of & parficular

have similar occupations and face simiar
soasonalites In income generation., For this reason, i
may be easier for the cooperalive lo fime fhe collechion
ol premiums In an effecive mannor. Peor pressure also
helps in the collection. The pramiums collecled from

individual mambars can elss, of tmos, be augmonisd
from emher funds which the cooperative may gemerats.
With regard 1o banafits, the workers often lack the means
a#nd capabiifes for processing formal insurance claims.
This task can be undedaken by the sponsorng oo
operative  which would also flake responsibility for
ansuring thal bensfits reach the indhidual. To deal
ofleclivaly with insurance companies, wvanous Dars of
coopataliva  societins @l difierent levels, kv examplo,
village, disfrict, or siala, may be required, especially for
noral areas,

In urban areas, local repraseniative bodies ame
powersd by povernmant fegislation could also administer
statudory Insurance schemes. As omployers and am-
poyees of informal seciors are engaged In scattered small
businesses and disparale aclivities, these bodias ars well
sulted for mobiling contributions and dispansing banafits.

Group inswrance schemes can bo  dosigned o
covor nol only the loss of e, but also & varety of other
insurable circumsiances, such as sickness, malernity and
disabliity or loss of assets.  With a sufficlent number of
persans - volved, which |s possible to achieve through
innovalive organizalional efiorts, the group nsurance
prambim can turn oul fo be low and affordable koo tha
workess, As a resull. such schames can be operated
with no of minimal financial supporl from the Govern-
menl and can be sustained from the wokers' conbribu-
tioanes.

Government agaenches, however, hava o provida
insttufional and legal suppod fo these schemas. Such
support includos promulgation of appropdate logislation
and ithe rogistering and monforing o  cooperative
socielies and other local bodies who are the focal
points for the schemes. Gowernments could also con-
sidor providing a sSding scale of malching conbributions
for new schemes 1o ancourage the edension of group
inguranca B0 currently uncoversd groups of [mionmal
sacior workirs,

China, |ncia, Pakistan and the Lao People’s Demo-
crafic Republic. Several of these countries allow this
prohibition for further exiended pericds for women
to care for their babies and to fully restore their
own health, Singapore prohibits dizsmissal three
months before childbirih, and Maw Zealand prohibits
dismissal altogether because of pregnancy. In Japan
the prohibiion extends fthrough pregnancy and
thirty days theraafter, Mongolia protecls women
employeas against dismissal during the nursing
pariod until the child is one year oid. Women in the
Philippines are protected during the threa months
before childbirth,

Legislation in most counirias regquires em-
ployers 1o provide for sickness and matermity
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benefits either a5 a direct liability, or by using social
insurance (table V.10) which may be financed by
groups of employers or jointly by employers,
employees and sometimes the Government. Apart
from maedical care, employers are obliged to replace
incomes lost during sickness or matemity-related
conditions, aifher as paid leave or & lump-sum cash
payment. The number of occasions and the period
for which lsave or compensation afe allowad wvary
from couniry to country. Hall of the pay for 12
woaks in Indonesia, wages for 45 days for &
maximum of two pregnancies In Nepal, and full
replacement of income for 60 days up o four
children In Singapore, are some examples of these
variatbons.



Table V.10. Financing technigues for sickness and maternity benefits

Employer Habifly Soclal nsivance Social

Direct Hability Compeisory insurance As ampioyer Nabilty With joint financing AT
Ching MNapal AsTmiBni Alphanisian Ausiraka
Mong Kong Reputiic of Koraa Azstbaljan Inda India
Indonesia Bangladash Iran (istamic Republc of) Mew Zealand
Malaysia China Myanmar
Maldives incta Pivigpines
Pakistan Kazakhsian Thatand
Sl Lanka Kyrgyzstan Japan

Mongaia

Pasistan

Tafkistan

Tuskenenisian

Lizbekistan

Sources: Seo the sgurce nales in tabla V.4,

In Bangladesh, China, Pakistan and im the
Ceniral Asian republics, social insurance covers
sicknéss and maternity bensfits (ses fabla V.11). In
Eangladesh, payment of & cash benefit based on
wages |5 allowed logether with a maternity leave for
12 weeks, including six weeks afler confinement,
The Philippines recently provided for full replace-
ment of income for a maximum of four children
glong with @ 60-day matemity leave in oach casa,
of T8 days for a caesaran defivery, Thailand
recantly adopted legislation to extend the length of
maternity leava from 60 fo 90 days beginning in
1985, The labour insurance schemas in China pay
a8 lump sum to supplement repfacemanl  Incoma
during a maternity leave of 90 days. China also
finances tho cost of pronatal care, confinement and
post-natal care from the state budgel. In Viet Nam,
matamity benefis for public seclor employess are
paid from the Weltare Fund to replace Income for &
pericd of eight wasks,

Amang the Central Aslan republics, Uzbekistan
is cumently reforming its matemnily care structure,
with potential changes in the role of the Govern-
ment in health protection. Kymyzstan has reformed
its schama since indepandanca, with the introduction
of a new health insurance law In 1992, Pending
implemantation of the now law, [mposition of a
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payroll lax on employers. and state and .collactive
farms continues to finance maternity benefits.

The Social Security Organization in the islamic
Hepublic of lran implemenis legslation covering
employess for benefits in sickness and materity
cases. Employers, employaes and the Government
jolntly finance mnsurance for maternily benefits In
Japan alse, whers malermnily benefits are available
o the spouse of an employes. Malemity leave of
14 waeks, eight weeks following confinement, Is
allowed. A lump-sum birth grant equivalent fo basic
wages for one month and a nursing grant are also
among fhe benefits allowed.

Sickness benefits in Australia are pald from
general revenues. A malamity leave of 12 weeks is
provided in law, with provision for at loast six wesks
after confinement. It also provides for  Income
roplacemont, with extended unpaid leave if needed.
HNew Zealand allows malemily leave for 26 consecu-
tive weoeks, with at least 20 woeks afler confine-
ment. Al pregnancy and childbirth services, from
the first antenatal wisit through to labour and
delvery, are provided free of charge as part of a
comprehensive, publicly funded family health servica
in Mew Zealand. By thal standard the developing
couritries’ malernal and infant health care and
protection fall far shaort,



Table V.11. Sickness and maternity benefits with social insurance

Coverage Banafiis Contributions @
as didined in legistation, inchuding specifiod BRE COGGS Employea Employor  Governman

excfusions and axempiions in nodes % of parnings) (% of payroll) (% of payroll)

Afghanistan ANl cilzans al,mi 0510 ofhes cosl MG

sy Enancas medical carg

Armernia” Employeas ol anmerprises, stale farms, collactives,  siml 1 121 1o 26 subsidies

Azerbaljan” and students

Kazakhstan”  Saf-employed simi 27 subsicies

Tajikistan® also financa ofd age, invalkdty, survivors

Turkmenistan® and timity alowances

Uzbekistan”

Bangladesh  Sickness: establishmenis In manuiacluing with | Mo entire cost madical
10+ employess; amployses in eshops and s firmas tacil s
astablishmants with S+ amplovess madical public
Exelysion: cfancal staff Tncdiies hospitz's
Matarnity: employed women mi nona enlire cost nana

China Employaas of stale enierprices (parmanan simi nona entira oot fane
and confract amployees) hospitals

irvdla Employess Stale Inswance covers non-sagsonal slmil 15 4 125
faclorias using powar with 10+ amployaas, &l for pf aiso fnancas of madical
and nol usng power with 20+ amployeas in madical cash benalis benafits
B0R indusiral ceniros, and exdended gradually and
Eeclusions: smplveas in spasonal, agrcutlal modical
&nd specific other Sectors; ampicyeas daming Eaciiling
Az 3,000 or morg 8 monfh
Employer liablgy maintained for employess ol mil o entire oot el
covared by social insurance or by weltare funds

iran (slamic Employees in urban amas and pensioners ans slc.mi 7 8 20

Republic of) covered by Soclal Sacurty Crganizafion schome  be firances all beneffls ]

Japan Employees Hea%h nsumance covers slmi 4.1 4.1 13
gstablishments in indusiry and commerca be of benofi cosis
Violuntary for other amployees ms sdminkstrabion
Mambars of nsurance soclalies 3.583 4,665 noena

Kyrgyzatan Employed parsons gl mil i 52 onting
Members of slate and collectve farms almi nona 38 cosl of madical
Students mi miong i cans

Mongolia Employens of state and pdvale enterprises; slanl O 135 a5 amployer
cooperaiives, govemmen! employess, mikary giso finances old age, imalidiy, sunivors
personnel, studeis, and cilizens working lor family alfowances, soclal assisiance
foint ventures, ambassies, Inlpmabional agencies child care, infint-cars benafls

Ky Establishments with 5+ employess in industry and  slml 15 15 subsidias
commarcs in specfisd indusiies and sarices &5 nooded
In 61 districls, with gradusl extansion

Paklstan Provincial Social Security schama covars flirms glmil nona T nang

wifh 10+ employess in salacted indusiies

Exclusions: family labour, saif-employed, sarming
above Rs 3,000 a mondh




Table V11 (eontfinued)

Coverage Banufits Contritufions®
a3 dafinad in legisiation, inciuding spacifiad a9 nodoes Empicyeo Emplover  Govornmen!
exciusions and examplions innoles % of earvings) (% of payroll) (% of payroll}
Philppines Empioyass, Including sealarers aboard forelgn s,ml 33 47+ 04 33
viessats, threugh the Soclal Security for matamity
System (SS8) also finances oid age, imaildly and sundvors
Parmanant female civil: servants il i povernmant enfire cost

agricuitral labour and mily labour

Thadland Estanlishmonis with 20+ employeas, maximum almims 15 15 15
sarmings: B500 a day;, voluntary kot also fnances invalidity, suntvors
seH-empioyad and medical carg

Exchesions: amploysas [n agricuffure, fshing,
public and domesic senice, ralroad, shipping,
lefacommunicalions, povwar gonaration, and
disiribution, kel off produclion and refining,
privale educaton

Sources: Inernational Labour Office, “Mongolia: Feport 1o the government on soclal protection” (MOSNS1MOZNETO1)
(Geneva, 1983) and “Final report of ILOWUNDP sectoral review mission to Myanmar® (Bangkok, ILO Regional Office, Augest
1888), po 40-49: HB. Inductivoe and FE. Villaruz, "National sirafegles for ™ exiansion of social secudty o the entine
population: The Phiippine experience” (ISSA/ASIARMS22 ~ Philippines) (Manita. InMernational Soclal Security Association.
1882); sea also the sounce noies in tabla V4.

Motes: o = gick loave cash, a5 pencdic or lmg sum paymant ml = matarnity lBave with replacemant meoma (partia! of
full) as lump sum benefit or as paiodic paymment for spociled period; be = cash paymant al birth (0.g. birth or nursing grani);
sl for fp = sick leave cash boneft as replacernen! income lo cover complcations of family planning, with addiional days
depending on stedization oparation; mme = malemiy medical cars as cash paymant ms = maternity bonefit for (he Spouse
o an employes,

; Cantribufions may also finance other banafits as indicated. The rate of contnbulion |5 3 stalulory. requiremeant,
Aspublics In Ceniral Asla, axcepd Krpgyzstan: 1980 amendments only, Information about chenges B ol wel svailae,
£ Governmant aiso pays contrbutions for first 5 empioyees in small ndustrial and technical workshops.

MEDICAL CARE From tha point of wew of mesling health
needs, speciic lypes of medical came such as for
employmant-related sickness and  injury, special

Medical care is a basic need for the vast health needs of the elderly, tha invalid, the widows
majority of the region's population. Throughout the and the orphans have bean the major concems of
region, countries have made efforts to improve the social security. s scope, however, could be
health of the pesple by the edension of medcal extended and thal could play a parl in the achieve-
facilities, the development of public health pro- ment of the objectives ol Sirategles for Health for
grammas, the spread of heaith education, increased All by the Year 0002 Ona of the major justifica-
avatlability of safe drinking water and tha Improve- lions for the intervantion in the health arena with
ment of nutrition and sanitation.  However, issues

relating to the unification of medical care senices,
glimination of their inequitable anomalies, and ltha

g 20 Word Mealh Organizasien, “F | health
extension af ic medical came I ganizaton, “Financing o
il HNP o4 sarvicas”, Technical Ropor Seres No. 625, Annex § (Geneva,
gactions of the qnpulallun without prejudice o iha 1678 and K. Prasad, “Medical came programmes under
right to have private medical care al one's OWn oo spourty (ISSAASIVRTCMLVIKuala Lumpur, May
gipense are yet fo be fully reschied, 1881).
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social security type measures is thal it creales new
and conlinuing allocations of mesources thal other-
wise would not be available through health budgets.
It stimulates and promotes the building of hospitals,
clinics, dispensaries and related facilties. Since it
promoles lhe health of the economically active
poputation 0 protected, it s also a contribution
to the increased productivity needed for economic
davalopmant.

Tha financing of health care presents a
common problem in developing countries loday.
There are various ways for providing medical care
undar social securty, Firsl, throughout tha ESCAP
region, employars, and especially Governments as
employers, assume direct l@bility for providing
medical care to their amployeas, although the extent

and the quality of care or compensation may vary
widaly. Some employers do so through the estab-
lishmant of medical faciliies on or near the place
of employment. Second, employers voluntarily take
out health insurance cover for their employees
of as a compulsory requirement under the law.
Social insurance, financed joinlly by groups of
emplayers, of by shared contribution  from
omployers, employees and sometimes the Govemn-
ment, also cowers medical care and bonafits aither
sepamately or 8% parl of the national insurance
syslems along with a number of other contingencies
{ses table V12). Also social assistance from
genaral revenues is provided for medical cara. In
some cases, speclic taxes are levied and
earmarked to finance medical care for specilic
areups of employeas.

Table V.12. Financing techniques for medical care

Empioyar Soclal nsurance Social
i As empiayar fiabily With joint financing T
Aghanistan Armania Ity Australla
Bangladesh Azarbagan Indonasia Hong Kong
China China iran (Islamic Repubiic of) ingia
Hong Kong Indonasia Japan Japan
Indorgsia Wazakhstan Myanmar Now Zealand
Maldves Kyrgyzstan Phiippines Fepublic of Koma
Hepal Pakistan Thaitand
Pakistan Tajikistan Ropuble of Korea
Snl Lanka Turkmenistan

Uzbakistan

Sources: Ses he soutce noles in able V4,

As is fthe case lor other conlingencies,
Governmants assume direct liability for the medical
cara of their employees In many countries (table
V.13). The range of benefits avallable in cash or
kind differs greatly. In Hong Kong, medical care for
all employees Is a direct employer Hability. Most
other couniries maintain employer liability for only a
segment of the economically active population. In
many countries, larger employers and state enler-
priges oparate medical facilties for their employees.
Labour weltare centres In industrial locations in
Bangladesh, for example, have atiached medical
units where employees and their dependents receive
traatment, Legislation may requine employers to
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furnish medical facilities, as i does for plantation
cwnars in Si Lanka. OCGovernments in mosl cases
supplament (hese provisions with (ma public
facilifies, especially in hospitals.

Although few peopla may need health care at
any one time, all pecple are al risk al ail times.
Pooling of these risks by sharing resources in a
commen fund among large groups of people
with different probabilities for needing medical cars
js social insurance. Such Insurance could be
organizad by groups of employers, employers retain-
ing sole Fability or could be joinlly financed
by employers and employees. With employess



Table V.13.

Medical care as direct employer liability

Coverage Bensfits
se8 codas
a3 defined In lngisation, Inclucing specifed axclislons and exemplons o
Afghanistan Employoas in large establishments which malntain thelr own medical sk
taciisas
Bangiadesh Medical facllifes provided by some Geployers In both public and med, mok or
privale saciors mces= 100 thka
Ching Employess of govarnmant and party crganizatons. amployees of mick, med
aducational, scentific, and cuftural Institutions, and imibversity
Shants
Hong Kong All amployees mck
Indomnesia Manage Heath Care Insurance B a direc! Babllity of smaler empioyers
Maoldives Govermmeni employess miee, et
Nepal Empioyees in factodes on industrial eatales with 10+ amployeas; and TES, Fick
cartain hotels, tounst and trakking firrms
Pakistan Public and ralbway employess, armed forces, Iocal authorfies and polica .
Brl Lanka Plantalion ownars piovide madical care in their own dispensaies and mick
malemity wands mcd

Sources: JH. Marzoll, “National health Insurance schemes: comparison of tha Indonesian JPKM strategy with sslecled
countries”, paper presented al Mo Workshop on Soclal Security [January 1994); infernational Labour Office, Report to tha
Government on social securfy planning and administration: Nepal® (NEP/BSA26/1) (Ganeva, 1882), p. 7; see tha source noles

i tatle VA,
MNotea: moc = cash banefl for modicnal care;

mck = modcal care in-kind (treatment in clnic or hospiial, medicine,

arificial bmb etc.); mof = frea medical care in public climics and hospilals; mod = medicsl cam is provided 1o dependents;

dc = cash peymant 10 survivrs (.9, funaral gran),

participaling In financing, dependent members of
Iheir families are able o benefil. Social insurance
covarage for health, to the edent it exdsts now in
countries of the region, is partiel and segmented,
confined mostly to Emited groups of the employves
population,

Japan was the fist non-wosiern coundry to
introduce health insurance in 1922, and the first to
achieve unhversal health cover in 1961, Thus, svery-
one Is covered by one of the five schemes which
comprise Japan's national health system. Em-
ployers and employeas finance a scheme of
Employess Health Insurance. The self-employed
and others are covered under & separdle scheme
A third insurance scheme, initiated under the Health
Services for tha Elderdy Act (1983), pays all health
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axponditures for those aged 70 years and over
Special schemes operale for seamen, government
empioyeas, privete school teachers and omployers.
All residents not under these special schemes
are covered under local govarnment schemes (i,
municipal, township or villaga),

Health care in India includes govamment in-
surance schames for central government employees
and indusirial workers.®! The Central Government
Health Scheme covers about 4 million with madical

2 g Chander, “Cost-coniainmant moasures  under
social sacurlly medical care schemes™ (ISSAMASIATCHEI)
{inflernational Social Security Association, Jakarta, Sapiem-
ar 16891),



care through hospitals, soma of which are owned by
the social security organization in metropolitan arsas
and managed by the Government. The Employees
State Insurance introduced im 1952 is ths major
health insuranca scheme in Indla. N covers 7
milion employees and caters to their family mem-
bers, thus covering 27 million people or 3.3 per
cant of the total population in India. The scheme
provides a full range of madical banefits through a
network of more than 1,300 dispensarles and more
than 100 hespitals, The insurance schema covers
non-seasonal factories with compulsory comributions
of 5.5 per cent of eamings shared by employars (4
per cent) and employees (1.5 per cont). Tha state
Governments confribute 125 per cent of expends-
tures on medical care only.

The health insurance system in the Rapublic
of KWorea covers nearly 93 per comt of the iotal
population. The scheme for industrial enferprises is
financed by payroll faxas levied equally om em-
players and employess, Medical insurance for
government employees and private school teachers
iz financed by employees with malching contribu-
fions by the Governmenl. The Government also
finances half the costs for tha salf-omploved in
regional medical Insurance covering rural aneas.
The rates vary by income, assels and number of
dependents in the household.*

In the Philippines, the medical care component
of social insurance for employees in the private
gactor undar the Social Security System and
lor government employses under the Government
Service Insurance System are combined inlo
the Philippine Medicare Programme financed by
employers and employeas, with the Government
making up any deficits®® The Social Insurance
Crganization in the Iglamic Republic of Iran
pperates clinics and hospitals for urban empioyees.
The Governmen! also finances the employers' share
ol contributions for the protection of employees in

22 On-Young Park, “Cost-containment measures under
social securdy medical care schames: nafional asparienog
ol B Aapubic of Korep™ (ISSAASIAACAYI - Republic of
Koraa) (Makaria, Seplamber 1931), p 1. Tae-Won Park,
*Cost-containmen] maasures i the provision of hospital
carg under soclal securily hoalth cars schemes: nalional
expafience of tha Aopublic of Korea® [ISSAASIATIMGNE -
Republic of Kosea) (lemir, infarnations! Soclal Securly Asso-
clafion, Octobar 1960).

23 WA Inducivo and FE Wilaruz, op. &b, p. 18,
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small workshops and also for 4 Vulnerable Group
Medical Insurance scheme. Rural residents are
covarad by the Rural Social Insurance.

The benefit provisions of these schemes vary
widaly. Most schemes combine cash benefits with
in-kind service in clinics, hospitals and other facilities
owned by Ihe concerned employers, or contracted
cara 8 provided in public or private faciities,

A common feature of health schemes in the
ESCAP region ig their provision of medical care to
families [see fable W14}, Health insurance in
Japan provides for dependenl family members. The
Employees State Insurance scheme in India covers
spouses bul requires an additicnal monthly con-
tribution. In March 1992, Employees Social Security
was introduced in Indonesia with 2 health mainie:
nance scheme covering employees and  their
dependents In the privale and public sector. It
involves “managed care” under Guaranteed Health
Maintenance of the Pecple.2* The premium for the
basic bensfit kB set by the Gowrnment on
8 provincial basis with a sysiem of inler-provincial
craoss subsidy, taking account of digparites in eco-
nomic and health slatus among provinces. I is
financed by employers, with costs beyond a basic
package of medical care for familes 1o be pald for
by the employee. Papua New Guinea recently
eztablished a veluntary medical insurance schemo
by iripariite agreemeni. Samos I8 forming a
Mational Health Insurance Scheme fo make afford-
able care available 1o all,

in the economles in transilion, health cam &
provided by a combination of public health services
and modical faciliies in state enierprises and co-
operatives (table V.15). In 1892, Mongolia replaced
Irea medical care financed by the employers and
the Government by introducing charges for thirly
sarvices, A national health insurance financed
by employars and employses is cumently under
consideralion in Mongolia.  In Uzbekistan, the
Government subsidizes health care and pharmaceuti-
calg, but in place of healh care previously provided
free of charge, user charges were infroduced for
most medical sarvices in 1893,

24 A Marzolf, *National health inturance schemas:
gomparison of the Indonasian JPEM stralegy with solacted
counties”, paper prasented al the Wedkshop on  Soclal
Socurity [January 1804),



Table V.14.

Joint financing of social insurance for medical care

Coverago Banalits Coniributions®
as cefingd In fagisiation, including spacified 208 codos Empioyes Employar  Govemmeant
axclusions and exsmotions innofes % of eamings) (% of payoll % of payrol]
india Employees State Insurance covars non-saasonal ek, moc 15 4 125
factones using power with 10+ amployeas, s Seo finances Sicknsss of maedical
and nel using power with 20+ amployees in oc and malerniy banefits
609 Industrial cantres, and adiended gradually spouses = Fs 10 a month and
Exviuslons: employees in seasonsl, agriculiural disabled = Ra 10 & month misckcal
and spacifc olher seclors, amployeas refimees = FAs 10 a month faclities
gaming Ag 3,000 or more & mond
Indonesia Haafih mainlenancs schama of Employaeas mek,mes cosl B ord adminisiration
Social Securlly covers all employoas micd of basic  mameadiingle a5 employer
cara
iran {lslamic Employees in irban aress and pensioners an ek, meg 7 B 20
Rapubilc covered by Soclal Security Crganization med fnances &l banelils
of) schama
Hural Social Insurancs covers rural residents P Fis 305 a yoar  nona COEES
Civil Servaris Medical Insuranca scheme - . govarmament ve
covers govermment amployeos
Vulnerable Groug Medcal Insurance schoms i .
(cimnia for coveraga Is not avaitablo]
dapan Employess Headh Insumnce covers mick,mcd 41 4.9 146
establishments in indusiry and commerce; of benafil cosis
voluntary for others
Mombars of ingurance sociabios 383 4,865 nang
Employses of government, private schools, mickmed " e
gaamean
Nafional Health Insurnce covers al msidanis gk annual nenE 50
not firanced by ofher schomes tpal of benefit costs
adminisination
Myanmar Establishments witi 5+ amployses (n Indusy ik, mcd 1 3 1
and commerce with employeas In spacified alss Brances sickness, maternity banelits
indusirias and ssrvicas of 61 disticls are and public hospitals
providad medical cané in bolSlas of tha
Soclal Securty Board,
Large estebliishmants have their own faciliias mick
Philippines  Employed parsons, intluding Fliging seafarers, mok 1.25 125 any dafich
qualified salf-smpleyed with P 1,800 or mare a ik 25
year; farmans and #shermen with P 1,500 or mek 25
mare a monih; pensionars and dependants mck G firancad from contabuinng
of employaos
Exclusion: family labour, domasiics. eaming
P 3,000 or moms & month
Spocial achema for former govemmont ek 25 none none
ampicyeas
{Cantinued on next page)
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Table V.14, (fcontinwed)

Coverage Benafits Contribions ®
i:mmmmmm 508 codss Empioyas Emplavar  Governmant
deiusions and axemplions f noles (% of samings) (% of payrold) (% of payrol)
Thatland Establishmaents with 204 ampioyess, maximum mick, mes 15 15 15
gamings: B 500 & day; voluntary for med also fnances irvalidity, surivors,
sad-amplived Sicmess, matemify

Exclusions: amplovess [n agricuivrs, fshing,
publie and demesfic sendce, ralrmad, shipping,
Miecormnmuniations, power paneralion and

distribution, fual off pregucion and refining,
privele educaton
Republic of Emgioyses in establishménts with 5+ employees  mokmee 3 1o 89 awe® s employer
Kores empioyeas of smal businesses, seltemployed  med.do administraten
frmers and fsharmen. through insurance
soclatias
Empioyoss of government and privals schools mokmee, N government &8 amplopor
coverad by Medical Insuranca Corparation mod, do adminisirmtion
Mational Federafion of Maedical Insurance Socletes financed by insurance socistias
COVEMS apAnshe Banvices and bechnologios acoonding o ability fo pay

Sources: JA, Marzolf, “National heaflin insurance schamas: compaRrEson of e Indonssian JPEM strategy with selectad
countries”, paper presenied al the Workehop on Social Socurity, Kuala Lumgpus, January 1994 Intarnational Labour Office,
“Techrical nola on =ocial protection in he FAepublic of the Maldives™ |(Bangkos, ILO Regional Office, 1894); Uin-Hang Shin and
Jag Sung Min, “introduction and exension of e National Pension Schama: The FKorean Exparience” (ISSAASIARMEZZ —
Korea) (Manita, Internatonal Social Secunty Associaton, Juna 1892) H.B. Inductvo and FE. Villaruz, “Mational strategies for
tha exlension of social secwwity 1o the onSho populabion” (ISSAJASIAFMZSZ - Philippines) (Manfla, 1882); gea the source
noles in ki V.

Notes: mcc = cash DeneM for medical care, mek = madical care inkind (Veatmerl in ciinic or hospithl, medicine,
artificial limb ate); mol = free midical car in public clinics and hospitals; med = madical care ks provided to depandents;
o = cash paymont to survivors (0.9, hinerad grant), |

8 Contributions may also finance other benefils as indicaled. The rale of contribuion |s & statutory requirement.

b Government also pays conbibutions tor frst fve omplayses in small industrial and technical workshops,

© matlonal Healih Insurance In Japan: 1981 aversge contribution par housshald was 154513 yen as nasional health tax or
DrErmAIT.

9 Rgpublic of Korea: sell-empioyed based on assels. incoma and number of dependents; 1590 indusiral average = 3.18
per canl

The Government in China s encouraging local enterprises are now financially Independent from
experimants in the financing of health care through the State, employees are encouraged to participate
poofing among enterprises, with the objective of in a vanety of medical insurance schames, such
offseting the disadvantage of sach enlerpriso as hosplalization insurance and serious disease
having 1o bear the costs of its own schems, and of inaurance. High-risk medical insurance is available
containing costs*® The labour insurance covers based on compensation for part of the hospitaliza-
permanent employees of stale-owned enlerprises tion costs. [nsurance schemes also support immuni-
which manage their own medical bensfits from a zation of children, prenatal care, and maternity
Walfare Fund for Workers and Employess, Since and infant care. While people in rural areas
are  experimenting with various forms of local
health Insurance, national efforts are underway to

25 |niemationsl Labour Office, “Repoit 1o the Gesem- eglablish a medical network to support the installa-
mant of ha Peopla's Fapublic of China on socisl secwty o of @ collective system in rural -areas by the
reform” (Geneva, 1993). year 2000.
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Table V.15. Medical care with soclal insurance as employer llability

Coverage Banefits Contributions®
as dafined [n legisiation, including specifiad s codes  Employss Empioyer  Govemment
exclusions and examplions In notes (%ol eamings) (% of payroll) (%ol payrol)
Armenia® Al residents met subsidies
Azerbaijan® Employees of stale oniarprsas and sarms, and Mk, o 1 121 %0 26 and
Kazakhstan® cooparatves fnances all other benafts  public
Kyrgyzstan  Sei.employed mick mee a7 noaltn
Tafikistan”  Enterprises, state farms, universiSios and collectves mckmed  none enfie cost care
Turkmenistan®  may provide medical tacitties and personnel
Uzbekistan”
China Employees of sale entarprisas (parmanent, mck,mcl none  onlio cost bl
contract and ratired employses) mecd chinica,
Emplovers alsc may provide clinics and hospliaks haspitats
Indonesta Managed Health Care Insuranca (JPKM) reguiates:
Compsory hiatth Insutance lor ohvil sanants; banaks contrbutions as
Worlomen's Compansaion insurance with ASTEK vary VATY amployer
direct liabilty of smalor employers; by by administration
voluniary schams (PKTK) with ASTEK far schama schoma
ptvata seclor employeas; and volurtary
schames for vltage organizatons (Dana Sehat)
Pakistan Provincial Soclal Soourity schame covers frms mEkmes nona 7 nona
with 10+ empioyees in selecied indusiries, mcd, o aflso finances work infury
domaesiics micl medical Boilites

Exgiusions: tamily labour, salf-empioyed, earming

above PAE 3,000 8 monmh

Sources:

JR. Marzol, "National health insuranca schemes: comparison ol the indonesian JPEM stralegy with selected

countrias”, paper prasented at the Warkshop on Soclal Securlty, Kuala Lumpur, January 1994; see the sourca notes in fable V.4

Notes: mce = cash benafl for medical care;

mck = madical care in-kind (ireatment in clive or hospital, medicna,

artificial limb elc): mct = frea medical care in public clinics and hospilals; mod = medical care s provided 1o dapendents;

de = cash peyment 1o survivors (e.g. funeral granl.

8 Conirbutions may also finance other benehls as indicaled, The rate of conlribusion is a stalulory requirement
b 1990 amendmants only. Information about kater changes for these contingencies s not yet available,

Fiji, Mataysia and Pakistan are considaring tha
introduction of national health insurance schemes.28
In this context, Malaysia propeses to esiablish a
national heaith securty fund and Pakislan plans 1o
establish a social security foundation, The reporl of
the task force on social securlty established by the
Government of Paklstan in 1984 poinis oul the
variations in health care and cash benefits under

26 a4 Ron and others, Health insurance in Developing
Counfriaa; The Social Seculy Approgch (Gansva, Wnfar-
national Lobowr Office, 1990) pp. 155162, M. Cichon,
“Hoalth nsumenca in Fig  mecend developmants and  haturs
oplions” (Genseva, International Labour Cfftca, May 1585).

the present health insurance scheme af the
provinclal leval. With a view to achieving unklorm
health care and to ensuring medical care ta family
mambers, i recommands the establishment of &
social security foundation al the national level and
Ihe expansion of coverage to the entine rural and
urban populations, including agricultural employees
and the solff-ampicyed, by ha year 2010.

Soclal aseistance for medical care is available
o all residenls In Australia and New Zealand,
Medical cara for the elderly in Japan is financed
from national health insurance schemes but may
be supplemented by coniribulions from the stale,
municipalties and prefactures. In the Republic ol



Korea, thirty-two million persons or 7.3 per cent of
tha indigart and low-income population are covered
under the medical aid or medical assistance for the
poor that operales as a social assistance scheme 27
In Indla, tax fnanced medical care has some
unique fealures with specific taxes earmarked for
care provided to specific groups. Thus, the Boed
(indigencus cigareties) Workers Welfare Fund i a
national fund, financed from laxes on the sale of
beedi. Undar separate acls, employees In coal,
limestone and dolomile, mica, iron, manganese and
chrome ore minegs and the cine industry have sepa-
rate medical care provisions, financed by special
levigs on respective categories of production. The
Coal Miners Waltare Scheme fumishes comprehen-
siva medical care to employees In more than &0
hospitals owned by the Coal Corporation. States in
India establish tax-financed funds for special calego-
ries of poor saf-amployed workers to supporl mad-
cal care and various other benefils. As emergency
gasistance for the medical cara of migrant workears,
Ihe Governmant of the FPhilippines operates a
wellare fund financed by agencies that contract for
overseas employmeant,

FAMILY ALLOWANCES
AND SUPPORT

Tha dominant reason for providing family
allowances, as M evolved in indusirialized counfries,
has been to help employed people to cope with the
axira costs involved n supporiing children. Suoch
allowances are paid in many countries through the
Insuranca systems or a5 social assistance. In very
few countries in the ESCAP region does socal
security legisiation provide for family allowances,
plthough in many countrias some suppor is offenad
under other arrangaments.

Most Australians with dependent children are
efigible to receive family allveances financed entirely
from general revenues. Emphasis has been placed
on low income families through the provision
of supplemaniary family payments. Since 1842,
Australia has provided income support in ona form
or anolher to sole parents who bring up children
alone withoul requiring them to participata in
aconomic  activity,. The Governmenl has recenily
begun to assist sole parenls o gain access
io other sources of income, particularly for non-
custodial parents. The Jobs, Education and Tralning
Programmes have been recently introduced lo
promote economic activity among sole parents.

21 Onvoung Park, op. ot
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Im Japan, famiy aflowances are financed
through social insurance by employers (70 per cent)
and the Government (30 per cent), with no contribu-
tions from employess. Also residents with two or
maore children under 18 years of age, including at
least one child under four years, qualify for afiow-
ances from a social assistance scheme, A lew was
enacted In 1992, to ba implamentod in all astablish-
ments in 1835, requiring employers 1o aflow ona
year of leave fo any new mother or falher who
requests it.

In New Zealand, family allowances are
financed from general revenues. In addition, sole
parents unable 1o undertake employment are eligible
for the Domestic Furposes benofil, a lax-fundad
pension thai is based on the number of depandant
children,

The Central Asian republics which had
extensive provisions for family allowances previoushy
are reviewing thess social insurance benefits as part
of their market-criented economic reformz.  Undor
the Employment Fund of Kyrgyzstan, for exampla,
food security for the family was @ major component
ol social security provision. [n 1982, the family and
ohild aliowances formed nearly half of the oxpandi-
tures for the Kyrgyzstan Penslon Fund., Allewances
for children between the ages of 18 months and 16
years, inCluding a birth grant for non-working
paronts, wers avafable. Local governments sup-
ported children in children's homes, [n early 1993,
banafit levels ware reduced, eligibility criteria were
redefined and allowances became linked lo the
minimum wage. In Uzbekistan, pragnant women
from low-income families receive free nulritious food,
and those with modical problems receive medicines
withoul charge. Provigion of free food to students
was exlended since independence from primary o
socondary schoots. Mothers with four or mora
children and no employment hislory were given
pension rights. Pansioners, families with many
children, imalids, and war wvelerans are entitled
to discounis on public services and utilties. The
Governmen! also provides subsidies for rent and
higher education.

A& new law for the provision of family
allowances was Introduced in Mongolia in 1831 1o
provide social assistance fo the eiderly, disabled and
famifies with young children.

Most countries in the ESCAP region provide
limited social assistance to vuinerable groups such
as the omphans, the disabled, and the indigent
elderly and widows. In the Islamic Republic of lran,
a family allowanco is payable for each of tha first



two children under 18 years. A marriage grant
equivalant to one monih's average wage or salary Is
saparalaly paid 1o spouses. These are financed
with an employment-related social  insurance
scheme, the cost of which is bome by employers.
The Government provides fres food for students up
to universily level. In China those who have no
family to turn to or ara affected by widaspraad
calamities, are provided with food, clothing, housing,
madical care and burial through the Five Guaran-
lees scheme Social wellare servicas, avalable in
cenires in fownships and cilies, include homes for
the aged, the orphaned, and the mentally retarded;
rehabifitation for the disabled; and sheller for
wanderers and streel beggars, Comprehensive com-
murity services are organized for child care, nursing
of the disabled, day care for lhe alderly, doemastic
help and free food al lunch for primary schools,

Social assistance helps thoss who are unabba
to supporlt themselves in Hong Kong and the
Republic of Korsa, Allowances in Hong Kong am
means-lested In respect of Income and savings. The
physically and menizlly handicapped children and
youngslers under 18, and pregnan! women In simi-
lar circumstancas receive benafits In the Republic of
Koraa, Banalils are cash and in kind such as food,
free fuition for primary and secondary education,
and medical care, The Mother-Child Act of 1289
and the Day Care Act for Babies and Infants
emacied m 1991 in the Republic of Koma provide
nursery schools 1o pre-school children wnder six

years of age.

UNEMPLOYMENT

The major social securty concam in unem-
ployment s compensation for income loss resufting
from involuntary unemployment. Public polbcy may
establish compulsery soclal insirance, or through
anabling legisiation supporl voluntary agreements
between employers and employees to provide for
insurance coverage and aftendant banefils In case
of unemployment. Social assistance with of without
moans toss can also be used to provide ncome
securily. Unemploymen! benefits can support train-
ing or retraining of workars to acquira new skills for
allemative employment, bul may also encourage
employees to stay on for reabsorption Into the sama
employment, thus saving employers tha loss of thedr
trained, skilled and experienced workers when the
need afises. \ery few developing countries in thi
regicn, however, have social security schemes with
provigions for the conlingancy of unemploymeant.
Some developing countries offer only severance pay
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or gratuities, unllke most [industrialized couniries
which offer compensation or social assistance
during unermnployment.

Linder the Employment of Labour Act of 1965,
employees in shops, and commercial and industrial
establishments in Bangladesh are covered by an
amployor-iability schame for compensation on
termination, retrenchment and layoffs. Besides a
lump-sum payment of fourtesn days' wages for
each year of senice, mosl employees are entitled
to an additional paymaen! depending on their status,

The Paymert of Gratuity Act of 1872 in India
SuUppors a severance indamniy. It pays fftesn days’
wages per wear of services on  lermination of
employment. The Indusirial Dispules Act also -
quires compensation 1o workers who are retrenched
because of closure of the estabishment or reduction
in the work forca. Payment i at the rate of 15
days’ wages lor sach year ol employmant. As parl
of the recent economic reforms, India has been
modarmizing s laboyur laws 19 allow the suilabie exit
of labour from establishments where they are redun-
damt, Al the same time a National Renewal Fund
has been established for training and redeployment
of workers adversely affected by Industrial
restructuring. In Pakislan also, severance gratulty of
twanty days’ wages per year ol sarvice is payablo
al the termination of employment 1o persons n
establishments having twenty of more employess.
Under the paymenis ol Gratuity Act in Sri Lanka, all
employees in privale seclor establishments and
state-secior anterprises and corporations, who have
accumulated five years of semrvice are entitied to
the payment of a gratuity on the termination of
senvices,

The Islamic Republic of lran introduced In
1987 a social insurance schema for umemployment
for persons covered under social sacurity lagisiation.
It = financed by an emplover confribution of 3
per cent of payrofl with the Government making
up any deficts. This scheme offers minimum wage
benefits for up to 12 months 1o a singls person.
Benalils are extended to 24 months for those
with dependents, allowing a 20 per cenl increase
for each dependent up fo a fotal of four. A special
insurance scheme covers the periodic wnemplay-
mant of construction warkars.

Under the unemploymen! Insurance systam,
China initiated unemployment compensation for fem-
porary loss of employment as part of tha 1986
reforms of the labour system, Il is financed by a 1



par cenl contribution of the standard wage by am-
ployees and by gowernment subsidies, These
schemes support unemployment benofils of 120 to
150 per cent of the social benafil. The wvariation
raflacts the length of unemployment and the loss of
in-kind benefits, such as food, housing, and other
gorvicas. Unamploymen! benafits am payable for
one or two years, depending on the length of
sarvice. The sysiem cowvers employees in stale-run
enterprises who are unemployed because of com-
pany bankrupicy or reorganization, expiration of
work contract, of dismissal. It doas nol, however,
embrace all collectvely owned enlerprises, of
joint wentures, townships and village enterprises,
privale onterprises, the sell-employed and indhidual
employees 28

The Empéioymant Fund, introduced in Mongalia
in April 1981, provides for a three-monih severance
cash paymeni, and Insurance beonefits for a
maximum of 9 months generally at 50 per cenl of
recont wages but not lower than the minimum wage.
It covers employees of all instifutions and enfer-
prises  reguiring conirbutions of 1 per cenl of
wages, These are supplemented by voluntany conri-
butions and subsidies from local governments. Tha
Employment Fund is ulilized for the payment of
unemployment  allowances, as well as for the
organization and funding of training and relraining,
fingncing municipal public works programmes, and
glaboration and realization of employment pro-
grammes (job counseling and testng, and other
placemen! senices),

Some of the Central Asian republics racently
infroduced unemployment  insurance  schemes
financed by coniributions from employers of a
cerfain percentage of payroll, and government sub-
gidias a= nesded. For example, in Mamch 1982,
Turkmenistan adopted an Employment Law undar
which employers are cbliged o pay unemployment
benefits for three months, to provide training and to
rehire workers. An Employment Fund s financed by
employers with a8 1 per cent payroll lax. Benefils
are pald al minimum wage rates during the first
three months; therealter, they are paid al 50 per
cent of previous wages, bul nol less than the
minimum wage, for an additional six months.

In Uzbekistan, an Employment Fund was
established in 1892 to provide employment place-
ment, retraining and unemployment benefits, Il s

#8 Tang Zni Min, *Loss making and over-employment
in Chinesa ndustrial stale-cwred MWFI“H&'. unpublishad
paper (December 1884},

financed by a deduction of 3 per cant of the wage
bill of enerprises and by transfers from national
and local governments. A major porfion of s re-
sources 5 used o set up small enterprises or fo
provide grants and loans to enlerprises o maintain
emplayment, rather than as unemployment benefits.

Unemployment insurance In Japan is based
on  fripartite financing.  Contribitions rates aro:
employses 055 per cenl of wages (085 per
cent for seasonal and construction workers), and
employars 0.9 per cent of payrall {1.0 and 1.1 per
cent for seasonal and construction workers respec-
tively), with government subsidies. Compensations
are normally betwean &0 and 80 per cent of wages,
bul a higher percentage lor low Income earners
may be paid. Additional allowances supporl the
unemployed In depressed Industries,  Voluntary

coverage is available for employees In agricullure,
forastry and fisharies,

In Australiz, an unsmploymant schema was
first Imiroduced in 1945 with the intention of
providing shorl-term income malnlenance as social
assistanca. Ausiralia offers means-tested unemploy-
ment benefits to mesidenis capabla and willing to
undertake work bul who am unemployed not
becausa of & wvolunlary act, misconducl, labour
dispute, or refusal of a suilable employment offer.
These benefils are also payable fo those who were
mol previously gainfully occuplad and who maat
qualifying conditions. A strategy was introduced in
February 1985 1o assisi and encourage the refum
to emptoyment of longlerm beneficiaries of the
unemploymant scheme by limiting benefits only for a
cerain  duration. Income-lested benefits i Mew
Zealand are payable up to 26 weeks to those with
low annual income and 12 months of residence
when unemployment is not caused by wvoluntary
leaving, misconduct, involvement in an industrial
dispute or refusal of a suitable offer,

POLICY CONCERNS AND
OPTIONS

Expanded coverage

The review in the preceding sections has
ghown that, &t the present fime, the conventional
social security schemses cater mainly to Ihose who
are employed In the organized seciors of economic
activities mostly in urban areas. Coverage is most
aftan limited to employeas in tha public seclor or in
large establishments and o selec! groups for whom



administration is easier and less costly. Although
conventions adopted at the beginning of this century
had focused on the protection of agricultural
workers, except in the Central Asian republics
and partial coverage for some contingencies In
some of the other developing countries, those
workers are mostly excluded, Domestic servants
wora also the foous of early conventions. Yel,
along with casual or seasonal employees and
tamily workers, they remain excluded from most
schemes, The self-employed In wurban and
rural areas also remain generally exciuded. Only
a small portion of a population Is thus covered
for the contingencies that have been identified as
minimum standards.

Even those covered are not adequately pro-
tected. The cash benefits in many schemes are
Insufficient to fulfil contingency needs, and they are
not protected against the erosion of values by
inflation, For example, the benefit provision of
warkmen's compensation schemes in many coun-
tries of the ESCAP region has not been updated for
decades.??

Where laws cover and provide for certain
contingencies, implementation often falls short of
legisiative intent. Compliance with legisiative man-
dates is a major concern throughout the region.
Employees may be reluctant to forgo Income as a
contribution to savings while employers often fail to
collect or pay contributions.3® While it is much
easier to coliect contributions from a single large
employer such as the Government, compliance in
the private sector among innumerable employers is
a much more difficult task. For example, following
a mission to Nepal by the International Labour
Office and the United Nations Development Pro-
gramme, it was reported that an estimated 75 per
cent of employers, required to do so under the
Factory and Factory Workers Act of 1959, had not
estabished provident funds.3!

29 . Jenkins, "Problems and issues related fo extend
Ing social security protection fo the enlire population® (ISSA/
ASIARM92/1) (International Soclal  Security Association,
Mansia, June 1882), p. 9.

30 | DS Yee “"Problems and Issues encountered
Ly provident fund schemes n Asia and the Pacific®
(ISSA/ASIARTCKLVI) (Kuala Lumpur, Intornational Social
Security Association, May 1991), p. 7.

3% |ntemational Labour Office, “Report 1o the govem-
ment on social security planning and administration: Napal®
(NEPBS026/1) (Geneva, 1892), p. 7.
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Studies also reveal widespread non-compliance
by employers on their cbligations to maka con-
tributions to social insurance schemes with joint
financing by employees. Non-compliance in the
Social Security System in the Philippines, for
example, results in delays or denials of applications
for benefits and loans by employaes in the private
sector™ As a result of greater compliance,
government employees lake advantage of benefils
more readily than is possible for employees in
the private sector. Medical banefit, for example, is
received by less than 5 per cent of those covered
in the private sector, in contrast to more than a

third of the government employees.

Recent legisiative initiatives in some countries
for the prosecution of employers for failing to make
contributions and for the introduction of penalties for
late payments promise to remedy this situation. In
1992 Malaysia introduced a policy of prosecuting all
employers who fail to pay their contributions and of
imposing a penalty for late payment of contributions
by employers. Indonesia aiso adopted legistation in
1993 requiring the registration of Employee Provi-
dent Funds and Financial Institution Pension Funds
for periodic review of their solvency and operations
by the Ministry of Financs.

Partial coverage and continued failure to
extend protection to a substantial portion of the
population Introduces distortions and exacerbates
inequities. Coverage of employees in industry and
exclusion of those In agriculture contributes to
inequities between urban and rural areas. Within
urban areas, small enterprises particularly in Infor-
mal seclors, are excluded. In consequence, those
without coverage are usually the ones who are
more exposed to risks and uncertainty,

The segments of the population without
coverage frequently are the most resource poor
and are, almost by definition, in greater need for
profection against wulnerability. In the absence of
sccial security coverage of any form for them, they
are forced to depend on the family unit to meet the
contingencies which can totally exhaust whatever
assets they may possess and lead to indebtedness,
thereby mortgaging even their future. For example,
a catastrophic Hiness or premature death in the
family can drin financial resources and assets,

32 EA Tan and E Jovero, “Economic ressructuring

and non-wage Income®, unpublished paper (December
1664), p. 18.



imcreass indebledness and weaken he economic
stabliity of the family, seffing off a poverly spiral. A
weakening of the economic foundalion of the family
through the loss of productive assats, employmant,
work capacily and income also weakans the momle
and the sense of solidarity in the family. Family
breakdown and destitution, especially of women and
children, are very often the end resull.

It = recognized that supplemental government
polickas, programmes and actions, hawve largeted
population groups, especially in rural arsas, who
have genarally been left out of any conventional
social security schemeas. The objoctive has besn 1o
relieve acute distress &8s well as fo  promote
economic and social development genarally. Most of
these measures have largied omploymanl promo-
tion in public works programmes and provided basic
food in flieu of work, tharmsby mesting both employ-
menl and food needs of families, Promaotion of salf-
help and self-employment through pubfic assistance
and very aften through the provision of loans and
credits has been a common feature of efforts n the
region 1o relieve the burden of unamploymeant and
associnted difficulties.  MNevertheless, how to over-
come the distress of the wulnerabie groups of
populations by extending social security coverage in
gome form remainsg a major policy concem in the
region.

Choice of financing method

The four basic methcds avallable to finance
social security, namely, provident funds, social
ingiurance, employer liabllity and social assistance,
have their advaniages and disadvanlagas in ferms
of specific leatures, scopa and uses. Compulsory
national providen! funds usually provide for gratuity
or pensions on retirament, or in case of imalidity or
doalh prior to retirement, Compulscry national
provident funds have the advantage that thoy
force individual and family savings and place the
responsibility for financial preparation for old age
with individuals themsalves. it can thus avoid the
necessity of either increasingly higher rates of con-
iributions undar a pay-as-you-go social insurance
mathod of financing or of long periods of contribu-
tions in fully funded schemes from which no
benafils are pald during tha! period. The provident
furd has the further advanlage of being wilhdraw-
able in part or in full for financing housing, business
initiatives or other neads of members. (nSurance
cover can also  be laken out for carlain purposes,
such as is provided under the Medishield scheme
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of Singapore’s Central Provident Fund. It also
provides Governmenis with access lo substantial
resources  for devalopment. Because of these
advantages, provident funds continue 10 be used in
the developing countries of the ESCAP region, 33

The disadvaniage ol a provident lund is that
there is no pooling of risks as wunder social
insurance and the usual lump-sum paymenis from
provident fund accumulations do nol guarantee a
pericdic payment throughout the length af the con-
tingency, While they increasingly allow members to
transform lump sums info annulties (pensions) upon
refiremnent, this lump-sum benefil can be easily
fiittered away, exhausted or eroded by inflation,
leaving members in a quandary.

Employer liability schemes are relatively simple
and & fasler method of inftroducing benefits for
relevant contingencies.  However, employers may
find i costly and o their disadvaniage in a competi-
five business world, dopending on the differing
incidence of the [abilty across business sectors
internally end Inernationally. There has been a
reluctance of emplovers generally to employ, for
example, women, especially mamed women, which
potentially camy the liability for maternity, From fhe
perspective of employees, cash benafils under
employer liabilty schemes are frequently inadeguate
o cover costs, and rehabiiitation needs are rarely
mat undaer these schemes. Very often amployer
liability s difficull to substantiate and consegquently
benefits fail to materialize.

Limitations of public revenue pose problems
for any substantial expansion ol publicly financed
schemes of social assistance, whether thay are
universal or means tested. However, scope may
exist fof such espansions In view ol tha wvery
limited present spending on social security in most
couniries, Social insurance, which can extend o
cover mos! contingencies, anables & sharing of risks
and resources among employers and empioyess,
and is widaly usad throughout the world, It remains
an option, although nol a substitle for all other
oplions.

Financtal wviability is crilically imporant for
social security schamas in any form. Tha long-larm

33 ater nearty two - decades of discussions, The
recommandation for replacing the Employess Provident Fund
in S Lanka with an empiwees peonsion schema was
rejacied by the organizations of employess in 1834, R
Dharmalingam. “50cial security situalion in S Lanka™, pg
223244 in T.5. Sankaran and othars, op. GiL, p. 242,



sustainability of accumulated reserves of bolh
provident funds and social insurance Institutions is a
major concern throughout the word 3 Sound poli-
cies relating to  investmenis of &sccumulated
revanues ara of crtical Importance to their viabifity,
Also important s the design ol particular
programmes. For example, early withdrawals may
reduce tha long-lerm viabllity of provident funds,

Because they are normally financed by contri-
butions or by laxes, an imporiani lssue in the
cholea of financing method for social security
schemes relates lo inevitable tax and financial impli-
cations. The major concem is fo make sure fthat
their level doas not impose an unacceptably high
burden of faxation or contributions with polantial
adverse economic effects, as soms industrialized
countnes may be mﬂmdngﬁs In those: courn-
tries outgoings from insurance funds or from public
coffers have rapédly escatated because of the
maturing of pension systems which were established
al the end of the Second World War, and the
recent high unemployment rates which requine
higher compensation payments and reduce contribu-
ions. The decline In the coniribution base was
axacarbated by declning fartiity and ncreased ke
expectancy.”® These have imposed higher individual
tax burdens or higher rates of soclal security contri-
butlons, or culbacks in bonefils. Tax burdens or
caniributions, in turn, have implications for incentives
fo sawa and work. They also affect wage cosis
and employment, and productivity and growth,

Of particular concern to financing s fthe
ralationship betwsen the alderly and the working
population, During the thirty years between 1995
and 2025, the olderly dependancy ratio {population
aged 60 and sbove by population aged 15-58)
will increase significantly in the region, albeil at
varying rates in diferent couniries. This increased
dependency means a daclining share of the adult
population will be. avallable as confributors for
financing the needs of an increasingly elderdy
population. This has implications for the wviability
of all financing techniques for fulfiling long-term

# pp Hapamann and ofiers, op. il

35 A Eusty, "Soclal protection and sconomic changes:
the interactions® (CTASSEMB913), Tiparits Sympesiom on
the Fubwa ol Soclal Securfy in Industiafzed Couniries
(Goneva, Infornational Labour Oifice, 1581), p, 7.

3 G, Kopits, *Toward & cost-aflective social securily
systom®, presantod at the Leo Wildmann Symposuim on
Implications of Stuctural Adjustment for Social Security,
Mavermnber 1992,
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contingancy needs. Eldarly prolection now absorbs
a significent share of owerall social security expandi-
twres in the ESCAP region 3 This suggests that
frequent  assessments of demographic frends ame
essantial fo guide perlodic adjustments in con-
fribution  rates and benefits for social nsurance to
angure long-term financial stability and intergenera-
tlonal equity in financing the needs of the eldarly.

in this context, a particular mention should ba
made of the need for designing social insurance
schemas to mest the contingency of ofd age such
that they are financially self-sustaining over a long
parod of fims, capsble of withslanding major
aconomic and demographic fluctuations.® Social in-
surance is a defined banafit model, leaving contribu-
tions 1o be determined as required.3® The pooling
of risks and of resources (le., redistribution) within
any given generation B implicit inoa fully-funded
model for social insurance. Tha principla can
extend fo include an element of intergeneration
redigtribution. Thiz parmits the choice of funding
methods within 8 wide range. On the one hand,
the pay-as-you-go method leaves the alderly
pensions largaly dependent on the conlrbutions of
the working-aga population. On the other hand, the
fully funded method entalks least dependence on
such contribitions. There are many variafions in
methods within this- range for financing soclal
insurance but any funding method will necessarily
lead o the accumidalion of reserves which could
be immsted to produca income o supplamant
contributlons.  This needs 10 be accompanled by an
ongoing process of evaluation o ensure sustain-
ability by balancing incomings and owlgoings. With
a rnisa In the elderly dependoncy ratio, the rates of
contributions may have to be substantially adjusted
vpwards lo. meel increased payment requirements
placed upon the fund to ensure fs stabflity Social
insurance schemes need (o be “acturially valued” at
infervals of threa to five years in order 1o introduce
adjustments to coniribution rates.®® Ancther way of
dealing with the problem is to extend the age of
reirement 1o reduce demand on the pension system
as sevaral countries In the region have dona.

3 iemational Labour Office, “The cost of socisl
security; thileanth infernalional inquiry”, 1584-1986 (Geneva,
1992), tabie 10.

3B 6. Kopits, op, cit, p. 13,

E -1 hyar, “Pension reform i developing countres”
Bocial Securty Depanmant, Inermational Labour Office,
May 1993). p. 4.

40 sn e itk pT.



Other issues

The above are only some of the issues that
must be addressed in designing schemas that are
affordable and viabie*' Decisions also revolve
around informed responses o such questions as:
Who should be covered? How will small business
employees and the self-employad majority be
traated in these schames? Should schemes for
urban employses be extended to rural areas and
the sell-employed? What should be the role and
responsibiity of the Government in financing?
Shouldd government employess maintain separate
protection? How will dependenl spousas, chitdren,
and other dependent relalives be ireated? How will
the widowed, orphaned and ather dependents bo
frealed as survivors? While these questions focus
on tha confingency needs of old age, invalidity and
survivors, differen! questions arlse in the conlext of
financing benefits for the other contingencies of
canventional social sacurity.

In employment injury, for example, in hazard-
ous seclors of industry, even large empioyars are
concarned about the extent of their possible Gability,
bul small businesses that operate with limited
capital may have an inadequate margin 1o assume
individual liability at all. Howewer, with social
insurance technigues, employers reduce the cost of
their liability and, thus, reduce their production costs
which, In lurn, enhances their competitive advan-
tage. Many countries are, therefore, shifting from
direct employer liability towards social insurance o
covar this contingancy,

Insurance coniributions for the purpose may
be a flal rate or a rate established according to the
riskiness in the Industry or accident rata of the
astablishment. With the flal rate, low risk industry
subeidizas high-risk Indusiry and, thareby, encour-
ages imvestment in high-risk industry. In addition o
good risks financing bad risks, the flal or group rale
doss not offer incentives for accident prevantion,
However, financing employment Injury banefits with
employer lability established acconding to the riski-
ness of the Industry or fo accident rates in the
establishment, infroduces incentives for amployers fo
undertake actions to prevent accidents and infuries.

The funding of health care presenis a major

problem in developing countries today. A growing
componant of national health care is a private

41 £ James, income Secunly br Old-Age: Conceplual
Background and Major fsswes, Policy Ressarch Working
Papar (WPS S77) (Washington, OC, The Word Bank,
Sepiember 1882). p. 5.
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defivery system, available te those who are abie to
pay efthar directly or through commercial health
insurance, coexisting with a public delivery system
as well, A system of social security In health
services is also evolving, allowing costs to be
shared which may free Governments from bearing
the full costs of publicly provided medical services.
Health insurance schemes or medical insurance built
into provident funds are being made available o
employees with coverage generally extended 1o
family membars. Such a restructuring of health care
could arrest the current trend In some couniries
towards private only medical care, encouraged, infer
aifa, by budgel constraints faced by Governments,
and “harness® the private and public medical seclors
together in attaining the health develspment goals of
the nafion as under “Health for All by tha Year
2000°, In many developing countries of the region,
a pluralistic system involving the public sector, the
privale sector and non-governmental organizations
together with schemes of social security is, in fact,
eviahding.

Thase health insurance schemes allow for the
diversion of part of government responsibility for the
delivery of health care 1o financing amangements
with contributions from employees, employers and
state subsidies, or with misceflanecus cost-gharing
mechanisms, Any such national heallh security
systems require, however, that those who am
dependent on social assistance have coniribufions
paid on their behall to guarantes them access fo
health care. Thus, Governments may assume nol
only administrative responsibility but also may sub-
sidiza from general revenues specific groups thal
ara unable to cover all or parl of the contributions,

Angther dimension of the provision of health
care is thal the mcrease in the elderdy population
and congsequent changes In the disease siructures
are important factors contributing 1o the increase In
medical cosls. Efforts have been made o over-
coma this problem by separaling out the health
schemes for the elderly from ihe general national
health insurance system. Japan has aiready estab-
fished a separate scheme for the elderly, and the
Republic of Korea ls considering similar action *?
Other cos! confeinmen! measures for health in-
surance schemes focus on controlling the costs of
madicines and on review of claims, The co-paymeant
system s the most widely used throughout the
world as a means of recovering costs. ™

42 onveung Park, op. ot p. 7.
43 Tap-Won Park, op. cit



Social insurance for medical care, as in the
case of any ofher insurance, can give rise o a
moml hazard by oncouraging abuse. The moral
hazard arises from the insulation of palients from
the consequences of medical costs, Frea or
subsidized care may act as a disincentive for a
heaithy e stde or for implementation of occupa-
tional safety measures by industries,  Furthermana,
gince fee-for-service payment schemes enabls costs
to be passed on, °..the provider profits from the
gaventy and duration of the iiness. Mot only is this
medically unathical, it virtually guarantess thea rapid
gscalation of health-care costs".** Introduction of
user fees, such as co-payments, deductibles and
co-insurance, may, however, serve as an incenlive
for persons to seak ellective prevention or early
delection, thus avoiding higher costs at a laler
slage of the ilinass. These problems notwithatanding
a national health insurance system can contribute to
the achisveman! of the daesirable goals of unification
of medical care services, olimination of their
inequitable anomalies. and tha extension of public
medical care service to all or most sactions of the

population,

Some suggested options

As the review above has revealed, thera is no
siandard pattern of social security coverage in fthis
vasl region and very few schemes remaln pure
models, many of them bomowing fechnigues from
each other. In mosi cases, cowerage falis shorl of
reaching significant portions of the population, The
majarity of the people, especially in rural areas, rely
in fimes of adversity mostly of entirely on ihe
traditional extended family and community support,
or on whalever broader social proteclion measures
are In lorce. Whan family networks are extenshe
and financially secure, income, savings and assels
are shared among family and communily natworks
which lakes iha character o form of  social
insurance., When familles are no longer capable
of swch sei-insurance, public schemes financed
through secure rovenuas of othor reliable sources of
financing are required.

With the declining capacities of familles a5 a
resull of changing age structures, and the weaken-
ing of taditional family relationships, Govamments
increasingly need to respond fo the aspirations
of their populations for an improved quality of life.
An expanded social security protection contributes
towards this end. [In addition o individuals, families,

M A Maraolt, op. ol
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community, voluntary and redigious organizations,
slate imvolvement will confinue to be necessary as
part of a multi-tiered approach, The fact that maost
countries of the megion devote 1 fo 3 per cent of
GOF as public spanding on social security benefiis,
compared with more than 16 per cent spent, on
average, in the indusirialized couniries, indicates the
scope as well as the desirabifty of s further
expansion. Within limits priorities can shift, for
exampla, from millary spending 10 spending on
social Hu.lrity."

In the Hght of increased aspirafions for an
improved guality of life throughout the ESCAP
region, continued exclusion from coverage of signiafi-
cant sagmants of the sconomically active population
on the grounds of administrative impraclicability
cannot be justified for much longer.*® Protection of
family workars, o whom little or no remuneration is
paid, may be difficult but thers are modals warlhy
of exploration for thelr adapiablity to counlries in
ihe region, Exclusion of casua! workers and domes-
fic sarvanits bacauze thay do not fit sasily Into the
requirements of schemes for regular collections,
algo deserves a resolution in countries where under-
empioyment iz widespraad.

Both social assislance and social insurance
techniques can be expanded and they can comple-
menl each other. The social insurance principle
based on sharing contributions may exciuda those
who are unable to pay. Paymenis on thelr behalf
can be made from public funds as social assistance
so that they are not excludad from benefils. Such
target oriented measures, as any other, akways
come up against the adminisirative difficuities of
identifying the target groups and assessing their
means. As a matter of fact, the identification of
potentlal insured paersons, thelr registration, formula-
tion of working plans, and the high polential cost
of administration for initiating coverage of wage
eamers in small establishmants, the salf-emploved,
the casually employed, the farmers, the fishermen,
the artisans and rural residents generally, are
frequently wviewad as major obstacles o any
universal extension in  developing countries of
comentional social security schemes.

However, a multi-liered approach could be
adopled as a long-lerm goal for social security
cover for the general population. Universal basic

45 ¢ cmon, Socal sacurfty and social protection:
retorm and divelopment in non-OECD countries™, Manihly
Labour Aeview (May 1994),

46\, Jankins, op, o, p. 8,



assistance from a tax-financed government pro-
gramme In tha form of family support, minkmum
pansion and Incomes, and & guarzniee of basic
needs (primary health care, pamary education,
food securily, safe drinking water), could constitule
a basic fier in a mul-tersd protection system.
A contribulory social insurance system among
employess and the self-employed, and a privele
voluntary initiative within a regulatory framework,
could form a second and a thind tier of such a mult-
tiered approach. Mot only from a humanitarian point
of view bul also as a strategy for human resources
development, social security should constifule an
integral part of national developmen! siratagies
within conslsient and cohesive policy frameworks
and operational strategies. Such pobicles could, for
example, aim at Improving the informal sector's
capacity 1o create sustainable employment consistent
with social proleciion needs such as  working
conditions, occupational safety and health.”

The administralive difficulties for social security
profection in the ESCAP region cannot ba over-
come  without taking account of naon-formal social
syslems thal evolved from centures of socio-
cultural experience. From this perspective tha role,
experiance, and needs of women should be particu-
lady locked into. Rural-urban migration, the separa-
tion of work from home, and the need lor women
and men o earmn income from economic achivity
away from home, render impractical the continued
reliance on fraditional famiy-based mechanisms for
delivery of soclal protection. Since lor cenluries
women have assumed the major responsibility
for fulfiling many confingency nesds, they should
be actively Imolved in the design of the future
programmes.

Throughout the ESCAP reglon, there is &
recognition of the need for schemes which supple-
ment and complement rather than substitule that
offered by families and commumities. Priorty contin-
gencies for social prolection in developing couniries
of the region have been identiiad by ESCAP
members in such declarations as the Decada for
the Disabled and Hoalth for All and in their ratifica-
lion ol Comventions on the Rights of tha Child and
fha Elmination of Al Forms of Discrimination
against Women. A more intensive ard elensive
axchange of axperiances among countries within the
rogion on the multiplicity of approaches adopted or
baing experimented with under varying condiions,
partially reviewed in this Sunwy could stimulate

47 Thesa proposals were put forward in 2 recand
internatonal Labowr Office paper. Ses "Soclal protection In
Asia and fha Pacific® {ILO Easl Asia Multidiscipknary
Advisory Team, B0, Bangkok, Decamber 1954).
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ideas on how to Involve individuals, familes and
community institutions along with government inter-
vention in mechanisms of financing and administrat-
ing social security. This Is paricularly neaded since
thera ara doubls as to whether, and to what extent,
the social security frameworks of the developed
countries can, and should, be replicated alsewhere.

Multi-tiered approaches, depending on specific
situations and suitability to each individual country,
thus remain viable opticns. One option is fo limit 1o
bipartite financing of comwentional schemes wilh
contributions from employers and employees that
would leave government revenues lo be used for
financing afternative forms of social protection for
those excluded, especially the very poor®® at
another alternative could uliize community organiza-
tions, trade or professional associations, and public
or private carlers to provide group insurance lo
particular groups. Assel and accidan! Insurance are
vital for the self-amployed to reduce their vulner-
ability. For farmers with insufficient savings, agricul-
tural insurance covering lvestock and crops would
limii their vulnerability™ Social insurance covering
the indigent, the Hwestock and crops of small and
marginal farmers or lools of the poor sell-employed
in the informal secfor, for example, could ba
organized through financial confributions from velun-
tary institutions, religlous bodies and other charities,
besides subsidies from the Government. Special
taxes are an allemative method for financing social
security schemas for specific groups. There are
mary examples of such financing in the region, and
a turiher exploration of their scope could ba made.

Information 5 an essentlal Input for effective
planning for social security as for anything else.
Mational compilations of information about existing
schemes ara important for the formulation of strate-
gies for  future  extension. Implementation of
schemes Is often below the Intended coverage.
Since  legistative mandales do nol ensure Come
pliance, actual coverage with the polantial should ba
ovaluated lo ascertain the shortfall of delivery. Tha
lack of rellable data aboul the majority of the
population in self-employment or casual or informal
employment 5 a major faclor contributing to their
continued excluslon, MNational sample surveys, such
gs tha housshold expendiflure and consumption
surveys, may facilitale the determination ol con-
tingancy noeds and eligibility categories, and the
cost-effective method for delivery of benefils.

4 pp Hagamann and othars, op. &it, p. 12.

4% United Nations Conference on Trade and Develop-
mend, “Agriculiural (nsurance In devaloping countres™ [SDDV
INSN ey 1) (8 June 1854),



Since the 1957 issue, the Ecomomic and Social Survey of Asis and the Pacific has, in addifion o a
review of the cumenl situation of the region, contained a study or studies of some major aspect(s) or
problem(s) of the economies.of Asia and the Pacific, as specified below:

1957;
1958
1859
1960:
1661;
1962
1963:
1964,

1865:

1966,
1967
1088:
19€9:
1870:

1971:

197

1873
18974

1975:
1876;

1977
1978:

1979
1980
1681;
1982
16883;

1084:
1985;
1886:
1887
1988:

1989:

1900;
19891:

1992:

1893

Postwar problems of economic devalopmeant

Review of postwar industrializalion

Foralgn trade of ECAFE primary exporting countries

Fublic finance in the postwar perfod

Economic growth of ECAFE countries

Asia's trade with western Europe

Imports substitution and export diversification

Economic development and the role of the agricultural seclor

Economic development and human resources

Aspacis of the finance of development

Policles and planning for export

Economic problems of export-dependent countries. Implications of econamic controls and liberalization
Strategies for agriculiural davelopment. Intra-regional trade as & growth stratagy

The role of foreign privale investment in economic development and co-operstion in the ECAFE
region. Problems and prospects of the ECAFE region in the Second Development Decade
Economic growth and social justice. Economic growth and employment. Economic growth and
income distribution

First biennial review of social and economic developments in ECAFE developing countries during
the Second United Mations Developrment Dacade

Education and employment

Midterm review and appraisal of the Intemational Development Strategy for the Second United
Nations Developmant Decada in the ESCAP region, 1974

Fural development, the small farmer and institutional reform

Bignnial review and appralsal of the International Development Strategy at the regional level for the
Second United Nations Development Decada in the ESCAP region, 1978

The intemational economic crises and developing Asia and tha Pecific

Biennial review and appraisal at the reglonal level of the Intemational Development Strategy for the
Socond United Nations Development Decade

Regional development stralegy for the 1980s

Short-lerm eccnomic policy aspects of the energy sifuafion in the ESCAP region

Recent economic developments in major subregions of the ESCAP region

Fiscal policy for development in the ESCAP region

Implementing the international Development Strategy: major issues facing the devedoping ESCAP
region

Financing developmani

Trade, trade policles and developmenl

Human resources developmaent in Asia and the Pacific: problems, policies and perspectives
Imamational trade In primary commaodities

Recent economic and social developments

Patterns of economic growth and structural transformatien in the least developed and Pacific island
counirizs of the ESCAP reglon: implications for development policy and planning for the 1980s
Infrastructure development in the developing ESCAP region: needs, issues and policy options
Challenges of macrosconomic management in the developing ESCAP region

Expansion of investment end intraregional trade as a wvehicle for enhancing regional eccnomic
cooperation and development in Asia and the Pacific

Fiscal reform; Economic transformalion and social development; Population dynamics: implications
for davelopment
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Section, New Yotk or Geneva,

COMMENT SE PROCURER LES PUBLICATIONS DES NATIONS UNIES

Les publications des Nations' Unies sont en vente dans les librairies of les agences
depositaires du monde entier. Informez-vous supres de votre libraire ou adeesse: vous
& Nations Unies, Section des ventes, New York ou Geneve.
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COMO CONSEGUIR PUBLICACIONES DE LAS NACIONES UNIDAS

Lax publi-aciones de las Waciones Unidas estin en venia cn librerias v casas distri.
buidoras en fodas paries del mondo Consolte a so librero o dirijase & Naciones
Unidas, Seccwdn de Ventas, Nueva York o Ginebea,
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