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The annual Economic and Social Survey of Asfa and the Pacific s an importandt medium for
disseminaling information on development pedormance and policies. This fifieth issue assumes particular
Fmporiance as |t coincides with the fiftieth anniversary of the founding of ESCAP

During the past half-century, the ESCAP rogion has made major stides in economic and social
progress, Per capita incomé growth has been much laster fthan elsewhere in the wordd. There has been a
femarkablo incréase in the region's share ol global flows of trade, prvale finance and irvestment. Marny
economies have undergons fundamenial translormations in the structure of output, employment and expors.
mwmmmmnmm.:um«rﬂmuhnmmma
aducation, increased lfe sxpectancy and reduced ntant mortality,

However, (hese achievemenis have remained uneven among countries and pooples. A large majodty of
the world's absolute poor five in the region. Economic and socisl progress has been both inadequate and
arralic in most of he least developed and Pacific island counlries. and the economies in transilion have
experienced a sharp reversal ol eaber achievernents.

The region faces the twenty-first century in an environment of intensified globalizaion and regional
zalion. Fapid changes in production methods, transport and communications and information technology have
scoslerated inlernationalization of markels for goods, services, fnance and production factors. These have
been reindorced by new policy stances that are increasingly focused on openness, liberalization and deregula-
tion. These changes offer great opporunities for national development, but they also pose major challasnges.
The opportuniies lie in the prospects for greater participation in inbernational trade, investmant and financial
flows. The challenges anse from the need to develop a suppertive infrastructure, particularly for fransport and
communications. There is also a need for articulation of appropriate policy responses and for developmant of
institutions 10 participate effectvely in the globalization and regionalizabon processes.

Folicy résponses 1o the emerging opporfunibes and challenges will have to vary o suit the unigue
condiions of each Individual counmry. In general. maintaining Memal and exernal stability is a basic
preraquisite, and further liboralization of trade, westment and financial policies will be needed. Upgrading
human resources through the expansion of educabion, iraining and research s important to enhance
competiivenass in the global market, The disadvantaged groups of economiss have o be mainstreamad
through acceleralad financial and technical assistance and improvement in marke! access for products of
particular interest fo them, and a fair and lll implementation of the Uruguay Round sgreements must be
ensurad lor all couniries. Regional cooperation i lrade, investiment and Iransport and communication linkages
needs to b strengthensd o exploit mare fully the complementaribes among nasghbouring counbries.

The Survey presents a delalled analytical perspective of the policy directions to be pursved atl the
various levals in the light of the emerging opportuniies and challanges for tha ESCAP region in the twenty-first
century. It will serve as valuable reference malterial lor policy dialogue.

Kafi Am.m
March 1597 Sacretary-Genoral
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INTRODUCTION

As far back as 1960, a group of experts commissioned by the then Economic Comnission for Asia and
the Far East (ECAFE), under the chairmanship of Professor Jan Tinbergen, 8 Nobel laureate in economics,
identified the most commonly accepted development objectives in the region. These were, in no order of
priority, & rapid increase in per capita income, a high level of employment, a relatively stable price level,
equiibrium in the balance of payments, a reduction of inequalities in income distribution, the avoidance of
marked disparities in the prosperity and growth of diflerent regions within a country, and a diversified economy.
These objectives romain as relevant today as they were nearly four decades ago, A new addition s
environmental sustainability.

An overwhelming majority of developing economies in the region fall iMo the low-income or lower middie-
ncome category. This highlights the confinuing need to emphasize a rapid increase in per capita income. The
relative stability of the price level, equilibrium in the balance ol payments and the diversification of ocutput have
important implications for the growth of income as well as for equity. A reduction of inequalty in terms of both
income distribution and disparities among regions within a country retains its valdity as an important objective.
There are many countries in the region where rolative income inequality has worsened. In the more populous
countries of the rogion, the problem of poverty remains serious. In fact, the Asian and Pacific region is home
1o over two thirds of the world's absolute poot. The lack of adequate opportunities for productive empioyment
s closely connected to poverty The spectro of rapid depleton of natural resources and the mounting
ncidence of pollution have led to the acceptance of environmental sustainabilily as a core developmont
objective.

The strategic approaches to the realization of those objectives, however, are greatly different now, as is
the external environment. Aided by a buoyant global economy, & senes of commodity price booms and
accelerated official development assistance, the 1960s witnessed the vigorous pursuit of a development strategy
led by the public sector. Typically, this strategy also emphasized an inward-oniented development path with
import substitubon as a key element.

The 1970s and the earty 1980s were marked by a senes ol destabilizing shocks, including a high rate of
global inflation, an upsurge in enargy prices, considerable exchange rate instability, recession and severa debt
problems in many developing countries. These faclors seriously undermined the edfice on which the earfier
development strategy had been based.

From about the mid-1980s, thore has been a major boost to the globalization and regionakzation of the
world economy. Spurred by intensified competition, rapid progress in information, transport and communications
technologies and a growing convorgence of demand pattems, the 1990s have seen a remendous upsurge in
the cross-border exchange of goods, services, private finance and investment, These changes in the extemnal
environmen! have been complemented by an unprecedented liberalization of policy regimes in developing
countnes with respect to international trade, capital, finance and technology and by a vastly increased emphasis
on the role of the private sactor in development. This approach has been inspired partly by the unsatisfactory
results of the earfier strategy To some exlent, the policy changes have been in response to the need 1o
participate in the globalization and regronalization processes, as fadure 10 do 5o would risk marginakzation.

Al current indications are that the momentum of globalization and reglonalization is Ukely 10 conlnuo into
the twenty-first century. Against this background, the present issue of the Economic and Soclal Survey of Asia
and the Pacific deals with opportunities and challenges for the Asian and Pacific region into the twenty-first
century from the perspective of closer integration with the giobakzation and regionalization processes. The
objective is 1o investigate the opportunities offered by such inlegration for promoting national development
objectives and the policy measures needed 10 deal with the attendant challenges



Chapter | gives an overview of the role ol the region In the emerging trends and prospects
globalkzation and regionakzation. Chapter |l undertakes a detailed examination of sslected aspects of
national socio-economic situaion which bear on the participation of developing countries n
globalization and regionalization processes. That is followed by analyses of the progress
the development of effective linkages intraregionally and globally in terms of foreign
finance (chapter IV) and transport and communications (chapter V). Chapter
conclusions drawing on, tul not limited 1o, the analyses in the previous chapters.



CHAPTER |

EMERGING GLOBAL TRENDS AND
THE ESCAP REGION






GLOBALIZATION

Major determining factors

lobalization has been a much dscussed
lopic in recent years. It involves groaltor inter-
action across national boundaries and affects many
aspects of We: economic, social, cultural and politi-
cal. The focus of the analysis in this chapter is on

ol goods, services, finance and factors of production,
This process is being driven by a number of mutually
reinforcing  factors which encompass market- and
technology-related factors as well as policy changes
at the national and supranational levels,

Market- and technology-related factors

Perhaps the most important market-related
factor s the intensdication of competition In the
international economy. This is encouraging firms
and nations 1o sook out the most profitable markets
for exports and the cheapest sources for imports.
The increasing emphasis on allocative efficiency and
productivity growth in developing countries and the
economies in lransition provides an impetus 1o
preater engagement in international trade and eMorts
1o attract FDI

The pressures of competition ase providing a
strong incentive for transnational corporations to
minimize costs. One way of achieving this Is to
undertake locational specialization along the value-
added chain. Transnational corporations are demon-
strating increasing willingness 1o locate parts of
vanous functional activibes (lor example, research
and development, finance and accounting as woll as
production) wherevor they can be performed most
officiantly. This allows participation of a greater
number of countrios in differont parts of the value-
added process, The relocation of manufacturing
industries = a distinct element in this process. A
grawing range of manufacturing actvibes, associated
not only with labour-intensive products but also with
many components of low-wage routine tasks in hi-
tech industries, have been shifted to offshore

locations. This has led 10 enhanced flow of goods in
international trade. Growing imports of components
produced or assembled abroad into the home
country of fransnational corporations, or 1o affiliates
at othor locations, constitute as much as 40 per cent
of world trade in industrial goods.

The management of global networks requires
service facilites, including transport and communi-
cations, and a vanety of professional business and
financial services. Transnational corporations have
come o play a significant role in the production and
sale of those services as well. They have become
important in the international delivery of a wide
range of services through wholly owned foreign
investment, joint ventures and various forms of
contractual arrangements. These deliveries consist,
inter aka, ol prolessionnl services such as account
computer services. Some developing countries are
also participating in the growing irade in some of the
professional services, nolably computer software and
financial services, along with the traditional services
related to transport and travel.

A series ol developments in the financial
markels since the 1970s Involving Innovations in
institutions and instruments, the creation of offshore
banking centres, and the establishment of regional
markets have served to internationalize the financial
industry. These have contributed to a vast Increase
In the volume of international flows of finance and
related services,

The trend towards urbanization, which usually
accompanies a production mix with higher shares of
manufacturing and services, Is a major force in the
globalization process. Urban e overywhere tends o
develop simdar tastes, proferonces and demand
patterns thal easily take on a global character,
backed up by casy access 1o information In urban
locations on standards and styles. The increasing
convergence of consumer lasles across national
boundaries s helping to boost the globalization of the
markat for goods ranging from apparel to slectronics,
The process has been aided again by the growing
involvement of large transnational corporations in the
retailing of consumer services. The possibdities of

5



economies of scale in the delivery of such services,
and the increasingly open and expanding markets for
them have induced largo corporations to produce the
consumer services thal used to be produced only by
small, single-site, local firms. This is evident in a
wide vanety of services, such as hotels, restaurants,
movie theatres, car rentals, photo-processing and
development, real estate, movement and storage,
various repalr services and retadl outlets for a broad
range of consumer goods.

Movement of capdal, goods and services has
beon paralleled by the movement of labour. Millons
of people have migrated from their countries of
onigin in the postwar oa. One estimate put
approximately 125 million people lving outside their
country of birth at the beginning of 1995, which may
have included 25 million contract workers outside
their homelands and over one million short-term
skillod and professional workers. '

People have migrated for a variety of reasons.
Many of them, however, have been motivated by
economic considerations. The recent upsurge in FOI,
in part associated with the relocation of production to
low-wage developing countries, has not succeeded in
bridging wage differentials across countries, Lack of
adequate employment opportunities at home and
expected high potential earnings abroad continued fo
induce people from developing countries to migrate 1o
more economically advanced countries,

The market-related factors propelling the
globalization process have been aided by techno-
logical advances. Technology permils greater “com-
ponentization” of production and creates the scopo
for producing different components in different coun-
tries. Al the same time, advances in informatics and
telecommunications have conributed 10 the conver-
gence of demand patterns and have increased the
capacity to process and communicate the indor-
mation required lor cross-border transactions, while
reducing the cost. For example, the price of a
computer with a processing power of 4.5 million
instructions per second feldl from $4.5 milkon in 1980
toS!O0.000htOOO(Wpﬁou)mdbquodod
to coma down to $10,000 by the year 2000.

! UNCTAD, Fomign Direct lnvestment, Trade, Ald
“MWM&!MS‘“&
ESBIAB) p 5.

2 UNCTAD, Workd investment Feport 1995 (United
Nations publication, Sales No. ED5.1LA9).
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Electronic commerce is increasingly facifitating
trade through the systernatic rationalization of pro-
cedures and documentation for international trade,
The delivery of a wide range of services, including
financial services, across national borders would be
severely constrained in the absence ol improvements
in information and communications technologies that
have been taking place over the past few yoars
Transnational corporations depend heavily on
information technology to coordinate their activities
throughout the value chain located in different parts
of the world, Similarly, developments in transport
technologies have lacilitated the globalization pro-
cess through faster and cheaper movement of goods
and people,

Policies at the national and
international levels

The market- and technology-related forces
leading the globalization process have been re-
inforced by the policy stance adopted at the national
and international levels. Al the international level,
there s an increasing emphasis on securing multl-
lateral agreemants on the rules affecting international
transactions and increasing the transparency of
those rules. Al the national level, restrictions and
controls on domestic and international transactions
of goods as well as a wide variety ol services have
been and are being progressively removed or eased.
Investment rules have been Mberalized to encourage
foceign investment in the domestic economy. Finan-
clal transactions have been ecased by removal or
relaxation of controls on capital movements as well
as ontry and operation of banking and other
financial institutions.

The liboralization process, which started early
in the developed countries, s now being repeated
worldwide. The lormer socialist countries, olten
designated as economies in transition, have come to
accept the principle of openness towards the outside
world  They have already introduced significant
liberalization and deregulation measures,

Most ol the developing countries and the
oconomies in transition are seeking to open their
economies 1o international trade on tho basis of
freedom of access 10 markets according 10 thedr
comparative advantage. This has often entaded
trade liberalization measures, including reductions in
tariff rates and relaxation of guantitative controls or
other non-tard! barriers to trade.



Since the lale 1870s and the eary 1080s,
meaat of the developsd couniries have removed exist-
instifutions, particularly those relaling to controls on
the movement of lunds, nderest rales and the
soparation ol areas of business of commercial banks
from those of securities firms, To varying degrees,
similar measures are also boing adopted by deve-
loping countries. Thore has been a discemible
move in many developing countries towards denogu-
istion of interes! rales, relaxation of directed credit
mequiraments and easing of eniry and operating
conditions fof foroign banks. The deregulation has
facilitaled the mlemationalization of the financial
markel with the parficipation of nvesiors and
bomowers from all over the wordd  Tremendoos
growth in the activilies of the financial markels has
resulted since then; however, rndiional bank lending
declined in tevour ol varous forms of securibized
financing.

The globalization of financial markets has also
boon abded by developments in loneign exchango
rogimes. There has been wider adoption of fexible
exchange rates. Many developing cowuniries have
nol only romoved restictions on foroign axchango
transactions undor the curent accoun! bul have
also  substanbially meduced confrols on  capital
BCCOLTES,

There has bean & marked policy  shifi,
particularly in developing couniries, lowards FDI.
The policy obisctive appears to bo increasingly ono
ol promotion of rather than mesitcton on, such
investment. The measures used typically include
oponing up soctors previously reserved fos domsastic
investors (public or privale), relaxing performance
mguirgmants and providing Bscal and fnancial
moanivas,

Al the international level, the Uruguay Round
5 wviewed as fthe most comprehensive set of
sgresments on multlateral rules ever devised 1o
govern most amas of cross-border Imnsachons.
Altogether, 21 multilateral agreements and under-
standings were reachad. in addition 10 the umbrela
agreement 1o 8ol up WTO. The phase of heir
implamentation began with the establishment of WTD
as of 1 January 1995 WTO is nol only fo overses
the implementation of the agresments thal have been
machad bul alss to conlinue as a forum for further
negotiations of multilateral agreements on trade and

ahead on lsswes slill unresolved, the Uruguay Round
and WTO provide the irmmework for 8 further push
towards globalization by freeing fthe markets for
goods, services, linance and lechnology [bax 1.1}

major policy initiatve, increased and harmonized
rigk-weighted capéal rafios for banks in 10 major
industrialized counires.  Following the Mexican
crigis, offorts amo under way inoa joinl  forum,
comprising banking, securty and Insurance super-
visors from these counlries, to examing ways of
impreving the supervigion of infernational financial
conglomanales. Mearmwhile, IMF has nstiluled new
armangamans (o bomow, which will doubla the credil
lines awvadabls to the Fund for uss in the event of a

BYSISMIC CrSiE
REGIOMALIZATION

The process of globalization has been paral
ieled by a irend towards regionalization ol econo-
miga throughoul the world, In the present contesl.
regionalization = wiewed as a process whenaby
groups of countries agree o cooparalo On GCONDMIC
relations among them within an agreed Iramework of
policies and insifuliong. Since the inifiation of the
first regional cooparabion amangement among fhe
Wastern European countnes in the ke 19505 with
the signing of the Treaty of Rome, regional coopera-
Hon arangements have prolfemied over most of
the world, usually involving developed countrios or
deveioping counirias  exclusively, bl somofimos
mined.  Almost every OECD country s now a
member ol some sof ol regional cooperation
wmrrangement,  Similady, neary all the countries
Latin America and the Caribbean are invohed In one
type of regional cooperation amangemeni or ancbhor,

T



Box L.1. Highlights of decisions taken at the World Trade

Organization Ministerial Conference

<

is

& M“ mmm P §ijgeicia ¢ mmam mm»mm
mmmmwmemmww wmwmn mmmm Mmmm m HE m
HRL m“,m HL WMN m : m mum m
m,mmmmmmwmm_ 1 _mmmmm MM Atk HE
U R Wm gl
mwwmwmwmm memMmm“M m w“mummmmnn
L ) i
me it s i
mmwmm {mmmw wwmmmmwmm
e TR
w“ mmmwwmmwM mw W.WMM Amwmmemm“mm




relevant issues within relatively homogeneous and
smaller groups than In multdateral negotiations
involving many countries worddwide. Furthermare,

negotiations within a bloc can facitate agreemonts
in multilateral forums, as was found 10 have been
happening during the course of the Uruguay Round
negotiations. Agreements within groups can lead to
taster and deeper reductions n barriers o trade and
other cross-border economic activites than would be
possible in multiateral negotiations, Reglonal co-
oporation groups can thus provide the so-called
“cutting edge” in the movement towards froer multl-
lateral trade and economic relations rather than
being 8 hindrance. However, there is the risk that
such arangements may doegenerate Into inward-
looking blocs to the detriment of the growth of non-
discriminatory multilateral economic relations.

3Falwwdmum
ion mrangemnants throughou! the world, see Peecy
or Pitla¥s?, RIS Occasional Paper No. 47 (New Deih,
Research and information System for the
Other Developing Countries, 1985)
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THE OUTCOMES

bilion in 1971 to $6.7 trilion in 1994, or by a factor
of 162 Comparison with 1971 may, howeover,
reflect the monetary and exchange rate uphoavals
that have taken place since then and exaggerate the
real growth in the volume of international trade since
that year, Between 1980 and 1994, the value of
trade in goods and services rose by a factor of 26
The satvices component of trade rose by a factor of
3.7 between 1980 and 1993

The valve ol world merchandise lrade consti-
tuted 16.5 per cent of world GOP in 1984, rising from
about 10 per cent in 1970. The value of trade In
goods and services combined, however, rose 10 27
per cent ol world GOP in 1993 compared with 11.4
pet cent in 1971, The underlying rates of growth in

Developing countries as a group have en-
hanced their share of international trade n goods
and sarvices. The share ol their exports in workd
frade in goods and services rose to 23 per cent In
1994 from 15 per cent in 1871, The developing
countnes’ share in merchandise exporis, however,



was 27 per cent in 1994, having risen from about 17
per cent in 1971, and thoir share in exports of
services stood at 15 per cent compared with 10 per
cent in 1971, The better perdormance of developing
countries in merchandise trade is also reflected in
the dramatic rise in their share of the world exports
ol manufactured goods from 6 per cent in 1970 to
almost 25 per cent in 1894, That left close to 75
per cent of such trade to the industrialized countries.
The industrialized countries’ share in total services
trade was 82 per ceml in 1994 compared with 90
per cent in 1971, In merchandise trade, their share
came down from 83 per cent in 1971 1o about 72
per cent in 1994,

It is notoworthy that developing countries n
the ESCAP region have vigorously participated in
this process, outperorming other developing coun-
tnes. This is clearly brought out by the fact that
daveloping countries’ share of world exports of
goods and services increased by a factor of 1.5
between 1971 and 1994, whereas the share of
developing countries in the ESCAP region more than
doubled. In the case of services, their performance
was evon botter, as their share tripled over the same
period. Practically all of the increase in the develop-
ing countnes’ share of manufactured exports is
accounted for by developing countries in the ESCAP
region.

The picture is broadly similar with respect to
imports. Developing countries in the rogion have
outperformed other developing countries and In-
creased their share of imports. Between 1971 and
1964, developing countries as a group increased
their share of world imports from 10 to 27 per cent;
dovoloping countries in the ESCAP region tripled
their share from 6 to 18 per cent. It is also
noteworthy that the import growth of developing
countries in the ESCAP reglon was faster than thoir
export growth, loadng 10 & greater current account
deficit, which was financed by inflows from external
sources (see chapter V),

Financial and investment flows

In recent years, developing countnes, particu-
larly those in Asia and the Pacific, have become
progressively more integrated with international finan-
cial and capital markets. Over a 10-year period
from the méd-1980s to the mid-1990s. world stock
market capitakzation rose from $4.7 trillion to $15.2

10

trilion or by a factor of 32. During the same
period, capitalization in emerging markets, which
included a number of doveloping Asian markets,
rose from less than 4 to 13 per cent of total world
capitalization. The value of shares traded in emerg-
ing markets increased from less than 3 per cent of
the $1.6 trillion world total in 1985 to 17 per cent of
the $9.6 trilion value of shares traded on all of the
world's exchanges in 1984, International Investors
have increasingly participated in this rapid develop-
ment of emerging stock markets. Portiolio flows of
equity investment to emerging markets rose to $39
bilion in 1995 from a mere $100 million in 19854
The share of developing countnes In international
equily issues rose from 14 per cent in 1990 to 35
por cont in 1995, largoly owing 1o an increase in
issues originating in South and South-East Asia.®

The 1985 FDI outflows amounted to 1.2 por
cont of world GDP and 76 per cent of world
marchandise trade. However, FDI flows as a propor-
thon of world GDP and global gross fixed capital
formation doubled between 1980 and 1984, The
value of FDI stock, at $2.7 trillion, was about 10
per cent of world GODP. Notwithstanding its small
relative size, FDI has a significant impact on world
production and trade. The value addsed of all
affikates (numbering 270,000} of 39,000 transnational
corporabons accounted for & per cent of world GDP
in 1891, having risen from 2 per cent in 18982. The
intra-trade among the companies and their affiliates
accounted for 40 per cent of world trade in industrial
goods.

In the area of FDI, developing countnes in the
region have also become active participants. In
terms of inflows, they increased their share of world
inflows from an average of under 9 per cent during
the period 1984-1989 to 21 per cent in 1895, with
the share of total inflow to developing countnes
rising from 45 1o 66 per cent over the sameo time

4 A Demirgig-Kunt and Foss  Levine, °sw
markets, corporate finance, and economic  growth:
WYMMMWMWIO
No. 2, May 1996, p. 223

5 UNCTAD, Tmade and Development Report 1996
{United Nations publication, Sales No. E.96.11.0.6).

& UNCTAD, World Investment Report 1996, Invest-
ment, Tmde and International Folicy Amangements
Overvew (UNCTADIDTCIA2 (Overviow)) (New York and
Geneva, 19656).



pariod. In lorms ol outllows, their shares ross lrom
4 to 13 per cent of the workd fotal and from 68 1o 88
per cant of the developing country lotal. Developing
countries in the region have thus increased thedir
importance as both recipents and sources o FDI.

Owvermll, net odermnal esourcs nllows o deve-
loping countries from privale sownces increased from
£25 billion in 1987 to $167 billion in 1985  Tha
developing Asian couniries increased fheir sham of
these flows from 19 per cend in 1987 o 52 par cent
in 19057

* & &

The actve paricipaton of developing counirins
in the region in the global flows has been accom-
panied by substantial ncreases 0
fiows. The shame of intranegional trade llows in
terms of morchandice eeports increased from abou
one fourth in 1980 10 neary two filthe by 19059
Simelarly, nraegional sources from among deve-
tamt in FDI. For the economies of China, Hong
Hong, Indonesia, Malaysia, (he Philippines, the
Republic of Korea, Singapora, Tabwan Province of
China and Thadand, the shar of the imward siock
from among themselves increased from 25 per cant
in 1980 ia 37 per cenl in 1993°

any predicion of the lulure Neverheloss, there ane
several laciors which sugges! thal the frend fowards
imensified participation by developing couniries n
the ESCAP region in the globaligaton &nd
regionalizaion processes is likely o confinue ndo
the twenty-first century.

First, despite a notable increase in infraregional
Irade among developing countries in the regson, the
share of thelr merchandise exports absorbed by
OECD countries remains high (53 per cent in 1984,

T Weeld Bark, Word Debl Thbles, arous Gsues
[Whashingion DC)

B Based on UNCTAD, Handbook of Indermational Trade
ang Davaloprment Stafimics, wafiolus Ssues

B UNCTAD, Wond invesimeni Feport 1095 (Urited
Mations publication, Sakes Mo E.85.11.A.9),
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by 7.3 par conl annualy over the period 1996-2005

Fourth, the following factors should condinua lo
promole the flow of FOE the rsing por capda
income i developing countries in the region al mabes
higher than in ihe rest of ithe deweloping world;
increasing compalifion in the ndusirial as well as
the developing countries and the resullant pressures
an ftheir tansnabonal firms o locate abroad N
search ol mduced production costs. and the strong
likaSihond of turthor libpmakizabion of rade and inves!-
mient policies in developing counines in the mageon,

"0 word Bark, Global Economic Prospects and Me
Devicping Countries (Washingion DC, 1096),

" IMF, Word Economic Oufiook (Washington DC.
Ccobeor 1584,
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') Warks Economic and Socia) Surnvey (United Nations publication, vanous issues)
@) akira Orishi, Soka University, “Longterm projections of the word economy, 19962015 baseline and polcy

simulations on sustainable development”.

P Word Bank, Global Economic Prospects and the Developing Countries 1996 (Washington DC. 1996)
“) United Nations, University of Pannsylvania and University of Toronto, Project LINK Word Outiook, Summary, 30

Saptember 1996,

Mr Onishi's figures ate for Westorn Ewope.

ESCAP ostimato based on LINK Projections,

Similarty, the prospects for regional cooperation
in trade and investment are likely 1o gather stronger
momentum, In part, this would be due 1o rising
income and per capita consumption, overall export
growth, moderate inflation and modest current
asccount deficits projected for South, East and South-
East Asian countries (tablo 1.2). To some exent, it
can be anticipated that there will be a further inten-
sification of regional cooperation within the various
institutional  arrangements currently in  existence.
Moves in this direction are already visible.

Since its establishment in 1067, ASEAN has
been continually evolving and has adopted a plan to
astablish the ASEAN Free Trade Area (AFTA) by the
year 2003, There is also the expectation of

12

High-income economies as dlassified by the Workd Bank,

Low- and midda-income economies as classified by the World Bank

expansion of its membership from the current 7 to
10 countries. SAARC, which started with a secior-
by-sector technical cooperation approach, has
embraced cooperation in the fiekd of trade under its
South Asian Proferential Trading Amangement
(SAPTA) scheme. The negotiations under this
arrangement are in progress, and it was recently
agroed that the number of products to be covered
would be substantially increased (see chapter Il for
details). Following the expansion of s membership
from 3 t0 10 in 1992, ECO adopted an economic
cooperation strategy n 1993, focusing on coopera-
tion in trade, transport and communications, and
energy. There are detalled plans for implementation
over a 10-year period. The plans aim at, infer ala,
the progressive removal of trade barrlers among



Table 1.2. South, South-East and East Asia:
forecast average annual growth rates

(Percentage)
1906-2005
1
$86- 1995 8 )
South Asla
GoP 51 54
Consumption per capita 24 31
GDP por capita 29 ar
Export volume™ 82 73
Modian nflation® 9.1 84
Current account/GDP -2.1 -23
East and South-East Asia
GoP as 79
Consumption par capita 56 6e
GDP per capita 68 69
Export volume® 134 10.1
Median inflaton® 68 58
Cutrent account/GOP 0.7 -15

ECO member countries, the facilitation of trans-
portation and transt of gQoods and passengers
among them through short-, medium- and long-term
nna‘t:osmmmmnolmwm
plan.

APEC, 14 of whose 18 members belong to the
ESCAP reglon, has set the goal of major liberali-
zation of trade, a goal to be reached by is

'2 For detsds, see ECO, “Economic cooperation
MMNEOOWMOIW“W
Documents, ECOES dated 9 May 1996 (Ministry of

APEC has kept As membership open to other
countries although a moratorium on membership s
currantly in force,

Economic cooperation efforts are being inten-
sified among the component states of the former

ro-oxport and modalities of trade with third countries
have been adopted by the countries concerned, and
a common system ol preferences for developing
counties has been imtroduced.  Alongside the
customs union, these countries are working out a
payment and setliement facility within the framework
of an agreement on establishing a payments union.

In addition to formal groups, a unique emerg-
ing feature of regional cooperation in the Asian and
Pacific region, particularly in East and South-East
Asia, is the establishment of growth zones involving
parts of several neighbounng countries. These have
vanous configurations and are called growth trian-
gles, quadrangles or the fike. A lew such zones are
alady lunctioning successfully, and several more
are al various stages of implementation. The possi-
bility of sefting up such growth zones is also being
investigated in other subregions.

The ESCAP region now extends to 37 per
cont of the world's land area and is home to 62 per
cent of s population. It offers in dsolf a vast



THE CHALLENGES

The analysis in the preceding sections has
clearly pointed to the growing participation of
developing countrigs generally, and those in the
ESCAP region in particular, in globalization and
regionalization. For the region as a whole, pro-
spects in the twenty-first century appear promising,
However, such participation is not necessarily
smooth; nor does i guaraniee equitable gains for all
countries and peoples. Many challenges have 1o be
mel along the way, some of these are briefly
analysed below.

Persistent disparities

One major challenge concemns the persistence
ol disparities between and within countries. While
globalization and regionalization are opening up new
opportunities for trade, investment and growth, the
bonofits seem (o be bypassing a large number of
people in both developed and developing countries.
It should be noted that the outcomes noted below in
suppor! of this proposition are nol necessarily the
consequences of globalization and regionalization.
They do, however, illustrate that the globalization and
regionalization processes can coexis! with increasing
disparities, and hence specific remedial policios may
be required.

Twenty-four high-income countries with 4.5 per
cent of the world population accounted for close to
80 por cent of the giobal GDP in 1995, giving them
a per capita income of about §23,000, In contrast,
5 per cent of the global GOP was generated by 45
low-income countries with about 55 per cent of the
world population and a per capita income of about
$324."7 The gap In per capita income between the
industrial and the developing countries Iripled
between 1960 and 1993,

Personal income distribution workdwide and
within countries has become more skewed. Be-
twoen 1960 and 1991, the share of the richest 20

13 aundly Simai. “Globalization, multilateral coopera-
pon and the development process: the UN agends and
end-of-century realiies”, Hungarian Academy of Sclences,
Working Paper No. 63 (Budapest. Institute for World
Economics, Aprl 1996), p. 15,
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per cent of the world's population rose from 70 per
cent of global income 1o 85 per cent, while that of
the poorest 20 per cent declined from 2.3 1o 1.4 per
cent. The ratio of the shares of the richest and the
poorest increased from 30:1 to 611, Al but the
richest quintile of the population saw their income
share fall so that by 1981 more than 85 per cont of
the world's population received only 15 per cent of
its income. The disparities between the world's rich
and the poor are fturther dramatized when o s
discovered thal the world's 358 richest people have
a combined net worth equivalent to the total income
ol the pootest 45 per cont of the world’s population,
or 2.3 billion people. '

Within the ESCAP region, large disparities
pesrsist between and within countries. According to
classifications made by the World Bank, out of 50 of
the members and associaste members of ESCAP, 17
fell into the low-income category (7 in South Asia, 6
in South-East Asia and 4 in Central Asia), 21 fell
info the lower middle-income category (most of them
Pacific islands and 3 in South-East Asia), 4 in the
upper middie-income category (Guam, Malaysia,
New Caledonia and the Republic of Korea), and 8 in
the high-income category (Australia, Brunei, French
Polynesia, Japan, Hong Kong, Macau, New Zealand
and Singapore).'S The range of disparities in terms
of per capita income remains wide (see chapter I).

Some 70 per cent of the world's poor people
live In the ESCAP region. Although most couniries
in the rogion have been able to reduce the
incidence of poverty in terms of the head-count ratio,
the rate of reduction appears to have slowed down
since the mid-19680s In many countries. In several
countries, this has lod oither to an Incroase or to
virtually no change in the absolute number of poor
people.

There are also wide varigtions among
countries in levels and speed of integration with the
world economy. The World Bank has recently
calculated indices of the level and speed of
integration of different countries. These indices are
based on changes in the ratios of foreign trade to

4 UNDP, Human Developrmont Roport 1996 (New
York, Oxfoed University Press, 1998), p. 13

'S \World Bark, Giobal Economic Prospects and the
Developing Countries (Washington DC, 1908).



GOP lomegn direct investmant 1o GDP. share of
manutactured products in exporis and the mnshiu-
tional imvestors’ credif ratings. According to these
calculations, the speed of integration of developing
countries. in the nfegion ranged from D42 lor
Myanmar o +3.52 lor Sngapore

Risks in liberalization
and openness

The developing countries n the region have
genorally made voluntary moves fowards policy
fberalization in wide areas of trade, wnvestment, -
nance and the services, with the expectation thal
such liberalization would have a favourable long-berm
impact on iheir economies. This aftests 1o their
willing parbcipation . the globalizabion process.
However, 10 some exten), the pace and paliem of
the reforms and adjusiments are subjocted o the
imperatiees of the edemal circumsiances. i1 has not
bean easy lor the couniries 10 adust 1o the changes
in the external ervironment, such as wide fuctua-
fions in the exchange rates of major cumencies, the
oil shocks or precipious declines in non-oll commo-
dity prices in the past. The condifionalitios that
donors and Bnancing agencies msist on hawe bean
anather external imperative. In the cumeni phase,
the demand for changes seems o be much mone
exlonsive than al any time belore, ongenating from
frade partners through bidateral pressures, from
multilateral organizations through condibicnalities for
masislance or fom the need 1o comply wilh
multilateral agreements.

The developing countries’' frade regimes, for
exgmple, would heve o become significanily mane
open than in the past within & relalively shorl penod
ol ieme under the commiiments for reduction of tade
barmers in the Uruguary Found. Competition both in
the oxpor and the domestic markets will be much
mone intense, Policy instrumeonts thal were used
earfiar o pursus expori-led strategies may no longer
be feasile,

The agreamanis reached under the Uruguay
Round on TAIMe and TRIPs would impose add-
tional obligalions on the developing couniries, The
TRIM: agreement, for instance, efecively prevents
the application of trade-relsted performance regquins-
manks, such as local content and Irada balancing, to
forsign-owned enlerprises. Such policies played &

chenges in domestc legislation m wide range of
afpas cowvening, infer ala, patenis, frade marks,
copyright, indusirial design and profection ol trade
secreis.  Many low-income countries with [imited
il costly to maks the necossary changes.

Alihough ihe agreemenis reached undor GATS
are Bmited in scope, they will increaso the pressure
on developing countries in WTO and other lorums 1o
open their markels further in many service areas.
As indicated above, the share of developing coun-
tries in the ESCAP region in world trade in services
= curmendly small Some of the countries ame fast
doveloping capacities in certain services, such as
computer softwaras. They have o ensure that their
masconl domestc Eacilifies am ol cverwhelmad by
compeliion from the powsrul irensnational corpora-
fions have besn snienng domestic serice ndusines
in wids-ranging anens, edher through fully owned
subsidianos in developing couniries or through local
parnarships and cthor contractual arrangemants.

Despita some provisions m the  LUnuguay
Aound aimed al restaming the wse o non-fand
bamien, many developing countrses ang concarned
that such barriers may conbnus 1o be applied for
protectionist purpeses, limiing markel access to thair
exporis.  These bamiers could anse from, infer alia,
anti-dumping actions, domesbc subsidies, safeguand
maasures, lechnical standards and labour wallam
Crienkl.

FDi is baing wolcomed a8 a mory prelarnrsd
form of lomsign capital since & doos nol give rse o
immadiate debl obligations and uswally brings highar
managemand skills and lechnology, which may
eveniually spread throughou! the domestc sconomy
Nevertheless, it ghves rise to large payment obliga-
tipns i the fulure and burdens fhe balance of
paymenis in subsequent Bme periods. Some of the
earliar recipsenis of lange inflows of FDI are already
expariencing sizsable oulgoings owing o exsiing
foredgn nvestment slocks In heir aconomies.
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ﬂunﬂumdﬂum.ﬂpﬁh the need for
diversifcation of exports,

Another olement of risk hae now  been

sensfive o changes in international inderes! rates,
the perception ol credd risks by foreign financial
instiutions and other creditors, and the speculative
moves (hat marke! players can tigger. The dovelop-
ing couniries in the ESCAP reglon have nol so iar
sullerad a major crsizs on this accown, though
several countnes which have further lbsralized the
fmancial sector have felt the undordying pressures in
recen yoars

There are some distibutional and  weltane
concerns closely connecled lo liberalization, deregu-
lation and openness. For example, as the role of
ranshational corparalions NCreases N oan economy,
questions arise aboul fthe disiribution o gams
between the host counlry and fhe fransnafional
corporations B85 well as among population groups
within the host couniry. The libedwmlization of prices
may increase fthe cosl ol basic necessitios for poor
households without bringing & compensalory in-
crease in mcome.  mpord liberalization and idustral
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resiruciuring may cause job losses for workers,
some of whom may nol easily find alemative
employmant. Similarky, thare are concems aboud the
implications of a more libaralized and globalized
sconomy for environmental sustanability. For exam.
pie, stronger export onentabion may cause fastar
depietion of natural resources or greater discharge
of indusirial effiuenis Nl the e systoms unless
adequate counlervading measures ase adoplod.

Infrastructure

The successful integration of the economies in
the region will be partly condiboned by progress in
the development ol a supporive infrestruchune o
various sofls, such as power, lransport and com-
munications. Infrastructural inadequacies imposa a
maps consirasnd on both irade and lnancial o
immstment flows. The speed with which ebective
transport and commumications Enkages can be dove-
loped s pariicularly impartant in this contexd.  For
axample, the lower degree of inlegration ol vast
innes leriiores on the Asian conlinen! can be partly
explained by the tack of access to sea iransportation
and port faciilies, which the dynamic East and
South-East Asian counfries possess. There would
hove 10 be considerable improvements in surace
transporiation systems for termtodes in The nner
areas 1o be able 1o connect effectively with oulside
SConomiss.

it is thus wvital 10 dewelop the Asian land
framspont Infrastrecture system, centred around two
projects long sponsored by ESCAP:  the Asian
Highway and the Tans-Asian Railway, Such
sysiems also carry the potential for sstablishing a
mare effective economic linkage botwoen Asia and
Europe, permitiing a further spread of development
impuises from developed Europe into Asia through
its western and north-westesn borders.  Europa's
conneclion 1o Asia has been through the long,
winding sea roufes fof the pasi several cenluries
since the hestonc sk route extending from China to
Europe ledl inlo dsuse. By rebuilding a modom
sufiace transport systern, the megion can develop

fruly global links through two geographically open
ands of its borders.

The Asian Highway and the Trans-Asian
Rallway are bul two examples. The importance of
deveioping other routes and modes of fransport



cannot be overemphasized.  The development of
communications is a prerequisite for integration with
the regional and international economies. The issues
connected with transport and communications are
dealt with in greater detall In a subsequent chapter.

Mainstreaming the lagging
economies

The unevenness in the process of integration
among countries has alkeady been referred to
There are a number of disadvantaged economies in
the region. These include the least developed coun-
tries, the Pacific island countries and the economies
in transition. Despite thewr eMorts to deregulate and
liberalize their policy regimes with the aim of greater
particpation in the international division of labour,
their capacity 10 do so is Inherently Emited. The
small size of these economies, the poor state of
development of their transport and communication
infrastructures, the meagre endowment of both
natural and human resources and, for many, land-
locked or sea-locked geographical locations far away
from the major metropolitan centres of nternational
trade and finance pose formidable constraints on
their speedy integration with the globalization and
regionakzation processes. These disadvantaged
oconomees will therofore require continued support
from the intornational community in order 1o create
the basic condttions favourable to their regional and
international integration.

In this context, i is a matter ol deep concem
thal there has been a marked decline in ODA, on
Their capacity to attract private flows is severely
fimited by the characteristic features mentioned

above. The dramatic increase in the importance of
private capital flows, which as a proportion of aggre-
gate resource flows 1o Asia increased their share
from 28 per cent in 1987 to 86 per cent in 1995,
constraing the access ol the disadvantaged econo-
mees 10 external resources,
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region from official sources declined from $17.2
bilkon in 1991 1o $14 bilion In 1994, but rose 10
$16.7 billion in 1995, The least developed countnes
in the region experienced an annual decline of 6.5
por cent in ODA flows ot constant prices and
oxchange rates over the period 1990-1993.

* k 3k

Grealor openness in the economies of the
region in the face of the cumen trends towards
globakzation and regionalization offers promising
opportunities for infusing greater dynamism into their
domestic economies. However, this entalls risks
which couniries mus! be aware of and must develop
the capacity to manage. These capacities differ
widely across the large number ol countries and
ternfories i this vast region. Further attention is
paid to these differonces in the following chapters.
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Socio-EcONOMIC TRENDS
AND PROSPECTS IN THE
ESCAP REGION






AN OVERVIEW OF THE
CURRENT SITUATION

he ESCAP region now covers an overwheiming

mass of the continent of Asia. The region also
extends over a vast span of the Pacific Ocean. The
continual expansion of the Commission's member-
ship has not only extended the region's geographical
span but also added to Ms diversity, Such diversk
tes in terms of territoral and population sizes,

variables which determine a country's willingness
and ability to achieve integration

Nevertheless, # can be hypothesized that the
indicators fisted in table 1.1 would have a significant
influence. For example, the level ol per capita
income logether with its population size is a major
incication of a country's market size, which, in tumn,
s an important determinant of a country’s ability 1o
attract FDI. A similar comment also applies to the
growth rale of GDP as foreign investors generally
iake into account both the size of the market and its
growth potential in decisions conceming nvestment
locations, These considerations are particularly
important for domestic market-oriented FDI.  The
elements of macroeconomic balance and stability,
such as inflation, fiscal deficits and currant account
deficits (which reflect the gap between domestic
savings and investment) are widely acknowledged to
affect forpign trade and external financial inflows

mmbhmmnhmmmamw:
ability 1o infegrate with the global and the regional
economies.

As Is evident from the data in table 111, there
are striking differences among countries in  the
regon. In terms of annual per capita income, the
most basic and widely used Indicator of living
standards, the difference between Japan's $40,740
and Bhutan's $170 is stark. Comparing Japan, or
for that matter Australia and New Zealand, which are
classified as the region's three developed countries,
with Bhutan may be considered farfetched. Among
the developing economies themselves, Singapore
and Hong Kong, where per capita incomes exceed
those of Austrakia and New Zealand, stand at one
end, whereas Bhutan and the other least developed
countries with per cap#ta incomes below $300 stand
al the other. There aro also wide diterences among
economées which stand between these extremes.

Plrcaphimbvdnonmnglmdu
an inadequate indicator of development. Howover,
fmnnndnhhuhblllomoouldoalym
Mmdmmmmoumdm

incomes, This comespondence is aiso visible i the
countries’ ranks in terms of per capita income leveis
are compared with their ranks in terms of human
davelopment index (HDI) values. HDI is a composite
index that UNDP has been caiculating over the past
several years.
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The exceptions are the former socialist groups
of countries, where high levels of social spending in
the past achieved high levels of health and educa-
tional standards that would normally be assoclated
with high levels of per capita income. These spend-
ing levels, however, became difficult to sustain owing
1o falering growth, falling per capita income and
budgetary problems.

A vast number, estimated at 731 million as of
1990,' of Asia's population remains absolutely poor.
Poverty, in terms of both absolute numbers and
proportion of the population, remains concentrated
either in the more populous countries of the region
or n countnes which have not been able 1o achieve
high rates of economic growth in the past. Special
offorts and sizeable resource commitments continue
o be needed in these countries to directly address
the issue of poverty alleviational (box I1.1). Between
1970 and 1980, the incidence of poverty, both in
absolute numbers and the proportion of population,
has declined throughout the region? The rates of
dechine, however, appear to have slowed down since
the mid-1980s.

prospered much faster than the rest of the country.
The provinces of Guangdong, Zhejlang, Fupan,

10 per cent of the country's fotal GDP in 1993
compared with a share of only 23 per cent n
19787  Similar situations are also emerging in
Indonesia, Malaysia, the Philippines and Viet Nam.
Al the same tme, ineguality in personal income

! ESCAP, “incidence, causes and comslates of poverty
in Asia and the Pacific® (EAESCAP/CPA(2)1)

2 See ESCAP, Aol of the Informal Service Sector in
Lirtan Foverty Aleviation (ST/ESCAP/1706).

3 Angang Hu. “Regional disparity in China”, Beljing.
Chingse Academy of Sciences.
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oconomies are also characterized by high rates of
participation In international trade, as indicated by
the ratio ol imports and exports to GDP.  Their
economic and social environments have raised their
international credit standing 1o induce very sub-
stantial prvate investment and financial lows. The
behind, such as the Philippines, and even the least
developed counfries, such as Cambodia and the
Lao People's Democratic Republic, have lately
improved their perormance.

in South and South-West Asia, rates of
economic growth have tended 1o accelerate with
the recent implementation of considerable macro-
economic and structural redorms, though no firm
trend has yot been estabkshed. Further redorm and
liberalization of policies in vanous areas are on the




Box Il.1. Coping with poverty in South Asia: increasing the
effectiveness of antipoverty programmes
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design and implementation of programmes, with-
remain  agency-driven and programmes.
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overwhelming proportion of the people dependent on growth and structural change, with a fow exceptions,
the agncultural sector for employment and for have remained low in the region's least developed
ivihood while the share of the seclor in the sconomies and the small island economies of the
economy’s fotal income shrank considerably (figure Pacific. Agriculture remains the most important
IL1). That tends 10 accentuate the problem of seclor of these economies for both income genera-
distributional Inequity iIn many countries. Rates of tion and employment,

Figure Il.1. Share of agriculture in output and employment in selected developing countries
in the ESCAP region, 1995
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Sources: ADB, Key ndicalors of Deweicping Asian and Paclic Countries 1896 (Oxford University Press, 1586); ILO,
Yearbook of Labour Stapstics 1995 (Genava, 1995), Statisiical Yearbook for Asis and the Paciic 18995 (Uniled Nations
publication, Sales No. E/FO6ILFY, 1906); World Bank, Soclal indicalors of Development 1996 (Baltimore and London, The
Johns Hopkins University Press, 1996) and national sources

Note: Latest avadablo data botweon the year 1892-1804,




come encounter in their move from central
planning to market orientation are stil daunting
despite some recen! success in containing inflation

MACROECONOMIC TRENDS
FROM 1980 TO 1995

Growth and structural
change

Data on average rates of GDP growth for 1681-
1990 and 1991-1995, as well as the shares of

Least developed countries

Six of the 13 least developed countries of the
region had per capita incomes below $300 in 1985,
and that of the Lao People’s Democratic Republic
was an estimated $360. The six island least deve-
loped countries, including Maldives, had per capda

and the production process. Cambodia’s economy,
W' stated reviving in the 1990s whereas

Afghanistan has yet 10 see an end 1o the damaging
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countries, with the exceptions of Solomon
per cent and Tuvalu's 6.7 per cent
rates, remained poor. All of them, however,

g
3
:
fi

respoctively, progress was still insufficient. The 5§

4 per cent during the same period, as in the 1980s.
Recont data indicate that the annual variation in the
rates of growth has been much smaller than belore
and the trend is upward in several ol the countries

(figure 11.2).
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Figure IL.2. Variation in annual rates of growth of real GDP of selected least developed

counlries in the ESCAP region, 1986-1995
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Avmlable information and dma for 1995 and
1998 indicate that most of the least developed
counirgs, with the excepton of gsome of the leas!
developed Pacilie sland counries, have sucoeoded
in accolerading growth rates to & per cenl or above
in 19951006 and expect to reach the 7 per cenl
target eabe by the turn of the century. Both Bangls-
dosh and Mepal arne estimated to have grown al 6
por cend in 1996, Cambodia, the Lao Pecple’s
Cemocratic Republic and WMyanmar have shown
maora dynamism with growth ates, respectively, of 7,
71 and 88 per cent in 1985 Al of them are
pupacling thelr growih rates o accelerate further
Thesa threa couniries Af0 bDocoming incromsingy
interlinked with their prospective ASEAMN pariners,
who afe providing them with investment, trade and
iechnical support.
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share of 45 to 65 per cent of GDP and the sham
al industry remains below 20 per cent

A lairly common characlenstic ol the loast
developed counines i an overwhelming dependence
an agriculbure for peopla’s livekhood. The 1985 daia
suggest thal agriculture accounted for the lion's shne
of the economically active population, ranging from
65 per cent in Bangladesh 1o 94 per cent in Nepal
That alsc suggests & continued owercrowding of the
aghcufiural sector mnd extramely poor living condi-
fions i rural areas, giving rise 1o pressure lor rural-
flo-urban migration in search of employmen and other
opporfunities.  The overwhelming dependence on
agriculiure also Bmils the capacity ol these counines
to participale In internabiohal irade of to attract FDU.

Pacific island economies

The 18 Pacific sland mambers and sssociate
mambors of ESCAP show diverss physical and
sconomat characterislics (live of them are least

developed]. Al one end of the spectrum is Papua
New Guinea, with a land area of 482 864 =g km
and a rich sndowmeni of agrcullural and mineral
resouces, End & populabon ol over 4.3 million.
Al the oiner end s Tuvalu, one of the lve Pacific

aftained in olher parts of the egion. By tha sary 1
while his situalion conirued in sevemal countrias fhrough
the concoripd offorts of a low mudilsiersl and biasoral

Box Il.2. Options for the integration of Pacific island countries
with the global and regional economies

fhe tadSonal donors and e sirengthoreng drive o
fibpralire world bade and fnance have combined o
provide an impabus o mposa Pacilic sland counties 1o
seek greaies inismaBional wilh he global and regional

important changes am taking pace at the momenl
thai could fciliiale closer imtegraiion of the Pacilic island
couniies with the global and regionsl ecohomies, Fod
examplo, lethrical atwnces n lelscommunications now
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cant i 1991-1885,
doveloped countries among Pacilic island countries,
showed positive rates of economic growih in 1995
and 1995 aher years of decline largely causod by &

number of devastating cyclones, The recovery was
due 1o a revival of exports of coconul products and
aEpansion i the turism seclor.  Papua  Mow
Guinea, on the othar hand, experenced an outpul
coniraction in 1995 owing mainly to & drop n mining
outgid, & sharp reversal of rapld growih averaging
10 per cont in 1891-1994, Growth of less than 2
por oo is estimated for 1996,

Sevoral factors contribuled o the slop-and-go
pattern of the economic growth of the Pacific island
countries during the 1980s and sarly 1990s (Ngure
I.3). Since the Pacific island counthes are depen-
danl on a few agricultural products lor expons, the
collapse of commodity prices along with the steep
increases in ol prices and real interesi rales n tha
early and mid-1980s advorsaly affecied thair paer-
lormanca. Their problems were further compounded
by thair high wuinerability to natural disastors,
especially droughts, tropical cyclones and volcanic

Figure .3, Variation in annual rates of growth of real GDP of selected Pacific island

economies, 1986-1995
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Table 11.2. Growth and structure of real GDP for selected economies in the ESCAP region

(Pevcentage)
Sectoral share
of sconomically
Sectoral share of active populntion
Avorage annual gross domestic product
Country/area growth mate of real Agricut-  Indus-  Ser-
GoP Agricutture Industry Services ture fry vices
1981- 1991- 1880 1895 1980 1995 1980 1995 1995 1995 1995
1990 1995
countries
am 43 43 439 28 158 202 405 460 650 160 190
74 52 87 384 122 289 Ny a7 o . ¢
48 s9 . AA5 . 187 . 387 740 80 180
uo People’s Democratic  57° 64 & 852 : 18.5 i RS 780 60 160
Maigves 121 65 408% w7 1849 w3 s et X a g
Myanmar 14 65 479 483 123 155 W8 W2 687° 08° 215°
Nepal® 48 48 588 430 42 198 . 372 940 00 60
Pacific island countries
Cook Islands 58 17 2489 a7 559 78 8079 7R7 = - ~
e 12 24 225 204 217 115 558 611 460 150 350
Kirban 03" 23 2839 200 919 a5 6569 e2d - - -
Papua New Guinea® 14 76 330 N4 70 W2 400 324 79.0 70 140
Samoa 2 05 . - 5 a - - ! =
Sciomon Istands® 37 50 525 514 100 47 375 a2 70 70 160
Tonga 15 38 422 3\O 137 129 441 490 i =
Tuvaiy K 87 o 3 - £ @ i
Vanuaty w27 2% s 76k 139 83k eud -
North and Central Asia™"©
Armenia 33 <130 159 516 s 270 137 214 42 203 365
Azervaian 21 -171 280 285 539 337 w1 ;d 335 217 a8
Kaznkstan 15 -144 259 18 474 w7 26 498 205 246 549
Kyrgyzstan 42 -120 304 448 481 233 215 39 398 192 412
Tajixistan 29 -1864 345 “ a8 d 19.7 g 37 160 303
Turkmenistan 36 99 343 i @29 5 28 . 29 200 I
Uzbekistan 34 A7 My 28 w5 Me 214 e 435 199 268
Aussian Fodoraton 19 =105 99 79 664 373 227 S47 148 353 439
South and South-West Asia
§7 48 381 28 258 07 360 415 840 160 200
iran (Istamic Repubiic off® 58 p 73 . 45 o N2 300 230 380
Pakstan 81 49 06 M7 255 265 439 489 476 159 317
Sri Lanka 43 54 285 198 274 33 461 489 36° 205° 49"
Turkey/® 52 34 251 150 284 343 465 507 530 180 200
South-East Asia
Brunei Darussalam -14 15 08 165 M3 565° 179 a10* 207 241P 730P
Inconesia §7 78 307 1w 30 419 ‘4 420 509 1art 3y
Malaysia 60 88 29 135 388 474 a3 30 180 358 463
Philppnes 18 22 205 215 405 355 380 430 447° 158" 205°
Singapore 74 8BS 11 02 388 289 800 629 03 327 @70
Thailand 79 B85 202 108 301 424 497 488 6% 27°
Viet Nam 74 82 4219 M0 2409 277 389 382 71.0° 1w0® 1500
(Continved on next page)




Table 1.2 (contnued)

(Percantage)
Sactoral share
of economically
Sectoral share of acthve population
Average annuasl gross domastic product
Country‘area prowth mte of real Agriced  Indus-  See
Gor Agriculture Inclustry Services ture fry vices
1961~ 1991- 1980 1995 1960 1995 1980 1995 1995 1995 1995
1990 1985
East and North-East Asla
Chra 104 113 256 189 515 530 29 281 720" 150° 1300
Hong Kong 66 55 A 2 3 & i > 06* 280° 74°
Mongoha 54 26 30 M5 338 350 334 208 20 230* aso®
Republic of Korea 82 75 142 65 378 442 481 403 126 329 547
Taiwan Province of
China 80 68 73 30 453 389 474 582 133 40 77
Developed countries
Austrabia 32 28 44 32 37 202 580 678 519 242% 707
Japan 40 13 34 27 402 420 s64 s 58° 340° 50.7°
Now Zoaland 23 w7 84 7.7 34 A 603 509 97 255 648

Sources: Calcuated on the basis of data trom ADS, Asian Development Outiook 1996 and 1997 (Hong Kong, Ondord
Univorsity Press, 1596) ang Key Indicators of Developing Asian and Pacific Countries 1256 (Oxford University Press, 1098),
IMF, International Financiad Statistics Yoarbook 1995 (Washington DC, 1895) and nfernational Financial Statistics, No. 9
(Washington DC, September 1998); World Bank, Social Indicators of Development 1996 (Batimore and London, The Johns
Hopkins University Press, 1996); ILO, Yaarbook of Labour Statisiics 1935 (Geneva, 1985) ECE, Economic Survey of Ewope
in 1994-1095 (United Nations publicason, Sales No. EOSILE 1) and Economic Survey of Europe in 18995-1996 (United
Nations publicaion, Sales No. ESGILE 1) and World Bank, World Development Aeport 1996 (Washington DC. Oxdoed
Univarsity Prass, 1996). and Interstate Statistical Committee of the Commonwoalth of independent States (Moscow),
Commonwea'th of Independent States 1995 Statistical Portrail; Wordd Bank, Statistical Handbook 1983, The Countnies of the
Formev Soviet Union (Washington DC, 1993), United Natons, Sufstcal Yearbook for Asia and the Pacific 1995 (Urited
Nations publcation, Sales No. EF 9611 F1); The Ecomomist intelligance Unit (London), Country Report: Kyrgyz Republc,
TaWdstan, Tirkmenistan, Uzbekistan, 4th quarter 1596 and nadonal sources
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Labowr force based on average of 1585-1064,

1688-1990,

189821800,

1981,

1694

Including servces.

1882

19831950

1692

19641990,

1963,

1963

Avernge annual growth mte of eal GDP for ponod 15811990 rolors 10 the poriod 1980-1990.
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Available data indicate that the economies of
the Pacific island countries have experienced very
itthe change in their output composdion and employ-
ment patlemns. The services sector continued 1o be
dominant in many Pacific island countries In 1985,
ranging from & low of 32 per cent of GDP in Papua
New Guinea to a high of ovar 79 per cent in the
Cook Isionds. The agricultural sector is also a
major contributor 1o GDP In most Pactic Island
economios, with its share ranging from a fow of 13.7
per cent in the Cook Islands to over 51 per cent in
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During the first hall of the 1990s, the GDPs ol
the Central Asian republics and the Russian Federa-
tion declined by more than hall their 1989 levels,
whils prices rose by a factor of 1500-2000. During
the period 1991.1985, these countries expernenced
an average annual dechne in GDP ranging from 10
per cent in Turkmenistan and the Russian Federation
1o 17 per cent in Azerbaijan. Uzbekistan expe-
nenced the lowest rate of decline, with an annual
average of 3.7 per cont.



output grew strongly in Kyrgyzstan, Turkmenistan

changes in the share of the main seclors in total

of the war in 1883 and has made substantial
progress since then, with an average GDP growth
rate of 58 per cent during tho period 1981-1985,
The economy, however, still has the basic problem
of excessive depandence on the production and sale
of oil and oil products. The economy of Turkey had
grown al a rate of 52 per cem annual average
during 1981-1990, but the rale of growth decelerated
o an average of 3.4 per cent during the first hall of
the 1980s. The economy ran Mo a savere crisis in
1994, when real GNP contracted by more than 6 per
cent and inflation reached an annual rate of 125 per
cent, In 1995 with a number of stabilization moa-
sures In place, the economy recovered and recorded
a GNP growth rate ol more than 8 per cent, but
Inflation remained at an annual rate of about 80 per
cent.

In terms of production and employment struc-
ture, the lanian economy seems o0 be better
balanced soctorally than the economies of many
other developing countries in the region with compa-
rable population size and level of development. The
agricultural sector accounted for 27 per cent of GDP
and 39 per cent of the sconomically active popula-
tion, As in other developing countries with similar
levels of per capita income and population size, the
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development. Thus, in 1895, the agricuftural sector
generated only 15 per cant of income while retaining
53 per cent of the economically active population.
On the other hand, industry and services, with
income shares of 34 and 51 per cent respectively,
accommodated only 18 and 29 per cent of the

oconomacally active population.

Four of the seven member countries of SAARC
and Afghanistan are designated as least developed
countries. The other three countries, Indka, Pakistan
and Sri Lanka, have made modest advances during
the 1980s and the 1990s. The Indian economy
grew at an average annual rate of 5.7 per cent from
1981 to 1990, breaking #ts cadier trend of around
3.5 per cent par year. Generlly lavourable condi-
tions for agncultural production, including advances
In green-revolution technology, permitted the growth
rate of the economy 1o accelerate. The economy
faced a severe balance-of-payments crisis in 1991
which had 1o be resolved by dmastic cutbacks n
domestic expenddures and restrictions on ¥mports.
As a result, the economy’s growth rate siumped 10 a
more 0.8 per cont in 1991 (figure IL4) After the
initial moves for short-term stabilization, policies
concentrated on liberalizing trade, Investment and
foreign exchange regimes and introducing fiscal and
financial raforms. In 1992, the economy resumed its
growth momentum, which gradually accelerated and
exceeded 6 per cent In 19951998 The reduction
of fiscal deficits has remained an eolusive goal of
indian economic policy.

Pakistan had the best record of economic
growth in South Asia, with an average of 6.1 per
cent per year in 1981-1990. That rate, however,
deceterated to an average of 4.9 per cent in 1891-
1995. Sn Lanka, on the other hand, succeeded in
raising its average economic growth rate from 4.3
per cent in 1981.1990 to 5.4 por cent in 19911895,
As is the case with India, fiscal deficits are stll high.

36

Figure 1.4, Variation in annual rates of growth
of real GDP of selected South Asian

economies, 1986-1895
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partly explans the similar rates of double-digit
in all three countries,

Ei’

As In other developing countnes, & structural
in all three South Asian economies has taken
. especially in respect ol the share of GDP
produced in agricullure, The following hgures indi-
cate the shift in the share of the agricultural, indus-
tnal and services sectors in GDP from 1880 to
1985: the agricultural share in GDP fodl from 38 1o
28 per cent in Indka, from 31 to 25 per cent in
Pakistan and from just above 26 to 20 per cent
S Lanka. The share of the industrial sector in
GDP rose from 26 1o 31 per cent In Incka, from
just above 25 to 26 per cemt in Pakistan, and from
27 10 31 per cent in Sri Lanka. The share of
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services in GDP rose from 38 10 41 in India, from
44 10 49 per cent In Pakistan and from 46 to 49
per cent in Sri Lanka. iIn both India and Pakistan,

however, the share of tho oconomically active
population In agriculure, estimated at 64 and about
48 per cent respectively. was disproportionatoly
large.

The industrinl sector in both India and Pakistan
omployod about 16 per cent of the labour force,

ub&wmnmmmnmmb
also being emphasized. Inadequate progress in the
structural transformation of the two large economies

of India and Pakistan may be partially attributed to
past eflorts to subsidize agricultural production and
1o sustan huge populations through subsidezed food
and othor essentials. The two countries havo been
implementing reform measures which include the
reducion of subsidies and budgetary deficits, liberali-
zation of trade and investment regimes, promotion of
and support lor both domestic and foreign private
sector investment, and Eberalization and deregulation
of financial and foreign exchange regimes,

South-East Asia

The 10 South-East Asian countries, including
the three Indo-Chinese countries, and Myanmar,
have been moving towards grealer economic
cohesiveness, This process will be consolidated
with the expacted inclusion of Cambodia, the Lao
People’s Democratic Republic and Myanmar as
ASEAN members in the near future. Most of these
economies have displayed considorable dynamism in
recent years,

Viet Nam achweved an average rate of oco-
nomic growth of 7 per cent in 19811990 and above
8 per cent during the period 1991-1995 with the
help of radical economic reforms and policy changes
launched in the late 19708 and accelerated since
1986. Among the other six members of the ASEAN
group, with the exceptions of Brunei Darussalam and
the Philippines, annual economic growth rates have
been some of the highest in the region (figure I1.5).
Four of them, Indonesia, Malaysia, Singapore and
Thailand, achieved average growth rates ol 8 per
cont or above per year during the period 1991-1995
The average growth rate of the Philippine economy
remained at 2.2 por cent por yoar during the same
period, reflecting the economy’s poor performance in
1991-1993. Since 1995, the growth rate has been
above S5 per cent and Rt Is expecled to accele-
rate further throughout the 1980s. The small
economy of Brunel Darussalam, with its dependence
on the production and export of oil, has also grown
slowly with the decline in oil prices since the mid-
10680s.

In terms of the structure of production, tho
oconomies of Brunei Darussalam and Singapore
have virtually no agricultural activity, the share of the
sector in GDP being less than 2 per cent. The
production structure of these two economves s
dominaled by industry and services. In both of
these economies, the share of services in GDP has
been increasing, currently accounting lor 40 per cent
of GDP in Brunei Darussalam compared with 18 por
cont in 1980, while in Singapore services accounted
for 63 per cent of GDP compared with 60 per cent
in 1880. In the case of Brunel Darussalam, the rise
in the services share of GDP reflects efforts to
reduce the economy's excessive dependence on the
oll industry. In Singapore, though a diversified
Industrial structure has contributed more than one
third of GDP, the economy is concentrating more on
services, since its locabon, lightly developed
infrastructure and skilled manpower are among the
country's many advantages In the production and
distribution of a vanety of services.

Indonesia, Malaysia and Thailand have ex-
petienced very rapid change in the structure of their
production, with a decline in the share of agriculture
in GDP from 31 10 16 per cent in Indonesta, from 23
0 13 per cent in Malaysia, and from 20 to 11 per
cent in Thadand. Industry and services have been
contributing almost equal shares to non-agricultural
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Figure I1.5. Variation in annual rates of growth of real GOP of selected South-East Asian

economies, 1986-1995
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Sources: AUB, Key Indicalors of Developing Aslen and Pacific Countries 1996 (Oxford Univeesity Press, 1896) and
Asian Dovelopment Outiook 1296 and 1967 (Owdord Universdty Press, 1006) and national sowrces.

1o GDP. Thus, in Indoneséa, the share of the labour
force in agriculture remains at about 55 per cent. In
Thailand, the share of the labour force in agriculture
declined from 71 per cont in 1980 1o about 42 per
cont. Employment expanded mos! importantly in
industry and to a lesser extent In  services. In
Malaysia, the share of the labour force in agriculture
declined from about 40 per cent in 1880 to about 20
per cend in 1995, In the Philippines, it declined from
sbout 52 per cent to about 45 per cent. Whereas
tho oxpansion in employment occurred in the
industrial sector in Malaysia, the change n the
empioyment structure in the Philippines reflected a
nse . the share of services in amployment.  Viet
Nam soems to have experienced Iittle change in this
respoct, with more than 70 per cent of the labour
force remaining in the agricultural sector,



ployment in urban areas, which are often Wl-propared
to receive such influxes, not only in terms of
employment opportunities but also ol a wide variety
of services, including housing, sanitalion, transporta
tion, education and health. A relatively small propor-

and
potential for a turther exodus from rural areas,

Eas! and North-East Asia

Three of the four onginal newly industrializng
economies of Asia (Hong Kong, the Republic of
Korea, Singapore and Taiwan Province of China) are
in East Asia. In the 1980s, China and the three
figor economies of East Asia Hong the
Republic of Korea and Taiwan Province of China
achieved rates of growth in GDP that were among
the highest in the wordd, During that decade,
China's economy grew at an average of 10.
cenl per year, that of the Republic of Korea at a
rate of 9.2 per cent and that of Hong Kong atl 66
per cent. Durng 1991-1995 these sconomies grew
al average annual rates of 11.3, 75 and 55 per
cent respectively.  Growth rates had slowed in
China during 1589.1991 owing mainly to domestic
constraints.  In the Republic of Korea also, rates of

B

at that time (figure 11.6),

In 1996, the growth rate of China's economy is
estimated to have deceleraled to 9.2 per cent
compared with a 102 per cent, growth in 1995,
The slowdown was due 1o the impact of tight
monetary policies pursued since 1994 with a view 10
curbing inflation. In additon, agricultural production

Figure IL.6. Variation in annual rates of growth
of real GDP of selected East and North-East
Asian economies, 1986-1995
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During the 1980s, Mongolia's economy had

1991-1985. However, the country succoeded n
quickly turning around the declining trend of the
early 1990s and has achlieved positive rates of
growth since 1984, o expects the growth rate to
chimb further as the restructuring of the
progresses. The economy continued ds recovery in
1996 although the rate of GDP growth fell to 4.5
from 6.3 per cont n 1995 The industrial sector,
which contributes 35 per cent of GDP, continued to
lead the recovery with production gains In power
generation, non-derrous molals, chemicals, building

2
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production, particularly in the crop seclor, has been
adversely aflected during the past several years

owing 10 advorse weather condtions, a reduction in
the area under cultivation, and government price
controls on grain and other cullural commodities
which perhaps acted as a disincentive.  However,
the livestock sector, which dominates agriculture,
saw improvement with an increase of 6.5 per cont in
the total number of livestock heads, reaching 286
per cent in 1995,

Growth rates in the economies of the Republic
of Korea and Tamwan Province ol China slackened in
1996, with the Republic of Korea experiencing the
sharpest deceleration in growth, from 9 per cent in
1995 to 6.6 per cent in 1996. The pace of growth
in Hong Kong and Taiwan Province of China has
been slackening over the past several years, setiling
down 10 around 5 1o 6 per cent In both economies.

With the rapid pace of growth, China’s
economy has also undergone substantial structural
change, with the weight of production shifting to-
wards Industry and services and the relative share
ol agriculture faling. In 1995, industry accounted for
53 per cont of GDP, and services 28 per cent,
leaving agriculture a share of 19 per cent. Agrcul
tural production increased by an average of 3.9 per
cent from 1992 to 1895, which is a considerable rate
of growth in agriculture by any standard.  However,
Industry and setvices grew at average rates of 17.3
and 96 per cent respoctively during the same
period, thus enhancing their share in GDP. As is
typical of other populous countries, the largest share
of the economically actve population in China
romaing in the agricultural sector (72 peor cent)
compated with 15 per conl in industry and 13 per
cont in Services.

The production structure of the Mongolian
oconomy seems 10 be well-balanced, with agriculture
and industry each accounting for 35 per cent of
GDP and services contnbuting the remaining 30 per
cent. With recent growth trends, in which industry
has beon growing at a much faster rate (21 per cent
in 1995) than the other sectors, this pattern is hkely
fo change soon. The slatistics probably underest-
mate the growth of the services sector as they do
not seem to capture adequately the privale sector
activities in the services sector, which employs the
largest share of the economically active population
of the country.
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While the economy of Hong Kong has virtually
no agriculture and both production and employment
are concentrated in industry and seraces, It appears
that the economy has shdted more and more
towards service onentation, which now empioys
more than 70 per cent of the active population. The
economy of the Republic of Korea seems to have
undergone a very rapid bul also a reasonably wed.
balanced transformation. As of 1995, agriculture
contributed 6.5 per cent of the Republic of Korea's
GDP, while industry contnibuted 44.2 per cent and
sorvices 49.3 per cont. In 1980, these shares were
14.2, 278 and 48.1 per cent respectively. The 1985

The developed countries

The three developed countries of the
have been growng at slower rates, typically |
with many other developed countries of the
The average rate of GDP growth between 1981
1990 in Japan was, at 4 per cent, the highest of the
three, followed by Australia with 3.2 per cent and
New Zealand with 2.3 per cent. Average growth
ratos decolerated sharply during the first half of the
1890s, which largely reflected the impact of the
recession that many of the industrial countries
2xperienced until 1993. The economies of Austrakia
and New Zealand came out of the recession
strongly with growth rates of 4 1o 5 per cent in
1993-1994.  In 1995-1996, Australa maintained
strong growth at 3.1 per ced in 1995 and an
estimated 4 per cent in 1996. In New Zealand, the
growth rates n those same years shpped to 2.5 and
2 por cent.

!

H

Japan's economy fell into recession in 1992,
later than the economies of Australia and New
Zealand, and has yet to embark on a firm course of
recovery. The annual rate of growth remained below
1 per cent through 1985  For 1996, the GDP
growth rate is estimated at 3.7 per cent, which, If
confirmed, will finally end the country’s economic
recassion.

The share of industry in GDP exceeds 40 per
cent in Japan, and one third or more in Australia



and New Zealand. The agricultural share in GOP is
the highest in New Zealand, at about 8 per cent,
followed by about 3 per cent In Australia and 2 per
cent in Japan.  Services contribute 55 per cent in

Japan, alimost 68 por cent In Australia and 60 per
cent in New Zealand.

Apart from the recession that these countties
have experienced in recent years, they had their

down from an average of 8 to 10 per cet in 1981-
1980 to an average of 2 10 2.5 per cent in 1991
1895, Japan's structural problem was of a dilorent
kind.  Until recently, the public budge! had re-
mainad in surplus, and the unemployment and infia-
ton rates remained the lowest among the industrial
trade and balance-of-payments surpluses during the

s For more details so0 Surwoy 1996 pp 72-77

With Japan's recovery completed, the three
countries may be expected 10 continue their expan-
slon, as 15 normal for mature economies. Their
oxpansion will continue to have a significant impact
on trade and investment relations betwoen them and
the developing economies of the region.

Macroeconomic balance
and stability

Data on selected indicators o macroeconomic
balance and stability for 1981-1990 and 1991-1995
for the various groups of economees in the region
are given in fable 113 on pp. 46-47. The following
discussions are based on those data.

Least developed countries

A fundamental constraint on the growth of the
least developed countries has continued 1o be the
paucity of investible resources In their economies,

rates of investment, resource shortages frequently

Myanmar, the rate of domestic investment was much
lower, at around 12 to 13 per cent, which could be
mostly financed from domestic savings. External



recent tronds indicate a tendency for inflation fo on inerest rates and allocations ol bank
stabilize at that low level or to coma down further credi. EMective implementation of policies however
(figure I,7). In most of the loast developed Pacific suffers as a result of institutional shortcomings and
island countries, with the exception of Solomon Inadequate coordination among institutions and
Islands, inflation rates have been reduced to an agencies for policy formulation and implementstion
average as low as 3 1o 5 per cent in 1991-1895 {box 11.3)
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Statistcs (Washinglon DC, September 1936). ADB, Asian Devslopment Outicok (Oxford University Press), vanous issues and
national sources,

Note; Inflation tales measured by changas i consumer price Index.




Box II.3. Institutional aspects of macroeconomic management

in least developed economies*
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The gap betwoen domestic savings rates and
the modest investment rates prevailing in the econo-
my (hgure I1.6) as well as between the public sector
revenue and expenditure remains too wide. EMorts
10 accelerate domestic savings and investments are

beng lurther sirengthened. As acceleration of exter-
nal md llows is unlikely, most of the countries have
actively sought FDI by Iberalizing foreign investment
laws and regulations, streamliining incentive struc-
tures, and improving admenistrative procedures

Figure 11.8. Savings (S) and investment (I) rates of selected least developed countries,

1986 and 1995
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Source: ADB, Key indicators of Devwioping Asian and Pacific Cowntries 1996 (Ondord Univarslty Prass, 1996)

Pacific island economies

Savings and investmen! 18 an area in which
Pacific island countries have continually perormed
poorly. Data in thes area are scanty, but indications
are that, with lew exceptions, domestic savings
have been very low or negative, The rosource
shortfalis have often exceeded 25 per cent of GDP,
exceading domestc investment rates, an indication
that axternal resources have supported at least pan
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of domestic consumption, Tonga and Vanualu, for
oxample, recorded average annual rosource deficts
ol almost 32 and 27 per cant ol GOP during the
early 1990s, With the exception of Fig and Papua
New Guinea, the situation has not changed com-
pared with the 1880s. Countries have made up for
the shortfalls through inward ODA, private remit-
tances and, in some of the resource-rich couniries,
such as Papua New Guinea, Solomon Islands and
Vanuaty, through FDI,



Tonga. the Pacific isiand countries have contained
infiation well. Considerable price stabiity peevailed
in most the Pacific istand countries during the 1880s
and early 1990s. In fact, only in three countries,
namely Samoa, Solomon Islands and Tonga, did

1990 (figure 1L9). One of the contributing factors to

Figure 11.9. Variation in annual rates of inflation in selected Pacific island economies, 1986-1995
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Table I3, Macroeconomic indicalors of balance and stability for selected economies in
the ESCAP region

(Percentage)

Budgetary  Jeemge annual  Inleresi B Averaps anniual
Goed m"’w'hlmuu'
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Table 1.3 [continued)

(Pevcentage)
Bwdigetary  Average annuval  interest : Average annual
Resource gag®  balance’/ GOF®  MyGDP ratos® E::" inflation rates®
Country/area
1881- 1891~ 19§1- 1991- 18981- 1991-  1991- 1986 1981- 1991~
1950 1995 1990 1995 1990 1985 1995 1995 1990 199§
East and North-East Asia
China ~0.04 1.7 -05 -09 573 987 18 259 75 186
Hong Kong 6.3 37 03 1B 1487 2000 40 4.40 83 93
Mongolia 352 -139 -126 68 289 318 4089 ~ . 12
Republic of Korea 14 08 -08 -03 380 4186 a3 1.24 B4 682
Taiwan Province of
China 101 25 01 30 1083 18 a8 328 R 38
Developed countries”®!
Australia -10 =10 =12 -28 452 81 5 072 81 25
Japan -1.0 20 <07 <07 1013 1122 1.0 449 21 14
New Zoaland -1.0 30 -17% 00 35 780 52 061 108 21

Sources: Calculated on the basis of data Yrom ADB, Key indicators of Developing Aslan and Pacific Countries 1996,
vol. XXV (Oxford Univensity Press, 1906) and Asian Deveiopment Oufiook 1996 and 1897 (Oxdord University Pross,
1996). IMF, ntemations Financial Statistics Yearbook 71985 (Washington DC, 1905) and inteémalionsl Financial Statisfics
(Washington DC, Septeenber 1998), ECE, Economic Survey of Ewope in 1994-1995 (United Nations publcation, Salas No
ESSIEY), p 97, and Economic Swvey of Ewope in 1885-1396 (United Nations publication, Sales No, ES6ILE.1),
p. 96; World Bank, World Dovelopmeant Report 1996 {Ondord Ureversity Press, 1996) IMF, World Economic Outiook
Cctober 1996 (Washington DC, 1996), OECD. OECD Economic Outlook 58, June 1996 (Parls, OECD, 1696) and national
SOUrCes,

" Resource gap Is defined as gross domestc savings/GDP minus gross domestic Ivestment/GOP.
Budgetary balance/GDP of Bangladesh, Cambodla, Myanmar, Samca, India, Islamic Republic of lan, Indonesia,
Makaysia, Viet Nam, China, Hong Kong and Republic of Korea excludes grants.

Roal interest mies on ime deposits of 12 months.

Refers 10 trend growth rate of real effective exchange rate.

Relers 10 changes in consumer price Indes.

190011994,

19671990,

19851990,

18611893

19911992

1082-1880

16861964,

15831960,

Resource gap refers 1o pedod 1960 and 1994,

Budgetary balance'GDP refors 1o period 1992-1995.

1954-1990.

1992-1695.

Time deposits of over 12 months.

Interest rates refer 10 real interast male ofered 1o resicent customers for demand, time or savings deposits.
Budgetary balance/GDP of Australia and Japan refers o general government fiscal balance.
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keeping the budgel delicits apparently low in most
cases. The ligures lor Samoa, lor example, indicate
tha! the budget deficit, oxchusive of grants, increased
fo 24.7 per cent of GOP in 1882-1995 from 17.8 par
cent in 1882-1980. Feceipts of ODA by Pacific
island countries declined by 2 per ceni par annum in

real jerms over the period 1983-1893. In 1987-
1988, ODA accounted for an average of over 40 por

Narth and Central Asia

The economic recession and the macrosco-
nomic nstabdlity in this group of sconomées in frans-
tion had a detemeni elfect on domeslic savings and
rales m those counires are much lower than i
many other developing ESCAP membor couniries
whars gavings avoraged &t leaslt one fourth of GDP
and nwvestmenl al leas! ona third,

Since the beginning of the process of scono-
mig ransition in the Central Asian countries and the
Russian Federation, domestc savings m general and
household savings in  paricular have declinod
sharphy During the perod 1993-1985, the housahold
gavings ratio declined from 56 per cemt of lofal
savings to 16 per cenl in Armenia and fram 355 1o
149 per cenl in Arcrbaijan. In Turkmenistan, this
ratia fall from 64 por cend I 1993 1o 44 por cent in
1994, and in Uzbekistan from 45 fo 25 par cenl.
Savings ol indusiral and agficullural enlarprises
have also fallen dramatically during the recession
owing to their non-profitability or operation al low
oulput levels, The problem has been lurther aggr-
valed by huge imer-enlerprise arrears inhantad fnom
the farmer Soviel Uinion,

The investment perormance of the countrios of
Central Asia and the Russian Federabon has not
shown any visible sagns ol recovery since 1992, In
10821085, investment fell in most of these couniries,
In 1955, the decling in real gross vesiment oullays
was T2 per cenl in Azerbagan, 25 1o 27 per cend In
Kazakstan and Tajikistan, and 13 per cenl in Ihe
Russian Federation. By 1985, invesimeni recovery
had taken place only in two countries, Kyrgyzstan
gnd Uzbakisian. Despite s drasiic decling 0 irmeest-
mand rates, large shorages of investible resources
appaared in mosl of these cowniries,

Declining domeslic savings, coupled with insul-
fcient tax realrations. have led to & considecabls fall
in taskpetary resources m oall of the countnas
Budgatary expendibure remained high owng o con-
brioed stale subsides in soma areas, particulary
social sorvices. Budgal delicits have bean one ol the
main problems undermining economic recovery.  In
1992-1995, ihe budgel defict as a proportion of GDP
averaged 23,7 per cent in Armenia, 17.2 per cenl in
Tajiistan, 12.4 por cent in Kyrgyzstan and above 10
per cent in Urbekistan and the Russian Fedoration,
The budgel delicils have been Bnanced mainly by
mongy crealon and, in Seme cases by bond msues



The scarcity of domestic investment funds in
the Central Asian countries and the Russian Federa-
tion has been partly met by an inflow of FDI. The
total stock of FDI in the Russian Federation reached
$5.5 billion in 1995 The volume of FDI in the other
countries has been much lower than in the Russian
Federation and has been unevenly distributed across
those countries. Cumulative FDI flows reached $2.88
bidlon In Kazakstan, $268 milkon In Armenia and
$238 million in Kyrgyzstan in 1995 Foreign invest-
ment has not been sufficient to offset the scarcity of
domestic resources in those countries,

A marked slow-down in inflation rates has
been a major achicvemeont. Hyperinflation, which
had reached almost 2,000 per cent per year in most
of the countries of North and Central Asia in 1982.
1964, was amesied In 1995 by radical stabilization
programmes. With the crucial support of internation-
al financial institvtions such as IMF and the World
Bank, governments sought to tighten monetary and
fiscal policies, resulting In a considerable reduction
in inflation rates.

Foderation rose by only 155 per
hatt of 1996 compared with 78 per
corresponding period of 1995 An
respect was Tajikistan, which experienced
outburst of high inflation in 19985, Reducing annual
inflation rates remains a policy priority for all of the
Central Asian countries.

legal framework for a market economy, including the
creation of @ market-based financlal system, and the
reduction of subsidies coupled with the provision of
social safety nets.

One of the immediate consequences ol these
reforms in the countries has been a major increase
in the role of the prvate sector. By 1995, the
private sector accounted for about half of all eco-
nomic aclivitios, particularly in the services sector

The share of the private sector in total employment
incroased t0 24 per cent in Azerbajan, 34 per cent
in Kazakstan, and betweoen 55 and 60 per cent In
Kyrgyzstan, the Russian Foderation and Uzbekistan,

In order 10 bring budget deficits under control,
governments have made signficant efforts 1o
Increase tax revenue through the introduction of new
taxation policies and to reduce government spend-
Ing. New taxation policies included such measures
as widening the tax base, simplifying the tax code,
reducing the nominai tax burden and improving the
efficiency of tax collection (box 11.4),

Stabllization of national currencies was another
matter of concern for macroeconomic stabdty, Since
their introduction in 1993, the national currencies of
the Central Asian countries have undergone con-
tinued depreciation. The value of the currencles of
Armeonis, Azerbaijan and Turkmenistan fell by 440,
13,000 and 25,000 per cent respectively during the
perod 1993-1995. The reasons behind the dramatic
decline of national currencies were high levels of
Inflation, lack of confidence in the cumencies, and
Initial overvaluation of the currencies. As s measure
to fm up the national cumrencies, the governments
established currency exchange auctons or used
multiple exchange rate systems to discourage unoffi-
cial and hidden transactions in foreign currencies.
As a result of tight monetary policies and the recent
oasing of inflationary pressures, the curencies of a
number of countries tended to stabilize by 1995
1996.

The liberalizaton of output prces and the
establishment of a two-tier banking structure in the
Central Asian countries and the Russian Federation
made # possible 10 use monetary policy as a tool for
macroeconomic management. Monetary policies intro-
duced by the central banks in those countnes in the
course ol economic reforms have started to assume
a greater role in determining price lovels and interast
rates. However, inflationary pressure has forced the
contral banks 1o koep inlerest rates as high as 200 to
300 per cent per year al the first stage of reforms,
which hampered economic recovery. As a conse-
quence, many industrial and agricultural entorprises
wore unablo 10 borrow money and postponed the
payment of their bills, wages and taxes. In kne with
faling inflation, the central banks have cut refinancing
rates. For example, by the middie of 1995, the annual
refinancing rate was reduced from 200 to 130 per
cent in the Aussian Federation and from 300 to 214
per cent in Uzbekistan.
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Box Il.4. Strengthening the revenue system in the countries
of North and Central Asia

Gurenerimand sxpenditure and rvengs have bended hin pmarged as one of the most inkaciable problams
n dachng demastically In tha aconomiss of o mogt of thess economies (oo tabla)
Central Asia. A% he beginning ol the 1800s, he
iries of Cormiml Asin contineed io  meooive
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Ratio of government revenue and expenditure to GDP In the countries of Morth
and Central Asia, 1991-1995
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Considorable progross has boen made by some
of the countries in consolidation and mergers of banks

many of which were too small to be viable.

was reduced from 210 in 1993 1o 113 in 1996. The
country is expected 10 have only 50 1o 70 banks by
the end of 1998. In 1895, the Central Bank of the
Russian Federabon revoked the licences of 225 banks.
The reforms in the banking systems also Included
measures aimed at strengthening the institutional ca-
functions and improving the human resources capacity

nstance, the number ol banks operating in
new functions under a market-ononted system
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latest available years on these vanables indicate that
the invesimen! rates oxceeded 25 per cent in India
and S Lanka, accompansed by a rise in domestic
saving rates also (hgure 11L10). There does not
seem 10 e any firm upward trend in investment
rates in any of these countries.

For lack of available data, it 15 not possible to
discem any saving-investment trends in the econo-
mies of the isiamic Republic of iran and Turkey. The
data reported for 1995 indicate a 16.5 per cemt rate
ol investment in the lranian economy, whereas a 25
per cont savings fale 5 Indicated. Government
budget deficits have also been slashed 1o a level of
just above 1 per cent of GDP during the period
1991-1894 from an average of more than 6 per cent

of GDP during the 1980s. However, the inflation rate
in the economy seems to have accelerated con-
siderably, rising 10 an average of 29 per cant in 1891
1995 compared with a rate of 18 per cent dunng the
1980s. An Investment rate of 22 per cent Is indicated
n the Turkish economy along with a savings mte of
216 por cont in 1995 The Government of Turkey,
however, has boen running a relatively high rate of
budiout deficts, equivalent 10 5 per cent of GDP on
average in 1991-1994 compared with an average of 4
por cent dunng the 18980s. Inflation in the Turkish
economy has tradtionally been high but # has
accolerated considerably In the 1990s, running at an
average rate of 80 per cent in 1991.1885 compared
with an average rate of 46 per cent In the 1980s.

Figure 11.10. Savings (S) and investment (I) rates of selected South Asian economles,

1986 and 1995

BB sGoP 198¢ Wl VGOP 1986
\ B scoP 1995 [ vGDP 1998

[Parcentage)

Incha

Pakistan

Sel Lanka

Sources: ADB, Key Indicators of Developing Asian and Pacific Counfries 1996 (Oxioed Unbversity Press, 1996) and

national sources
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However, that could not be suslained as the
domestic savings rate falled to calch up with the
investment rate, leaving huge shortfalls in resources.

average gap ol above 12 per cent of GDP during

reflocted in government budgetary deficits running at

10 per cent in 1991-1865 having slowed from an
average of more than 12 per cent during the 1980s.
The recent trends have indicated a gradual rise in
both savings and investments rates, the investment
rale nsing to above 25 per cenl and the savings
rale 1o about 16 per cent in 1985, That still leaves
a gap of around 9 por cent of GDP. There does not
yel seem o have been any reliel from the continuing
shortfall in overall resources and the high rates of
Inflation in the economy.

remaining stable at the low 18 10 19 per cent level,
the country was still left with a resource shortfall of
around 3.3 per coenl of GDP on average in 1991
1995, Like Sn Lanka, Pakistan ran a budget deficit
averaging more than 7 per cent of GDP in 1991
1995, As a sizeable part of the deficit had 10 be
monetized, the economy expanenced an average
annual rate of inflation above 11 per cent in 1991
1995, having accelerated from an average of 7 per
cent during the 1980s.

per cent in 1991-1995, alhough this was lower than
the 7.6 per cant average of the 1980s. Inflation in
the economy averaged more than 10 per cent during
the first hall of the 1990s compared with an average
of just above 8 per cent in the 1980s (figure 1L.11),

Figure 1111, Variation in annual rates of
infiation in selected South Asian economies,
1986-1995

)
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Sources: ADB, Asian Deveiopment Owutiook (Oxlord

Note: Infiation miles measused by changes in
consumor price Index.
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The rate of monetary expansion in the Turkish
oconomy has been very high, averaging almest 85
per cent annually in 1991-1985. However, the rate
of monetary growth has been more or less in line
with the sum of real oulput expansion and inflation
in the economy, thus keeping the money supply as
a ratio to noméinal GDP largely stable in all of
these economies. The overall rate of monetization
ol these economies has, in the process, remained
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the highest rabo of M, to GDP of 47 per cent
on average in 1991-1995 foliowed by Palstan
with 44 per cent, Stl Lanka with 32 per cent
and Turkey with 29 per cent. These rabtios aro
not very different from the averages for the
16806. These low levels of monetization also
suggest a lmited intermediation role by the linan-
cial systoms.
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South-East Asia

The economic growth ol these countries has
been supported by high rates of domestic investment
and savings (figure 11.12). Domestic investment in
Indonesa, Malaysia and Thailand rose to around 40
per cent of GODP in 1995 from 30 per cent in 1980.
In Singapore, however, the investment rate came
down from 46 per cent in 1880 to 33 per cent in
1995, reflecting the scaling down of hectic construc-
tion activities in public housing and large-scalo infra-
structure projects, Including the construction of an
underground subway system. The Vietnamese eco-
nomy has aiso experenced substantial acceleration
In the investment rate albedt from a small base, with
the rate nising from 12 per cont in 1886 to 27 per
cent of GDP in 1985. In the FPhilippines, the
westment rale recovered to 22 per cent in 1995
after a serlous decline in the mid-1980s.

Invesiment has been financed largely by
domestic savings, which registered a similar rise
through the years to reach 38 per cent of GDP or
more in 1995 in Indonesia, Malaysia and Thailand.

declined 1o around 15 per cent in 1995 from about
19 per cent in the early 1990s. Viet Nam has made
a remarkable gain with a 19 per cent saving rate in
1995, up from about 3 per cent in 1990,

of inward FDI flows in recent years, is also omerging
as ono of the largest recipients of annual investmont



Figure 11.12. Savings (S) and investment (I) rates of selected South-East Asian economies,

1986 and 1995

W s/GDP 1986
MW S/GDP 1985
M /GDP 1986

50 | J vGoP 1988  |----

(Parcentage)

Indonesia Malaysia

Prilppines  Singapore

Thailand

Sources: ADB, Key Indicators of Developing Aslan and FPacific Countries 1896 (Owdord University Press, 1906) and

nasonal sources

flows. The Philippines lagged behind in this respect,
but lately it has been attracting substantial volumes
of flows.

The monetary and fiscal policies pursued by
the governments of these countries have been
genorally prudent. That has enabled the main-
tenance of price and exchange rate stability. Budget
doficits have been kopt low. With the lurther
tightening of fiscal policy in the wake ol a lendency
for budget deficits to widen and inflation to
accolerate in the 1980s, Malaysia, the Philippmnes,
Singapore and Thalland were able to turn the budget
deficits into surpluses during the past several years.
Monetary policies have simdarly been geared

towards the maintenance ol stabiity while promoting
certain strategic secloral objectves. The rocent
moves lowards relorm and lberalization of financial
sectors have lurther encouraged financialization of
savings, as reflected In a rise in the ratio of broad
money (M,) to GDP.

Price stabilty has been a hallmark of the
economic perdormance of these countries. Inflation
has nol exceeded 3 10 4 per cent In Bruned
Darussalam, Malaysia and Singapore since 19881
and has hardly exceeded 5 per cent in Thadand
(hgure 11.13) indonesia experienced a stable
average inflation rate of about BS5 per cent
during the same period, The Philippines, however,
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Figure 11.13. Variation in annual rates of inflation in selected South-East Asian economies,

1986-1995
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experienced high rates of inflation averaging alimost
|swmmu1m The rate has slowed
down considerably since then, cumently running
balow 10 per cent. Viet Nam experienced a period
of hypennfiation, the annual rate being close

200 per cent during the 1580s, but the
schieved remarkable success In reducing
Inflation rate 1o #s current levei below 8 per cent,

Thus, all the clements usually advanced as
conducive 10 successiul economic growth have been
present in the economies of these countries.
Government policies and attitudes genevally have
been what is often relerred to as business-friendly.
The economic dynamism and stabilitly and the

:
25

debt financing, a source of instability in many other
doveloping countries. Domestic price stabllity has
also enabled the cumrency exchange rates 10 be kept
relatively stable. In the cases of Indonesia, the
been relatively high, the nominal exchange rales
have been allowed to depreciate so that real ex-
change rates have either depreciated or remained
stable to benefit exports,

East and North-East Asia

Rapid oconomic growth in China, as well as
n the three newly industnalizing economies of East
Asia, has been associated with high rates of
mestic investment in these economies (hgure |1.14).



Figure 11.14. Savings (S) and investment (I) rates of selected East and North-East Asian

economies, 1986 and 1995

(Percentage)
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Souwrces: ADB, Key Indicators of Dewveloping Asan and Pacific Countries 1996 (Codord University Press, 1996) and

national Sowrces.

Investment rates typically exceed 35 per cent of
GOP and in some cases approach 40 per cent
Investment rates, both in China and the Republic of
Korea, have acceloratled in recent years, reaching
395 per cent in China and 37 per cent In the
Republic of Korea in 1995, in Hong Kong,
iwvestment rates. after some deceleration, picked
up in 1955 10 almost 35 per cenl, partly owing
to large infrastructure investments, including the
construction of a new International airport com-
plex.

Mongolia sutfered a setback in domestic invest-
ment eardy in the 19908 However, it has quickly
recovered and achieved an Investment rafe of almost
25 par cont in 1985, Mongolia's investment, however,
remains critically dependent on the inflow of external
resources, as domestic savings rates are well below
investmont ratos. However, the savings rate almost
doubled to 16 per cent of GOP in 12995 compared
with B8 per cent in 1990. For the penod 1991 1o
1995, the country expenenced an average savings-
investment gap of almost 14 per cent of GDP.
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ing in of a market-based economic ragime, Stabiliz-
ing the economy has been a major focus of
policies since then, and the country has
done remarkably well In containing inflation from a
monthly rate of 12.5 per cent in 1992 o an average
rale of 3.6 per cent in 1995,

China also experenced a relatively high
avernge rate of Inflation of 11.6 per cent in 1991-
1995, Inflation had reached very high levels in 1988-
1989, which had prompted the government to apply
some stnngent measures of Nscal and monetary
control. That brought inflation down to 2 1o 3 per cent
In 1990-1981, but it also brought a sharp slowdown in
economic growth.  Subsequent refaxation of policy
controls, while roviving tho economy’s fast-paced
growth, also revived inflation, which reached a new
height of 21.7 per cent in 1994, Restraining inflation
has therelore remasned a major plank in the policy of
the Government of China, though the measures
applied have been less restrictive and more gradual in
order not 1o jeopardize the economy's continued high
growth, as was the case in the early 1990s. Infiation
rates in Hong Kong, at an average o! above 9 per
cont in 19911995, and in the Republic of Korea, at
above 8 per cent during the same pericd, have also

%

Figure I.15. Variation in annual rates of
inflation in selected East and North-East
Aslan economies, 1986-1995
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Financlal  Statistics (Washington DC, Saptember 1996),
ADS, Asian Dovelopment Outiook 1998 and 1997 (Oxdord
Ursversity Press, 1806) and national sources

Note: Inflaton rates measured by changes In con-
sumer price indox.

boon comparatively modest. Nevertheless, stabilizing
the price level has remained a major policy concem.
The Republic of Korea succeeded befter than Hong
Kong In containing inflation.

The success of the East Asian economies, as
in the case of South-East Asian economies, is agan
partly attributed 1o the success of government pol-
cies. Apant from the concern for price stabilzation
with fiscal and monetary measures, policies affecting
the real sectors of these economies have been
geared towards encouraging investment and produc-
tion with stress on production for export. That has
enabled all these econamies o expenence high,



export-driven economic growth rates over the years
and 1o attract a substantial volume of FDI. As noted

in their government budgets,

All of these economies have experienced a
rapid escalation of monetary growth, China had a
33 per cent average expansion, and the Republic of
Korea 17.5 per cent during the period 1991-1995
These expansions have been responsible for the

é
|
§

oconomies, Currently, both governments and private
onferpronours are refocusing their attention on over-
coming the constraints that have been emerging as
& result of years of rapid growth. These constraints,
which include shortages of skills and expertise,
rising labour costs and structural and infrastuctural
bottlenecks, are aMecting their ability to compete

Economies such as those of China, Malaysia,
Thailand and Vet Nam are stll projected to grow af
rales ranging botween 7 and 10 per cent in 1996
2000 (table 11.4). The economy of the Philippines,
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Table L4, Forecast of growth and inflation for selected economies in the ESCAP region
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economic of 7 10 10
years. The minor slowdown may also be consis-
fent with their policy objectives of maintaining

Among the comparativoly slow-growing South
Asian economies, India, with its vast market size,
skilled manpower and advanced technological base,
is well placed 1o see further acceleration of its growth
rates, which in recent yoars have exceedod 6 per
cent. The 7 per cent growth projected in its ninth
five-year plan s reakstically achievable. Pakistan's
oconomy has a less diversifiod base than India's, yet
# can roakze its 6 to 7 per cont rates of annual
growth beyond the year 2000. Both these countries
plan 1o move on with their reform agendas, which
downsizing of the public sector and enhancing the
role of private sector in the economy. With thelr vast
populations, lower spread of basic education and
generally low living standards for the masses, these
countries may see soclal issues impose a Qreater
constraining effect on the pace al which reforms
could be implemented. The Islamic Republic of lran,
Sn Lanka and Turkey, also on the path 1o reform and
liberalization and with the advantage of better
educated manpower bases, can be expected to
sustain 5 1o 6 per cent average growth rates.

The economies in transibon In the North and
Central Asian subregion are expected to stabiize
fully and set thomselves on a path to positivo
growth by the turn of the century, Some of them
have already stabilized substantially and resumed
ed further decline. Their techno-
onal bases are generally high by
standards, which can be ex-
to them in good stead as their
macroeconomic and institutional redorms

stronger hold.
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the economées of the region. As the more advanced
economies tend to lose their competitiveness and
face a more saturated domestic market in certain
products, they have been seeking market and nvest
opportunitios elsewhero within the region, This is
eviden! from a growing investmant and trade interest
shown by the East and South-East Asian countries
in South Asia, North and Central Asia, and Indo-
China and Myanmar The lesser doveloped
countries may thus have an opportunity to enhance
production and exports of labour-intensive and low-
tech industries where their comparative advantages



SELECTED ASPECTS
OF SOCIAL DEVELOPMENT:
ACHIEVEMENTS AND
PROSPECTS

Population dynamics

Size and growth

The emerging demographic dynamics (size,
growth, age structure of the population and its distri-
bution, particulardy between rural and wban areas)
will continue to have important implications for deve-
lopment and participation in the globalization and
regionalization processes. The abéty of individual
countries o adapt, adjust 1© and benefit from the
process of globalization will be conditioned by their
specific demographic siuation, Globalization itself,
through its impact on various factors, such as lemale
employment, rurailo-urban migration and melropoli-
tanization, will influence demographic change, as will
access 10 knowledge and indormation. The following
roview will focus on the emerging patterns of demo-
graphic change in the region and their impact, espe-
cially on health, education and employment, which,
In tun, affect a country's abilty and wilingness to
participate in the globakzation and regionakzation
processes.

According to United Nations estimates.® coun-
tries comprising the ESCAP rogion reached a com-
bined population of 3.5 bilion by mid-1985 repre-
senting approximately 60 per cent of the world total
The estimates also reveal that by the year 2020 the
region’s population will increase by 30 per cent 10
47 billion. Data on population size and growth for
individual countries and for the different sub-groups
presented in table 115 reflect the significant diversity
that exists among them, Al one end are the three
doveloped countries of the ESCAP region, Australia,
Japan and New Zealand, which will register only a
marginal increase in their combined population from
147 millon In 1895 to 152 mdlion in 2020, At the
other extreme are the region's least developed coun-
trios, including the small island countries and tho
temitories of the Pacific, with populations of 226

S Word Popwation Prospects: The 1994 Revision
(United Nations publication, Sates No. E 95 XN 16)

milion and 7 millon respectively, where an estimated
60 per cent increase in the population is expected to
occur by the year 2020,

Among the other developing economies of the
two major subregions, South and South-West and
East and North-East Asia, which account for 36,0
and 38.7 per cent of the region's total population,
respectively, the increase during tho same period is
estimated to be about 50 and 21 per cen
respectively. Countries of North and Central Asia,
including the Russian Federation, are estimated fo
register a combined ncrease of about 10 pes cent in
their populations during the same period.

it should be noled, however, that these
averages mask the variations that exist between
individual countries, even countries within the same

compared with 0.4 per cent
economies during the 1990s. The rate of growth is
the highest in the least developed countries (2.6 per
cent) followed by the Pacilic istand countries (2.2 per

For the region as a whole, the average annual
rate of population growth is projected 1o decelerale
within the next two docades, and this would imply a
decrease in the average annual additions 1o the total
population from around 54 milion currently to 44
milion during the period 2010-2020. Estimates also
indicate that nearly all ol this Increase will occur
in the region's developing and least developed



Table 1.5, Eﬂmﬂnﬂtﬂﬂpnpu%ﬁ“—iﬂﬂ.udnhﬂgmﬂﬂpupum
1960-2020

Populaion Annual compound growdly fane
i fhousands [pevCeviage]

Coumiryana
1835 2020 1860 Ie7e- 1980 1950 200 SO0
1870 1580 1080 2000 Mg Pogo
Dovoloping sconombss 3360935 4 5B8 029 2.3 2.0 18 1.8 1.3 1.0

Sguih and South-West

Agln 1213888 1 818 DE2 2.4 23 24 2.0 1.7 1.3
India B35 744 1327 110 24 22 21 1.9 1.5 1.1
iran {islamic Republic of) BT 283 115 524 28 a3 a1 g 25 20
Paiiutian 130 &8O 261 966 24 26 38 28 25 22
Sai Lanka 18 354 24 045 24 1.7 15 14 1.1 1.0
Tuarhry 61 345 B 513 25 23 24 1.9 1.4 11
Souinh-East Asin 430 511 580 0ag a5 T4 20 1.7 1.3 1.0
Brunoi Dinnosanloem 202 405 a7 40 28 20 .4 12
Indanesia 185 758 284 103 23 213 149 1.5 12 1.0
Malayss 18 048 23 ™7 28 24 27 23 1.6 13
Filppines BT 581 08 335 an 24 23 21 T 1.2
Smgapona < Bga 3 s 24 1.5 1.4 0. 08 05
Thaitars 53 40 71 803 an 27 1.8 1.1 oa o8
Wit Mam T4 545 111 657 21 23 22 2q 18 13
Enst and Morth-Esnt Asin 1 280 468 1 551 003 2.4 18 15 1.1 [ F ] (i1 ]
Chinn 1227 000 1 488 075 a4 18 15 i.4 o8 o7
Hong Kong 8 207 & 007 25 25 12 0.5 o1 0.1
Mongoka 2 410 3 &0 &7 28 27 20 1.8 1.3
Reputiic of Koma 44 B51 53 283 25 1.8 1.2 10 07 0%
Pacific istand economies & &an 11 150 s 24 1 i3 1 1.7
Amanican Samos B4 ] a.0 1.7 as Lo 7 1.8
Cook Islands 19 5 1.6 -1.5 0.0 11 1.8 1.2
Fiji 7B 1 106 28 20 14 15 15 1.2
Frunch Polyrasia 322 as 3 27 2.1 16 1.2
Gusen 150 200 24 23 243 20 1.4 1.1
Kirikah 80 132 Z3 i 1.7 18 22 20
Mamshall islaria 54 113 a3 34 28 az az 28

Micronesia
{Federated States of) 124 53 b | &1 T 248 & 26
Mawiru 11 4] FR| 1.8 as 18 as a1
Merw Caladorin i 244 az 28 1.8 15 1.2 1.0
i 2 2 0.0 51 A0 oo (1] 0.0
Morthorm Mariana Istands a7 ] 27 27 a7 1.7 1.6 1.3
Palou 17 nn 38 1.8 23 24 a8 ik
Papua Mew Guines 4 302 7 o34 2.3 25 22 23 21 )
Samoa 1" 283 a8 08 G2 14 24 1.8
Sokmon |slands a8 T2 ag as as a3 a0 25
Tonga ] 127 25 1.2 04 06 1.1 1.9
Turval ta 14 1.8 29 1.2 1.4 1.8 1.8
Waraatu 168 305 a1 b 24 2.6 15 &2
(Contrumsd on navl papa)




Popuiation Annual compound growth rafe
in thousands (parcentage)
Country/area
1995 2020 1960 1970 1960- 1990- 2000- 2010
1970 1980 1990 2000 2010 2020
Least doveloped economies 226 044 365 837 24 24 220 26 20 15
Alghanistan 20 141 41 290 24 17 0.7 59 25 20
Bangladesh 120 433 185 160 26 28 21 22 19 13
Bhutan 1638 2882 .8 20 22 18 23 21
Cambodia 10 251 18 027 25 -0.7 a 28 23 21
Lao People's Democratic
Republic 4 682 B 210 22 17 27 28 25 22
Malcbves 254 508 20 27 32 a2 30 25
Myanmar 46 527 713N 22 22 21 21 18 15
Nepal 21 918 37 748 20 26 26 26 23 19
North and Central Asia 213 056 234 882 13 1.0 1.0 04 04 04
Armenss 3 589 4 564 30 20 09 13 1.0 o8
Azecbaljan 7 558 9714 29 18 15 1.1 10 10
Kazakstan 1711 21 014 28 13 1.1 06 09 08
Kyrgyzstan 4748 6728 32 20 19 17 15 12
Russian Federation 147 000 140 263 o8 06 07 02 02 02
Tajikistan 610 10 888 as 30 29 28 24 21
Turkrenistan 4 099 6 267 a2 27 25 22 18 14
Uzbekistan 22 88 35 426 34 29 25 22 19 14
Devoloped economios 146 827 151 828 12 12 07 04 0.2 0.0
Australia 18 040 23 586 20 15 15 1.3 1.1 1.0
Japan 125 251 123 973 10 11 06 02 01 -0.3
New Zeadard 3538 4 269 1.7 10 o8 11 07 08
ESCAP 3507 762 4 709 857 22 20 18 15 20 22
World (million) 569 7 888 20 19 7 15 14 12
As percentage of the
world totsl 822 597 - - - - - -
Sources: 1995 ESCAP Fopulaion Data Sheet, Workd Fopulation Prospects: The 1994 Revision (Uned Natons

publicabon, Sales No E95XIIL16) Monthly Bubetn of Stadstics, July 1608 (ST/ESASTAT/SERQZ83) and Statistcal
Yoarbook of Ching [Beljng. China Statistical Publiahing House), varicus issues.

economies, with the countries of South and South-
West Asia accounting for well over 60 per cent of A,
Moreover, there are a number of countries in the
ESCAP region where the annual additions to the
popuiation due to natural increase (the differonce
between birthe and deaths) will not start to decline
until the year 2010 or even considerably later. This
15 because the effect of the decline in fertilty would
be more than offse! by the number of women

64

entering reproductive age, a number that would
conbnue to increase for three to lour decades even

The tming of the decline In the average annual
addition to the population due to natural Increase will
thus vary from country 10 country depending on the
bming, pace and pattern of the fertility decline and
the trends in mortaity.



Age structure

The patterns of change described above will
manifes! themselves in the population age struc-
twres of countries, with important implications for
dovolopment as well as for the abity of countries
1o adapt to the process of globalization. A profile

of the age composition of the population of the
doveloping economies of the ESCAP region from
1950 through 2020 is shown in figure 1L16, As of
1995, about 32 per cent of the popuiation of the
developing economies in the region is below age
15, another 8 per cent is over age 60 and the
remaining 60 per cent is in the productive age
group 15-59, yieiding a total dependency ratio of 67

Figure 11.16. Population in different age groups in the developing economies of the

ESCAP region, 1950-2020
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per cenl.’ In contrast, the developed economios
have 17 par cent of their populations below age 15,
18 par cenl over age 60 and 64 per cenl in the

developed couniries. However, the lafier group of
pountries will have only 15 per cenil of hesr
populations below age 15, whereas nearly tedce as

substantial increase in the population at older ages.

Vanations are even more pronounced among
the diffarent sub-groups of cowmniries as well as

batween 4 and 6 per cenl over GO, resulling in a
depandancy mie of 100 There are many mons
countries in the region, such as Bangladesh, india,
tha Philippines, Solomon lslands, Uzbekistan and
Turkmenistan, whare chiédron below age 15 comprise
35 to 40 per cent of the total population. Yet, many
more have well over 30 per cend in thes age range,

school-age and the warking-age populabions.

8 Word Population Prospecis: The 1894 Revision
[Ursiad Mahons publicalion, Sales Moo E 95 X5 18).
B&

déveloped countries and o some  doeveloping
counbnes, and to 10-20 per cent in many others, bul
it will ba below 10 par cant in a few couniries, such
as the lslamic Republic of Iran, Pahksstan, ihe

Philippines and Mapal

This characteristic feature of the age structure
and the pace or rapidity of its translormation® ocour-
fing al 4 decisive moment in the economic and social
dovelopmant o individual couniries = among The
faciors thal would have important implications for their
development. Opporunities and challenges difter from
country fo counlry, requiring diflerent policy responses.

Uirbanization

Anplher important Eacior fhal would inffuenca
and would be influenced by development and
globalization is the change in the rumkuwban distribo-
ion of the populations. Among the world's majoc
regions, Asia remains one of the least urbanized,
wilh aboul 35 per ceni of its population lving in
arbas chassdiod as wrban. The other region wilth a
low lovel of wbanization is Africa. This regional
average, however, masks the significant differences in
the level of urbanization among counities and among
te broad sub-groups of couniries. It showld be
noted that & meaninghd companson of the lewd of
urbanization among countnies B aflected by the
differences in the defnition of urban areas adopbod
by the counfriss concerned. The sRuation is furthor
complicated by I|he concentration ol population
occurming  oulsida fhe urban periphery thal s




Figure I1.17. Age structure of population In selected countries: 1995 and 2020
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Countries are armanged accordng 10 he stage of demographic transition from the most advanced 10 those in the

The level of wbanization is high (67 per cent)
in Central Asia if the Russian Federation is included.
i the latter is excluded, the percentage of wrban
population In the newly formed countries of Central
Asia drops but s stil well above the average of
other major groups of countries. In the other deve-
loping economies of East and North-East, South-
East, and South and South-West Asia, the level of
urbanization remains moderate, with around 30 to 35
per cent of thekr populations living in urban centres.
Data presented in table 1.6 also reveal significant
vanations among countries. In general, they reflect
a weak association boetween the level of develop-
ment and the lavel of ubanizabon.

It 5 also estimated that the region as a
wholo will experience a rapid growth of the urban

population and a significant increase in the level of
wbanization, For instance, the percentage ol the
wban population in the developing economies is
projected 0 increase 1o 50 per cent within the next
25 years."'! This would mean an increase In the
urban population from its current size of 1.2 billion
to around 2.4 billion, representing a doubling of the
urban populstion. It aiso means that the estimated
increase of 1.2 bilion In the ESCAP region's total
population duning the same penod will have 1o be
absorbed by urban areas. This massive increase in
the urban populaton woulkd be accounted for by

' world Urbenization Prospects: The 1994 Revision
{United Nasonals publicaion, Sates No. £.95.11,12).
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Table ILB. mﬂmnmmmmmmum.

1995 and 2020
Livhessy pespidadian
Fate of growih
Couninganss Parceniags Thousards (parcaninge)

F a5 2000 e 2020 TR 2000 D

2000 e 2020

Duveloplng economibes 33§ 50.4 1138 814 2 264 @11 b | ao 28
South and South-Wesl Asia e AT 285 48 BEY @04 a3 a3 R |
tricta ] 41.3 250 Ba 54T 42 a2z a2 ai
Iran {Islemic Republic of) £9.0 TRE 50 718 B3 E3A 3l A4 27
35.0 531 48 747 138 106 a7 a5 a8

Bl Lanks 20 JAE 4 108 8 Zra 28 a5 a3
Tiathary 9.0 858 43 598 T4 242 as 24 15
Saulh-Enst Asia 36.5 5T 14T BE55 311 642 a8 332 25
Bruned Darussalam 4.0 RO 185 83 22 23 24
Indonasia a0 E74 B8 Gz 151 487 42 a3 2.4
Manlzysia 4.0 ToE 10 B14 20 602 s 28 -4 |
Phiippines E4.0 T 36 614 TH 442 ar 28 20
Smgapons 1000 1000 2 B48 375 om s L]
Thastand do? a8 1" 787 25 08l 8 an asz
Wiel Mam 1.0 351 18 4TR a5 145 15 ame aa
East and Morih-East Asia e+ | [ +X 1 #13 108 814 112 35 i8 a3
China a0 508 HOS a5 755 42 ar ao 24
Hong Kong 8.0 7.1 5 574 5 833 05 0z 0.0
Mongolia B1.0O 743 1 488 2 686 a0 27 2.0
Fepublic of Kodea B kR 35 572 40 B 29 13 a7
Paciflz Island sconcmkes 4.1 387 1 B4 4 058 a4 ar ar
Coock lslands A 735 12 20 21 2.4 23
Fig 410 BE.1 g &2 &5 28 28
French Polynesa 564 B4 124 4 ) 2 24 2.2
Guam |z 52 Er T &3 28 &8
Kirihati =T £pa 28 =] 33 34 ar
Marshall Islands &3 B0A ar 81 40 s a3
Micronesia (Federated Stales of) om0 458 k1 118 4.7 52 48
Maun 100.0 100.0 mn g 1.8 as 21
Ko Caledonin B2.0 Ta4 12 182 &l 20 1.8
i mo 385 1 1 oa g.0 o0
Marthaen Mariana Islands B0 562 5 45 2.3 25 |
Palau e B0.0 12 = a1 an 2.8
Papua Mew Guinss 180 285 -] 2 002 4.1 4.4 LR
Samoa a0 n.s ] B0 2.6 a7 4.3
Sodafmdn |slands 170 M3 -] 261 as 6.0 8.1
Tonga a0 629 a0 B0 a7 2.6 23
Tirvmlu 450 7.4 4 ] ae 34 28
Visnunby 100 X2 1 101 ie 48 Al
Morth and Central Asls 6T T4.8 143 723 175 813 o7 [} ] ¥
ArTTEria 8n.0 ra.a 24m3 3 572 1.6 1.5 1.4
Arestaijan 58O Ba& & 218 i 662 1.7 1.0 19
Karakstan B60.0 Te5 10 2@ 18 23% 1.4 | I 16
Kyrgyzakan a0 3T 1 B4y 3 &0 2 28 2R
Russian Feceraton 160 B4.4 1M1 78 118 3 0.3 0.3 oz
Tajikstan 320 45,0 -] 5 D0E 33 ag a0
Turkimarisian 450 LEre 1 B38 3522 28 28 28
Uizhwekigian 410 LR i 430 18 737 29 a 24
(Contirued on naxl page)




Table 1.6 (contmesd)

Uinhan population
Rafe of growsh
Conurifry e FPemaniaps Thousands {rarcantaga)
g5 2020 1885 Fo il 1895- 2000 200
SO0 2000 o0
Lassl devaloped sconomies 108 mo a4 &0 135 284 £3 a7 4.0
Alghanisban 20.0 358 & 028 14 822 e 49 45
Bangianash 1 o 22 054 B B4 B4 48 an
Bhutan 6.0 182 1065 451 65 6.2 A
Cambadia 210 385 2123 T 13 L8 &1 44
Les Peopie’s Democtalis Pepublie 217 406 1 Den 36813 58 B2 a4
Maloiwes 270 418 A Ha 4.3 49 4.7
bynremar 2680 434 12 188 30 s2v ar 4.1 a6
Mogpal 140 0.4 2 098 11 481 BE 5T a.r
Drveloped sconomies TE.8 B4.3 115 515 128 04T 0.5 oE og
Ausgiraila 850 Bra 15 318 20 855 1.2 1.2 1.2
Japan TEO B35 a7 120 103 511 0.4 a3 a1
How Zoatand B3 809 Jore 2 13 0.8 a8
Sources: World Lirbanizadion Prospacis: The 7984 Fevision (Uniled Mations publicasion, Sales Moo E9%.%81,12); Wik

E

Populaion Frogpects; The 1854 Aevision (Linded
Chria Shausl
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rurakto-urban migration, natural increase of current
urban populations and the reclassification of certain
meml arsas  (including boundary  adjustments] as
wiban, With the rumal population still accounting or
aboul two thirds of the region's population, the
contribution of rurak-lo-urban megration would be sub-
stantal oven if natural mcroase were assumad fo ba
the same in rural and urban areas'®,

The amengng proocess o globalzabon and ihe
pasocisted patterns of invesiment and enhanced
communications. would, i anything, only accalamte

publication, Salea Mo E05G0.16) and 1995 ESCAP Populstion

auceading one million will increase froem 118 out of &
bolal of 282 in 1990 to 272 out of a tolal of 543 in
the year 2000.'"7 However, an unoxplained feature
of urbanization during the pas! two decades, noled
in a recent ESCAP study' s the gradually
declining proportion of the wban population livisg in
farge cities. It ramains unclear whather this reflects
a response o policy inarventicns or the inability of
data Io caplure populstion growth occurring in urban
periphenes owing o lack of bowndary adstments.

Migration

The volume and chamctenstics of migrants ara
influenced by & number of sconomic and sodcial
lactars. Migration, whether inlemal of nermalional,
OoCuiE in responss io differential economic opporiu-
nities between fhe sending and receving areas,
affhough other fBciors, such as dstence and lamily

3wk Urbanization Prospects: The 1994 Aevision
[Ursted Nations putdication, Sales No. E.9500.12),

¥ EscAP S of Urbonization in Asis and the
Pacific, TR83 (ST/EGCAPMI0L



ties, play a part. Of particular importance In the
context of globalization and development s migration
between rural and wban areas and beétween coun-
tries, though rural-lo-rural migration, urban-10-urban
migration and migration between diflerent geographic
and administrative divisions of a country would also
infiuence and be influenced by the process. A
comparative analysis of the level, trend and patterns
of internal and international migration, and an accu-
rate assessment of the contribution of the rural-to-
urban migration to wurban growth is hampered by a
lack of adequate data. Moreover, the relative contri-
bution of various components also depends upon the
current level of wbanization, the differentials in natu-
ral increase between rural and urban areas, and the
rale of rurakto-urban migration.

Recent ESCAP publications aftribule about 40
to 50 per cent of the total urban growth dunng the
period 1990-1995 o natural increasa, and the rest 1o
rural-to-urban migration and o the effect of reclassifi-
cation of areas as urban, Howover, it is estimatod
that about 40 per cent of the increase in the urban
population is due to rural-to-urban migration.'® This
would mean a net transfer of about 250-300 million
persons from rural to urban areas dunng the last
dacades. W this frend were to confinue dunng
25 years, there would then be a net
rural to wban areas of at least half a
likeithood the number

i g;;gfi??
HiE
i
fl
i
g

1S ESCAP, State of Urbanizaton in Asia and the
Pacific, 1983 (ST/ESCAP/1300). The ESCAP Economic
and Social Survey of Asia and the Pacific 1593
estimate ol SO per cent as the contrbubion of rueal-10-urban

migration 10 wrban poputation growmh,
70

within the region (excluding refugees and migration
outside the region, but including the Middie East) to
be around 40 million,'® which represents a litle over
1 per cent of the total population of the region.

Evidence suggests that migration botween
countries of the region of various types (permanent
and temporary, documented and undocumented) has
incroased substantially. In addition to the developed
countries of the region, the NIEs have also attracted
migrants. Labour market imbalances in some coun-
tries, such as Thalland, have aiso created a situation
wherein those countries are simultanoously receiving
and sending migrants,

Another important feature of the emerging pal-
terns of migration is the increasing number of female
migrants'” in recent years, a trend which is likely to
continue and even accelerate in the future. This
phenomenon is linked 1o the increase in the educa-
tion of women, to the patterns of investment. and to
the emphasis In polices and programmes, all of
which contribute to increased mobility of females. '8

Human resources development

The demographic trends and prospects de-
scribod above will play an important part in the
attainment of the goals of developing countries
related to health, education and employment and in
promating gender equity. Improvements in these
areas are critical because they determine the
capabdity of counties to take part in and benefit
from globalization and regionalization.

Health

It can be seen from the data presented in
table 1.7 that mortality has declined to low levels in
most countries of the region, with the expectation of

16 UNCTAD and 1OM, Foreign Direct lnvestment,
Trade, Aid and Migration (United Nations publication, Sales
No E.9611A8)



Table IL.7. Selected estimates of mortality, circa 1990-1985

Anir Undar 5 Expecizlion firiorraal
" e martality mortaity of e mortality Mt
b v i af birth fipar 100 000 Mve births)

1ENE 585 E 199G- 1955 19590
Developing sconomies B -~ 848 o
South and South-Wesl Asin i | - B1.4 i
Irudin a2 118 E0.4 50
Imn (islamic Repulblc of) 38 51 &7.5 120
Paldstan 4] 137 61.5 40
Sei Lanka 18 b ) e 140
Ty 65 55 BES 180
South-Emsi Asin 47 - 851 =
Brungd Darussalam B i T4.3 60
Indomesin 58 i1 a2r 650
Walaysia k] 15 TOR B0
Phlippines 44 57 663 280
M [ 1 (1] T4l 10
Thadand ar a2 [ ) 200
Wied Nam 42 a6 652 160
East #nd Morh-Easl Rals 23 - BAS -
China ad a3 Bas 85
Hong Kong T 8 TE& 7
Songolin B 6 87 [
Rgpublic of Koma 11 i@ na 30
Fa 23 T ™5 -1
(Guam B . b #
Fapua New Goines 86 5 558 a0
Samoa 64 -] L] s
Splpenon |slands n » T4 e
VERNURD 47 58 852 280
MHorth and Centrel Asin 26 - Ba.3 -
Arrmenid N i T26 50
Azerbaiian 28 0.6 2
Kazaicgian M 8.6 BO
Kyrgyrstan a5 I B9.0 "o
Rurssann Faoarmion 4 - B7.8 Fi-
Tahistan 48 T2 130
Turkmanistan 57 - 65.0 55
1 fatishinman a3 £ 682 55
Least developed economies 1m0 sz 812 -
Abghanmtan =] = 435 1 700
Barqgladesh 108 17 55.6 850
Bhutan 124 153 8.7 1 @00
Camboda 116 T B1.8 Bl
Lao Poopia's Domocrabc Repubic a7 138 51.0 650
Waichyns B0 B a2 e
w Bt TN !'-"-ﬁ Eﬂ
Wepal bri] 118 53.5 1 500

|
|
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Table 1.7 (continued)

Indant Under 5 Expectation Maternal
Countrys mortality mortality of We mortalty ratio
rale rate ar birth {par 100 000 Mve births)
199019856 1994 19901995 1990
Developed economies 4 a 792 -
Austrafia 7 76 i
Japan 4 - 785 18
New Zealand o v 755 25
Sources: World Poputation Prospects: The 1894 Revision (United Nations publication, Sales No. E 95.XN1.16); UNDP,

Human Development Heport 1896 (New York, Oxiord University Prass, 1696), and WHO, Rovised 15890 Estimates of
Maternal Mortality: A New Appvoach by WHO and UNICEF (WHO/FREMSMS96 11), April 1966,

Noto: Under-5 moriality shouid be higher than infant mortality Deviation from this, for some couniries, arises because

these two estimates have been oblained from dMarent sources.

Ite at bisth averaging above 65 years, except in the
least developed countries, where it is only 55 years,
In some of the least developed countries, such as
Alghanistan and Cambodia, #t s as low as 45 years.
In many of the developing countries where the over-
ol mortalty rate s low, It is high among infants,
childron and pregnant mothers, as reflected by the
infant, under-5 and maternal mortaity rates shown in
the table. It can be salely stated that mortaity will
continue to decline, and that the decline will be
faster in countries where it remains high, While this

for many countries.’® That goal, inter alia, includes
the attainment of reductions in infant, childhood
and maternal mortality by hal and the universal
provision of services through the primary health care
system.

Education

Table 1.8 shows the current adult Meracy rates
and gross enrolment ratios at the primary, secondary
and tortiary levels for selected countries of the
ESCAP region?® Enrciment is high at the primary
level in most countries. The aftainment of universal
primary education s a goal set by most countnes.
Yel, there are a lew countries (lor example, Afghani-

20 Gross  ervoiment are defined as those
enrolled at dMerent levels in relation 10 the population In
the comesponding age Qroups, which can be above 100 #
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Table .8, Gross enrolment ratios and adult literacy rates

Enrpimand mabios

Ay
Cpuniryarpa Foar Al vl [1833) Hlgracy rafe
Primary Secondary Tarfary s

E
i
i

South and Sowih-Wesl Asks

trufin 18a3 §[1] 48 i 5K, 4B 63 52
iean {Istamic Republic afj 1693 0a ] 15 a7 61 72 T2
Pakisimn 1890 44 21 | ar 24 45 a8
S Lanks 1803 106 74 4 86 ar i =i
Turkay 1693 103 61 16 62 55 A2 B2
Bouth-East Azla
Brursl Darussalam 1693 107 ™ s m T B3 1]
indonesia 1952 114 43 10 B ] B4 4
#atoynia 1863 ] =] 5 1] 2 1] B3
Prilippires 1393 111 78 26 T Ta ] "
Singapons 1801 107 ] i ] CH ) 91
ThaRan 1902 =] a 18 54 S 7] B
irt am 1843 L bl 55 2 51 40 53 B4
Enst and Horih-Esat Asis
China 18aa 118 55 ] 57 54 L] G
Hang Kong 1891 102 il i T T w2
1890 a7 LT 14 & 13 58 mpd
Raspuiblic ol Koroa e 46 7 E1 m F i d i Ghe
Taivars Prowince ol China 1884 101 B L ! ks .
Pacliic islend sconomies
Fig 1962 128 (" 79 o ] 92
Pagua Mew Guinoa aEe T4 13 a5 M & T2
Samoa 1953 T4 - ast
Solomon Islands 1853 a4 17 X 4B s aza
Vimnisatu E ] 108 0 1 52 BEY
Horth and Ceniral Asim
Armsiria 63 Ba ag . | B3 73 pad
Azeshaljan eaa [T] HE e 72 70 73 g8
Kazakstan 1563 a5 0 4z 65 4 i gl
Kyrgyzstan 1963 : 21 70 T2 (] gy
RAussian Fedemion 1983 o a8 45 T8 B2 T8 ag@
Tajkistan 1963 B9 100 : L - - ars
Tutkenenisian 1900 - 2 77 " = o8t
Liebekinlam 1993 B o 73 2 )
Laasl developed sconomiss
Alghanisian 1993 a1 15 1’ 20 L
w 10 T8 17 4 Al kT ] A5 a8
Bt i a = 42
Cambodia 1963 4 a0 . a5
Lac Poople’s Dermocrafic
Flopubilic 1993 o7 28 2 -5} a2 59 5
Rpicims 1983 134 A o = T m B3
Myarvmar 1980 105 b o 44 A8 AG Bl
Mepal P E 0na as 57 L. | 71 o7

Sowces: LUNMESOD, Srafetcs Tagsbook 1955 (Pars and Larham, Marylard, USA, UNESCO Publishing and Bernan
Pross, 1995) and UNDP, Huma Developrmen! Fepor? 1998 (Mew York, Owloed University Press, 1606).
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childran i siill not close to being unhvorsal. Adul
lMeracy mies in several beast developed and South
Asjan countries are close o or below 50 per cenl
iiliteracy among large segments of the adult popula-
tion, especially women, is a drag on SoCic-8conamic
developrment.

As lor enrolment atl the socondary lewel, the
region's developed countries and the newly nde-
pendent couniries of Coniral Asin, as wall a5 a few
others, show faidy high levels of enrolment, Dif-
ferences among countries are wider with regard to
secondary school ensodment. Even af the secondary
and higher levels, education remains genarally kow
evon in tho fast-growing economies of Essi and
South-East Asia, which are undér ncreasing
pressure to improve their educational atftainments 1o
craale the skill base required fo maintain thelr
competitivaness.

Estimales also indicabe that the prmary and
socondary schoolage populations will continug 1o
increage significantly in omost countries, though af
a declining mte. There are some pecullariihes,
however, resulling from pas! demographic trends in
feridty and migration. For example, in China the
one-child tamily policy ol the 1880% resulted in a
decline in the schoolage population by 55 million
between 1880 and 1680, Migration and refugee
movements also affect the pattems in Afghanistan,
the |stamic Republic of iran and Pakistan. Leaving
aside these spocial cases, given the increase of the
schoolage population, atlaining universal prmary
education and increasing enrolment ot the second-
ary and lertiary lovels wil remain a challanging
task for many countnes in tha regon.  This chal
lenge will be greater for tha jeast developed
counfries o well as somo ol counlries whare
enrolment levals are cumently bow and where signdi-
canl increases in e school-age populaton ar
expacted (o ocour.

Empiloyrment

With the excoption of the developed countries
and soma of the East and South-Easl Asian ocono-
mies, couniries in the ESCAP rogion are charac-
ferized by the prevalence of high levels of un-
employmend and underemploymen, Tluum
menl problem s particularly acule among fthe
younger cohorts entering the labour lorce. This

T4

A comparison of the rale of population growth
geven in table IL5 above and the labour force growth

and projections lor selecied oconomins given in
19 shows thal |abour lorce growth dscesds
WMHMHHWM
migs in the region, a trend which is likely to contin-
ug info the first two decades of the next century,
This reflects the net effect of changes in the age
structure, increasing participation rales al younger

E

continue 1o be significant lor all couniries. While in
some of the least developed countries ihe demo-
graphic trends will keap labour lorce growth rales
high, it will be declning or modemling in the
developed countries, the MIEs and China.




Table 11.9. Changing profile of the labour force in selected Asian countries

Non-working

Redatve Incroase oiderly (85+) 1o

Rate of growth 1980-1990 = 100 Madcian age ladour force (%)
1980~ 1990 2000 1990- 2000- 1980 2000 2010 1890 2000 2010

1990 2000 2010 2000 2010

Bangladesh 346 as0 a3z “w 173 04 06 R4 6 6 L]
China 243 122 o087 50 22 9 3 8 10 12
Inda 217 200 203 1" 1= »7 0 as 8 10 12
Indonesia 274 235 168 100 66 28 N9 64 6 8 "
Japan 092 03 -035 4 -9 N6 43 432 18 25 34
Malaysa kR 203 258 129 138 311 39 a5 7 8 10
Nepal 235 260 247 142 165 05 09 3o @ 4 5
Pakistan ae2 368 429 130 208 25 N8 ns 7 8 8
Philippines 282 282 264 128 154 31 30 340 7 7 0
Ropublic of Koroa 284 1.51 1.08 82 S8 332 73 399 9 12 16
Singapore 163 062 030 “u 22 20 369 3.8 10 13 18
ThaRand 253 77 1.00 87 58 204 32 363 6 7 10

Source: John Baver, "Domographic change and Asian labor markets o the 19908, Population and Development Review,
vol. 16, No. 4, 1090, tables 1 to 4, p 615,

Further prospects or from a dwindling stock.

it has been well recognized that population Even it technological developments increase
and development are interrolatod in that demo- productivity, allowing immigration may become

dogroe of these relationships, however, will vary in tics (temporary versus long-term) of such migration
the differing context of the cument demographic would have to be determined by the nature of
situations of countries in the region and their demand and other factors. Partial solution to the
expected evolution, In the developed countnes problem of their labour shortages has been sought

g

22 See also Survey 1993 chap. VI dscussions on
hoalth, education and employment issues, Japan and the Republic of Korea.
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fevels of educabion and higher numbars of woman n
paid empioyment. They are Ekely 1o lace problems
in mesting the needs of the aiderly and of women
who may be pushed out of employmoent.  in addition,
rural-urtan dispanties, accontuated by the process of
structural reform thal is necessary il thay are o join
the global market economy, would resull in a raphd
flow o rural-urban migration

The impact of globalization and regionalization
on the mle and siatus of women will also hawe o
e dealt with.






CHAPTER 1l

FOREIGN TRADE






Innovation. Thus, as investment grows in an economy
in both absolute terms and as a proportion of GDP, it
s likely that imports will need to grow faster than
GOP and the fnancing of imports will be constrained
without growth of exports and export revenues. *

openod to world markets, trade can augment FDL
There is considerable evidence on a trade/FDI nexus.*




For example, a majpr link in the “ying goese”
model of development is the export-related FDI flows

from the leading or secondary goose 1o the followors

economic governance of a country. A country's
ability to be viewed as a reliable counterpant in
international trade ks directly related to the quality of

Proportionately more trade also increases the
exposure of an economy to ovents boyond its
control, lor example, fluctiuabions in international com-
modity prices, devaluation of the currency of a major
trading partner or competitor, changes in the invest-
ment strategy of a major transnatonal corporation, or

82

rapid shifts in consumer tastes in major markets.
This exposure then needs to be recognized and
managed to the degree possible using hedging tech-
niques, modern communications, and maintaining
the conlidence and credibility of the economy as a
whole. The need to be aggressive and dynamic in
a fast-changing world puls pressure on countries
and firms to adapt more frequently and more rapid-
ly than in the past. This may be difficult for
countries unaccustomed to such practices and may
call for a greater role for the private sector, which
is usually able to cope with rapid changes in market
conditions better than the public sector.

Dependence for foreign exchange earnings on
undiversdied exports andior export markols in-
creases significantly the nsks associated with market
changes boyond ono’s control. In paraliel, & high
reliance on one partner for the import of any one
product or baske! of products is risky. Therelore an
increased meliance on trade carmes with it a need for
diversification in products and partners which s
more difficult to achieve in countries with a limited

7
g
§
:
g
:
§

that is, the transaction costs associated with cultural
differonces, country image, state control, trans-
parency of legal and administrative regimes. local
distribution systems, communications, technological
nfrastructure etc. are reduced by cultural similarities,
ethnic tes and intraregional networking. Second,



Intraregional trade In this region. Trade relations also
dovelop faster when countres are involved in
producing different stages of the same final product,
This feature, which is often referred o as
“componentization®, is increasingly widespread in the
Asian and Pacific region with differan! components of
industries such as electronics, textiles or automobiles
being produced in different countries by transnational
corporations, and the trade in intermediate products
between them is being stimulated in the process.
There are also some new joint ventures among small
and medium-sized entorprises which feel more com-
fortable entering the reglonal market belore venturing
further abroad. The third benefit s the paositive

TRADE PERFORMANCE

This section provides a beief review of the
evolution of trade of countries of the Asian and
Pacific region in an attempt to identify 1o what exient
the countries have succeeded in using trade as a
source of integration into the world or regional

5 Beyond the theee growth triangles within East and
South-East Asia, intlatves %0 set up smilar types of
arrangoments are under discussion betwsen Bangladesh
and Indla, among Austrafia, Indonesia and Papua New
Gunea, and among the countries of North-East Asia
Thus the nation State, which has been the unit of analyss
for imernational trade theory, may not be appropeiate n the
future as economic areas are Incroasingly 1o maich
the boundanes nation States. For more on Ihs, see
Korichi Ohmae, The of the Naton State: The Rise of

End
Economias (New York, The Free Press, 1985)

g |
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economy.  Much has been written in recem
about the trade pedormance ol countries in the
region. However, these analyses have tended to
concentrate on the dynamic economies in East and
South-East Asia or on individual countries. This
n presents some summary stalistics for as

countries of the reglon as have consisten

11!

A regional overview

As shown in figure 111.1,° the economies of the
Asian and Pacific region as a group have increased
their share of world exports of goods and services
from about 19 per cent In the early 19805 to
approximately 26 per cent in the early 1990s, and
within this increasing share, the developing econo-
mies (which account for 60 per cent of the region’s
frade) recorded growth rates signdficantly higher than
those of the world average for the entire period
1980-1994, They also outperformed their developed
partners in the reglon. Whether their current growth
rale of about 13 per cent can be maintained

The analysis of the trade data presented below,
which is based on period averages, does not take
into account the very recent sharp decling in export
eamings experienced by several countries including
Malaysia, the Republic of Korea and Thailand. The
sudden drops have been al least partially attributed
10 Increased competition in export markets and a lag
in the upgrading of skills and 80 of export products.




Figure lil.1. Share of world exports and imports of goods and services

Exporis of goods and services
19680-1984 1985-1889 1590-1964

1990-1994

[CJ Omer [ Developed sconomies [ Developing economies
of Asia and the Pacilic of Asla and the Pacific

Sources: ESCAFP secretarial calcuations based on GATT, infernational Trade. Trends and Stafistics, various issues and
WTO, nternabonal Trade: Trands and Statistics 1995

Table .1, Asia and the Pacific in world trade: growth rates of exports and imports
of goods and services

Exports Imports
19801884 1985-1989 199071054 1980-1984 15985-1989 18580-194
World 08 10.1 74 -05 101 89
Economies of Asia and the Pacific 69 121 118 34 126 109
Developing economies of
Asla and the Pacific 76 133 138 57 134 136

Sowces: ESCAP secretanu! caluatons based on GATT, Indernatonal Trade: Thends and Statishics, vanous issues and
WTO International Trade: Trends and Statistics 1995

Tabie 1112, which reports the growth rates for economies and over ime for individual economies.
exports and imporis of merchandise goods for the Twanty-six of the 39 economies listed from ail over
individual developing economies of the region, the region, or two thirds had growth rates in the
llustrates the varable pedormance both between early 1990s that were larger than the world average.
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Table lIl.2. Rate of change of values of exports and imports ol goods,
ranked on 1980-1995 average

Exports, Lok i imports, €.t
i
1960- 1984 TO8S5-108% r990-159% i 18801884 VPGS 1880 19001595
]
World 0.4 23 [ ¥ ] 1 ‘Worid =07 a4 65
sconomies 59 17 148 | Developing sconomiss 52 115 150
ol T ESCAP reglon i of the EGCAP region
Marshall Islarchs 292 =33 BT | Myanmal 75 -aa 44
Cambods 1 7o B4 1| Camboda i78 14 ]
Loy Peophe's Democratic  14.5 18 Ms i Imtrynia BB 118 B
Repubic i Lwo Pecpie’s Demeemtie 153 a4 231
Myanmar =102 53 na | Aepubiic
Maliysia 70 58 188 i 'a B4 9
Viel Nam a8 nz %2 : Thaiand a8 18 188
China BA 163 182 i Hong Kerg _':-: ‘::: :;__:
Thadsnd ar Fa T 159 i Philppines
Singapons BT 142 178 i Indonesa 14 a0 1740
Frofce Potyesis 24 78 169 i Sngapors 52 12.8 167
Bangates 64 75 163 i ook islands -3 B4 180
S Lanks (13 20 161 I Makdvers T8 203 158
Soiomor: Sy A <31 10 : Magal il 78 15':-
8.9 213 156 Beuned Darvsasiam 1 &8 15:
mm 202 60 155 : S5 Lanka -20 is 181
Phiippings =20 BE 1.5 i China Ta 1wy 6
Cook |stands | 2R 142 [] md’ [T [ 156 145
Pagus Hew Ouied 29 84 138 | Taiwar Prowince of China. 3.1 204 121
[ 21 oo 427 i Karibat Ly i LLH
Peguiie of Korms 129 1 128 y N nr 58 1o
inuiia s 0.8 168 | i os L 8%
Tonga 173 43 108 | Marshal islands 86 144 a7
Pakistan 12 123 a8 Il ,;":""‘ - - ;"
Taiwan Province of Ching ;: g 1:: ﬂ . Sskormon ieland ' 87 e
iran (islamic Republic of) 0.4 06 | m _ii f; :_:
R - a7 8! | Bhtan 108 9.3 55
WAL 0 -B5 52 1 Samoa =54 k-3 52
Bured Darussalam 8.2 4.3 gt : Frisnch Polymesin 05 &0 ar
Wakdves a;:; ;: ;i i Hew Cadonia -89 0.7 09
Bhut 23 "1 b4t i Papua Nrw Gioinoa =13 T8 s
= u 28 i imn {Igamic Republs off BB 17 O
! Mergois BT 48 oy
Mow Calaconia 120 M3 50 I g = i !
m""" ;;: ;: - , [ £3 100
a8 183 . : AmECAn Zamoa ﬁ; uﬂl
Amercan Samoa 183 a2 . i Taseiiks 21 43
Tireaha 383 1.4 : i Ayharsian 1 A8
Dthar membere ol ESCAP AT 10.2 108 : (iher mambers of ESCAP 0.5 e Tz
In Asla and the Pacific i Im Asia and the Paciflc
Fiugssan Fepeeaton o " 1ne i Turkay a2 85 175
Turkamy e 1.2 1.0 i Mow Zeabing as T8 a8
Japan 73 102 B4 : Japan 0.1 96 A5
Mew Faalsnd oL 105 b & | Parssan Fedenation = 2 a1
Ausstrba 18 104 8z H Ausiria 50 121 53

Souvoss; ESCAP seciplaflal calculabons based on Unilnd MaSons, Monfsy Boehn of Staislics, vol. L, Mo 10 (Dctaber
RG], IMF, imermabonal Snancial Suntsdcs vYeadbook, 1895 and infematons’ FAoanclal Stanispcs, sol. BLID, Mo 171
(MNowerbaer 1096); and ADB, Key Indicaiors of Dewsioping Asien and Paciic Copnivied, 1895 [Oxiord Uiniversily Press, 1966,

B 1000-1904,

B



This shows thal they are being integrafed rapidy
info world markels. In the podipd 1B85-1888, there

were 15 such sconomées, nol necessanly the same
ories, I g ssnilar position and 12 econemias ha
maintained a rate of growth of exports consistently
higher than the world average over the last two and
a hall decades. These inchede, ns éxpecied, ihe
nowwly indusirializing economies (Hong Kong, Repub-
lic of Worea, Singapore, and Tanvan Prowince of
China), China, Malaysia, and Thadand g3 well as
Cambodia, French Polynesis, India, Fakstan and
Vit Mam. Thus the ssperance ol ramdly growing
exports hag been & wvery receni phanomenon in &
gignificant number of the sconomiss of the negion,
Viary few economigs hawe exparienced a conbraclion
in their xports over the las! lew years, In gensral,

it hag baen ho leasl developed countries and the
Facific istand economigs that exhibit low or negative
growth rales in exporis. Thase economiss ane thus
the ones Rr which the noks of mamgnalization ane
wery real

it is also wnporfant to consider whether the

mies whane the export miensity is rather high, As

Table liL3. Instability in export sarnings of merchandise goods, 1985-1895

instabibly less than instaduity batwman Insiatity betwoen instatiilty more than
10 por cant 10 and 20 per cont 20 and 30 par cent 30 per cont
Ching a2 Tonga 10.6 Morgoi 207 Brutan® ng
PMatargsa 47 Taiwan Province of 11.2 Lac Peoplas 27 Turvala® J52
ks 51 China Durnocmtic Republic
Bangindesh 55 Mepal 123 Cook islands 220 Acgraresian’ 06
Sri Lanka 57 Wit b 121 Myarmat 224 Amenican Samoa® 45.2
Prilippnes 59 Solomon Islards® 122 Samoa 228 Nauru® 483
Incanasis 60 Vanuaty 14.0 GuoamP 233 Marshal ldiands 480
Singapane 82 Fronch Polynasia  14.4 Brunel Darsasalam?® 23,3
Hong Kong B3 Cambodia 173 Mrw Cailbionisd 20
Thaiiand aa Madions 175 Kinbat 74
Pakistan T8 iran [istamic ;s
Bs Raputidic of)

F‘
Fepublic of Korea B8
Papim Mew Guirea 0900

Sowcws: ESCAP secrelanal calculasons based on Unlled Masons, Mondtly Bulledn of Shésics vl L Mo 8,
iSepiember 1886} IMF, infamatonsl Financia! Stateics, wol XLIX, Mo 11 (Movembe: 1208), and ADB, Mey indicaiors of
Denaloping Agian and Pacily Coundrigs, 1098 (Cuford Linivessity Press, 1006].

n s
Motes: The maasure af instability is 1F?E![I{xr§tﬂtll'1m whare X & the obervad magniluds of exporl anmings,

iuhn@mmﬂhﬁwmmﬂmnmwmmnnmwwm
The werical bat indicates fhe sbsolute walue (Lo deregoeding sigrs).  Accordingdy, mstabidy s measured as fhe percentage
dirdiation ol sspon airmings from e sxpongntial trend lowils 1or this ghan poticd,

B jomn. 1o
8 16851993
€ pogE.1980



that those with instability of under 10 par cent
have not faced serious disruptions, whereas the
development offorts in those with instability of over
20 por cent are very wuinerable 10 export per-
lormance.

Figure 112 presents a picture of increasing
export concentration In the region. The high
percentage of exports (97 per cent in the period
1990-1995) onginating in the 12 economies listed,
which also account for 83 per cent of the GDP of
the developing economies of the region and 83 per
cont of the population, Is nol unexpected. It Is
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Figure Il.2. Share of major countries in merchandise exports of developing economies

of the ESCAP region

(Porcentage)

6.7

19801584

14 1o 20 1ns

19851989
155 ns 154

1990-1985
%0 "3 110

Sources: ESCAP secretariat calculabons based on United Nations, Monthly Bufetn of Smatstics, vol. L, No #
(Septomber 1906); and IMF, Infernational Financiad Staistics, vol. XIIX, No. 11 (November 1206).
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There are 10 out of the 31 economies Nsted
with indices above 30 per cent and another 7 with

above 20 per cent. The medium index is
about 24 per cent, compared with a ratio of world
frade to GDP of about 17 per cent, which can be
interpreted to mean that in giobal terms the region
is relatively trade-dependent. It is important 10 note

:
:
!
:
H
:

account the structure of markets for the exports of

Important growing market for Japan, with their share
of Japanese exports Increasing from 28 per cent in
1980 1o 38 per cent in 1995, and now accounting
for a larger share than do the European Union or
North America. A similar evolution can be seen for

10 the developing economies in the region in 1980
and 36 per cont in 1995, a significantly larger share
than those 1o the European Union or North America,
or even 1o Japan. However, Australia and New
Zealand are very small markels for developing
economies (about 2 per cent of the total exports of
the region).

There are several conclusions that can be
drawn from data on the pattern of trade separated
betwoen commoditios and manufactured goods.
First, the share of the intraregional developing coun-
Iry trade in commodities including fuels is slightly
higher than that in manufactured goods (41 per cent
as compared with 37 per cent in 1993) although both
shares are rising slowly. However, when fuels are
excluded from commodity trade, the percentages are
dmwmwmmmw
and also rising). Second, for Australia and New



Table liL4. Exports and imports of goods as a percentage of GOP

[Rankad on the Ebo of sxports fo GO 1R90-1995 averags)
Exporis, Lob imports, &.if

TRE0-1084 1985100 1901008 1060-1884  TO8E-TOED 1990-1985

[irveloplng aconomies

of the ESCAP region

Sirgapoim 13a.0 14156 135 ITE8 188.0 148.2
Hong Mang T4 100.5 1165 B840 =11 1225
Falaysia 431 BT A (e A58 TG
Brunal Darussalam B7 9 66.9 580 18 =29 310
Papua New Guinea 18 413 4T3 45.0 445 =1
Solomon islands 46.0 449 433 521 58.7 458
Takwan Provinoe of China 48.0 472 403 408 M A58
Morgilis 201 2148 T 201 Mo s
Thailand 185 239 305 281 0.1 b
F& e 205 an 44 4 5 451
Bhidan TGl 223 2848 4006 4.8 415
Sl Lanka 213 210 26.3 385 30.8 are
Wit Ham = 10F 256 " 234 s I )
Fapublc of Kosen 30.0 ana %5 ) 0.2 v
Indcnasia 258 27 20 185 150 200
Faldramn 217 aan 223 0.5 o Ll
Fhilpsnes 15.8 171 o4 2232 2T ooy
Chira s 118 158 s 4.5 184
Lao People's Democrabc Republic 73 80 158 250 ms 203
Pakistan b1 1] 1.8 Tad 02 183 181
Camboda - - 144 u B.5 218
Venisaiu aa T 148 LS E i | 482
Blangladesh B2 BA Ba 189 18,7 LE
Tanga az T8 B2 552 55.8 ay
Megal 47 55 B8 T 187 257
Rk 47 46 TA Th 2] ar
kliribah 150 ra B4 502 a8 E2.4
Samoa BT 123 ar 485 1.8 T80
Iran {Fdars Republic of) 122 ar ag 13 as as
Tuvmiu 3.0 a2 24 T4 2.3 G4
Liyanmar ELE 2 1.0 54 23 1.4

Criher members of ESCAP

in Asin and tha Pacific

Russian Fedaration = - e . - 7.0
Hawr Zealarsd b neE 234 M5 200 =0
LIE L8 129 1 148 1B 158 180
Turkey 8l 124 87 170 70 154
Jnpary 128 101 8.0 1.8 T 65

Sowrces: ESCAP secrelanial calculations based on Uinfed Mations, Monthly Bulledn of Statstics, vol. L, Mo 10 (Dclober
198 IMF, imismafiomsl Francial SmSsbes  Yearbook, 1885 snd infernadiomal Fnancial Stesstics, ol XLIX, Mo T
(Mowemiber 1908y ADE Mey \ndicators of Developing Asisn and Pacific Counirias, T8 [Chford Univarsfy Pross, 1996]; and
Workd Bark, Word Tables 1005 (Baltimaore, Mardand, Jobn Hopkine Univorsity Pross, 1005),
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Table IIS. Percentage share of total merchandise exports by region and destination,

Asian and Pacific region

(Selected years)
Developed marke! economy countries
Desineion W scanomies of the

Tote! Ewopean  North Japan Australia, ESCAP

Origin Union  America Now Zoaland region
World 1980 100 668 372 145 62 1.2 88
1985 100 66.3 30.7 201 58 15 a7
1960 100 s 307 176 56 13 128
1983 100 67.4 350 194 54 13 173
1995 100 674 36 156 57 14 17.7
Developed 1960 100 708 431 132 32 14 79
market aconomy 1985 100 740 2 216 35 18 T2
countries 1990 100 73 482 167 42 14 2.9
1983 100 e 408 178 3 13 133
19495 100 720 446 182 as 14 135
Japan 1980 100 475 140 263 3 284
1085 100 586 14 40.1 37 183
1980 100 5683 188 340 28 314
1993 100 523 158 n2 25 ar7
1995 100 523 187 n2 25 aar
Australia, 1680 100 582 158 125 27 61 215
New Zealand 1985 100 554 135 102 241 60 189
1900 100 618 143 131 240 70 284
1990 100 557 122 103 236 70 361
1965 100 56.0 12.9 102 238 B8 362
Developing 1960 100 02 156 199 202 25 241
oconomies of the 1385 100 &85 1ms an 163 23 208
ESCAP region 1960 100 §72 154 235 144 19 333
1063 100 534 146 29 1221 1.9 33
1965 100 524 150 25 120 10 388

Sources: ESCAP secretariat calculations based on UNCTAD, Mandbook of Intermanonad Tade and Development
Statistics, 1969 and 1684; and Unted Nasons, Monthly Bulietin of Statistics, vol, L, No. 6 (June 1996), special table D,

Zoaland, the developing economies are made Impor-

tant markets for manufactured goods than they are for
on commoddty trade In the export basket of these
countries (see table 1IL.6). The developing economies
In the region absorb about one third of Japanese
manufactured exports, a larger proportion than oither
the Ewopean Union or North America. Thud, the
proportion of manutactured exports from the develop-
ing economées going to Japan is only about hall of
that 1o the European Union or North America, and the
share has not been growing However, Japan is
clearly a very important market for commodities from
the developing economies ol the region, absorbing
about one third of the total, the second largest
share after exports among the developing economies

|

(40 per cent)? Box L1 provides further
details on the changing pattern of Japanese imports.




Box lll.1. The flying geese paradigm: the changing pattern of
Japanm Imports from East and South-East Asia
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Changing export structure of East and South-Easl Asla to Japan, 1990 and 1995

(Coninued from preceding page)
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A disaggregation of trade by product or pro- ef they are il vuinerable fo evenls in speciic
duct groups illustrates whether couniries have suc- products markete. Table LG shows the dependence
ceeded in diversitying their expont package or wheth- ol the oconomies of the ESCAP region on the

Table HIL6, m-mupﬂmmm-nmmmmﬁ
on 18993 data

Faports of primary commodities, including fuels, a5 3 percentage of lofal axports

A B
1asa 1088 1850 1483 &4
Dwveloping economiss of
the ESCAP region
Mganemat 835 Bia Ba.0 .0 5.1
Solomon |siands A4 100.0 a0 o0 |
Alghanistan Bi.8 841 o oy an
Brrwl Danmaalam BT 98.7 87 E o 2 =25
M Caledonin 25.8 3 88,0 [ T
Samoa s B0 #0.0 3.6 4B
tran (iglamic Republc of) B1.3 100.0 485 Bra 127
Tongn ey ] 800 TAS Bs.7T =33
Maddips E9.5 &3 T28 Ban 187
Mongolis - 201 724 678 aT5
Fii A6 547 58.0 668 18
anuaty 20 B25 6.4 a1 -10.4
Vial Mam 420 g1.7 548 603 =31 4
Papus Mew Guings 80,4 #7.1 Bar 415 T
Inclonesia 878 BT 4 £19 487 =407
Lao Pecpla's Demoondic Fepubiic 445 6.3 B8 457 8400
Kiribiah 108 Bag 714 454 =385
Cambodia 8.0 627 8.0 421 2008
Coph Istands [ 5.7 A 8.1 =178
Matmysin (13 720 45.1 286 434
Thailand | B0 353 274 328
ke E -] a1 28.5 253 =188
Philippines P i 3 238 -2 5
Singapore 41,7 k- 258 183 -18.2
China 4T.5 483 208.7 151 2.2
Guam B0 2B nE 8.8 18
S0 Lanka B T2a 41.8 180 -E54.4
Pakigimn 451 0.4 209 17.0 =134
HNepai faz2 51.2 28 16.1 =351
Bangladesn 88 3.7 207 14.1 =28
Tarwan Provinos of China 121 I 6.8 TE 7.2
Faputiie ol Koma -1 ] B.A 58 6.0 21
Hong Kong L1 8.7 5B | 24
Frasfacti X8 15.2 a5 4.0 =112
MITERICAn SAMOoR 9 T8 a0 a8 .1
Mauru 20 4573 - -
Dihed members ol ESCAP

in Asin and tha Pacific
Harw Faaland T 711 .0 (1 =23
Aauntria TrGQ BE T GA.8 B2.0 -227
Turkey TazR Mo as i -10.3
Aussian Fedembon = - = T4 TA
Jaipsan A6 iz 21 21 =1

Bourées: ESCAP secrelmial caltulnfons based on UNCTAD Commodity Yearbook, 1889 and 1895



export of primary commodities, inciuding fuels. High
dependence on commodities can be taken as a
signal of both wvuinerabiity to the excessive price
fuctuations that have plagued commodity markets
and lack of progress in industrial development, It is
interesting to note that six economies remain de-
pendent on commodites for over 90 per cent of their
export eamings, and another threa for over 80 per
cent. These are either fuel exporters (Brunel
Darussalam and the islamic Republic of Iran), Pacific
islands (New Caledonia and Tonga) or least deve-
loped countries (Alghanistan, Maldives, Myanmar,
Samoa and Solomon Islands). Australia and New

over 50 per cem remain vulnerable 1o events in
commodity markets, It should be noted that the
fast-growing economies of East and South-East Asia,
excopt Indonesia, all have commodity dependence of
loss than 30 per cont.

A high export dependence on a limited number of
products is a signal of vulnerabiity to significant
variations In export eamings and economic per-
formance, independontly of whether these are com-
modity or manufactured products. Annex table L1
lists the two or three major export products in 1981-
1982 and 1991-1992 of the 25 developing countries
for which consistent date are available. From this
table, it can be seen whether the important indsvidual
products have remained the same, as for examploe,
for Brunei Darussalam, Indonesia or Solomon
Islands, although with a different order of importance,
or changed dramatically, as, for example, for the
Philippines, Thailand or Tonga. The picture is one of
considerable change in export structures, although
for most countries one or two products, commonly
commodities, have remaned in the top three exports.

Figure 11,3 presents a summary of this infor-
mation in the form of an index of dependence on
three most important export products rankad in de-
scending order."’  For 11 countries, this index was
above 70 par cent in 1891-1602, signalling a high




Figure liL.3. Percentage of total exports accounted for by three major products
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Source: ESCAP secrotaral calculabons based on UNCTAD,

1964, 1965, 1093 and 1504

Hanabook of Internationsd Trade and Development Stadstics.

The export situation of the Central Astan
republics was not included above as data only
exist for the last few years. Table lIL7 presents a
summary picture for these economées. Thair total
oxports i 1995 were around $12 bdllon, or about 2
per cent ol the regional exports. These oxports

have been growing rapidly with rates of change of
over 50 per cent for all economies In 1904, but
much more slowly in 1985, The export intensity of
these countries remans rather low, all indices being
below 20 per cent, except for Turkmenistan, even
though thesa indices have been increasing rapidly.
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Table II.7. Merchandise trade of the Central Asian republics

Value
(milions of Amnual percantage Percentage of Commodity
US doftars) change depandence
1954 1995 1554 1995 1993 1954 1995
Morchandise oxports
Armenia = 248 6733 69 14 R ] v
Azortakan 637 550 as -137 70 18.0 566
Kazakstan azm 5 064 1113 567 142 178 ae
Kyrgyzstan 340 380 208.6 118 29 128 579
Tajiistan 493 707 57.0 712 104 206 -
Turkmenistan 2010 1639 816 -35 203 380 723
Uzbekistan 304 3 100 a2 18 as 142 247
Total 8 %07 11 988 1443 2.0 81 178
Morchandise Imports
Armenin 415 651 a2 583 a8 159 ~
Ararbagan ™ 681 282 -138 48 23 658
Kazakstan 4 499 3 882 8107 -13.7 a6 248 §0.3
Kyrgyzstan 369 439 2285 19.0 29 138 633
Tayhistan 859 890 1404 -232 148 a7 —
Turkmersstan 894 7T 784 -131 87 173 339
Uzbelostan 24M 2 900 1588 170 4.7 115 408
Total 10 348 10 030 2740 3.1 55 1886

Sources: ESCAP secretaniat calculations based on United Nations, Monihy Sulenn of Stanstics, vol. L, No, 10 (October
1996) and World Bank, World Developymant Boport 1995 and 1896

This shows tha!l they have quite a long way to go
belore being able to participate eflectively in the
global economy. The exports of these oconomies
have beon quite concantrated in terms of products,
with commodity exports still largely dominating in all
countrnes except Uzbelistan,

Exports of services

Disaggregated data on services trade have
been collected only for certain countries and only for
the recent past. Tolal services trade was estimated
10 be $1,099 billion in 1994 and growing at the rate
of over 9 per cent a year, or signficantly faster than
global trade m merchandise goods, Tho share of
Asia and the Pacfic in thss tolal is estimated at
about 20 per cent, a rato smaller than the region’s
share in merchandise trade but one which is
increasing rapidly. Table I8 provides a lsting of
the values n 1994 and growth rates of sarvice

oxports between 1990 and 1994 for the major ex-
porters of the region. the Asian and Pacific region
contained 6 ol the top 20 exporters and 9 out of the
10 fastest growing exporters of senices.

About 40 per cent of the world trade in
services is business services (lelecommunications,
financial services, construction elc.), 30 per cent is
relatod to travel (including travel for leisure, educa-
tion, health and business) and the balance o
fransport, freight and insurance. In ganeral, Asian
and Pacific economies have relatively low net export
ratios in absolute terms. This indicates a high
degree ol two-way trade In services, though not
necessanly in the same ones.  In terms of export
intensity, service exports are very significant for six
oconomios with the average ratio of service exports
10 GDP In 1990-1993 exceeding 20 per cont: four
Hong Kong and Singapore which provide a range of
services.  For six other aconomies, the rtio of



Table 1l.8. Service exports from selected economies of Asia and the Pacific

Valve (millons Porcontage shave
of US dollars) of workd Growth rate
1994 1994 1990- 1994
Devoloping economies 149 242 1386 165
of the ESCAP reglon
Hang Kong 32 538 30 150
Singapore 23 306% 21 182
Rapublic of Korea 18 816 17 154
China 16 503° 15 307
Talwan Province of China 13 458 12 135
Thalkand 11 822 1.1 173
Phéppines 6 768" 06 216
Malaysa 6 546* 0.6 18.0
Indonesia 4 797% 04 208
Totad 134 614 122 16.9
Deveioped economies 75 845 69 84
of the ESCAP reglon
Austriia 13 526 1.2 a1
Japan 57 230 52 79

Sowrce: ESCAP secretarial calcudatons based on WTO, Miemations! Trade: Trends and Stalisfics 1995
% Data trom IMF, Batance of Payments Statistics Yearbook. 1996, part 2.

Imports of goods and services

As every export from one country is another
country'’s import, an important part of the linkages
being builll In the ragion will depend on the pattemn
of imports. At the global level, trade has to balance,
but this is not true at the country or reglonal level.
Nevertheless, large bilateral trade imbalances are a
source of friction between countnes. It is interesting
to obgerve from figure L1 that the share of the
doveloping economies In Asia and the Pacific In
world imports of goods and services s a little higher
than s share of world exports, with that flor the
developing economies of the region being just over
15 per cont. Twonty-four developing countries in the
region excoodod the world average growth rate of

imports of merchandise goods, having a large over-
lap in the list with those expenencing rapid export
growth (see table 111.2). The same 12 countries that
account for almost all of the exports account for
almos! all of the imports — over 96 per cent in the
period 1990-1995.

It s relevant 1o considor the import intensity
Indices of countries as another measure of their
openness to the rest of the world Whereas many
researchers use total trade (exports plus imports) to
GOP ratio to measure trade exposure or openness,
the results are ditficult 1o Interpret for countries such
as those in the Pacific subregion, where imports are
often several times larger than exports. While these
countries may be open lo imports, they are not
necessarily able 10 develop exports to match, or lack
a very conducive policy for export development and
often run very large cument account deficits year
after year, supported by ald flows and remittances.
Thewr trade exposure figures have a very different
meaning from those in most other countries, where
exports and imports are of the same order of
magniude most of the tame.
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in this megard, several obsenvalons can be
made rom table 1.4, First, flor many economies the
average import ensity index is langer than the
nverage export mtensiy index, or imports conatiule
a larger percentage of GOP than exporis, For the
poriod 1990-1995, for only five economies was the
impar] intensity index lower than the exporl intensity
inden {Brunel Darussalam, China, Indonesia, Papua
MNew Guinea and Taiwan Provinge of China), For
another 13 economies, fhe diference was less than
10 percentage points, whoreas i 5 Pacific msland
countries the import intensity index was more than
30 parcentage larger than the export intensity index.

Most imports of the developng countries ol the
mgion ane manulaciuned goods, either final Sonsumes
goods, intermodiate products or capital goods.  For
all bul a handdul, impors of primany commodities
(exchuding fuels) constitute betwean 10 and 20 per
cent ol total imports. This s much lower than the
proportion in Japan (over 30 per centl. For some
individual coundries a significant proportion ol their
imports came fram the region This  proportion
miceaded 50 par cent for 12 economios, Bangladash,
Chang, Fiji, Hong Kong, Indonesia, Malaysia, Papua
Mew Guinea, Philippines, Republic of Korea, Singa-
pore, Sri Lanka and Taman Province of China,'?

imporis  inta the Ceniral Asian  economies
have been very varable, with & significant decling
i lour cownries o 1895 bmpor  inlensilty 8
generally higher than expori ndensily, reflacting the
difficull sconomic siluation of thess sconomies,

POLICY INFLUENCES ON
TRADE PERFORMANCE

The above pattern of increasing trade intensity
and incrensing divergification in  products  and
markats in many couniries of the region has (s
rools in several fypes ol policy initistives.  bn the
foliowing seclions an abdempl B mads lo bring
fogather the major trendds in policy stances relevant
o ncroasing Bnkages and inlogration, classified for
convenignte under low headings: bberalization al
irache regimes &l the nationsl level, irade-relabed
domeshc policy liberation, regional irede  arrange-
mends, and trade iberalzation al the giobal level

12 ESCAP Revew and Analysis

Liberalization of trade regimes
at the national level

markel & a8 open 88 the other GF counines; fhems
arm very fow quartiative restrictions and tanits ame
very low Yol the smport-GOP matio = substantially
kpwgr in Japan than in other OECD countries. The
oxistonce ol a spocilic typoe of corporate netwark
among Japanese lirms and significani price wedges
betwean domestic and imporied goods of compara-
bie guality keads many Irade analysts o believe thal
the Japanese market is nol as open to loreign
compeliion as might olhensvise be sxpecied fom a
vary low level ol official rade barriers. Hong Kong
and Singapore represend a second type, which s,
essentally, an open froo-irade regime wilh practically
nio afficial barmers. A thisd group mcludes Indonesia,
Malaysia, Philippines; Republic of Korea, 5n Lanka,
Tawan Province of China and Thailand, where lariffs
have been reduced to modersts levels and guantila-
tva restrictions aro the exceplion fafher than ha
nide. A fourth group includes Bangladesh, China,
India, Pakistan and Viel Mam, as well a8 mos)
Pacilic sland counnas, whens, despile soma reduc-
tions, tarifl rates remain relativaly high and, in many
instances, quaniitative  restrictions a4l constihute
impostant barriers bo trade.



GATTAWTD provided & list of 83 couniries or
angnd hal have undertaken wenilatesal reductions in
prodaction vis-a-vis all trading pariners since the
start of the Uruguay Round, 9 of these being in
East and South-East Asia.'? namely, China, Indone-
sia, Japan, Macau, Malaysia, Philippines, Republic of
Korea, Singapore and Thailand, and 4 in South Asia,
narnely, Bangladesh, India. Pakistan and Sri Lanka.
in addition, Japan has taken measures io frea irade
in cerain commodities aher bilateral Pegotiations
with the Uniled Sitates ol Americn; lor example, ihe
1988 negoliations on beel between the Linded
Stmbes, Ausiralia and Japan, and the 1880 Structural
Impedimonis Initintres,  Many ol the reducions in
Agian couniries have been substamial and compre-
hensve in comparizon with those in Europe and the
Unfted States. In some developing countries, such
as Indonesi, SA Lanka and Thadland, the avemge
tarifl rales cumenly appSed are afready lowoer than
the post-Uruguay Round average bound lariff rates.
In Exsl and South-East Asia (excepl the Philippings),
average tarll rales had come down 1o relmively low
lovels, 10 1o 15 par cent, by the eary 19908 Yol
there remain significant “peaks” in tarill  stctures
and the dispersion of tarifl rates are large as well '
Momover, in the case ol prmary and processed
commadiisa, most Asien countries (inchuding Japan)
tend 1o sel higher lanifs according to stages of
pracessing and such landl escalation i olten e
forced by the use of non-tanfl barriers on processed
goods, food and ensrgy products are cases in
point '®  Similar pamerns of tarfl escalation are
found in most developod countrics, and have been a
source of grievance lor developing countries that are
making etorts 1o process their commodities bolor
exporl. Mos! couniries in South Asia have only
reconily begun fo libermlize their trade policies and A
will take some fime before the structure of trade
regimes for this subregion msembles those of the
rest ol Asia

13 GaTT, infematonal Trade 1991-82 Tnds and
Statistcs [Sales No: GATT/1892-8), appendix 1abie.

M M Dean, 5 Desal and J Fledel, Trade Polcy
Hedorm in Deveioping Counirgs snoe 1085  Review of ihe
Fwdenca, World Bank ecusson Papar No 2657
(Washinglon DC, 1084)

% B Satack and A Yoals, “The escalafion of Asian

tade barrers”, Aswt Econamic Jowmal, val. 8, Na, 2 (D
4]

Measures to reduce ianils have done a greal
denl io decrease the iransaction costs of intérnation-
ol trede and thus consiitie & necessary siep In
closer imbegration wah fthe regional and ihe global
econoimy.  The focus of allonfion is now shifting 1o
non-taifl barrors. In mony ways, such bamoms
creats lar gealer transachion cosis than lanl
barrigrs bocause in the case of non-tarfl barriers the
market mechanism s completely  circumvented,
whoreas in tha casa of tarfl barrors i 5 menly
degtorted.  Since tha med-1980s, tha nckdenca of
quanfitative restrctions has gone down bo less than
5 per cont in major East and South-East Asian
econormies, extopl Viel Mam, whorme i(he Pao-tier
sysiem of permits and licences constiides an impor-
tant non-tart barrier'®  Non-tarifl bammers in ASEAN
fell even faster than larils over the period 1984-
1887 to 1901-1993, fram B3 o 7 par cénl In Indons-
gia, from B 1o 5 per cend in Malaysis and from 20 1o
8 per cent in Thailand, on & coverage basis.'” In
South Asia, loo, major progress was made @ the
damaniing of gquaniitative resirictions dunng ihe
same penod, In Indka, however, licensing restichions
femain edanshe and sighificant on mpors of final
consumer goads. ' In China, the scope of mandate-
ry impor planning had been cul back 1o loss than
20 par cont of total imports by 1993, but impart
liconsing was &tll imposed on some 53 product
calegories, accounting lor 30 per cent of tolal im-
ports in 1993, 1%

The mowemend lowards liberalizeton af the
national el o tade barmers of vanous sords which

has progressed &1 @ vaning pace in the megion I a
clear demonstation of the commiimeni of countnes

Y6 | Proberi, Vied Nam: Open for Bisinass, Euro-Asia
Cartre Flesaarch Sedes, Mo 32, Coopean irsiiuie of
Business Admiresiration, Fonlnnebiapu, 1994

T P Pt and M Phurmmer, The Muliateaizaton of



creddt agencies or export-import banks; for example,
India, Republic of Korea, Taiwan Province of China
and Thailand, and al least three others, Indonesia,
Malaysia and Philippines are considering setting up
such banks.

It should be noted that there are few
seclor fnancial entities willing 1o take up
challenge of supplying export finance for small
medium-sized enterprises oven in developed
tries, and governments have been obliged 1o bo
supplers. In most countries It is the avaidabil-
ty rather than the cost of export finance that has

been a barser 1o further expansion of exports, espe-
medium-sized trading firms,
i lack
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which was featured in the 1995 Survey, is important
because of the need for investors 1o raise finance to
build up export capacity (for more on this issue, see
chap V) for producers to borrow 10 finance (Import-
ed) inputs, for exporters and importers 1o have easy
access 10 short-term finance 10 conduct rade deals
ofc. Reforms undertaken 1o promote the role of the
private sector (for a review of measures taken in this
regard, see the 1998 Survey) are crucial as It s
usually the private sector that is able to take advan-
tage of new export opportunities. Policies of reform
and/or privatization of state enerprises involved in
productive activiies are In general trade-stimulating
through effects on improved efficiency and produc-
tvity. Reforms of state trading agencies help fo
reduce their monopoly controls over exports and
imports of many goods and so also have a positive
effect on trade flows. Relorm of the educabon
system is vital 1o improve the skill package of those
involved in production for export; liberalization of the
domestic prices and pricing system allows producers
ol exports 1o acquire inpuls on a compelitive basis
etc.  Most crucially, folowing conducive macro-
economic policies to mamntain low inflabon and a
competitive exchange rate allows the export sector
to perdorm accoeding to iis comparative advantage.



rolated measures, in order fo attract FDI in export
industries. For example, many have permitted duty
drawbacks on imports which are inputs to exports,
and exempted such inputs, from both local or import-
ed sources, from various domestic excise laxss
Export-related investments have been granted tax
holidays and preferentinl access o domestic credit,
espocially short-term credits such as pre-shipment
Ipans, often at subsidized interest rates. While the
eflectivenass of some of these measures has been
questionad, there was a clear blas in the investment
regimes lowards export-oriented investment from any
source,

The varying policy sirategies followed In the
East and South-East Asian economies have been
analysed in depth in many research works, including
the UNCTAD Trade and Development Report 19962
and do not noed 10 bo repeated here. The concly-
sion of the report was that "At the core of East
Asian success kes a set of institutions which keep
policy makers connected to business while stil
enabling governments to propose and Iimplement
appropriate measures directed at tackling a series of
nemetated Institutional and structural obstacles that
can seriously hold back the process of investment,
lechnological progress and exporting in a late-
industriaizing country” 22 Thus, the whole gamut of

21 UNCTAD, op. oit, pp. 72-158.
2 i, p 128

It has been claimed that thore are throo major
stratogies to holp an economy 1o be dynamic and
delay the onset of diminishing returns: (i) improve-
ment in education, (4) expansion in domestc re-
search and development, and (i) an increase in the
openness of the economy, including promotion of
exports, imports and FDIL2Y it would appear to date

The formula of a subregional customs union
or free trade area, or & looser arrangement, has
often been postulated as a precursor 10 more global
integration, a tactical negotiation stance or as a form
of survival in a competitive trading environment, The




existing regional arrangements in the region are cent of that "

AFTA, CER, SAPTA, the ECO Protocol on Pre- reasons for this; the package of export products
ferential Tariffs and the Melanesian Spearhead offered by

Group. There are aiso other less formal trade-related ments )
arrangoments, including APEC and the various Asian for capital goods and finished products most
growth areas in which thore Is cross-frontier co- not produced by any

operation botween governments. All these arrange- agreemont, and the actual degree of meaningtul
ments differ substantially in terms of membership, trade Eberakzation among themselves is low, with the
coverage as regards goods, services and factors, very recent exception of ASEAN. Trade between the
instrument coverage, depth of cuts in bariers and regional groupings has also been dominated by
other impediments 1o trade In goods and services, certain

factor movement and relationships 10 non-members. for most of the SAARC trade with ASEAN

While considerable attention has been paid

iy .
to these rogional arrangements, a very revealing links oxist between ASEAN and the Pacific. Trade
characteristic of the current trade patterns In Asia botween ECO and SAARC is minimal. At

and the Pacific is the low degree of intra-subregional time,

trade. Intra-SAARC exports comprise about 4 per Asia (China, Hong Kong, Republic of Ko
cent of total exports of SAARC members, intra-ECO Taiwan Province of '
exports about 5 per cent, and intra-Pacific exports trade, except for ASEAN. Thus #

are aimost as insignificant (see table 111.9). Intra- thesized that the

ASEAN trade amounts 1o about 22 per cent of total are offering the types of products desired
exports.  Intra-CER trade accounts for less than § other countries and tend to demand the sorts of
per cent of the trade of Australia and about 20 per products produced by them.

Table L9, Inter-subregional merchandise trade flow matrix, 1995

(Milions of US dollars)
South Total
™ ASEAN SAARC ECO Pacific  East As®  Asia and Total
Froem Forum® he Pacific®  exports
ASEAN 68 470 6 847 2 43 397 48 415 182 054 311 489
(22.0) (2.2) (0.8) 0.1) (15.5) (58.4) (100)
SAARC 2728 2 020 905 5 3045 13218 45 739
(6.0 (44) (2.0) (0.01) (8.6) (28.5) (100)
ECO 1 708 1241 2 528 ' 3 682 12 584 56 200
(3.0) {2.2) (4.5) 10.01) (6.5) (22.4) (100)
South Pacific Forum® 218 9 1 2 asy 2 540 3 404
8.2) 0.3 {0.03) (0.34) (10.2) (72.7) (100)
East Asia® 50 676 6 692 3826 9% 163 473 305 240 559 325
9.1) 2 on (0.03) (29.2) (54.6) (100}

Sources: ESCAP secretariat calculations based on IMF, Divection of Nade Statisfics Yearbook. 1998 (Washington DC,
1996). and Monthly Bullefin of Statistics of the Reputic of China, vol. XXII, No. 7 (September 1896)

Notes: The figures in parentheses show the percentage.

8 Developing economy members only.

b China, Hong Kong, Republic of Korea, Taiwan Province of China.

€ including & developing economies and Australia, Japan and New Zealand.
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facilitation |mplies conformity to common product
standards, Investment principles, administrative
polices and business practices. Thus, both trade
towards reducing Ihe transaction costs of doing
business within the area or region in question

ASEAN Free Trade Area

The main mechanisms for the actualization of
AFTA, which was started in 1993, are the Common
Effective Preferential Tantt schoeme and the “AFTA-
plus” programme.?' The design of the scheme is
basically sectoral, and thus provides for more
comprohensive product coverage than the Eberall-
zation by SAPTA and the ECO Protocol on Preferen-
tiad TarMs, which have omployed an item-by-tem
approach. There are two main tariff reduction
progmammes under the scheme: the fast track
and the normal track. The fast track will apply in

rst

3

for larger reductions.™ The reductions envis-
aged would bring ASEAN well ahead of the
lree trade arangements envisaged by WTO and

Following the Fith ASEAN Summit in Decem-
bor 1985 and the Ninth AFTA Council in Apnl 1696,
tho time-frame has boon shortened with an agreo-
ment 10 reduce tarfis on 98 per cent of trade items
10 a maximum of 5 per cent by 2003, that is, several
years sooner than was onginally envisioned and in a

Finciay, op. cit, pp. 7 and S0-51

31 gee J Tan, ed. AFTA in the Changing Infernational
Economy (Singapore, Instiute of Soulheas! Asian Stodies.
1994).

32 Ferthzers, textles, pulp, jewellery and pems, eloc-

and mtian lurndure, and ceramic and glass peoducts.
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the North American Free Trade Agreement™ The
tan! reduction programmes have been supplemented
by provisions for the removal of quantitalive restric-
pons such as prohibitions, quotas and restinctive
licensing, once the Common Effective Preferential
Tanft concessions for the product set in, and the
elimination of other non-tarift barriers gradually within
five years from the commencement of such con-
cessions.  Thus, quantitative restrictions are 1o be
removed when the intra-ASEAN tarifts fall to 20 per
cont; that is, not until 2001 for high-tard! products. 3
In addition, the scheme envisages the harmonization
of tanf! lines to the B-dignt level of HS as well as the
harmonization of slandards and reciprocal recogni-
tion of tests and certfication of products.

The Fith AFTA Councd decded to transier
ftema on the Temporary Exclusion List of the Com-
mon ENective Preferential Tarft 1o the Inclusion List
with five equal instalments, starting on 1 January
1996 and ending by 1 January 200035 Another
agreement was 1o include unprocessed agncultural
products in the common taritt scheme. This is a
landmark reversal: only processed agricultural pro-
ducts were onginally included, in recognition of the
sensitivity of the large agrcultural populations in
most ASEAN countries. An agreement on services
has been formulated which will provide for coopera-
tion and lberalzation In service trade with the aim
of realizing a free trade area in services in the long
run. The Council set up an AFTA unit within the
ASEAN Secretariat, which collects information about




the Common EHeoctive Preferential Tan#f as well as
monitoring s implementation.  Each country will
alsc set up a national AFTA unit o tighten the
implementalion of tha comman Tari,

The Tenth AFTA Council agreed that texiles

criterion In which products that are “substantially
transiormed” thvough a8 nember of specilied pro-
cesses  would be asccorded Common Eilscive
Preferential Tarfl status and hence be ebgible lor
lowar f@anifs. The eflect of fhis = o enable an
exporior fo solect the oxisting 40 per cent crilerion
ol the schemo o the process crilerion when apphy-
ing for the ASEAN Common Effective Preferential
Tanfl certificate of orign.

Agditional measures conained in “AFTA-plus”
include the harmonization of customs procedures, &n
acceleraled Green Lane System for products wunder
the schema, harmonizaton of tanfl nomenclatune al
the HS B-digt level by 1897 instead of 2000, m-
plamaniation of the GATT Customs Valualion Agroe-
manl by 1997 insfesd of 2000 (Uruguay Round
commitment), implementation of tha ASEAN common
customs form, elimmation of cusioms surcharges by
31 Deceamber 189896, removal of barrers 10 Maagn
investmani and fhe developmend of an ASEAN
Dispule Setilemeni Mochansm, [ is also sxpectsd
that “AFTA-plus” will be dealing with TRIMs. AN
fhese ageemenis will mould AFTA info  an
impressive free trade agreement even by developed
couniry standands.

In March 1095, some exising arangemants in
ASEAN, lor example, the hand-to-brand compla-
meniation schema, the ASEAN indusirisl join-
venlure programme  and the Prelerential Trading
Amangement, were phased oul, as fthey offered
proferential freabment to cedtain member countries on
4 partial of bilateral basis In place of these thies
arrangements, & new framework was crealed for
ASEAN cooperation in the manuiscture of high-
technology, high-valug-added products cafled the

bng with those of AFTA and am recelving consi-
dorable technical assistance lor this purpose frem
vanous ASEAN membais,

Much of e concorn abowt the realization ol




There are a number of factors that augur well
for the progress of AFTA. First of all, it has been
launched in an overmll aconomic and political
enwvironment conducive 1o regional cooperation,
Second, there is strong political will In the wake of
growing economic regionalism worldwide and in the
face of the structural transformation in the ASEAN
economies. In this respect, some have argued that
AFTA would serve primarily as a means to hedge
against “regional” efforts elsewhere in the world, or
as a saloty not in case the multisteral trading
system falters temporarily. It would thus provide the
requisite motivation for a group of countries to stick
togethor 10 increase their collective bargaining
position. Third, the rauson d'dire Jor the formation of
AFTA has sprung from the racent closer economic
fies among the member countries, in particular, the
strengthening of trade-FDI links within the region.
Fourth, tanfls in ASEAN countries are already
refatively low by developing country standards, and
further tarff cuts and removal of non-tarff bariers
on a unilateral basis have become an integral part
of the market-oriented policy stance of all member
countries. Filth, as a result of economic integration
and the formaton of intraregional company
networks, most of the existing nonarif bariers
have bacome less binding (porous) and therefore
their removal s unlikely to generate strong
oppoSIibhon,

It is important 1o note that AFTA has always
been considered as much an investment agreement
a5 a trade agreement, Free trade in ASEAN s
unfoldng at the same time as external bamers on
with some countries considering to multiateralize
Common Effective Prelerential Tarift culs under
AFTA 3 ASEAN is obviously not trying 1o croate
an inward-looking, trade-diverting bloc but rather a
highly Integrated production base that should be
extremely attractive 1o transnational corporations. In
this way, the subregion’s economic dispanties could
tun out 1o be a greal assel, as companies can
benefit from a vertical division of labour within the

3 Singapore has offered 10 muitRalersiize the Ccuts,
that It would like 1o do 50, and the
Phiippines has recently tabled a proposal 10 this efloct.

Australia-New Zealand Closer Economic
Relations Agreement

This Agreement |s very comprehensive by the
goneral siandards of free trade agreements. It
embraces services as well as goods, both being
included on a “negative list” basis, that is, everything
5 10 be traded lfreely unless specifically exempled.
Anfi-dumping procedures have been abolished for
trade between the two parties; each country applies
its domestic compelibon faws 10 its trade with the
other, Each has agreed not to subsidize exports into
the other and any national preferences in govern-
ment procurement are to include the other country
within the prelerence. There has been free move-
ment of people (including labour) between the coun-
tries for many years, A number of regulatory and
business practices, including customs and business
law, are 1o be harmonized.

In mos! regards, CER goes a long way lo-
wards economic infegration. The legal systems and
environmental and labour laws and condtions vary
litle between Australia and New Zealand. The
structures of the economees are quito similar, reflect-
ing high ratios of land to labour endowments and
depandence on exports of primary products, This
compatibility highlights the problems of new coun-
iries assoclating with CER; It would prove very
difficult for any other counltry to enter info the exist-
ing agreement, for no other country is as similar to
Australia or New Zealand as they are to each other,
Paradoxically, while the economic gains from integra-
tion are greatest when the structures of economies
are different, the process ol infegration is easiest
when they are similar,

The rapid progress towards more complete
bidateral integration has not undermined the commé-
ment to unilateral trade hberalzation in either coun-
try, and is not Bkely to do so. The reason is simply
that CER-related trade still accounts for too small a
proportion of either country’s trade for it 1o con-
template sacrificing s wider economic intarests for
the sake of the trans-Tasman trade arangement.
Although CER can confidently be expected to yield
significant further benefts as the objective of a
single market is progrossively realized, developments
in trading relations among the wider circle of APEC
members will inevitably carry much greater
significance for both countries.



and CER [an increase of 308 per ceni between
1993 and 1994: two-way tade between the two
regions  approached 5125 bilion i 1994) which
promplad a4 mowe fo establish ASEAM-CER
ges. Al this stage Il is nol clear what lorm the
méght fake. 1 has been agreed ihat in the
initial stages, the discussions will be limied Io
luduhnﬁmﬂm:ﬂhwﬂunhdnlmmm The
arens

ECD Protocal on Preferential Tariffs

The ECO Protocol was signed in May 1891 1o
onable the sieady expansion of rade withn the ECO

mutual 10 per cent ftarif reduction. The lstamic
FAopublic of lran and Pakistan have offered 15
producis al tha 4-digil level for preferential tresiment,
and Turkey has oflered about 100 commaodities al
the B-digit level. The rules of orgin requere that af
keast 50 per cenl of the wvalue ol goods should
ongnale in the exporing country in order fo quality
for preferential treatmant. A Committes on Prelaren-
tial Tarifts consisting of the representatives of the

Tha Protocol has been mibfied by all three
countries;  the lists were dmewn up and implemanta-
Bon began in May 1993, However, |l has nol been
sufficiently developed 1o lead 1o visible bonelits
ECO intra-trade in 1862 (among the three members
af the Protocol) constituted only 3 per cenl of their
fofal frade wvolume.  Furthermore, the marnging of
preference are quite insignilicant and cover less than
5 per cent of the countries’ bilateral trade volumes.
Many of the ilems were namowly defined (for exam-
ple, paper bags for cement, benlonte, lag proleciors
used in sporta — B0 qQuoble ona Rem from each
country’s list). AMer the Profocol becams opamation-
al, somp uncertginty remained as o whether the
proferences wore actually being applied.

Although the Commitiee has ancouraged the
submission of longer lxts, wedening of prelerence
marging o 20 per cent. and the participation ol the
seven new members®! in the prelersatial trading
arangemant, litle progress has been made on any
of thess fronks. Al the 1995 Swunmil, the Hoads of
Stale signed the ECO Transil Trade Agroesment and
an Agreemant on the Simpliicaton of Visa Pro-
codures I the Businessmen i the ECO Aegion.
Such trade iacilitation measures are important steps
towards promoting regional trade. Eight ECO mem-
bers signed the Transd Trade Agreement. While sl
thess msues remain on the agenda, the ECO Secre-
tarial = also encouraging déscussion of the Implica:
tions of the Wuguay Round and WTO for the ECO

ragion, with a view o adopling open reglonalism
raffier than preferantial tarlis as a rowle o closer

raghonal economic integration.

South Asian Preferential Trading
Arrangement

The seven member couniries of SAARC have
20 per cent of the world's population but only 2 per
cent of the world's GOP, and together accound for
only 0.8 per cend of world exports.  In April 1993,
SAARC membors agreed in principle 1o SAPTA
That Amangemant, ke the ECO Prolocol, provides
for liberalization with producth-by-product coverage,
the meduchion ol tarbs n several successive rounds
and penodic reviews. Il also piovides for special
ond diflerentisl treatmant of ihe least dowelopod

41 ajgharestan and Ceniral Asian republics.
m0or



countries (Bangladesh, Bhutan, Maidives and Nepal),
It contains saleguard measures and rules of origin,
which state that the total value of the matenals or
parts originating from non-contracting States should
not exceed 50 per cent of the fob. wvalue of the
products for these to be eligible for preferential
treatment.

A total of 226 Wems were covered by conces-
sions exchanged by SAPTA members in 1983, of
which 100 items were largeted exclusively in favour
of least developed countries, The maximum number
of concessions was made by India — nearly hal! of
the total number of items, with 62 Bems offered in
favour of least developed countries. All the other
SAPTA members combined offered concessions n
respect of 120 ilems, of which 38 were in favour of
those countries. Under SAPTA, tariff concessions
are expressed as a percentage of MFN rates, which
means that as member States bring down their MFN
accordingly 50 as to maintain the margin of pre-
terence.**  In 1994, tade covered by SAPTA
preferences amounted 1o $72.5 million, or only about
6 per cem of the intraregional trade. This share
would be even less i account were taken of
common products covered by concessions offered
under other arangements.,

In 1996, the SAPTA members undertook a
second round of trade negotiations. These negotia-
tions, which were completed in December 1996, have

countries, In the bilateral exchanges, which in total
affect 1972 HS tarilf lines, the largest number ol
concessions were made by India 1o Bangladesh
(513), Incka to Pakistan (375), Pakistan to India
(230), and Bangladesh 1o Indka (204). Most overall
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the covered items remains very low. Further, it
would appear that the Agreement needs 1o be
monented 10 take info account the Uruguay Round
agreements and regional trade liberalization move-
monts. Considering the fact that very significant



developments have taken place since the conclusion
of the second round ol negotiations in May 1990,
the Standing Committee of the Bangkok Agreement,

95
land area of the Pacific and 80
population. 1t was started in 1991
throe; Fiiitnindnafuﬂmom 1996 and
New Caledonia as an observer, Steps have been
taken since 1993 to promote the free flow of speck
fied goods and services among the concemed
countries under the Melanesian Spearhead Group
trade agreement. Traditionally, there has been very
little trade among the islands, with most exports
going to developed country markets. Tarills have
been reduced 1o zero on an expanding list of tems,
documentation is being exchanged, procedures are
being streamiined, and definitions on rules ol ongin

in Moscow on 20 March 1056 by the respecive Meads of
Sute
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1997-2000 and 2001-2010 lor developed members,
and 2011-2020 blor developng membears. According
io some preliminary assassments, only  nine
couniries  are proposing bo  reduce  theld  tarbs
beyond the lovals almeady commited n WTCOL AN
counnes have submitted drafts on  ivvesiment
liberalization, Howeover, the dralis are quile vague
on the measures 10 give foreign investors national

secior are there substantial proposais for reducing
metrichions on  markel access and there i sl
much room b mprovement in thesa proposals n
terms of specifying tme-frames and  clasifying
cumment regulatory regimes and apecife action o
be laken,

APEC has a magor mle in the promotion of a
‘meta-regeme™'®  which s manifested in  open
regponalism, The concopl o “opon regionalism”
changes the interprotation of MFN from “exclusive
MFN" (mquired for members only), which is the
WTO nofm, o “inchesive MFN (also lor non-
mambers]. However, inclusive MFN gives rise o a
friy rider poobderm, Thise ie a poind of view 1hat the
inclusive  MFN should be replaced by a& tem-
porary conditional MFN, which would allow large
regional groups, such as APEC, io use [heir
laverage 10 achieve macimum Eberalization arounsd
the world %6

45 gtnregimos” In trade are GSngushed hom
mbematonal fegimes 0 Ihe sense thal Smeby-regImes”
epresant e pAnCEESs And ROPTE undedtying aiemasons
afrargements whanops iMornational rogimes refer spacifi-
cafly 1o hles and procedunes

¥ ges H Soesasen, “The inastulichal bamework loe
APEC. an ASEAN pampoctve”. in Chia Siow Yus, od.,

APEC: Chalienges and Opporiuniies [Sngapors, Inaiiuse
of Soulheast Asian Studies, 1584)
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APEC members do not hold the view thal the
implementation of the Bogor Declaration should be
camied out by mesorting 0 a negotisted ocuwlcoma
with legally binding mndei  Instead, APEC has
adopted an approach thal favours conconod
unilateral liberalization. Al APEC agroemants 1o dale
have beon sel oul in declaralions or codes endorsad

for legal enrforcement and is nol expected to have

miediation rathas than arbifration, thal would comple-
mani the WTD dspute sefffermnen] mechanism.

Trade liberalization at
the global level

There are beo  dislinel aspocts 1o the
international agroemaents on trade liberalization undar
the Uruguay Round that are important from the
perspective of the region and trade expansion in fhe
future: The comméments made by countries of the
mageon, and ihe benelils or losses that ame likely 1o
occur as a resull of enplementation of the global
accord¥  For many of the developing countries of
ihe megeon  parficipating in fhe mulidaleral trade
regotiations, i was fhe first ime they had iaken an
Bctive parl in global trade negofiations; 22 of them
are members of WTO and 11 more have applied for
mambership. This imposes a degree of intematicnal
discipling en the region bul akzo makes § posasible
for countries of the region to avail themsabves ol the
bonofits of mombershin

A7 For a discussion on the implcations, ses ESCAP,
implications of the Uruguay Round Ageements for e
Ampn and Pacific region, Studes in Tmde and imeesimeni,
Mo 15 (STESCAPAEIS]



Tariff bindings and reductions

According to the Uruguay Round agreements,
liberalization of market access for most manufactured
goods will be achieved within a five-yoar period,
agriculture within a six-year period, and lextiles and
clothing over 10 years, all starting from 1985
During the Round, Asian countries as a group bound
the least in torms of lariff lines or imports, However,
careful interprotation of these resulls is needed be-
cause they are affected by the fact that Hong Kong
dd not make an offer on a substantial number of

developed countries in Asia, fall into this category *?

Most |east developed countries in Asia bound
their tarifts at a maximum ceiling level or reduced
already bound rates which were above the rates
currently applied. The celling bindings for most
commodities were set at very high levals in Bangla-
desh (200 per cent) and Myanmar (168 per cent).

developed countries. In East and South-East Asia,
the average post-Uruguay Round tarilts for Malaysia
and the Repubbc of Korea are in the 9-10 per cent
range, with other ASEAN members (Indonesin, the

ol protoction In 1986-1988 in the case of all pro-
ducts with the exception of rice.>' The fargest tari

50 pangestu and Stephenson, op. cit. p 56

51 See MD. Ingoo, Agriculturl Tiade Libevadzaton in
the Uruguay Round: One Step Forward, One Step Back?
Word Bank Policy Research Working Paper No. 1500
{Washington OC, 1995)
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competition In these services, whether they are
members of WTO or not.

The TRIPs agreement will require significant
changes in intelectual property laws and regulations
in developing countries of the region, and Initially
might increase some of the costs of using informa-
tion and knowlodge. However, # is expected that
increased protection of intellectual property nights will
induce greater inflows of foreign Investment. This
viow has been questioned in some theorctical and
empirical literature. The broad conclusion is that
deveioping countries are unikely 10 benelit lrom
stronger intellectual property rights regimes unless
they are In a position 1o engage In research and
development at the frontiers of knowledge 52 The
concern of some developing countries thal certain
patented products, such as pharmaceutical products,
will have hghor prices should be somowhat allayed
by the fact that the TRIPs agreement will not have

sl impact until 2015, The fact that Asian
developing countries will make a serious attempt to
protect intolloctual property rights does not imply
that 1t is going lo be easy; law enforcement in quite
a number of countries is rather weak and it could
lake several years before It can be strongthenod
adequately

The TRIMs agroement envisages thal certain

resirictive side 1o these disciplines in terms of not
being able to use TRIMs as part of their
package 1o stimulate the domestic economy.

Global tariff liberalization

The global tariff reduction decisions important
for Asian and Pacific exports concemn mainly the
foxtile and agriculture sectors.  The phasing out of
MFA s very important as textiles account for 25-30
por cont of manufactured exports for many countries

remains high in the developed economies, with the
highest tarifts in Australia and New Zealand,
espocially with regard to clothing. The use of MFA
quotas in the 10-year transition period is also still
pormitied.

The initial assessments of the MFA phase-out
indicate that the most seriously restricted textile and




10 consumers in developed countries), Malaysia and
mmmmpmmmmumm
Thailand should gain. %4

undominothohihdoﬂocﬁn fo remove non-tarif
barriers such as variable levies, Countries will still
be able to impose tariffs at varying rates below the

Round new rules for agriculture, which has not
strongthened the provisions governing the actions of
these monopolies. No addibonal provisions serve 1o
enhance the transparency of these enterprses or 1o
restrain their potentially restrictive impact on domes-
tic markats. Overall, # appears that very httle or no
liberakzation has been achieved for most agricultusal
commodities in terms ol market access for the
majority of Asian exporters. The largest increase in
occess opportunities is likely 1o be found in nce,

funa: a 24 per cent margin of preference s re-
ceived by Pacific island exporters of tuna. While the
European Union has not offered 10 lower this rate of
import duty in the interests of sustaining its domestic
canning operations, peressure from other tuna-
exporting nations for a reduction in rates is bound %o
incroase.®® I prices for temperate food crops
increase and prices for some tree crops deciine as
a result of the Round, countries such as Papua New
Guinea and Solomon Islands, which aro exporters of
colfee and cocoa, and at the same time substantial
importers ol food Rems, are likely to be al a
disadvantage.

Global liberalization of
non-tariff barriers

The non-tari! barrier problem & a primary
concorn of the region's exporters. Of the 75 mea-
sures surveyed in mid-1992 (not including restraints
applying 1o textile and clothing tems under MFA), 93
per cent of non-tariff bamiers affected exports from
China, Japan, Republic of Korea, and Taiwan




cenl. India appears to have been the only country
with a non-tarif barrier coverage rato more or less
the same as that for East and South-East Asia®’

natory measures. Therefore, the removal of non-

componentization of industrial processes that these
investors find acceptable and efficient. A significant
and growing proportion of trade in industrial products
will be intra-<industry or intra-firm trade, with the
location of factories being more or less footloose
throughout the worlkd, There will be a natural ten-
dency to locate factories within agglomerations that
offer economies of scale in infrastructure, labour
markets and services, and 0 service geographic
areas from one or a few locations rather than have
o spread of factories within vanous national borders.
Thus transnational firms will push to maintain open
markets. The one dark side 1o this picture will be
the pressure resulting from continued high unemploy-
ment in the developed countries, which may lead
governments 10 blame the South, particularly the
successiul trading nations ol Asia, for their social
problems, despite evidence to the contrary™® The
ensuing tensions could be manifested in the use of
bamiers 1o trade inconsistent with existing interna-

tional obligations.

The mpact of the implementation of the
Weralization agreements under the Uruguay Round
is likely 10 continue 1o have a positive stimulus on
trade fMows. Several of the agreements, such as
those on textiles and agriculture, will take a number
of years 1o be implemented. For others, such as on
services, the negotiations are stll under way and
their signficant liberalizing influence on trade flows
s still some time away. On balance, the ofects of
the Round should be positive for the region.

Regional trading environment

All the recent forecasts for economic growth in
The predictions reporied in table 11 indicate con-
tinved fairly rapid growth in developing economy
members of the Asian and Pacilic region, at rates of
between 5.1and 7.2 per cent for the penod up %o
2005, These aro two or three times larger than the

59 See, for oxample, the discussions on the role of
tade and of technology as causes of unemployment in the
developed countries in UNCTAD, Tmde and Development
Report, 1885 United Nations publcation, Sales No
E9SnDI6, part three  Unemployment and Inlercapen-
dance, pp. 118-212.



RN RANUPRIOG
e i il
il il
wmmm WMWMMW m.mw mwmwmmme umMMMWW
His mmmwmmmm%mmmm HHI
HORHH TR R
L
it el
wmmam amm mmm me meMwm m”wmwam
it “qum i pHghle
MmmMmmmmmm“mmwm mm mmmmmwmmmmmwm,
HHRHHIH I HR T

e sftfed 0
: MW s
A <
mummmmmm. WWW
HEL LR
MHHHT
i
TR AT
il il
fysilifnd mwww«w
mmmmmmMM mm,wma ;
SHHHI WA
HIHHH
mmammmmmw t
mWMwmmwwawmmmm



The ASEAMN countries seem fo have sat an intarast-
ing example 1o follow: by cutting reglonal tariffs, by
foducing non-tanft bamiers and promoling  iang-
parency i operations, the enlim ASEAN region is
becoming mone aiiractive o loreign irmestors. This
makes i sasier for companies lo establish one
production laclity for the region and sel oné region-

amount of the intraregional trade wil be gonoratied
in response o a growing wban middie-class socie-
by so that this trade will nol be confined mainly 1o

B4 ESCAP Aewew and Analysis... pp. 3, 27 and 50
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reman vuinemble © e economic perormance of
thess few counirios

The process of spread ol indusires, such as
those which @o rolatively labow-inensve (ledies
and welectronics), within the mgion s likely to
continwe, with the consequen! creation o new trads
fiows. The increasing imporfance of new lech-
nologies &5 a delerminant of indusirial spacialization
will also promate the componentization and disparsal
ol produciion among countries,® and so influsnce
the composition, size and direction of intrasegional
trade. However, the abilily of individual coundries o
benafil from Ihese opporfunites is likely to be more
determined by investors’' mbngs of thesr Boonomic
porformance and potential than by any  signi-
cani diferences In tade or domestic policy
FOIMEs.

One of the diemmas facing the region's dove-
loping countries is that not all of them can have
export seciors thal grow ot wel over 10 per cenl o
year whan world trade is expanding much more
slowly, af around 5-8 por cont; such rapid rates of
growth amé only possible for & fow counfries at a
tima o0 for counfries thal are unimportant in irade
(those starling from a small export base). Mot all
couniries can expori the same products or move indo
the same polentisl exporl sectors withoul causing an
aggregation problem, thal is, creating & supply much
targer than the demand and 50 causing prices to fall
and some businesses |o fail,  In additon, for &
prowing number of products, thers is a high mie ol
cbsolescence  assoclated with rapidly  evolving
mchnologies and changing lasies. Therelors, i is
essential thal lirma pay sufficient attention o
moniloring market trends and adapting 1o changes in
demand (roe box WL2). Whils trade will continue o
act as an imporian modality for cementing regional
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(Contnued from proceding page)

Selected world export products and major developing country exporiers
of the ESCAP region
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RRIGENG BOOROTTY ENpaTiers {milions.  Percentage
of the ESCAP region {rakal) el s b o
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1. Awiomatic deta processing eguipment (SITC=752)
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Fepublic of Homa 2 b 2 sed a0
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4. Specisl wxtile fibres snd products (SITC=A5T
Republic of Kosea 134 ag 1018 77
Hong Kong an 1.9 38 T
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muhm_ ESCAP secretarial calcufations based on Uritod Matons, fermasorss Trade Shatistics Yasvbook, 1984 and
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Prospects by product categories

Many studies have been camed out for indivi-
dual countries on possible expansion of exports %
Some have been based on production or marke!

on actual existing data, nor can they cope with intra-
industry trade when there are exports and imports in

|
|
|

course, the degroo of specialization will vary signifi-
cantly botween countnes, and there is room for many
types of industries within tho categornies listed above,

There will also be an increasing proportion of con-
sumer goods of all types, especially consumer dura-
bies, produced in the larger ecanomies of the region,

The pattern of natural resource trade is likely
1o favour those countries which develop thair mineral
resources and agrcultural and foreslry raw materials
within a configuration of indusiries able 10 use thei
inputs in an environmentally friendly manner. There

various sorts.  This will bo stimulated by the growing
numbers ol consumers who can afford to purchase
the foods thoy wish as woll as the uneven pattern of
production possibiities in the regeon. For example,
with the population of South-East Asia expected to
increase from 450 milllon to 615 million, #s food and
agriculture business market has the potential to triple
fo $60 billon annually by 2010, This market was
$19 bllllon in 1992, with annual growth rates in the
early 1900s in the range of 5 to 12 per cent in
different countries, compared with a range of 0 10 3
per cent In the Unided States and Europo®® 1t
producers and oxporters are willing to be environ-
mentally fnendly, and careful about quarantine and
other health controls, many ol the smaller countries
in the region may find thal they are able 1o exploit
niche food markets in their larger neighbours 1o
great effect. Thus the production and export of food
commoditiea should be a growth area in which the
historical problems of price volatity and potental
oversupply could be tackled through product differon-
tiation and quality control,

There will alsc be increased trade in basic

foods, grains, legumes, vegetable oils elc. along with
the growing populations in the region. This & an
area for increased regional trade for the efficient

producers of these commodities. aspecially to satisfy

68 pangkok Fost, 17 and 18 Oclober 1996. It s
inleresting 1o note that impored food accounted for about a
quarter of Malaysin's trade defict of $334.2 milion for the
first eight months of 1996,

119



of natural gas and electricity are coming on stream

on the low existing level of such trade and the fact
that many of the more advanced developing coun-
tnes in the rogion have edher started fo liberalize
significant subsectors in the services areas or have
signalled their intention of doing so over the next

However, these predictions may

68 xang Wy, analyst from the East-West Conter,
Hawall quoted In “Booming local demand eats imo Assan
crude ol oxports”, Bangkok Post, 30 October 1996, p. 5

publicly owned national enterprises In this area are
a significant drain on national budgets and
50 are npe candidates for privatization, which may
involve foreign participation. Tourism will continue to
be a viable source ol expor! eamings for mos!
countries, especially as the better-off consumers in
the region star 1o explore new destinations.
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The challenge created by ihis situation has
saveral dmensions.  Firsl, there are saveral econg-
mies In the megion, ncluding those in Central Asia
and the Mekong region, where efforts towards inte-
gration through trade are just starting. Neglecling
these economies runs the nsk of incroased
spifiovers (o the more dynamic ones in the forms of
legal and Megal migration, Megal trade and political
instabilty. As has boen started for the Mekong
region, &ome degree of consciolvs fosbering of
increased frade relations with ihese aconomes by
pifver countries in the region can havo salutary
#fects and improve the economic climate for all.

Az was pointed oul earlior, several countries in
ther region, pariculary some of the leasi developed
and Pacdlic island cowndrins, sl have wary concen-
tratod oxporl packages, with mare than 60-80 per
cent of their exporl samngs coming lrom a vesy
limited number of products. Therslore these cown-
Iries remain very vulnerable to evenis in these pro-
duct markets. Often, as they are small suppliers of
the producis, they have lifle or no influence on tha
product markets and s0 hawe no control ovaer bho
ovohidion of the markel or its price trends. Some-
fimes his nsk can be allevialed by difeseniialing
their product from that of other suppliers in lerms of
quality, such as has bodon dondg by some cofios
producers, of by meeling emarenmental or haalth
congiderations, such as organic nEls and wvegat-
ables, and fthus creabng a niche market However
this type of action B often copied by others and the
advaniage gained by ihe early stariers are shori-
lived, The fast rise and then flatiening off of Tongan
squash exports to Japan as othar Pacific counires
axpanded inlo he same markel is a classi oxmm-

meduim-sized anlerprisas from the importing country,
This solufion would requine a host of government
and privale sector actions which are often difficult 1o
implement in these countries.”’ It would appear that
naticnal, regional or intemational dovwslopmant agan-
ches have & role to play in providing intermediation
between the emerprises in the host and home
coumres, as these firms are often unaware of tha
possibilities for joint veniures and those which might
congicdar investing abroad are often quite averse 1o
taking risks.

The probiem of coping with sevaraly Buctuating
expodt earnings and the etects of sudden sharp
shortialls on the domestic economy remains a chal-
lenge lor many couniries in the region. The situa-
Bon i South-East Asia, in 1996, with a sudden
dramalic drop 0 exporl growth, B one example; the
sharp reversal of export earnings in Fapua Mew
Guinga in 1995 and 1998 compared with earlier
years iz another, and the eflects of devastating
cyclones in Samoa which wiped oul s copra
samings lor several years in & row is a third The
fraditional solutions of prce or income siabilzation
messudes gl the misfnalional level, such as com-
modily prce agreements of compersalony fnancing,
have not funclioned well, Tharabore coumries are
kedt 10 cope with the domestic conseqguences of such
shortlalls themselves. Even at the country b, the
earlier approaches o domestc price slabslization for
commaodity production through markating boards ang
oul of vogus and mosi counlnies ane having o leam
o bve with a grealer degres of vanability n prices
and volurnes of export products. One soluton is
greater use of sk managemeoni insinemants, but
thaga rquine a dogree of financial sophistication on
thae part of producess, taders and gowvernments
which is stll beyond (he capacily of a number of
coeniries.  Anofher 18 fo increase the diversiy of
eeport products  within and oulside the seciors
sutterng from nstability in the hope that the down-
turn in ome- product will be matched by an upturn n
anather. Or again, exporters can be laft exposed 1o
vanations in the hope that they will learn how 0
remain compelitve and deal with market varlions
an Ehedr own.

n Soe, for gzample, the kst ol recommendations o
ESCAP, Enmhancing Cooporation in Tade and imvesimand
befeesn Faciic isiand Couniies and Fconomiss of Easi
and Soum-Easi Asia b the 1890s vl |, lssues (5T/
ESCAPAT2R) (losmeoming)
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Whatever approach is taken 1o ‘tackle the
problems of excessie dependence and axport earm-
ings instability, there will be need to find ways of
building up or maintassing the compelitvensss of
products. These efforis Include modemizing business
processes, particularly in the arsas of guality contnol,
productivity, management and markabing, areas which
are primarily the responsibility of the prvale sacior,
There will also be a concomidant responsibility placed
on gowmmments o supporl the neguired  human
resources development, fo assist with gually and
gquamnling conirgl and inspecion pocedures and o
implarment up-to-date trade faclifation procedunes,

Changes In preference margins

Tharg have boan sewiral intprnalional Erade-
related arrangemonts developed fo ationd preferential
market access 1o the exports of cerain groups of
countries because of their mlafively low level of
poonomic development.  For the Asian and Pacsic
rmgion, tha mmportant schemes wamm GSR
SPARTECA and the Lomé Comventions Howewver
the future of such arangements i now in doubl
given fhe owverall low leval ol tarifis, which make
preferental treatment almost unnecessary, and an
increasing emphasis on reciprocity.

The evaluaton ol the impact ol reduclions in
preferences will vary wih Whe sdisting degres of
uliizaton.  The major GSP schemas of ithe
European Union, Japan and the United States have
begn an imporiani fool for trade creation for many
Asian developing economiss. They aftach signilicant
imporiance to the continuabion of thess schemas
despiie the Uruguay Found as ithay still provede
some, though declining, margin of preference over
suppliers from developed coumries, The most im-
poriant beneliciaries in Asia under tho vanous GSP
schameas to dale have been China and the ASEAMN-G
(Brumai Darussatam, Indonesia, Mataysia, Philippines,
Singapore and Thailand).’? Howewer, during recant
years, ihe schemes have been modified to favour
imporis  from  leasi developed coundries as  Their
expor perormance conbmssd 19 be rathor weak in
camparison wah that of e mone advanced GSP

T For te Cumpean Community China and the
ASEAN-6 sach accounied tor abeul 30 per cenl ol tha lotal
vl of GESPaeinled tmde to date The membeo of
SAAAC accountsd lor another 12 ped cond,
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some leas! developed counitres owing 1o Bhe
graduation of cerain products, especially traditionally
products in which these countnes have a
e advanisge.

i

The beneliciaries of the olher two schomes.
mainly selected Pacific islands, have nol taken any
real advartage of the prelerences except in specilic
cases (lor example, Fip. for garments and Samoa.




Ongoing global trade liberalization

Much has beon said and written in the period
since the end of the Uruguay Round and the estab-
ishment of WTO about the issues which remain

from the implementation and interpretation of existing
agreements.’® In the following paragraphs a few of
Ihese outstanding concerns are highlighted.

One of the challenges for Asia and the Pacitic
is the tendency, now that taritfs have been signii-
cantly reduced, for the governments of major deve-
loped countries to use non-tanfl measures 1o block
or reduce imports which are seen as threatening 1o
kcal producers, In this regard, the major WTO-

3

personnel and financial resources 1o undertake such

E

One of the challenges to the maintenance of
an open world trading systemn is 1o have a dispute
settlement mechanism which functions efficiontly and
whose oulcome is accepted as fair by all parties

and resort to other means to setthe problems might
become more frequent,

The trend towards increased liberalization of
trado in services and increases in the volume of this
trado poses several risks for the region, The risks
vary signibcantly botween the types ol services
being libealized. For example, increased trade in

It also increases prudential risks and
hance the need for prudential regulatory functions to
be carried out ot a level of efficiency and sophistica-
tion comparmbie with that in more advanced coun-
tries, If a bank or other financial Intermediary fails
in one country, its activities in other countries will
also be affected There is a risk of significant
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concentration in the number of firms providing
financial services and so magnitying the impact of
prodlems with any one of them. It is also likely that
the major providers of financial services are firms
headquantered outside the region, and so beyond
the direct influence the regional users of the
services provided, The need for better transparency
ol operations and sharing of information among
regulatory agencies, not to speak of harmonization
of regulations, assumes greater urgency. Having
ditferent rules on transparency and different regula-
tons will allow firms to move between markols af
will 1o avoid reporting or sanctions.

For trade in professional, construction and
other business services, increased trade implies
Increased freedom of movement of persons and this
presents a challenge in terms of immigration rules

munication services has imphcations for the pricing of
such services, which have been subsidizod i many
countries of the region, for the coflection of revenues
from thek provision and for the maintenance of
control over coverage, quality and content. These
are areas o concern, lor example, to developing
countries wishing 10 mantain a cultural identity.

The balance-of-payments impacts ol freeing
frade n travel-related services, including for leisure,
education, health and business, are highly uncer-
tain, especially for less developed countries unable
to compele in supplying these services. The liber-
alization of trade in services related 10 transport,
freight and msurance should help improve efficiency
and productivty but s likely 1o cause sizeable
challenges for small suppliers of these services,
including those where national mirlines or shipping
lines are consdered as an important national
symbol.

In all, whils GATS explicitly recognizes the
deveiopment dimension in the services field and has
allowed for considerable flexibility In making offers
for liberalization in diflerent subsectors, thero will be
pressure 10 speed up the kberalization of services
as this appoars to be a growth area and so offers
considerable financial returns. In this regard, the first
WTO Ministerial Conderence in Singapore declared:
“‘we are determined o obtain a progressively higher
leval of liberalization in services on a mutually
advantageous basis with appropriate fexibility for
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Anothor related challenge is the now fimits put

source allocation to sectors considered to have par-
licular growth potential, 10 budd up a viable domes-
tic private sector; 1o promote vertical integration; 1o
aftract foreign lechnologies or export-onented invest-
ments. of 10 Improve access 10 major markets and
export marketing capacites. In  many cases,
moreover, since policy instruments to ensure free
domestic competition are not sufficiently effective or
enforceable vis-a-vis large loreign enterprisss, inwvest-
ment measures are relied upon to comect markst
distortion created by these enterprses”’®  Thus

™ wro, Moisteriad  Declaration  (WT/
MIN(SGVDEC), document presented at e Mirstorial Con-
lerence held in Singapore, from § 1o 13 Decemnbor 1996

Assist in Prepamtion for the First WTO Ministerial Con-
farence, Jakarta, 4-6 Septomber 1066 and eproduced In
ESCAF. Asian and Pacific Developing Economies..., chap. 3.



there is a delicate balancing act 1o be conducted in
keeping a favourable anvironment for foreign invest-
ment and strengthening the TRIMs agreement and
s implementation, Probably the most conducive

labour conditions, is the tying of trade ta the
ol certain labour standards. *Since the end of the
Uruguay Round, the issue ol trade and
standards has come to the forefront of the policy

allogedly base their comparative advantage on low
labour standards ®! Given that there is no universal

for
Asian and Pacific countries to be aware of the

corfain standards to be met domestically, and the
lobbies can assist in the international arena.

One of the groatest challenges to an open
world trading system is the position taken on the
supremacy of national laws and the use of these
laws to justly overiding or negating international
obligations. This challenge faces all governments of
the worid, but the consequences of such actions are

pends 1o a large extent on the respect for its agreed
rules accorded by major trading parties.

Adaptation of policies for
national development

For most of the post-Second World War period,
developing countries have used a range ol instru-
ments, some of which can be considered trade-
restricting and discriminatory, 10 meet their nati
development concemns. These took the form

|
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and absorption of technology, and the like are crucial
for continuing to explodt dynamic comparative advan-

83 500 UNCTAD, Tade and Development Heport,
15896 (Umnied Nations publicasion, Smles No. E.86.1.D6),
part I, chap. NI, pp. 156157
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preserve a certain domestic capacity in these areas.
There is also kkely to be a rise in tension among
countries over, for example, underwater potroleum
and gas reserves or fish stocks, unless some
common undorstandings can be reached.
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Annex table lIL.1. Three major exports of selected economies in the Asian and Pacific reglon
(at the SITC Revision 2 group level, average 1081-1982 and 1991-1082)
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Annsx table H.2. Trade regimes in selected Asian and Pacific economies
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CHAPTER IV

EXTERNAL FINANCIAL AND
INVESTMENT INFLOWS






FINANCIAL AND INVESTMENT
INFLOWS AND GROWTH

he close eMeralationship batweon Evermational

trade, fingncial and  investmen!  inllows  and
sconomic  growth s being ncreasingly recognized
Its essence can be altributed to the three explanatory
Inctors expiained below,

First, products developed in the mone advanced
counirias evenhelly become standordiced to the ax:
fenl Hhat thee production can be shéfied, aflen o oo,
io the less developed countries via capital fow, and
the products are thon exported back to the country
where they were osiginally developed or 1o third
countries.  Fecent exparience in Asia wih the fying
geess paradigm (8 the best illustration of this process.

Hocond, grawih, trade and linancial and ifvess.
menl Uows are clossly linked through the transier of
technology. Financial Nows lacilitaie tha import of new
tochnodogy in the lorm of now products and  mew
producton procassos. Tochnology translions benelit nod
anly iho mecipiond firms bul also ofhors in both tho
traded and the nondmded socts of D econcey
teough esternalibes and spillovers, s imgroving
the inernational competivonass ol an economy and
contributing 1o tho procass of economic developmend,

Third, flinancial and investmen] llows essentially
play two roles in imgroving the macropconomic Situa-
ton ol & copniry:  thay supplemeant domeslic savings
mnd  westimant and thay assisl in  owarcoeming
the loreign eschange constrainl bmpooed by o
imbalance botween foreign aachange earnengs and
import noods.  In oier words, ihese fows play an
megrating  role  between  counlries  with  swrplus
=avings and counines with dohcis, This fansier ol
savings makes available a highor volumo of imports,
wgluding copital goods, o Hw lower-savings
countries, thus enabling the bwo sets of countries 1o
emprove thew structures of oulput and geawth. '

In tho condexi of financisl and invesiment in-
flows and econdmic growth, tha role ol bansnalional
nalional corporations can promole aconomic growth
in host countries by providing  capetal, 1echnology
and managomoent skills.  Wilh Their woll-esinblished
market contacts, hey also ploy an imporiant rode in
the exparmion ol exports. It B noteworthy thal,
whaoreas in 1980 there wore 37,000 companies with
170,000 foreign subsidipries and affiliates, by 1995
these members hoed grown fo 39,000 companies and
270,000 fodign subsidiares and affiliates coniralling
an FOI stock ol $2.7 tdlllon, equivalent o 10 per
gent of world GOP? Furthermome, companies trading
atiliates, ncoounted for as much as 40 por comt  of
workd trade in industrial goods.? By 1082, worldwide
eafes of transnational corporations had oxceodod (b
global exports of goods and services.*

This process is nol eaclusively confined Yo
tmnsnational corporations from developad countries:
Doveloping countries, notably China, the Republic ol
Homea and Singopore have succesded in develsping
thair own kransnational corporalions as they exploil
tha frade-mestmaend aexus. The average sanund aut:
fiows from developing economies have rsen lom @
per cent of totnd worldwide FOI cutfiows during the
period 168851883 o 10 per cenl durng iho
period 10501564, ARhough transnational corpor:
hons based i developing counines do not as yel
ligure in the workds 100 largast iransnational corpo-
milons, ihey ore caiching up guckly From an
ESCAP perspecive, it @ siiking to nolo ihat ihe
MHWWTNHMHM
countries  am based in Asia

2 UNCTAD, World fnestmand Report 1903  Tans-
meiongl  Coporsbons gl infegraied  nfprnational Pro.
duciian (Uniied Nailons publicaion, Ssles No. E S31A, 14),
pooi0 and Workd dvestmonl Aepord, 1996 imesiment,
Twde ond Intermalonal Policy  Avangements  Linfisd
Moficna publicalion, Sales Mo E9GI1LA 1), p aiv.

3 Sagtan Wagsty, Tobe! mamwlacturing” Financial
Tirmes, Londan, 37 Sepiembor 1808

4 \Wodd Bank, Giaba! Economi Prospects and e
Deresdoping Counriss (Washngion [3C 1906), p. 12

9 UMCTAD, Wevid Invesimant Fipor? 1996 p 33
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RECENT EXPERIENCE

Consmtoen] data are svailable lor lowr main
categories of finencial flows io developing couniries:
{a} long-term dabl, (b} FDI; {c) portiofio immsimenis:
and {d] grants. Long-term dedl s delined sa debl

Figure IV.1. Aggregate ne! resource flows 1o developing countries, 1986-1885

{Walpe i biion LIS Dolaes)

[] Privale loans and bonds
[ Omenl nams
[ Official grants

HEE 1987 18EA 1688 19850

1991 1902 1093 1004 et

Sources; Foproduced from World Bamk, Wond Dehf Thives 1085 Exfemal Snance b developing cowtines, wol 1

Anabyss and summary tnbles, p 3
B Prafirminary.
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Table IV.2. Percentage distribution by type of financial flow, developing economies in the

ESCAP region, 1990-1995

raa0 rasy 1Reg 1293 1554 TRES
fhiivons of LS dofiacs)
Aggragaie not resource flows 38 234 A5 471 o2 B34 &1 268 89 &Y 120 a2
(P tage
Mot fow of long-term dobl (oxckiding IMF) 518 5L9 418 238 307 b F
Eoregn droct irvestmong () pag ns 5.8 465 447 452
Partiolio equly Rows B2 o 8.7 4. 150 1.3

Cannls [sxciuding lechrical conpammion| 124

12z TA G4 68 48

Spurce: ESCAP secredarial calculations bamod on World Bonk, Wond Dei Tables (098 Exferas’ Fance for
Dewwinping Coiniras, vl 1 Analysis and summasy Iables (Washington DO, 1996), pp. 182, 195 and 212

Nate: Figuros melude sl developsng sconomiss far which cordston! dits sl bt sxclude the Coniml Assan epublics

These overall tevoursble frends. howeer, -
veal themsohmes very unavenly in terma o indnidual
soonomies (labls V3L O fthe main categories of
resource llows, the ned fliow of public and privato

counry concemed. Thus, public dob! is propor-
bonainly more imporiant in the leasi developed
couniries, in South Asia and In Central Asian

Ceniral Asian rapublics.




Table IV.3. Aggregate net resource flows

{Annual average value in mWtions of US dolars)

1985- 1969 1990-1994

Total @ ] ¢ d Total a b c d

ESCAP developing economies

Least developed countries
14142 781.0 14
283 135 0.0

4 14708 62686 66 24 B288
148 49 21 0.0 0o 327
V 1424 "0 n2 00 1002

. B8

Sangladesh
Bhutan

Cambooia

Lao People’'s Damocratic
Roputic 1758 1454 12 00 294 1722 786 286 00 650
Molcsves

Myarwmar

Nepal

Samoa

Solomon Islands

Vanuaty

158 02 30 00 124 @y 13 70 00 130
2738 W72 12 00 758 068 412 az 58 582
2894 1504 10 00 1286 2094 1324 50 00 1520
16.1 08 02 00 151 08 140 48 00 223
3BS 1086 47 00 18 ®1 02 w2 00 166
273 27 79 00 168 “3 52 M2 00 149
East and North-East Asia
Cnina 82538 55606 24870 00 2060 272854 03952 160622 16080 2198
Mongolia o M ol 848 453 70 00 320
Republic of Korea -20400 -26670 5798 420 22 60186 27046 8184 24924 32
South-East Asia
Indonesia 30014 23430 4422 308 1764 66536 35168 16900 11878 2558
Malaysa ~744 9630 7988 564 334 55444 1852 41736 11396 464
Philppines 12190 4860 3800 506 2040 25062 10440 6130 5644 2852
Thailand 18856 5082 7318 4206 1350 47520 22062 17880 6146 1434
Viet Nam - . N P 3232 260 94 895 1862
South and South-West Asia
Inca 53140 44800 1558 B32 5850 54402 32432 2694 13812 5540
imn (islamic Republc of) -2850 -2102 -832 00 84 1990 2400 -1138 00 636
Pakistan 11026 6152 1522 00 3356 21390 11778 3224 3364 3024
Sa Larka 4820 2644 M4 00 W18 €030 2870 1150 224 1788
North and Central Asia
Armenia ; ; & 1229 502 00 00 727
Azorbaran " v “' 722 %7 0.0 00 274
Kazakstan . . o | 4613 3050 1450 00 113
Kyrgyzstan . - “£ o . 1062 638 33 00 381
Tajhustan - - “ e 1119 801 as 00 185
Turkmenistan g " o 961 1100 0.0 00 32
Uzbewsstan 3 : VR 2310 1810 450 00 70
Pacific island economies
i 246 -88 163 00 172 25 -2 N8 00 168
Papua New Guinea 5674 1812 1248 00 2612 4428 460 1308 00 2662
Tonga 1 17 01 00 84 160 24 1.0 00 128

Source: ESCAP secretanat calculations based on Workd Bank, Work Dedt Tatves 19094-1995 and 1896 External
Finance for Developing Countries, vol. 2: Country tables (Washington DC, 1996).

a = Not Now of putéc and private long-term debt (sxcluding IMF),
b = Foreign direct investmont {net),
c
a
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higher level of fiquidty and thus allow spending
and iwesiment plans fo be maintained. Al the
same hime, howewer shor-kerm can be highly

Bonds can be ofticial or privale in origin, They
ame normally classdied under pivate debl as, regard-
less af arigin,d hey are bowghl by privale imesions.
in the ESCAF region, the practice of raiskng bond

% Woed Bork, Woda Debt Tatves 1996, Exterai
France for Dowsloping Coonfries, vol. 2 Courdry fables
{Winshington DC, 1996}, pp. 4-5 and A

'-lrl.mwdmmﬂunqimm:u-
sehedulad ther ofosl debd wth lemational financial
nshtgbons and hilaberal donors

10 Thadand's shori-term debd was hall of its foted
oxtornal debt al e end ol 1985 See el of greater

stabilfty”, Banghok Post, 27 January 1097
146

In the late 1980s, and sady 1990s, as capial
marki resinchons began 1o be eased, portfolo in-
vosimond flows info equily markets in the region
grew rapedly to neardy 25 per ceml of aggregste
resource flows 1o the region in 1993, Aparf from
East and South-East Asia, India and Pakistan wane
the largest beneficiaries of this  development
Portiolio llows, however, doclined sharply 1o jus] owt
10 per cent of lokal Mows by 1995, This abrupt
reversal was cleady related o the 10894 Kexican
crigis, which adversely affected foreign investor
confidénce in nearly all developing couniry equity
markets, although nol as much in East and South-
East Asia as in olher parts of the wordd It is
however, indicative of the volafity inherent in fthese
flows, with short-term funds moving in and out, more
of loss obivious fo the fundamenial economic
canditions prawvailing in tha counlres,

" EMcient bond markets can refeve the volatilty of
equety markals by preowveding aSornative emashmend  odllels
with less fisk on Mo downside.



Table IV.4. International equity and bond issues of selected economies in Asia and the Pacific

(Milons of US dolars)
Infornational equily issues Indernational bond issves

1993 1994 1995 1083 1094 1995
Cnina 1901 2 584 668 2 882 3 882 1433
Hong Korg 837 320 1 206 7472 6 708 2938
India 340 3029 274 556 a0 800
Indonesia 29 1350 112 510 2246 220
Mataysa - - 1204 558 2345 2 564
Pakistan - 1183 - - 185 -
Philppines 126 1060 86 1274 1307 1059
Repubiic of Korea 08 1168 1310 § 062 6 483 11 037
Sn Lanka - 33 - % - o
Singapore 564 301 475 P “ "
Talwan Province of China 35 437 79 78 1084 541
Thailand 725 2 256 sn 2338 3 s 2 265

Sowrce: ESCAP secretariat calculations based on IMF, infernationad Caprial Markets: Developments, Prospects and Key

Folicy issues, tablas 24 and 30 (Washingion DC, 1996).

Foreign direct investment

FDI flows signly a longterm commitmont on
the part of the invesior and are thus far more stable
than other flows. Moreover, once established on the
ground, they can generate the interest of other
foreign inwestors, such as supphers of components or
ol supporting services, 1o join the pioneers and stan
wvirtuous circles of foroeegn investor interest. However,
porhaps for this very reason, FDI flows have been
highly concontrated, the overwhelming bulk going 10
just a fow countries in the region. The pattern of FDI
flows over time can also be quite uneven for an
indwvidual country.  For example, the remarkable
change in the share of China in 1994 and 1995 is
clearly evident in table V5. Nevertheless, East and
South-East Asia's general dominance in the 1990s as
& tecpient ol FDI persists. In this comext, the
changing role of Hong Kong, the Republic of Korea
and Taiwan Province of China is worthy of note. For
these economies, the proportion of resources
ongnating in FDI has declined, principally because
these economies have become net exporters of
capital. For instance, Hong Kong became a very
large source of outward FDI (around $20 bilon
annually over the last three years) while the Republic
ol Korea, Singapore and Taiwan Province of China
have had annual outfiows of about $3 billion over the
same poniod. China and Malaysia joined the ranks of
FOI providers in 1992 (see box IV.1),

Taking FDI Mows &8s a ratio of GDP (table
IV.6), Singapore and Malaysia stand out, with FDI
amounting to 10 and 8 per cent ol these countries’'

tions being small economies such as Solomon
Islands and Vanuatu. Similarly, the ratio of FDI to
gross foed capital formation is the highest in Singa-
pore and Malaysia (well over one quarter) while the
average for East and South-East Asia is around 5 to
cent. Since 1992, China has been the
recipient of FDI among developing countries

i
i
;
s
I
i

£¥

1!
:
%

uses are not available, The available information for
a low select countries (Indonesia, the Republic of
Korea and Thadand) indicates that the mamudacturing
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Box IV.1. Foreign direct investment outflows from developing
economies of the region
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Table IV.6. Rate of foreign direct investment inflows to gross domestic product and to
gross fixed capital formation

Percenitage share of inward FOI flows
o GOP fo gross fived capital formation
1984-1989 1590-199¢ 1864-1989 1990-1994
ESCAP developing economiss
Least developed countries
Bangladesh 0.01 0.03 o1 02
Cambodia i 7 o -
Lao Peopla’s Domocratic Republic 0.1 28 - b
Madves 32 44 7.7 54
Mysnmar oo 0.01 0.1 01
Nepa) 0.04 01 02 10
Samoa - 40 ~ b
Solomon |slands a 87 128 "
Vanuaty 74 144 259 484
East and North-East Asia
China 0.7 38 18 e
Hong Kong a0 1.7 122 68
Mongota - 03 % >
Aepublic of Kotea 04 03 14 07
Torman Province of China oz 08 33 30
South-East Asia
Brunel Darussala - 01 " &
Indonesia 05 13 186 as
Malaysia 24 78 6.8 24
Philippines 10 15 51 62
Singapore 10.3 97 283 284
Thadand 13 1.7 44 43
Viet Nam 002 05 s =
South and South-West Asia
India 01 0.1 02 0s
an (Ishamic Republic of) -0.02 -0.02 0.1 -02
Pakistan 04 07 20 36
Snl Lanka 06 12 23 48
North and Central Asla
Armoria 003
Kazrakstan 03
Kyrgyzstan 004
Tajikistan 01
Urbekistan 01
Pacific island economies
Fip 14 30 27 158
Papua New Gunea a4 ae 200 134
Tonga - 07 " =
Other members of ESCAP
in Asia and the Pacific
Austiata 21 1.7 86 78
Japan 0.004 005 - 0.2
Now Zealand 0s 43 25 242
Aussian Federation - 01 - 0.02
Tarkey 03 0s 14 19

Source: ESCAP socrotanal calculations based on United Nations, Workd Invesimant Repor! 19960  Investment, Toade
and Interrationa) Policy Amangemants (United Nations publication, Sales NoE.96.11.A 14), Annex table 1, pp 227-231, and
INF Tape No. F
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their attempts to become more open and atiractive
10 foreign investors, they have attracted only limited
private finance. The Central Asian republics and
Mongolia are in broadly comparable circumstances.
These economies In transition are currently in the
process of developing the required legal and other
Instittional structures capable of attracting private
financial llows on a sustainod basis. However, the
countries  within the Mekong area are 1aking
advantage of their geographical location and benefit-
ing from the resiting of production faciities by in-

The international community appenrs 1o be in-
creasingly leaning towards the perception that ODA
resources for public spending programmes are no
longer nooded and that all countries should en-
deavour 10 raise capdtal from pevate market

and will continue 10 lack it for some years to come.
They are thus dependent on ODA flows to meet
their needs for external funds. In the 1990s, owing
to budgetary constraints in donor countries, ODA
from bilateral sources has been on a declining
trend.

152

ODA trom multilateral sources (international
developmeont banks) on non-concessional terms has
also been declining, although the reasons are
different. As the more creditworthy countnies that
traditionally borrowed from multilateral financial insti
tutions have gained easior access 10 private funds,
they have not been borrowing as much from these

POLICY DEVELOPMENTS

Policy lrameworks in developing countries of
the region dealing with private financial and invest-
ment inflows have evolved considerably over the
years., In particular, Wderalization of the restrictive
policies affecting oxternal inflows in many countries
ined [Z70

National level

Realizing the important contribution that private

making the macroaconomic environment more con-



Liberalization of investment regimes

Various forms of restrictions were applied in
the past to FOI in the developing countries of the
region. These relate to admission and establish-
ment, ownership and control, and operabonal and
other measures. Under admission and establish-
ment, measures Included closing certain sectors,
industries or activities o FDI. quantitative restnc-
tions on the number of foreign companies admitted
in specific sectors, industries or activities; and
screening. authorzaton and regstration of invest-
and control restrictions existed in varous forms,
among which weore:  allowing only a fixed per
centage ol foreign-owned capital in an enterprise;
compulsory joint ventures, either with state participa-
ton or with local private investors; mandatory trans-
fer of ownership to local firms, usually over a period
of tme; restnctions on ownership and transéer of
land or Immovabie property. and resirictons on
payment of dividends and reimbursement of capdal
upon liquidation. Even after entry, foreign firms
could face cortain restrictions on their operations,
such as restrictions on employment of foredgn key
professional or technical personnel and performance
requirements such as sourcing or focal content re-
quements, technology-transier requirements, tramang
requsrements and export targoets.

As is evident from table IV.7, the types of
restrictions  relating to FDI have been greatly
liberalized n a large number ol countries of the
region. Many of them now do not require iInvest-
ment approval or licensing, close few sectors to FDI
{mainly for national security reasons) and allow
repatriation of profits and capital. Several countries,
including Indonesia, Malaysia, the Republic of Korea,
Singapore and Thailand, liberalized their inwestment
regimes sgnificantly in the 1980s or even earler.
The speed of liberalization gained momentum in the
1990s i most of the countnes of South Asia. Liber-
alization of investment rogmes in Paclic island
countries and economies in transdtion has been
gradual. For example, China allowed joint ventures
beginning only in 1979, and in 1986 wholly foreign-
owned enterprises were admitted, On the whole,
the policies of countries in the region are inCreasing-
ly converging towards a highly liberalized regime.

Having sufficiently liberal policies towards FDI
5 important, but their eflective implementation is

equally, if not more, important. Bureaucratic hurdies
and hassles can croate long delays in approval of
vestment projects, which discourages foreign inves-
tors. Even where formal approval is no longer
required, other aspects, such as oblaining access to
utilities such as electricity, water and telephone
service, romain time-consuming. Foreign investors in
South Asian countries often complain about bureau-
cratic hassles.'® Such problems are also common
In Pacific island countries. In ASEAN countries, they
are gonerally @ much less important factor, which
partly explains the success ol these countries in

Investment promotion through incentives

Not only have mwestmen! regimes been libe-
ralized, bt countries have begun olfering vanous
incontives 10 attract foreign investment. Whereas
doreguiation of Investment regimes has reduced
governmant control over the decisions of foreign
invesiors, in some cases thesa incentives have been
used 1o achieve specific development objectives by
directing investment to speciied activies and
certain goographical areas of the country. Another
rationale for investment incentives s to comect for
the faslure of markets to reflect the wider benefits
arising from externalites in production, resulting from
such factors as transfer of technology, the spread of
knowledge and the upgrading of skils of workers
who are mobile. Therefore, the social return fo FDI
can be higher than the private retumn, |ustitying the
need for incentives. Provision of incentives is also
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Table IV.7. Recent changes in investment regimes and incentives in selected developing

economies of the ESCAP region

Invesiment regime

forestry and radways; and regulations on drug manufsctis-
ing effectively bar foreign corporations from the incustry.

1801: 100 per cent foroign equity was alfowed on all
Investmants, not ondy thosa in special zones.

Ucensing/appvovals, rules and procedures
1991 no formal permission was required %o
88l up 8 company with foreign investment.

Porirmance requirements

For all sxport Mems, the prior permission of the Bangla-
desh Bank 10 open back-to-back letters of crodit has
been waived as long &3 such exports conform 10 guide-
lings for adding domastic vilue,

China

Cpening-up 1o foreign investment
1978 foreign vestment allowed In the form of joint
vantures

1988: the law of China on wholy foreign owned-
enlerprises  peomuigated. Various actwilies and secions
have bean opened 1o FDI gracually The same is true for
opening uwp of various areas and cities.

1894:  mest Industrial policy suthorized.  Foreign invest-
ment projects Sor approval have been grouped into four
types:  oncouraged, promised, restricted and prohibited.
The list of industrial sectors as regards foreign investment
containa only the Hems of encouraged, restricted and
prohibited projects.  Projects not listed balong 10 pro-
mised Qroun.

Licansing‘approvals, rufés and procedures

Approval is required.  Increasingly fower levels of govern.
mants in China are being delegated powers of approval.

Fiji

Resiricied soctors for FII
The milling of all sugarcane is handled by the public
S6C0r and s closed 10 private enterprises.

Foroign incentives for FDI

Tax holidays, ocoslemated depreciaton allowance, and
dutyfree Iimportation of capital goods for export-onanad
industries.

Formign-exchange ropairiation

Full repatriation of invested capitad, profits and dividends.
Access 1o domashic finance

1902 foregn Investmant companies could bomow work-
ing capial from commarcial banks as term loans.

Fiscal incantives for FDV

Incantives ame provided In special economic zones and
other open cities. Incentives includo reduced ncoma tax
rates, tax holidays for projects involving advanced techno-
logy. accelerated depreciation allowance and roro import
duty on capital goods and raw material,

Incentives b FOV
Incentives provided under laxtrea 20neftax-free scheme

154



Table V.7 [fconfmuea)

fmvestiment regima

Fiscalfinanci! conoifions

Licenpingapprovals, fules and procedunes

Al propessals bom forsign imvaatoes. misst be approved by
ihe govemnmonl. The applicalichs musi Bo  submtied
fiwough the Fil Tmde and inestment Board, which now
BC5 85 @ “one-siop shop” or il NECERRRTY ARPIoVRIE.

Indis

Resmicingd seciors for LV
Thary has boen a subslantial cutback o arsas meserved
for puibhc undertakings sirce 1991

Forsign ownevsihp resincbongappoals

Autormalic approvad for majodty forsign Imaeimand (5 e
cend) parmified in 35 seciors; 100 par cond aquily owner
ship in axpori-ononied ndusites] up o 50 ped cand in Tha
Mg Secior and case-by-case approval o BNl other

Fmsirciag secioes e FOT

Some #ates prevent any Mandholding by forsign compa-
nies. AN geciors ang ope 1o loreign vestmant.

Foreign owndrs/p resirchons

1908 100 par cert aguity wes allowed in posscts cader-
ing for s domesiic markel Byl only for a patiod of fve
years. A 25 per cend loreign pasicipation ceding on
privatizalion has been set Forslgn equity of 100 par
cont is aliowed in picgects emporting BO par cont of poods
produchst, up 15 70 per cent lermgn equily ia alkowed
axpors eqiml 51-79 per cenl of goods produced; 30-51
por conl foreign equity & allcead jor sxports ol 20-60 pee
cenl of goods produced, up 10 30 por cend loreign eqguity
fior projects exporiing leas than 20 par cent ol produciion.

Lepnsingapprowis, riles and prociduies

1988 e apprownl process for jorsign Investmend and
manutaciuring entarprises was simpifed. A coordination
conte on ivesimen has been el up and Dursaucatic
proceduees i basen siroamiined

Faronmance regquiremenis

Mo local-conbent CondMsnd anpdy, alhough manutactuied
products should mest local condent guidelines fo Gualily
lor @xiendad incentves

Formpr-aschangs repairianon

Excharge confrol pormission s requined for remitances in
ardl oul of ®he coundry, Hona fide applications lor iarsign
currencies for repalriation of capital and peofl e ganar
alty approwed aftor  income tas cearance.

Actedl fo domadic finance

Local bodrsdng by non-ressdents is mited,

Figcal inconbives for FOI
Virious By moentives, including (B holidms, ae pro-
vidod.

Forepn-sechange fepalniaion

1882  foreipn ivvesions i the Siock exchanpo wens
glipwed % repalniale profits and emchange money B4
markat rales,

Full commiibiity of B rupes on curent accounis.

Accass (o dorhesic indncs
TERY: lereign companies had (uncondiional) access 0

cortmds.  Fepaination ol capfal, peofis and dividends,
fpas, royafies and pooesds bom fhe sale of assets N
Maligmin by foreign invesioes s froely permitied
Mocess 1o domeshic fnehce

Foreign mveakors . s allowed 1o @all themsshas ol
domestic credl facliies o finance thelr businessas in he

courry.

{Conlinued on next page]




Resinicied paciors for FIN

1990; ihe gowemment cul the number of sectors Cloged
o foredgn parScipaton o hwe:  delence and Bame subgect
o roligicus Dans.

Forelgn ownarship restrictions

Forsignoss can now own up to 100 por cont al the aquity
in & business

Lisonsing mpprowils, fides and procedimid

1980 liconsing was pliminated,

Parfdmance raquirdmaris

Mo formal local comlent raguinsmants. Bppiy,

Papus Mew Guinea

Restricted peciors lor FOF
A mserved activities list exst, mainly consisng of small-
scale activitios. The kst is being gradually phased ot

Lesnmsingamonals, e and procedures

Foreign investmend in mining and petroleum secioss i
oversgan by Depariment of Mining and Peiroleumn. Al
ol proposals are handed by Cesstment  Promotion
Aoty

FRAT: the Tax holday” inchnive was minoduced.

fags: the promobion of indusivial ostales &nd Infrastne-
ture piogacts bagan,

1804, 1985 incentives o expon-onemied ndustios m

(Conbrnuad on neat Dage)




Fomsign cwnenship msincions
1881 100 por cent fonsign equity was allowed,

Licansingappoval, fulss and procedises

Fordipn ownarsi restnictons

1991 jeint veniure critlerin were nelaxed.

1881 loreign cwnership in agriculiuee, Ivesiock, Ssheres,
miring arel sereces was incroased 1o A maximom of 25
per conl,

1902 100 par cent foroign ownarghip for firms exparting
B0 por coni of goods produced was plannad,

Some: sechors require majority Thal cwnership.

Lipensing/spproval, nides and procedunes
1991 the criwia jor approving poojects ward Tvised 1o
EmnspanenCy,

Viet Mam

Rgstnicted secioes lor FOI
Land remaing the proparty of the State bul con be ased
to fomegnars.

Formign ownaship resiiohons
18987; hm#n:mi-nmwﬁimm
cenl oquity i almost any fisld.

Licensingmpprovals, rdes and procecunes
1#38  now imesimant policy simpifed the mestment
approval procedures.

Sources: Ewopsan Found Table ol Indusiralisis, Survey on impeovements of Condibions

o
Devaloping Wovld (Brussels, 1903} and Workl investmen! Repor! 1992  Tansnational Corparations as Engines of Growth
af

(Unied Mobions publicafon. Shles Mo ESZIAI0K  APEC, Gude ko Mw irvesimand Fagimes
Economies 1096 (Singapore, APEC Secretarial, 1986); and country studes on Bangiadesh, China and India pressnted
the Semnnr on the Promotion of Regional Economic Coopsmton i Foregn Dict Invesiment Policies and

Institufon-Budding amang Askan ard Pacilic Devsloping Countriss, Bangeok 3-5 Seplembsr 1996



Table IV.7 includes an overview of various
incentives in selected countries of the region, These
incentives are widespread as aimost all the countries

the face ol growing budgetary constraints. Popular
fiscal incentives include tax holdays or reduced
Income tax rales, accelerated depreciabon allo-
wances and duty-free imports of capital goods and
preferance In regard to incentives. Similarly, invest-
ment in less developed areas of a country gualffies
for more incentives lasting for longer periods. For
Thalland ofler special incentives for less developed
areas. Competition among developing countries in
provision of incentives has incroased over time: a
recent study by UNCTAD reports an expansion ol
mcentives in most countries between the 1980s and
the 1990s."

T4 UNCTAD, incentves and Foreign Direct Investment
(Unded Natons publication, Sales No E 96 11 A 6)

158

Moreover, these incentives create distorbons in the
economy, especially those linked to perdormance
roquirements. Al best, investors find ways to
circumvent those requirements or invest real
resources 10 attenuate the adverse eflects on their
investmen decisions. In ASEAN countries, incen-
tves linked to perormance requirements have
virtually been eliminated.'® In some cases, such
incentives simply result in the transfer of resources
from the host developing ocountry 1o foreign
treasuries without any special benelit being provided
10 foreign investors. If the host country does not tax
the investment income owing 10 a tax incentive, the
home country lax regime may be such thal the
income may end up being taxed there.'” Thus, the
taxation of transnational corporations by a develop-
ing country cannot be examined in isolation from the
tax regme of the home country. Moreover, these
incentives resull in financial losses to govemnmments
in developing countries in the form of cash outiays
and lost tax revenue which are badly nooded for

Influence on the inflows of FDI?
important determinants of FDI coming
empincal studies are growth prospects, market size,
peofitability, quality of economic management, few
trade barriers, freedom from burdensome regulations

g

5 g

16 Denise E Koran, “The nead for common ivest:
ment moasures within ASEAN", ASEAN Economic Buffedn,
vol, 12, No. 3, March 1896, p. 339

"7 Anwar Shah, ed., Fiscal Incontves for Investment
and innovation (New York, Oxloed University Pross. 1996)



towards privale emterprisa.'®  From this, # can be
concluded that oiher policy and non-policy varables
are more impodiant determenants than incentives in
imvostiment-location decions. As other policy and
nan-policy conditions comverge, the role of incentives
gaing importance al the mangn

Macroeconomic policy setting and
avallability of support services

A Slable macroeconRomic environmant B a
critical praroquisie lor maintaining the confidence of
both domestic and foreign invesiors and achisving
sleady long-term growth. Large budget delicits.
oncesshve monelary oxpansion and repressed finan-
cigl gystems ame symploms of chronic instabifity,
almost  cortminky  indicating  luture  problems  with
inflalion, exchangs rale waakness and a8 poor e
ronment for faking long-term invastment decisions.

In the ESCAP region, the ndverse macno-
economac  condilions of the 18708 and 1560s
caused by oxoponous factors, led 1o significant
decines in growth rabes in sevemal countnes.  How'-
evar, e sconomies thal adjusied guickly o the
ghocks ol thal penod, o did nol sllow their
MACIOOCONOMIc aggregaies 10 got sencusly out of
balance in the first place, achiswed by far the begl
moord of sconomis growlh and rapsdly became the
mos! athractive destinations for extemal capital, It is
worth emphasizing thal countres in the ESCAP
region have, on the whole, compiled a much befter
Macrosconomic fecord over the years compansd will
mast oihor deweloping countries. The mone open
pconomies in the reglon have always been judged to
be good counlry risks, with rotatvaly bow sk
pracniums, by lodeign invesiors and have been able
fo raiss external linance with relatve ease. This has
had fhe esfect nol only of mcreasing the ESCAP
regron's share ol the resources flowing 1o developing
couniries byl also of alNering thelr composition n
favour of FDI and portiolic investments. Theso
changes are parbcularly ewvident i the Easi and
South-Easl Asian subrogeons, which & claarly
distingusshable by ftheir exemplary macroeconomic,
savings and Investments reconds.

"W For & detniled review of selevant  empiical
studies, fasa UNCTAD incenbves and Foreign  Cmct
livesiman] .,

in addiion 1o macroeconomic stability, the
availability of a physical infrastructure plays a key
rale in attracting fareign investment. For axample. a
forsign mwesior interesied i the mamdsciuring
sector will be reluciant fo come 1o a country
facing senous electriclty shortages. Foad, trans-
pori and lefecommunications faciliies significantly
contribute 1o lowenng the comt of production.  Simi-
farky, an educated and skilled workforce is essential
in crder 1o use increasingly sophisticated technology.
Countries In the reglon have started paying greater
aftention bo tha proviseon of infresiructural lacilites
and other support services. In iact, many countries
have started encouraging a grealer e for tha
private sector, including FDI. In the provision of an
infrastructure. '

Financial sector liberalization and
development

Countries in the region have been lberalizing
their fmancial sechors ower tha years, which has
heiped 10 enhance financial llows 10 these countries,
Tha financial soctor reforms have besn decussed n
datail in the 1895 Esue ol the Surver Some of the
major relorms and developments i the financial
socior directly related to prvabte financial flows ane
reviawad balow, These include reduction ol barrians
to enlry lor banks and ather financial nstiufions,
promodion of new bnancial markeils and oxternal
financial libamlization.

in the banking sacios, bamers to eniry have
been reduced in onder fo increase competifion n
providing services io customers. This reduction in
barters relates 1o both domesiic and lorelgn banks.
In addition, stale-owned banks have besn privatized
lo enhance fhe role ol the privale secior and -
prove compebilion within the banking secior, Partly
heiped by fnancial bWeemlizabion, there bas boen
rapid developmeni of non-bank financial institutions
and other linancial markets and instruments (for
example, leasing companies, insurance lirms, securn-
ties companies, pension funds and mutual funds).
The disfinclions betwoen various types of financial
inglilutions are disappoanng as Their Serices ane
becoming mone deversidiod and similar Services s
being provided by more than one type of instilubon

9 Eor cetals, see chapier ¥
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While most countries have infroduced improvements
in prudential reguiations to ensure that banks follow
sound business practices and do not jeopardize the
stability of the financial system through imprudence
and malpractice, the falure of some major financial
institutions, such as the Bangkok Bank of Commerce
in Thailand recently, highlight the need for further
reforms in this aren. The situation regarding non-
bank financial institutions is generally worse. For
oxample, a large number ol people in Pakistan lost
their savings with finance companies and coopera-
mmmwtmmuogmmm
mmdmwummm

With deregulation and libemalization in both the
financial and the real sectors of the economy, en-
terprises have started to use egquity and bond
finance in addition to bank loans, This has led to
the establishment or strengthening of stock markets
in many countries of the region?' Growth in
capitakzation of these stock markets has been
phenomenal (table IV.8). Various types of funds
(for example, mutual funds and pension funds) at
the national level are increasingly Investing In these
markets. Similar funds at the International level,
mainly based in industrialized countries, are also
active and many are Iinvesting In stock markets In
the ESCAP region. Some of the funds established
at the internabonal level are meant solely for invest-
ing n a particular country. On the Kuala Lumpur
Stock Exchange, for instance, 78 funds were active
at the end of 1993; mos! of these lunds invested a
certain proportion of their portioios in Malaysian
stocks, while 11 had been crealed solely for invest.
ment In Malaysia

In many countries, more than one agency has
been responsible for the development and reguldation
ol the capital market, which has croated conflicts
and problems of coordination, a situation not

20 For n detalled dacussion of Tis pont, ses ESCAP,
"Irstitutional  develcpment  for  macroeconamic  policy
managemant and coordination” (E/ESCAPSBADC(IYT).

21 The Worki Bank has recently started placing gread-

& single agency to develop and administer the set
ol rules and regulations governing stock market
activitles (table IV.B),
enacted in a number of countries to close loopholes
and to set standards aimed at eliminating or miniméz-

could borrow United States dollars from each other,
enabling them Y0 rase extra hquidity at short nolice
and to counter speculative runs on their currencies.

To meot ever-rising finance needs, private debt
securities markets are growing. While the corporate
bond markets in India, Malaysia, the Hepubiic of
Korea and Thadand have grown to moderate sizes,

:
:
%
iz
:
g

on
time or at al. There is a need for independent and
rebable information on the rskiness of
bonds 10 enable an investor 10 make an informed
docision.  Independent credd-rating agencies for
corporate bonds have been established in recemt
years in several countnes, including Incka, Indonesia,
Malaysia, the Philippines and Thalland. A common
crtical challenge faced by these agencies relates to
wmammmmwmm

%



Table V8. Development of equity markets

Growif of capitslzmiion
Yoar of axisbishmeni  [ilons of LS dollars) Status of forsign
Couniry of sioch aschangsys) participition Fegulatory agency
Tear TREE
Bargimdest Ditewka Stock Exchangs - - Gince 1802, 100 par cent bn 1804, a Securily
rvitalized in mid-19708 ooty partcipation by Eschangs Commission
forsigners allowsd: some  was corsipbed
registralion procedues
riqueed W0 ensung
repaination rights
Chira Bhanghai and Shensan - &2 #As of March 1583, Chinay Secuniss
Stack spocial classes of shares  Regulatory Cammission
esinblished in lale 19800 (B-ghames) aro ovmilable  esiablished in 1992
b Barsign Irvesicorns
s Saviral lochl g0ek 12 144 DOinly lished fonoign Soecuwities and Exchangs
eachangas exst A irstitufional immsiors Board of india
Natomal Sinck Exchange parmified o Fwasl in esiabdahed in 1968
8 under astatiishment capital marked
Irchonesia Jakartn - Siock Exchangs i TS Emca 1989, forsignen Bapopam (fhe Capitsd
rivived in 1977 hie been permiied to Marke! Suparvisory
st i Indonasian Agency) esimblianed
puithe comparias with 8 In 1978
49 por ool Gmil
Liayma Kuala Lumpur Stock 0 240 Lisiod siocks froaly Tha Sacurily Exchanga
Exchangs esiablshed avadiabie o loregn Commissicn sat up n
in 18460 iraEtines Since 1083 March 1893
Pakistar Warach Stock Exchange = i1 Listed stocks iroaly The Coipomie Law
established in 1944, arvaitable 1o fonsgn futharty reguistes
Lahors Stock Exchange Frweslon as of and sLparvisen e
I 1900 and Islamabad March 1983 capital marked
Siock Exchange in 1002
Philippings Tha Manida Sioch Exchange 3 6E Spacial casses of ghares The Securilies and
and fha Makall Shock {B-shares| aailabis b Enchangs Commission
Exchangs mesged in 1993 feemgn veshom 69 of e undergone: o iotal
i fanm e Philippng March 1803 TEOFGANEAION BINcE
Steck Exchange Augusi 1895
Republic ol Saoul Siock Exchangs ¥ 175 Bagirning In 1882, loreign The Secunty Exchangs
Hicewa wstablished n sarly 19708 irveslors were alowed 10 Commission aslabiished

e

Farsign invesioes ane
a9 Buy siocka of

The Mongtary Authoriy
of Singapore has

local compandes and Noal  sxiensns regulaiory

thoir spouritios on the

and superisony

Singapore abock exchangs reaponsibilifies

fConnnuad on ne page]




Table IV.B jcontnued)

Growih of capiiailration
vioar of ppimbisrmant [bilions of US dodarg) Siatus of braign
Country of stock axchanpas) partcizaan Rogulalory agercy
Toar 1596
Thailiand Shock Exchangs al 5 140  Since 1800, slocks of in 1992, ha Security
Thailand in #s cument dormnaate COMpanES Exchangs Commission
form has euisbed availnbie o lmegn wis eslabinhed
since 1875 Irrvisiong ate Sulpee! 1o
@ 4B pes oonl Cadling.
procedures are meouined o
ensure repariation rights

Sowrces: 5 Goopli. “Porticlie irvesimemn fiows o

markats”, in 5. Chasssens and 5 Gooplu, Portiolo

smarging
fmesiment in Developing Coundnes, Woeld Bank Discussion Papers Mo 298 (Washinglon DC, 1893, pp 72-73 “Aslan
Enance survey”, The Economesl (12 Movembare 1684), p & M Goldstein and olhars, immatonal Capdal Adarkefs,
Dewslgpments, Prospects, and Policy lssies (Washingion DL infornafional Monetary Fund, Seplembor 1884). pp. 128137,
Businsss. Moniiod injerratonsd Lid. Thailand 1986- P98 (London, June 1996} pnd national sources

exchange rates MMexble and removing of Sasing
restrictions on  copital flows Debween couniries.
Aspects of capial account hberslization nclude
granting parmassion io domeslic banks and conporabe
businesses 10 borrow ofishome i foneign  CuTrenches,
dllowing foréign parbicipation In domestic linancia
markat inslitutions and instruments, and  allowing
domestic  financial  institubons 1o sel wp lorsign
branches or afiliates {(some of e Above-menioned
reforms are included in iable IMT  lor  selected
countries). Bacause many Countres around the
world have adopted such policies, the provision of
invesimant finance = increasingly becoming &n
nlegrated globa! industry.

Bilateral and regional levels

in contrast with the number of regional frading
arangaments in this region, there am vary bew inasi-
meni arrangements. This s partly due to the fact that
deveioped countries ame The major source of invest-
ment resources, which reduces the need to have
mvestmant amangements a1 the regional level among
devoloping  countnes, Stiong compehtion  among
developing couniries 1o secure a larger share of the
limited respurces available in the form of foreign
imvesiment is ancther factor. In addition, developing
counines can have dvergent needs and development
sirategees and may nol be willing o lose contral over
resource inflows. However, a large number of
belateral irvesiment treaties have beon signed, again



nw\?’mm“m\goow
Ines. The signing of these treaties among
developing countries has also started 1o increase.

Usually, béateral investment treaties deal ex-
clusively with investiment and loy down specific
standards of investment protection and transfor of
funds. They contain provisions for the settloment of
disputes both between the treaty partners and be-
tween investors and the host State. They generally
recognize the effect of national law on FDI and accept
the nght of governments 1o regulate entry of FDI.
They can contain axceptions or qualifications to some
general peanciples (lor example, exceptions for
balance-ol-payments considerations In refation 1o the
principle of free transter of funds). By providing
protection, bilateral investment traaties help in promot-
ing FDI. At the bilateral level, sepamate from bilateral
investiment lreaties, a large number of treaties for
avoidance of double taxation have been concluded.

At the regional level, there have been two
major initatives by ASEAN and APEC dealing with
investment. A briof analytical description of them Is
provided below.

Investment agreement between
the ASEAN countries and the
ASEAN Investment Area

In 1987, Governments of ASEAN member
countries signed an agreement for the protection and
promotion of investment®® It is a legally binding
intra-ASEAN agreement. The agreement oblgates
each contracting party to encourage and create
favourable conditions in its teritory for westment
from other contracting parties. The agreement applies
only to investments specifically approved In writing
and rogistered and which are in accordance with
conditions prescribed by the host countnes. How-
obligations of the contracting parties with respect 1o
nvestments which, undar the previous stipulation, do

2 pccorting 10 the UNCTAD, Works vestment Report
1956, roughly 1,160 treaties involving 158 countries were
concluded up to June 1908, approxmately two tids of
which were concluded in the 1890s.

24 A revised agreemont which ncludes Viet Nam is
toady In dratt form, Once signed, it will supersede the current
agreement.  The deaft revised agroement contans addtonal
ardcias on the simpification of investment procedures and the
appeovl process, transparency and predictabibty, sojourn of
personned and accession ol new membors,

countries may negotiate it separately. The agreement
has clauses dealing with protection of investment and
provides for adequate compensation in case ol
expropriation of investment under special circum-
stances. Regarding protection standards, treatment
nccording 1o infernational law s granted. Free trans-
fer of funds and repatriation of investment are pro-
vided. The agreement also provides a mechanism
for solving disputes between the contracting parties,

While the above-mentioned agreement deals
with promotion and protection of investment between
ASEAN member countries, the decision of the Fifth
ASEAN Summit, held in Bangkok on 14 and 15
December 1995 on an ASEAN Investment Areas
represents an important step loward establishing the
whole ASEAN region as a host to inward FDI by
promoting ASEAN as a single, diverse bul increas-
ingly integrated area, rather than seven alternative
investment locations.

“The basic concopt of the ASEAN Investment
Area ® 10 substantially increase the flow ol
wwestment into ASEAN from both ASEAN and

ments. This would be done by jointly promot-
ing ASEAN as the mos! aftraclive Investmen
area and by strengthening and increasing the
competitiveness of ASEAN's aconomic sactors
through groater ASEAN cooperation and pro-
gressivoly reducing and eliminating impedi-
ments to invesiment, The scope of investments
covers manufactunng and non-mandacturing
seclors, with emphasis In the inital stages on
the mamutacturing sector™2%

The features and measures of the ASEAN
Investment Area are being developed, and It s
expected to be in place within 10 to 15 years
Measures 1o establish the Investment area are to be
divided Into three segments: a facilitation and
cooperation programme, a promotion and aware-
ness programme and a liberalization programme.
The liberalization programme is expeciod to be

5 The name proposed odginally was the ASEAN fres
Investmant area.

26 ASEAN Secretariat, Recommendations of ihe
ASEAN Heads of Mnvestment Agencias on the ASEAN
Imvestment Aroa, Jakarta, 1996, p. 1.
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implemented at a pace commensurate with oach
ASEAN member economy's ability fo implement #
without destabizing the economy.

A number of growth tnangies have been sot up
In the ASEAN ragion 1o promote FDI and investment
from within the region. These are mainly loose and
informal arrangements emerging largely out of exst-
ing complementanties. A joint and coordinated effort
by the private sector and governments has been
made 1o creale the necessary infrastructwe and
other policy conditions for manufacturing ventures
and service units to be established in the triangles.
The Singapore-Riau-Johor growth triangle is probably
the oldest, and i has achieved significant success,
Among the new ones are the East ASEAN growth
area compnsing, parts of Brunel Darussalam,
Indonesia, Malaysia and the Philippines, and the
ASEAN northern growth triangle, comprising parts of
Indonesia, Malaysia and Thailand.

Growth mangles can be Interpreted as an
attampt 1o achieve at the microlevel what the ASEAN
Investment Area may eventually do on a lwger scale.

part of the Riau islands, Indonesia) and capital and
rom the more developed partner (Singapore).

these growih Inangles are generally led by the
private sector and set up 10 attract loreign investment
from within and outside the region, they represent a
mmmwmmumnum-ww
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The importance ol FDI 10 economic develop-
ment in the Pacilic region lod APEC 1o establishing
common non-binding Investment principles. Thoy are
meant to be a lacilitation device and not a means to
force members 10 iberalize their investment regimes.
They only require best efforts, Endorsed by APEC
ministers in 1994, these principles take Mo account
the growing number of bilateral investment agree-
ments and the common elements between existing

subregional arrangements relevant to nvestment.

APEC non-binding investment panciples reguire
transparency In all laws, regulations, administrative
gudeknes and policios pertaining 1o Investment,
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Momber economies are fo follow the principles of
MFN and national treatment in relation 1o the estab-
lishment, oxpansion, operation and protection of
foroign investment. These principles basically require
equal treatment of foreign and domestic entities and
no dischimination between foreign entities. The latler
prnciple s important because it forbids discrimination
batween APEC and non-APEC members, in line with
the open regionalism concopt.

Member economies ate not to relax healh,
safety or environmental reguiations as an incentive
to foreign imvestment. Use of performance require-
ments that distort or imit expansion of frade and
investment Is discouraged. Expropriabon of foresgn
Investiment Is forbidden, but, if it becomes unavoid-
able, prompt payment and effective compensation
are 1o be made. Prompt and free repaination of
profits, dividends, royaities, loan payments and
liquigations in freely convertible currency is the goal
for the member economies. In addtion, regulatory
and institutional bariers to the outflow of investment
are 10 be mewmized. Temporary entry and sojourn
of key foreign lechnical and managerial personnel
connected with foroign investment is 1o bo permittod,
subject 10 the relevant laws and regulations. Double
taxation related to foreign investment is to be
avoided. and foreign investors are 1o abide by the
host economy’s laws, regulations, administrative
guidelines and policies.

Disputes are 1o be settied through consulta-
tions and negotiations between the disputing parties.
These provisions, in a legal sense, provide no
protection. However, the principles are valuable
since they contribute o the understanding of what is
Tair' and “not fair” in treating FDI. Such an under-
standing Is very mportant for dispute settfement
through an informal process, so that both parties are
satisfied and convinced of the tairess of settiement.
While these principles are voluntary in nature, they
could form the basis for mare formal cooperation at
the regional level,

International level

There are already some agreements at the
international level related to sectoral or specific
ssues in the area of foreign investment, notably
GATS and the agreements on TRIMs and TRIPs.
These agreements were discussed in the previous
chapter in the context of foreign trade and are
reviewed hero briefly.
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Foreign investment in the seorvices sector is
regulated by GATS, since it covers the supply of
markats through the presence of foreign service
suppliers. A limted number of countries from the
region made some commilments regarding market
access and national treatment. The intention is for
these commitments 10 be progressively enlarged in
coverage and depth through lurther negotiation. The
procoss ol kberalization envisaged in the agreement
takes Into account the level of development of indi-
wvidual countries and their national policy objectives.
As a result, the developing countries have the flexi-
bility to strengthen their domestic services sector first
and then gradually open it 1o foreign competition.

The performance requirements of FDI are deoalt
with in the TRIMs Agreement. The agreoment covers
only investmon! measures mlated to merchandise
trade. R restnicts the use of the following three TRIMs!
local comtent requirements, trade balancing require-
ments and foreign exchange balancing requirements.
it gives a two-yoar penod to developed countries to
implement ds provisions. five years to developing
countries and seven years to least developed coun-
tries. More time can be granted upon the consent of
all contracting parties, Some developing countries are
reluctant to give up TRIMs because they consider
them a part of their broader development strategy.
However, many developing countries, including those
in ASEAN, have already phased thesa measures oul
or are in the process of so doing.

The TRIPs Agreement deals with the protection
ol intelloctual property rights in trade and investment,
it specifies general provisions and basic principles
regarding the protection of infellectual property nghts,
including national treatment and MFN requirements,
as well as rules on substantive standards for the
protection of rpoc»li: categones ol intellectual pro-

tion of the agreement is to be completed by 2015,

Private capial flows to developing countries in
general have been on the rise. However, all coun-
tries have not equally benelited, olten because
perceived political and commercial risks restrict the
entry of foreign investors. Therelore, the wider
availability of investment guaraniees through Insu-
ranco coverage can potentially enhance flows of FDI
1o a wider range of developing countries.  Already,
the Multiateral Investment Guarantee Agency (MIGA)
of the World Bank provides Insurance coverage 10
foreign  investors for pobtical risks in  developing

countries. Belore Issuing a guaraniee, the agency
must be satisfied that the laws of the host countries
meet basic standards and thal the investor complies
with these laws. Its membership s open to all
members of the World Bank, and it had 128
members as of July 1995, The demand for the
Insurance services ol MIGA has rapidly increased in
recent years, and by 1995 it had facilitated over $6
bilion in FDI In #ts deveioping member countries,
including China?” With the rise in private capital

zation of foreign investment regimes in the region,
mainly In the form of unilateral actions at the

when taken together, do not constitule a coherent
and complete intermmational FDI framework.  There-
fore, the feeling s Increasing that a multilateral
Investment framework would create a stable, prodct-
able and transparent enabling environment, which
would help to enhance FDI flows and 1o promote the
development of countnes.

While developing countries are willing to onter
into bilateral investment treaties and reglonal agree-
ments and some sectoral and issues-specific multi-
Interal agreements, many of them are not ye! willing
1o have a comprehensive multilaleral agreement on
investmant. One roason for this & that most

27 UNCTAD, Workd Investment Report 1995 ...
28 UNCTAD, World investment Report 1996,
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developing countries are only recipients of FDI, where-
as developed countries are both sources and re-
cipients. Thes asymmetry in the relationship between
developed and developing countries is one factor which
s not present in the case of loreign trade, where all
the countries, irespective ol their development status,
are both exporters and importers. As the developing
countries become exporters of capital, thesr refuctance
10 have an investimen! framework at the international
level will perhaps diminish,

More importantly, many developing countnes
consider investment measures important policy tools
for development.  Investment measures are usually
designed with the objective of promoting broad goals,
including economic development, import substitution
and export promobion, employment growth, technology
transter and easing of balance-ol-payments pressure.
Therefore, a change in the investiment policy would
require changes in the broader policy regime. These
implicit knkages make the task complicated and add
1o the reluctance of developing countries 1o dismantle
nvestment measures fully.  In addition, there are
significant differences in national characteristics and
conditions, making the achievement of a uniform
global investment palicy a difficult task. Moreover, in
A very open environmen! some countries may fear
losing control over their resources and may prefer an
approach in which the starting point is not the foreign
westors nght 1o Invest but the host country's
permission 10 allow them 10 do s0.2% GATS takes this
point into account while addressing the issue of
establishment; the agreement does not create a “night
ol establishment” but rather a “permission of esta-
blishment”,

Some countries may fear that allowing foreign
Investors unrestricted access may resull in their ac-
quinng substantial power in some product markets and
then abuse thelr deminant position in the market.
Gaven their financial resources and access 10 technolo-
gy. foreign firms would find 1t generally easier to
indulge in restrictive business practices. The need for
& competiion policy al the national level is obvious.
Moreover, the need for saleguard mechanisms at the
internabonal lovel to deal with restrictive business
practices has also been argued

2% g

30 Tris jasue is discussed in detall in chapter 7 of
ESCAP, Asian and Pacific Developing Economies and fhe
First WTO Minsterial Conference. issues of Concern,
Studes in Trade and investment No. 22 (ST/ESCAP/170S)
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A consensus is emerging among countries of
the world on greater cooperation with regard to FDI,
but there are dfferences on how 1o achieve it, The
countries wishing to continue with the current evolv-
ing amangements do not rule out a comprehensive
agreement! al some later stage. Moroover, rapidly
converging development and investment policies
among countries are going to make the achievement
of this goal pasy. It seems that a gradual approach
would gain broader acceptance among developing
countries. The recent establishment of the APEC

PROSPECTS AND CHALLENGES

While the developing economies of the ESCAP
region, almost without exception, are in the process
ol adjusting their policy stances lowards en-
couraging more integration with global markets for
finance and investment, this process s not without
problems, This section oulknes some of the chal
lenges associsted with greater oMorts towards such
ntegralion as woll as the prospects in the light of

rapidly changing the world of finance
Prospects
Trade and financial fows are closely
interrelated and, as indicated Chaptor NI, ptos-



e ragion nead o be evaluated with respect 1o tha
bollowing: (&) sustainability fom the poirt of view of
both fthe providers and he recipients: (b) flows from
withinn tha negion; () implcations amsing from the
increasing variety of privala imemational finance; (d)
the limited access fo privale [nance lor mamy coun-
trigs in the region, and (&) prospects for DDA,

Sustainability

This discussion siarts from the assemphbon that
the openness, oubward onentalion and coemmitmant
io the macroeconomic balance of the sconomies in
itho region will, by and large, be maintasned and that
thare will be no significant policy slippage in these
arpas. On that assumplion and other things baing
eqgual, financial capital should flow rom capial
rich economiss, with melatively low rates of maturn,
to capital-poor sconombes, with relatively higher rates
of mefurn on & nsk-adjusied basks. However, imes-
tors’ percaptions of capilal-imporing coumiries can
change in ways thal are unrelalad bo changes in the
fundarmental sconomet conditions prevailing in These
economies. Thera is ample svidence ol many imes-
tors being simultancously influenced by changes in
sentimand (the so-called "hecd insBinct™), In addibon,
il ohe country in 8 subfogion has macroBconomic
problama, then the perception ol the aliraciveness
ol neighbouring countries fo investors may be
nagalively allectad.

Furthermome, there 5 al all twmies o
juxtaposfioning of cychcal and secular loces af
work v capital-exporiing coundries thal can afiect
sustanability from the providers” side. For instance,
in bmes of recession, caplakéxporing oounbhes
genarally proside poor relums on eestment, and
rmesources fend 1o flow From them. Owvar the kong
ferm, howeser, these lower relurns ame ofisel by
highes returns when such economies furm  anound
and proftability improves.  So financia! flows from
Ihess countrios tend fo bo cychoal. Thus, while tha
everall trends in the size of fGnancial Bows from
developed to developing countries and in the integra-
bon botween them are ncreasing, predocting the
ampiitude of fhe (hecteations around thes trend 8
uncariain,

Anaiher conssdsralion in his contax 5 that the
cument afiractivensss ol emerging markots as
alernalive destinations lor mvestmant funds could ba
a one-off phenomenon based on the ansiony

enthusiasm generated by the process of relorm and
lperalzaton recantly inliated in those sconomees, I
i3 concehable that some of these fliows of capital
could fapor off signilicantly in the years shead and
capidal-importing couniries would have 1o olfer sub-
slantially more competitive reluns in onder o
continue recesving financial fows. in addibon, capitasl.
importing countries would need 1o show evidence ol
improvement in the supendsion, adminisieation and
regulation of thoir financial markets and of both bank
and non-bank fnancial malibdions, most of which
g currently considersd less well supendsed than
markeds and financial nstitutions in capital-exporting
couniries, and S6 less stcwe lor inmvesion,

Thore & some mand o the angument thal os
lescad consolidation takes firm root in (he  inchs-
tializad countries, their imMemest rates should drop
further or al least should not increase. This olfers
the opporfunity for an increasing nierest  roale
differential between hese mafure markets and those
in developing counfries. Such a sduation should
induce increased fiows of finance, particularly debt
and portiolio finance, from developad to developing
countrgs, including those In the Asian and Pacific
region.  Howeves, once the iMerest rele dilersrikal
narrows as & result of the flows, they could taper off
AAIN.

These factors are nol necessanly applicablo fo
problems could arse.  From the pont of view of
prowidecs, FONI fows aré sustainable as long as thay
generale the expected rates of relum on capital and/
of M in with the ovemll production strategy of tha
imvesior. In the 19908, thers has been a rapsd
growth of FDI as iransnational corporabons have

continua for some time to come and o vary in bolh
tima mnd space bebtween types ol industies. One
positve alement 0 this piclure 5 thal as mone
countries o the region underiske greater Bbemaliza-
tian ol their FON policy rmegmes, the geographical
soope lor relocating production will expand.

From the point of view of reciplent countries,
all targe inflows ol foreign capital baing in their wake

a potentinl bakance-ol-payrments problem associaled
with the ratuwm flow of resources. Current financial

flows, with their prepondaerance of non-debl-creping
forma such as FDI, will gensrale rfedurn Tows
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fhrough the prolits and dividends thal fhe inves-
ments yield. The question that arises is whether the
countries in the region have the capacity io continue
iz absorb these flows cliecinely and genersie a8
stream of foreign exchange eamings. Moreover, i
should be nobted thaf, an the long run, the cosi of
parvicing FD! can bo highar fhan iho cosl o

sarvicing dabt !

In this regard, the ESCAP region is much
beter situated han other pars of the developing
world, With its high rates of trade and GDP growth,
it should ba able fo profit from fis own dynamiam &s
well as from the contribution of regional trading
arangomonts and other esconomic  cooporation
arrangemants establshied or bedng established in tha
region. A wvery significam proportion of trade now
occirs within the region and, as infraregional trads
grows, fnancial Yows should grow in tandam, In
addilion, as economic coopemiion arangemanis
begin 1o function as one Investmenl space, inflows
of finance and capdal from within and from outside
the space will increase. However, It should bo
stressed thal, for the tme being, the counfries bene-
fiting from this dynamic memain concenirated in the
East snd Soulh-Easi Asian subregions. In othor
parts of the ESCAP region, the impediments o
fimancial flows discussed above are unlikely o be
overcome in ihe immediate fulure, and the access of
these countries 1o privalo sources of finance will
ramain constranod,

Finance from within the region

The prospecis ol increasing financial flows
from within the region ame bound up, ultimately, with
ihe same considemmtions thal apply 10 financial fows
from the st of ihe wordd The attrecive desting.
fions in the region, such as East and South-Emsi
Asia, with thelr grealer range of opportunitios and
better rewards, will be able lo draw in fance from
wilhin the reglon, especially now that an increasing
numiber of economees  have become  capital
eeporters.  Chana, for example, = now both 8 large
imporier o capital and a significant esporss of

ay Sifjin Cisossens, “ARernalive lorms of  exiernal
fnante: A sohwy”. Tha WHoand Bank Messarch Observer
vol, B, Mo 1, Jamaary 1883, p 91

imvesior lrom within the mdeon, d can be fraded
and ond wp ampwhene i the world.  Howeyer, il =

happen parily as & markel responss and padly
hicugh actwe, aficial promotion. In either case, the
prospecis for increasing intraregional financial flows
would appoar 10 be encouraging over the long term,
I this contexd, # s worth mentioning that develaping
socnomies in the region hold foreign exchange
resérves amouniing to aboul S400 bilion as of
June 1998, The exact disposition of these meerves
B il known, but @ large parl is probably held
oulside the region. It ks possible that a significant

is

increasing dwersdy of scurces of finance both in
terms of & sproad of orgins and in terms of

forms avadable, thal is, equity, bonds, bank loans
and FOM. For mon-FOI flows, international markets
now function mora of less as an infegrated whole,
and e country of origin ol the financial flow s not
only unimportant bul often diverse and  unknown,
Equities and bonds ssued by the same entity ano
taded in more than one location, and bank synd-
cales can be regional or inlernational in terms of



membership and participation. The legal domicile of
the lead-manager linancial institution is usually no
more than an academic curiosity. As far as FDI is
concermed, orgin s important 10 the exten! that a
particylar transnational corporation has the tech-
nology as well as the marketing networks which are
to be accessed in order 10 make the investment
peofitable.  The Increasing spread of transnational
corporaons beyond those whose head office s in
one of a limted number of developed countries and
the widening spread of their international production
and marketing networks bring an increasing choice
1o host countries and should benefit the reglon,
This is particularly so as many of the new

The prospects for countries 1o access the in-
creasingly wide range of instrumonts appear more
rostricted,  Portfolio equity flows are naturally con-
fined to economies either with functioning stock mar-
kets or with a sufficient mix of company stock that
can be marketed as a country fund abwoad, Thare
are already a number of stock markets in the region,
and several counines which do not have them are
making efforts to start their own or have such plans
on the drawing boards, However, caution should be
exercised in setting up many small natonal stock
markats as these markets are likely to remain thin
and volatie, with 100 lew companies listed and oo
few players to be able to attract much particpation
ether domestically or from international nvestors
(see box IV.2). The use of country funds marketed
through other capital markets within the region
seoms 1o be an aftractive option which has yet to be
sulficiently exploited.

Despite thesr nherent volatility, inflows o ex-
sting stock markets in the region provide a useful
adunct 1o the sources of finance available to a
country, with positive efects on the costs and
availability of funds. As developing countries, taken
together, still account for & very small proportion of
the aggregate cross-border portiolio flows from the
doveloped countries. thers i scope for such flows
ino the ESCAP region to Increase on balanced
portiolio considorations, This will happen il recipient
country stock markets can maintain a combination of
stability and growth comparable to their developed
counlry counterparts and improve the leveis of

pension funds (including those from domestic
sources), as distinct from the more speculative
short-term flows, will be drawn inlo these stock

A refated consideration in increasing the dwver-
sity of sources is the ongoing eforts to widen
investment outlets and develop more active corpo-
rate bond markets In recipient countries. Invest-
ments in bonds can dampen volatility in the equity
markets by providing a balanced mix of stock and
fixod rate instruments, thus reducing downside risks.
However, the development of active bond markets
requires the availabiity of fixed (or foating) rate

bond markets will remain limited for some time 10
come for governments unless they overcome thew
reluctance 1o tap this source of finance. In order to
do 50, they will have to be wiling 1o accept
maturiies and spreads in Ena with market condi-
tions.

1
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Box IV.2. Institutional prerequisites for capital market
development
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areas
Ested above, as well as the development of highly skilled

the increasing depth of capitsl markets as demonstrated
by the entry of overseas Instiutional investors, such as
mutusl funds, is an encouragng sign, indicative of a
growing lovel of maturity in those markets, An important

acditional element is the overall fiscal miSeu, particularly
the tax treatment! of capital gains on securiies and
reducing the differences in Wreatment between resident
and non-resident invesiors.  The owners and operators
of capital markets in the region are aware of what
constitules best practice from an intemational perspec-
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Access conditions

Access to finance, beyond FDI In  natural
resources or tounsm and very limed bank finance,
has so far been confined in the region to a
restricted number of countries, mainly in East and
South-East Asia. These countries are likely to con-
finue 1o have access 10 the increasingly nch varety
of financial flows available. However, many of the
other countries face the prospect of continued
marginalization from international financia!  flows.
Part of this is almost inevitable as it requires a good
deal of sophistication in both the government regula-
tory authority and the financial communtty 1o either
develop one’s own capital markets 1o the stage of
memational acceptance, or 1o engage In trading on
someone else's. For many of the least developed
couniries, the economies in ransition and the Pacific
island economies, the best prospect would appear 1o
be to develop & sound and expanded banking
system first and to make eforts 10 InCrease accoss
to FDI and public debt. The increased mobilzation
of domestic savings through the domestic (inancial
system, mamly the banks, would appear 1o be a

prerequisde for axpanding access 1o other forms of
finance Iater on,
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Official development assistance

Outside East and South-Eas! Asia, much of
the rest of the region remains dependent on ODA to
a signdicant degree. In the 1990s, ODA for long-term
dovelopment has docreased as disaster reliel and
peace-keeping operations have taken up a larger
share, and there is increasing skepticism regarding
QDA as an instrument for development. Moreover,
for a number ol such countries, government-backed
export credit guarantees in the developed countries,
which previously faciitated the import of capital
goods (usually on a delerred-payment basis through
suppliers’ credits), have ceased o enjoy any form ol
public subsidy. These are, hence, either not forth-
coming at allt or, ¥ available, at a drastically higher
cost. As imports of capital goods often require such
guarantees 1o be issued in the exporting counlry,
this has sanous implcations for the ability of many
countries In the region 1o mamtain a sustained
programme of capital goods imports. M cument
trends are projected into the next 5 1o 10 years, the
prospects for those countries of the region depen-
dent on longderm ODA for thew development needs
or on export guarantées 1o finance capial equipment
are quite bleak.



Some level of ODA will, however, probably

continue to be provided for the least developed
mnwmmwmhdb

terms of their uses and in terms of the socio-
economic policies being pursued, For the othors,
there will inevitably have to be a transtion towards
privale sources of finance and all that such a
chango entails in terms of the cost and avadability of
private finance,

Overall, theretore, prospocts for the rogion are
mixed. Those economies that have already suc-
ceoded in aftracting significant volumes of FDI or
have developod strong capital market instititions
(and they remain few In number) will continue %o
attract private finance in a varety of forms and from
a diversty ol sources, combening it or substituting
between s vanous components according to their
requirements. Al the same time, however, those
countries that are still pamarily dependent on QDA
and/or are sl in the process ol devoloping thoi
financial sectors, especially their capital markets, are
likety 1o face a significad external resource
wmmmomymMMth

Challenges

Private financial flows have certainly brought
benofits 10 the recipient countries.  Moreover, 1t
appears that developing countries will have to in-
creasingly depend on thom in the coming years,
since ODA is not expected to be as easly available
as in the past. Therefore, countries that have been
less successtul in securing private financial flows
face the challenge of how to attract them. Countries
that have been more successiul in the past will have
to compole to sustain these flows as well Al
countries will have to learn 1o minimize the adverse
consequences of such flows, especially of short-lerm
flows, which can exhibit high volatéity. The chal-
lenges 1o be faced can be grouped into four areas
{a) adapting or maintaining appropriate development
policies; (b) developing viable financial markets;
(c) dealing with the consequences of increased
financial fiows; and (d) promoting regional/sub-
regional approachos to investment.

Implications for development policies

The sustainabilty of financial flows at the
country lovel hinges directly on the noed to imple-
ment or continue to  impleoment  sound
macroeconomic policies. Macroeconomic stability s
essential for attracting and retaning private financial
fiows because #t gives confidence o foreign inves-
tors in a compettive rate ol return on thelr invest-
ments and repatriation of profit and capital whanever
they wish. Therefore, countries with serious pro-
blems of macroeconomic balances will have to deal
with them on a prionty basis in order to achieve
more success in aftracting foreign investment,  Simi-
larly, countries that have been more successtul in
socuring foreign investment will have 1o struggle
constantly 10 maintain the macroeconomic stability 10
sustain such flows. And yet, these flows themselves
add to the dificulties in maintaining macroeconomic
balance because of their unpredictable size and thou
rapid volatiity. For example, the several ASEAN
countries which have been the recipients of large
capital inflows have had inflation rates below 5 per
cent for a number of years. A sight increase in the
inflation rate In these countries becomes a cause of
greal concern simply because thoy realze that a
higher inflation rate will erode their competitiveness
n the international markat. However, some of these
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countnes have developed large current account
deficts on the balance of payments which cannot be
sustained over the long run. These countnes realize
this and have already slarted taking measures fo
contain their current account deficits. In sum,
achieving and mainfaining macroeconomic gtability
will rermain a major challenge for all the developing
countries in the region.

The question of sustanability of financial flows
% also bound up with a range ol complex develop-
ment issues. In the frst place, there is the
question of absorptive capacity, with infrastructure
and human resource skills being the most important
considerations in enabling economies to translate
investments into profits and indo foreign exchange
earmings. For the latter, export markets will need
to be found and expioited. Sustainabiity thus re-
quites that an individual ecconomy become more
competitive and better intograted into the multilateral
trading system.

In the yoars ahead. developing countries will
be under increasing pressure 1o Mberalze their
investment regmes further and to have more
cpen policies towards peivaleé financial flows. As
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Adequate regulation and supervision of finan-
cial markets is very important for the growth and
stability of non-FDI financial flows. Countries gener-
ally recognize that closer Enks with inermational
markets require that domestic financial markets meet
international standards. For this it is important to
learn the complex functioning of financial markets of
more advanced countries, for which highly skiied
human resources are needed. Once domestic inter-
mediating entities become involved In international
capital market operations as particpants, be thay for

tors' confidence and to minimize the chances of
malpractice. Such institutional developmen! needs 1o
be further strengthened in practically all the coun-
ties of the region. Given their state of unprepared-
ness and scarce appropriately skiled human capital,
the integration of the nstitutionally less developed
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short-larm volatility of financial flows, against which

tendency of markets 1o overshoot. Although it might
be felt that this volatiiity is restncted to and affects
only short-term investment flows into the stock and
the bond markets, it can have an adverse mpact on
other financial flows including FDI as well through
contagion effects and by generating an overall aura
of uncertainty. Hence, uncertainty can have wide-
ranging consequences. The concems for those
developing countries with significan capital markets
revolve around three policy concerns: one, the

sheer volume of foreign exchange and capital market
fransactions that often leave governments Ktle
leeway 10 influence exchange and interest rates,
two, the huge aray of financial instruments used for
hedging purposes by the financial markets that have
blunted the eMectiveness ol monetary and fiscal
policies; and three, governments are often having 1o
try harder to please financial markets and rating
agencios.

Sevoral countries in the region which have well
developed financial sectors have recently ox-
penenced considerable volaliiity in short-term capital
flows. Central banks in these countries have used
open marke! operations 10 mop up excess liquidity
creatod by these short-term capital flows. Central
banks have also used other discretionary regulatory
measures, including raising resarve requirements on
the foreign liabilities of banks, putting a ceding on
their net exiernal liabiity position and prohibiting the
sale of monetary instruments of less than one-year
maturity to non-residents as well as some adminis-
trative measures 1o limit the growth of shortderm
liabilities. Such measures have often resulted in
unaxpected costs 10 the contral banks and to the
economy as a whole®? However, no maftor what
measures are undertaken, this volatility of short-term
capital will remain, and countries will have to leam
o minimize #s adverse consequences on their
GCONOMIes.

While countries of the region have pnmarily
been guided in their liberalization of investment re-
gimes by a desire to have a larger share of interna-
tional private capital flows, greater altention needs to
be paid 1o the composition and maturity structure ol
these flows. External flows dominated by short
matutities can cause a serious liquidity crisis, even
for countries with sound economic fundamentals.
This is likely to bocome particulary important whon
a country attempts to finance its Infrastructure
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generally have long gestation periods and do nol
Mmbb""wmm

ol profts, and these only arse when the project
succeeds. Moreover, there is no requirement of full
value maintenance as in the case of debl. However,

many, # not all, FDI projects also create certain
financial obligations apart from the profits that the
foreign investor will wish to romit to #s

The above challenges are couched i terms of
individual economigs, and perforce, will vary in
gsigndlicance and solution between the ditferent

The countries of the region will also have to
face up to pressures to participate in negotiations on
a multdsteral investment arrangement, presumably
undor APEC or under WTO, and to be party to such
an agreement. In doing 5o, they need to face up to
the challenges of evolving @ common position 50 as
not to permdt non-economic considerations from
influencing the direction of financial flows, and of
developing their own compelttion laws so as to
counter the potential abuses of market power of both
domestic firms and transnational corporations.
These laws are becoming increasingly important as
freedom to invest anywhere in the world grows.

* ok %

With the increasing sophisticabon of financal
engineering, many countries ol the region will face
the dificult challenge of developing sufficient
expertise and robust financial institutons so as not
o be overwhelmed by the vacillating interests of
inwvestors, and yet to aftract the finance they need.
The tagging countries will have to leapfrog their way
Into uncharted territory or risk being marginalized.
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TRANSPORT AND COMMUNICATIONS






INTRODUCTION

n efficient transport Bnd communication Sysiem

i indEpensable Both for nabonal developrmend
and for integration wah global and regional eco-
noMmaes, imtemal @nd external ftrensport  and
communication finks facilitate movements of goods,
gorvices and production faclors, smabling producers
to produce a1 |ow-cosl localions nabonally and
internationally and to explo the advantages of
economies of scale and scopa Aan  efficiant
imnsportation and communication sysiem reduces
the cost of distrbubon and thams helps o expand
intemal and external markets. Economss growth,
parficpation o intermabonal tade and capocity io
atiract FOI may bo sorously constrained i a

globakeation process Ihus crucially depends on the
afficiency and reliability o their ransporl and
commuUnication Senices.

The developing countres of the ESCAP negon
have made substantial mvestmaonts o develop e
national transporl and commumtation systams. This
has included the expansion and mprovemant not
pnly of wvarous Iranspori and  communication
infrastructures but alse of service lacilies by

ubdizing aveilsble modern lechnologies  Modem
technologes are ncreasngly being used, particularly
i fhe islscommunications sactos. In transporl, the
prionties aftached o the development of roads,
railways, nland walerweys, and constal and ocean
shipping hava varied from counfry to country, Most
countnies, however, seem (0 heve placed maore
importance on the expansion of the road system as
the principal means of land fransportation, though
tha advantages of milwes a8 & means of bulk
tmnsportation have not bean overdooked, Fecend
improvements in milvay  lechnologies, which have
enhanced the fusl sficency, speed and environ-
mental advantages of the raibway, particutarty through
slectrficalion, havwe made rallway fransport a mone
wighle allernative.

Despite many achiévemonis over the years,
senous lags still remain in fhe developmend of the
iranspod and communication seciors ol ihe develop-
ing couniries in e megion, The rapidly growing
econormies of the reglon are currently facing rissng
demand for infrastructune with which supply has not
besn keeping wp. Congestion and boftlenacks have
omarged as serous probloms in many  counthies.
The public secios, which has traditionally undariaken
most ol the immesiment in the transpor and commu-
nication infrastructure and managed and oporaiod
systoms, has beon Bacing fnancial and managerial
problams EBmittng s ability to undertake furthas
expansion and effickend operafion. Countriss will
mevertheless contnue §o face rsng demand o
infrastruciure 1o be able 1o sustamn or further expand
thaw economic and commercial activibes. The
imitations on fhe financial and managenal capacity
al the pubbc sector have been afiecting the quantity,
quality, tmeliness and cosl-effectveness of the
serviced thal are provided. Cowntries of the mgion
have themdore increasingly baen tuming to collaborm-
fion with tha privale sector 1o assist in the process
of deveipping the nirestructure  faciliies  and
sarvices.

A reviiew al the trends m imansport and com-
munications i the megon and of lulure needs and

prospects for the puerposes of national devedopmend
is undertaken in this chapler,
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DEVELOPMENTS IN
NATIONAL TRANSPORT AND
COMMUNICATIONS

Transport

Road transport

The establishment of a national road notwork
provides tho easiest channel through which produc-
tion can be moved to markets. Most countries have
therefore looked upon the development of a reliable
road network as a crucial requirement lor long-term
economic growth. Road transport has thus been
emergng as the predominant mode of transport for
both passengers and freight within the ESCAP
region. In many economies in the region, the share
of road transport in fresght movement exceods 50
por cent, In passenger movement, however, the
share of road transport is generally fess than that of
Al transport.

The current stock of roads iIn the ESCAP
region has been estimated at about 6 million km, of
which molorway and national highway networks
account for approximately 1 millon km. Significant
oxpansion in the road network has taken place In
countnes such as Bangladesh, Brunel Darussalam,
Indonesia, Malaysia, Nepal and Pakistan over the
past decade. The length ol the road network has
increased at an average annual rate in excess of 4
per cent per year in these countries. Foad density’
tons exist among countries in national road infra-
structure development, Hong Kong and Singapore
have the highest densities reflecting both their smail
geographical size and their more advanced develop-
ment status.  In large countries, not only size but
also vanied topography influences the exterd and
density of roads. Larger countries can thus be
expected o have lower road densibes but some of
the relatively small countries, such as the Lao
People’s Democratic Republic, Myanmar and Nepal
have the lowest density of road networks, reflecting
both their topographic probloms and their relatively
low stage of economic development (table V.1).

1 The measure of foad density used is road lengih per
8q hm of lano wea
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Table V.1. Road network density in selected
ESCAP member countries or areas

Km road length
o per 3q km

Singapore 1904 478
Hong Kong 1004 1.60
Aepublic of Korea 1964 0.73
Samoa 1989 073
Tuvaly 1369 059
Inda 1962 0.58
Philippines 1991 0.54
Brunei Darussalam 1863 0.42
Sni Lanka 1883 0.40
Viet Nam 1892 032
Azerbaijan 1994 028
Armonsa 1694 0.26
Pokistan 1893 023
Malaysia 1993 0.18
Indonesia 1891 018
Vanuatu 1088 0.12
Thalland 1804 012
China 1904 012
Uzbekistan 1904 010
Bangladesh 1990 0.10
Kyrgzstan 1964 008
Tajiistan 1994 0.09
Nepa! 1991 0,06
Lao People's Democratic

Ropublic 1963 0.08
Papua Now Gunoa 1080 0.05
Kazakstan 1994 0.03
Turkmenistan 1694 0.03
Mongolia 1992 -

Source: ESCAF. Review of Developments m Trans.
port, Communicatons and Tourism in Ihe ESCAP Region,
1995 (ST/ESCAPNE20), p. 34

The share of paved roads, which is indicative

ensure quality of road services in terms of increased
average speed, befter safety and roduced trans-
portation costs. Many countries still have major
proportions ol their road network unpaved. In
China, the Lao People's Democratic Republic,
Mongolia and Myanmar, a third or less of the stock
of road is paved. Indonesia, Malaysia, Pakistan and



the Republic of Korea have achieved substantial
improvements in road qualty by axpanding paved
length at a rate of more than 8 per cent a year over
the past decade.

now common scenes ol crowding and congestion,
especially in wban and suburban areas in the

region. The total number of registered vehicles n
the region in 1994 (excluding the Central Asian
republics) was more than 150 millon and this figure
is growing &t the rate of 3 1o 4 per cent annually.
The number of vehwcles has increased most rapidly
in China, India, tho Republic of Korea and Thaland.
Rising per capia Incomes, expansion of economic
activities and the relaxation of import restrictions in
many couniries have contrbuted to the growth In
vehicle Bleets. In Hong Kong, the Republic of Korea
and Singapore, passenger cars accoun! for more
than 50 per cent of the total number of cars. Other
countries have more complex mixtures of four
wheeler passenger cars, commercial vehicles and
two- and three-wheeler passenger carmers.

The rise in the total number ol rogistered
motor vehicies also reflects the growth of local

China, India, Malaysia, the Republic of Korea and
Thalland. The growth of registered vehicles largely
reflects the risa of first-time motor vehicle purchases
In the developing countries. This stands in contrast
10 the saturation of the vehicle market and the
predominance of replacement purchases in many
dovoloped countries, including Australia, Japan and
Now Zealand in the ESCAP region.

The nsing number of motor vehicles in most
countries in the region has given rse 0 a
number of concerns. Thesa include congestion and

envieonmental pollution, particularly in urban areas.
In Thailand, for example, road traific congestion has
contributed to significant cost increases in extra fuel
burnt and time lost, and has lowered air quality in
Bangkok. A similar situation I8 arising In many
other major urban centres in the region,

Rall transport

construction has received more emphasis in national
development plans, reflecting considerations of com-
parative advantage of the two alternative systems,
but also because of the initial existence of sizeable
lengths of rallway track in many countnes and the
virtual non-existence of motorworthy roads, Between
1988 and 1994, the combined length of the ralbway
networks in the region increased from about 246,100
route-km to 248,700 route-km, an average annual
rate of growth of only 1.1 per cent (table V2). The
developing countries, however, have added a little
more to their existing rallway track, This is reflected
in 8 higher growth rate of 2.1 per cent betwoen
1986 and 1994,

China has undertaken the largest new raillway
construction In the regeon. Indka, the Islamic Republic
of lran and Myanmar have also extended their milway
networks. The three developed countries of the
region have reduced their route length by almost 2

modooumn’n. China added 4,556 km of electrified
to s rallway network and, in the process.
share of electrfied route from 8.4 per
of the total track routa 1o 16.5 per cent over
perod from 1986 lo 1994, Indka, during the
perncd, increased the share ol elecinfied route
s railway network from 105 to 185 per cent
almost one third of the total electrified
route length in the ESCAP region s located in the
throe developed countries in the ESCAP region,

The trends in rallway passenger and freight
traffic are mixed. Just under haf of the 24 railway

systoms for which data are avalable experienced o

ML

r
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Table V2. Growth of railway route length in the ESCAP region, 1986 and 1994

(Thousarxts of kms)
1988 1954 Parcantage Increase
ESCAP region 248.1 2487 1.1
ESCAP doweloping countries 1634 187.2 21
Centrl Asia 798 80.7 14
South Asia 27 228 04
East Asia 62.1 640 31
South-East Asia 19.0 197 az
ESCAP developed countries 62.7 65 -1.9

Source: ESCAP, Review of Developments in Transporl, Communications and Tourism in the ESCAP Region, 1895

(STESCAP/620), p 23,

deckne in the volume of passenger traffic (mea-
sured in terms of passenger-km) duning the perod
1986-1994. In Viet Nam, the decline in passenger
traffic of more than 10 per cent per year was
largely influenced by the detenorating state of the
track and bridges on the Hanol-Ho Chi Minh City
frunk line, resulting in the imposition of speed
restnctions and the loss of traffic 10 road transport.
Of the 14 countries that increased their passenger
tralfic, China, Indonesia, the Iislamic Republc of
lran, Myanmar and Thailand had passenger tratfic
growth of more than 4 per cent per year,

Fraight tralfic (measured in net tonne-km), on
the other hand, grew for mos! countries in the
regron,  As in the case ol passenger tralfic, the
tastest rate of growth in rad froight traffic was
achieved by Indonesia and the Islamic Republic of
lran at more than 8 per cent each year during the
period 1986-1994. Although rail  freaght  tratfic
Increased in most countnes, it appears that the
rate of incroase falled to keep pace with growth in
GDP, suggesting a possidie loss ol marke! share
to other transport modes, especially road trans-
port Among the handhul of countries that
exponenced a sustained reduction in rallway freight
traffic, Mongolia stands out. The annual 12.6 per
cent decline n freight trathe per year on Mongo-
llan Railways largely reflocts the reduction in
traffic to and from the Russian Federation Sollowing
the dissolution of the former Union of Soviet
Socialist Republics n 1991, The Russian Federa-
tion and the Central Asian republics also
experienced significant freight traffic reductions on
theis rallways for similar reasons,

182

Inland water transport

The ESCAP region has a combined river basin
of over 19,108 sq km. For the millions of inhabitants
of these riverine areas, inland waler transport is a
fraditional means of transportation. It plays a vital
role in the economic development of remote rural
areas and the welfare of the people who live there
and who are generally less well of.  These under-
privileged communities would often be inaccessible or
too coslly 1o service by other means. However, in the
last two decades, most countries in the ESCAP region
have emphasized the development of speedier modes
of transport, such as roads and radlways, with the
result that there has been relative underinvestmant in
iMand water transport,

In addition, the large extraction of water to meet
the spiralling needs of imgation and other uses, the
deforestation of river basins leading to erosion and
sitation and the lack of sustained eMort to mamtain
and improve waterways have gradually reduced
navigability. These factors, together with the lack of a
coordinated and integrated approach 1o overall trans-
port davelopment, have contributed to the gradual
decline in the condition of inland water transport
infrastructure  and the standard of inland water
transport services n the ESCAP reglon, even in coun-
tnes where inland water transport is extensively used.

Tho present level of inland waler transport
usage vanes widely throughout the ESCAP region.
in Bangladesh, Cambodia, the Lao People’s Demo-
cratic Republic, Myanmar, Thalland and Viet Nam, it
accounts for botween 18 and 44 per cent of the
national freight  transport while in  China, India,



Indonesia and Malaysia i represents only 3 to 10
per cent of the total tonne-km of the froight

transport sector.

Cargo container tralfic has been growing In
importance n the region. The carriage ol containers
by inland waterways in the region is In its nascent
stage and can expand considerably. The inland
waterways of China camry an estimated container
volume of 300,000 20t equivalent units (TEUs)
annually, a volume that is comparable with that of
some European countries that make exensive use
of inland water transport. By contrast, in Indka and
Thailand, the volumes camied by container on inland
water ways are 6,300 and 3,000 TEUs respectively.
The other riverine countries of the region have very
Mtle and imegular movement of containers by Inkand
water ransport.

Air transport

The ESCAP region has witnessed the fastest
growth in air traffic in the world, measured in number
of fights, numbor of passengers and volume of
cargo carried.  Botwoen 1982 and 1992, the region's
scheduled aidine passenger traffic, measured in
passenger-km, grew at an average annual rate of 8.1
per cent while the corresponding global traffic grow
at the average annual rate of about 5.6 per cent. In
1992, the region recorded 406.7 bilhon scheduled air
passenger-km. The region is set o overtake Europe
10 become, after North Amarica, the second largest
market for aidine passengers in the world.

Foracasts of the future trend In air passenger
traffic suggest that, by the year 2003, the region will
account for nearly 29 per cent of the worlds
scheduled air passenger traffic, compared with 21
per cent in 1992 Air passenger traffic in the ragion
is expoctod to grow by an average of 8.3 per cent
per year up to the year 2003, compared with the
forecast growih rate of 5.2 per cent for the world,

During the period 1982-1992, the rate of
growth of air cargo traffic, measured in tonna-km,
averaged 102 per cent a year, well above the
annual rates of 7.1 per cent for the world and 6.8
per cont for North America.  In 1992, the air cargo
tratfic within the Asan and Pacific region reached
18,430 million tonne-km, second only to the level of
air cargo traffic within Europe of 19,830 milion
tonne-km, In 1993, air cargo traffic in the Aswan and
Pacdic region grew by another 20 per cent. The
countries In the region with the lastest growth in air

cargo included Malaysia, the Republic ol Korea,
Singapore and Thailand.

Air carge traffic in the Asian and Pacific region
is forecast to grow at an annual rate averaging 9.3
per cent during the period 1992.2003 as against a
6.6 per cent growth forecast for the world As a
consequence, the region's share o worldwido air
cargo traffic will increase from 29.7 per cent in 1992
to 39.2 per cent in 2003,

Shipping and ports

International trade i merchandise depends
overwholmingly on ocean shipping and #s corre-
sponding port faciilties. In the 19505 and 1960s,
developing countries in the region operated with
virtually no merchant fleet of thesr own. Port facilties
were also grossly inadequate. The growing participa-
tion of countries in international trade has required
expansion and upgrading of both shipping and port

|

Shipping capacities have grown in mos! coun-
tries over the past few decades and many develop-
ing countries now have their own national shipping

lines. During the period 1985 lo 1995, the merchant
fleat capacity of developing countries in the ESCAP
region grew at a rate of 4.3 per cent per annum,
which was higher than the 1.7 per cent world
capacity growth (table V.3), In 1995, the developing
countries of the ESCAP region, including Turkey, had
a share ol 17.2 per cent of the workd total tonnage
capacity of 480.7 milion. These figures had risen

Over the last two to three decades, some
major interiinked issues of concern 1o developing
countries in infernational shipping have been parti-
cipation of nabonal Enes in the camage of their
own foreign trade, lner conferences and the dove-
lopment of mainkine and leeder route siructures by
the large international consottia, The issue of
participation of national lines was addressed In the
United Nations Liner Code, which was adopted in
April 1974 and came indo force in October 1983
Under the code, the national lines of the two
countries served had equal rights 1o participate in a
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Table V.3. Growth of merchant fleets in the ESCAP region, 1985-1995"

(Thousands of grosd long, a2 of 37 Decamber |

Percentage change
par aanum®
1Ra52 o83 T 1885 12651085 1004508
Developing countries or arsas £4 471 T6 656 B0 154 B4 BE& 4.4 58
Bangiadesh %8 388 3B 3 06 =02
Brunai Dienussalam i 08 A5 3es e .1
Cambodia d & & & 25 0345
China 10 568 1l 845 15 827 16 843 4B T4
Damocrnic People’s
Fspublic of Korea 6T ERE TS 2T
Fi k1! k' k1l = 04 22
Hang Hong 6 858 T 65 T B a5 25 4.2
India & 560G 6 575 & 488 71 0.8 L
P 1 a4 2 dd 2 ETH am an a4
irmn {iskamic Republic of) 2 380 o A 3 803 2 pog 2.0 =FAT
Kiribalh 2 5 5 B 118 18.5
Loo People’s Democmtic Aepubic 3 3 3 0.0
Mtmymia 173 2 188 27T 3 3 B4 74
t i 133 55 BA a5 Y A
Myanmas "7 Tit 683 523 182 ~F15
Mauru &7 1
Pakigtnn 451 360 ars 308 =12 61
Papua Hew Guinea 20 45 47 a5 5.5 4.7
Phippines 4 554 B 488 413 BT (] =T}
Republic of Korea 7 188 T 047 7 004 B 72 ~03 0.5
Eamoa - & 4 [ =132 0.0
SEpapOnS 6 505 11 008 11 B3S 13 B Ty 14.4
Snlomon Iplands ] T ] o 33 oo
S Lanka R3S o4 204 =T -84 ~22 0
Thaitand LEH 117 1 a7 1 Fa3 15 26.0
Targa 17 1 1 12 -38 7T
Turkey 3 BB 5 ad 5 453 & 268 85 146
Turvalu i | 70 81 G 825 251
WA 138 1 BdE i B34 i BT M -B.3
Wiel Blam 206 T8 T3 70 B =04
Doveloped countries 42 34 T oaT 25 380 23 184 =58 =05
dupstralin P o8d 2 aez 3012 2 BEd 33 -3
Japan 30 g0 24 348 o2 102 1@ @3 =6.7 -84
Mesw Zoaband 2048 28 al g7 3.0 81.2
ESCAP roglon total o7 208 103 BED 108 518 107 880 1.0 29
World total 416 365 457 #15 475 A0S 480 BAZ 1.7 a1
Developing ESCAP regiontwarid 132 8.7 168 173 =
ESCAP regonworld 24 227 222 220

Source: Lioyd's Fagister of Shipping, Stdisical Tatves 1085 and Wovid Flasf Statishics. wricus. 55w

" inchading mevchant ships of 100 tonnes gross and above, exchudng wooden and ron-propelied cral,
% Dat for 1985 as al 30 June

P Rafiocting compounded anmsal geewth fof the perod TBE5- 1855,
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liner conference trade while third countries were
entitled to a significant share “such as 20 per cent”.
This provision subsequently came 1o be known as
the 40/40/20 rule. The new mood of private sector
participation and the adoption of free market
prnciples which began 1o emerge in the late 1980s
has however largely overtaken the Liner Code with
many countries asmantling cargo reservation provi-
sions in their own trade. The liner conference
system as an instiution has also been in a state of
dechne over the past two decades basically for the
fallure of the conferences 1o meet the objectives
and aspirations of their members,

Another major issue of concern 1o developing
countries, which emerged in the late 1970s and early
1980s, was a change in operating practices and
route structures of the large international consartia.
Prior 10 the advent of the container, the major ports
of most countries received direct calls from vessels
operating on the major trade routes. Following the
introduction of the container, the consortia com-

ple, at the beginning of these changes were re-
legated to feeder status on not only the European
and North American trades but also in the trades 10
East Asia. With the growth in Thaidand's comainer
tracde and the building of the deep-sea port of Laem
Chabang, direct services are now avedable 1o most
of the country’s East Asian and some of the North
American trade. Before the year 2000 it is fikely that
drect services to Europe will also become available.

A significant rocent development in the liner
shipping sector is the formation of global aliances
between major container shipping lines, with names
such as the Grand Alkance and the Giobal Alllance.
The major reason for the formation of these
aliances is to improve operatonal elficiency and
logestics services globally to key customers without
the constraints of rigid route specificabions that ner
conferences used 1o lay down. The shipping lines

within these alliances, infer alia, cooperate to provide
common ferminals or terminal contracts; joint feeder
Services,; mmdwmp&mmhm

mrmodd radl or trucking operations; joint container
dopots, and 10 a degree, joint EDI systoms.

During the period 1985 to 1993 the cargo
throughput of the region's ports grew very rapidly.
The total cargo foaded and unloaded in the ESCAP
region in 1994 was 2,596 million tons which ac-
counted for 28.7 per cent of the workd total of 9,058

re.
rising fast o account for hall of the total workd

container throughput by 1996, The developing coun-
tnes of the region accounted for 35.6 per cent of the
world fotal of contaner traffic in 1993,

transport

The expansion of both the internal and the
external trade of the region's developing countries
has been placing a growing demand on the systems
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Documentary and procedural requirements an
baing amendad to alow conlaineds to move mdne
rapidly throwgh seapor torminals fo their hintedands.
Caustoms  authoriies aie developing compularized
systems in most of the developing counfries. Once
these can be bnked inbo shipping and trading com-
munity networks, the polential lor greafly increased
elficiency through the use of modern information
technology may be realized,

Govemnmants ane &l50 fevewing exsling
bilateral agresments for cross-border traffic and con-
sidering ihe adophon of intornational conventions
meiafing o the mowement of conlainers, goods and
vehickes. Countries are also addressing the need
for moro offocive fransporl conneclions 1o inland
locations by providing inland container depots (1CDs)
with appropriate handing equipment 1o transher con-
tainers from ong mode of tmnsport 1o another and
both on and off-site container freight statons (CFSs)
to enable mulbmodal transport operators  (MTOS)
forwarders to consolidata’break cargoes of individual
shippers. Tha introduction of block container trains
botwesn vamnous bndand locations and porls, with
rond finks over shorl distances of the CDs 1o
satelite CFSs, is greally laciltating efficien! door-io-
door frmnsport,

Several fmoight forwarding and shipping comga-
nigs now meal the need lor increased efficiency of
transpart services o enable the adess of the region
fo remaln competie In world markets and lacilitate
growing frade with thew regional meighbouns.  They
have adapied of are i the process of adapbng their
oporatons §o  provide full  multimodal  transpodd
services, Howevar, in some counires, the progess
towards the introdugtion of lull door-io-doos Transpor
has been slow, oweng o Inadequale road access 1o
premises, restrictiive reguiafions and cumbarsome
clearance procedures.  The need lor appropriate
regulatory emvircnmeni for mulimodal operations =
howaver being Increasingly recognized. Some coun-
ies ame in the process of enacting multimodal
transpor] legislations, in e wilh inlamnational con-
ventions and the UNCTADNCC Rules for Mullimodal
Trarapoit.

Freight forwarding associations are also assist-
ing the developmeni of mullimodal transport by
establishing critenis and standards of operation and
pariermance, Associafion membens are encowaged
o apply for registration as mullimoedal transport oper-
alors authorized to issue the Internabional Federaton
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ol Freight Forwarders Associations multsmodal trans-
port Bill of Lading and 1o accopt responsibity and
Eabiity for the total transport oporation. The growing
acceptance by banks of fthat Bil of Lading is
assisting the procass.

Telecommunications

Telecommunications flechnology has  evobleed
rapidly over the pasi decades making i possible o
esiablish and expand laster, cheaper and more
refiable lines of communications natonally and nder-
nationally. The coundries of the rogson have adopied
dighal electronic systems confrolled by compuier
procassors, which ame able 1o provide more reliable,
high-guality service, with a wider range of service
options.  The change from sleciromeachanical and
semi-glectmnic switching systems has thus tramen-
dously improved fthe qualty of telecommunication
senncas,

On the fransmission sido, digital microwave
radie systems and opfical fibre cablos have dramati-
cally increased system capacdy, reliability and
guality, and reduced the und cost of ransmission. A
very high parcentage of freffic is now carried n tha
lorm ol tacsimile and dala transmissions lor come

meree and mdustry

One significant developmant is the introduction
and rapid acceplance throughoul the ragion of fhe
Intermel. This system has been flaciilated by fthe
rapid upgrading and expansion of lelecommumica-
tiona inlmeatruciure, as well &8 the spplicabon of
siate-of-the-art lechnologies for roubing data commu-
nication within the region. The focus of Internet
system application has now ghifted loom  the
academic and rosearch world 10 businoss,

Fixed telephone network

Between 1984 and 1984, the numbss o
insdalled telephone main bnes in the region grew by
7.6 per cont per year, roughly compamble with tha
reglon's rale of growth of GOP over the same period.
Ower this period, the region's lelephone density
increased from 2.8 10 4.9 telephone masn lines pes
100 head of population. The telephone networks of
the regeon’s developing countries grew nearly hwice
@s fast as the region as a whole. This almast trebled
telephong density tor the devoloping cownries from
096 io 2.9 main fines por 100 head of population.



The strongest growth took place in the East
Asian subregion whete the number of telephone
main lines incroased from 14,630,000 to 59,160,000

telephone main lines instalied by the end of 1904,
China achieved a telophone density of 2.42 main
lines per 100 head of population.

South-East Asia achieved the second fastest
rate of growth in telephone installations within the
reglon, with an average annual rate of incroase of
12.1 por cet in the period 1984-1994. Within this
subregion, the fastes! growth was recorded by Viet

a very

in 1994, The number of telephone main lines in this
subregion mcreased by an annual average of 12.1
per cent, from 4.8 milion main knes in 1984 to 15
milion in 1994, However, only the Islamic Republic
ol lran (with 6.57 main kines per 100 persons) and
Maldives (with 595 main bnes per 100 persons) had
telephone densities that were above the average for
the region's developing countries.  Densities in other
countries were far below that average.

Mobile telephone services

The adoption of cellular telephone technology
in the region has advanced rapifly over the past
three to four years. In 1994, there were about 9.2
million cellular telephone subscribers in the region,
More than one third of them were located in East
Asia. The number of subscribers in the region grew
at an average 78.2 per cent a year between 1990
and 1994, more than 10 times higher than the growth
e for the fixed fino network. The fastest annual
rates of growth in the number of collular telephone
subscribers were in China (203.6 per cent), Sri Lanka
(133.5 per cent) and Thailand (107.7 per cent).

The spectacular growth of cefivlar telephones
n the deweloping countries owes much to the
growing affivence of a large segment of the popula-
tion of the region. Young and aMluent consumers,
caplivated by the lalest eloctronic gadgelry, are spur-
ring new demand not only for cellular telephones,
but for other mobile technologies such as radio-
paging, mobile data and public access cordless

such as the underdeveioped state of the fxed line
notwork.  Long waiting times for connection have
compolied users 10 seek substitutes in the form of
mobile cofular telophones.

Cambodia provides the most striking example
of a country where subscribers have been forced to

adopt collular tetephones bacause of deficiencies in
the conventional network. The wireline network in
the country was devastated by 20 years of civil war
and, even now, in some paris of the country, the
presence of landmines has made ! dangerous to
cables. Starting In 1992, the Ministry of Posts
Telecommunications established four cellular
ventures with foreign pariners and, by the

of 1995, these joint ventures had some 13,
subscribers, so that the ratio of cellular to fixed
subscribers 5 now about 2 1o 1. In Thai
ratio currently stands at 0.5 to 1. The traffic
within Bangkok has been an important factor in
rapid growth of cellular phone acquisitions.

Telecommunications traffic
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ITU estimated that the international call traffic
of the region increased from 870 million minstes in
1984 to 7.5 billlon minutes in 1984, With a growth
rate ol 23,4 per cent per year in tralfic, the region's
share of global international traffic rose from 7 to 15
per cent during the course of a decade It is
estimated that about 58 per cent of the mternational
call traffic originating in the region is attributable to
intraregional cafls.

Outgoing international call traffic of the
loping countries, however, also grew rapidly
the pericd. Starting from a base ol 480
minutes in 1984, traffic volume grew at roughly 2
per cent per year to 1994, The developing count
of the rogion accounted for more than two thirds
the fotal inernational cails in 1994 compared
just over half in 1984, the rest of it boing account
for by Australia, Japan and New Zealand.

Bl
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structure and services across all modes of transport,

Easing of urban transport congestion has been
a prorty area for further investment. Within the
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region, 48 enajor urban public fransporl iveestmant
projects, valued at an estimated §75 billion, will either
be in progresa or planned {or commencemen

the poripd 1985-2000. An estmated $34 billion is
committed 10 the exiensson of 14 axisting mass rapid
transit @ibway or metropolitan railvay systems; soma
£25 billion s commitbed 10 the construction of 13 new
systems.  Mome than three-quariers of the estimaled
total Wwestman! in uwiban transport systems in the
negion is mean! fior urban public transport aystem
developmant in East Asia. Mearly 41 per cent will be
accownted for by the construction of (hres new
matropolitan railway systems and the exension of
two axisting ones in the Republic of Korea alana

Economic expansion and growing  private
wohicle ownership have baon placing pressure on
thi rond nebworkd in o mosl counties, leading 9
pmphasic on the expansion and upgrading ol the
natwork, Indications of the major read and highway
projects that are being built, or will be yndartaken, in
selected countnes in the ESCAP mgion in the near
future are summarized in tabla V4.

Major railway development projects, valued at
mars than 3100 billion, are planned for implomenta-

tion in the region by the year 2000. China and
India logether accounl for mone than hall of the
pstimated value The estimate is conservalive and
doos nol include, lor example, the gauge convarsion
project in Indin. Indin plans to complete the comer
sion of an addilional 7000 rowe-km from metre o
broad gauge by 20000 Even the $100 hilion
estimate sorvwes 1o Bustrate tha magnitude of imest-
mant that & ocxpacted 10 be committed to ndnidual
majar rafway development projecis up 1o the snd of
the cenlury (table V.5,

& pumber o development projects and
initialrees aimed al iImproving inland water franspart
mfrastructure and operations am also under way
throughoul the region. Balh sconomic and environ-
miental considerations pstity inland water tansport
developments in the region.  Inland water transpor
has besn found to be the mosi energy-efficent of
lhlh!nﬁpm‘tnmdm..! Many countries of the region

? in Europs, tecend resoarch has shown thatl eneegy
congusmplion lof the tmndporiaiion of goods by ihe various
modes (8 as follows:  for ndand waberesy navigation, 10
kowh' 100 tonne-km; for rall fransport, 15 kehA00 Sonne-lm;
for moad fransport, F9 oat100 tonne-kmy; and for air frans.
poit, 350 wet /100 jonne-km  See Permanent (marnaticnal
Assocation of Mavigalion Congresses, Hofelin Sodd, 1089
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npod an efficient inland water fransport system to
SErvD himote of |ow-Mcome aneas.

In ardaf to accommodate the rapld expansion
in gir passenger and cango traffic, majer slors have
been exerted o develop abports and related infra-
structure.  Available information Indicates thal some
73 major airpori development projects, costing mara
than 40 billion, ane under way or will commenca
during tha lve-year panod from 1885 o 2000, Mare
than 80 por cenl of this planned imvestmant will
inwolve the construction of new airporie. The balance
ol investment 8 sarmarked for capacily expansson,
in the form of passenger and freight lerminal expan-
slon, runwey exténsion and duplication, and the
installation of more advanced air frafhc control and
communicalions sysiams

Nearly bwo thirds of the eslimsted imestmant
it expaciad to lake place n East Asa, Chena will
sccount for roughly 50 per cent of air (ransport
investment langely becauss of investmenis for the
updating ol outmoded navigational and landing mids,
as well a8 far runway cxtensions to handie larger
wide-bodied aircmft 81 many secondany international
adports.

Among the major aiport development projects
planned of undar construction are the new Chel Lap
Kok Airport for Hong Kong with an estimated cost of

$6,460 million (excluding the cost of a linking bridge
costing 51,820 milion and a 34-km mass transil

being developed by some of these projects may
prove inadequate by the lime they come mio ser-
viceé. The new is
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Table V4. A selection of road network development plans and projects
in selected ESCAP member countries

Country/area

Estimated cost

Developrmentprofect plans

Afgharistan

Republe of Korea
Sn Lanka

Viet Nam

$156,250,.000

$252.4 milion

$600 milkon

$21 mitson
$8 milion
$18 million
$325 milion
$245 minon

$2 740 milion

$427 milion

S500 mifon

£9.5 bitkon
$57 milhon

Construction of transit route from Ashikhabad, Turkmenisian, to Chaman-
Quetta, Pakistan, through Torghundl, Herat and Kandahar.

To build 1,330 km of megional highways and Seeder roads. Scheduted for
completion in 2001,

Second road rehabitation and maintenance progect 10 rehabilitate nabonal
highways, widen narow roads and overlay a total of 1,800 km in a four
yoar parod

Construction of 4 8-km mult-purpose, four-lane, 47-span Jamuna Bridge,
scheduled for compleion n 1687, ODA is fundng the second phase of
the four-year bridge Improvement and maintenance project.

First phase of emergency road recovery programme, 1,000 km of
asphalied national roods wil be rohabilitated.

A road construction centre will be constructed with aid from Japan

A roplacoment programme for bridges.

Ferry facilties 10 be rehablitated.

216 kmvlong Tsing Ma suspenson beidge 10 be completed by mid-1987,
ADS an 10 Improve five natonal highway sections totalling 333 kn in
Andhea Pradesh, Bihar, Haryana, Ragasthan and West Bongal, Complation
scheduled for 1968

Construgtion of 770 km of 1oll roads, Scheduled completion between
2000 and 2004

Onnish Aoad Diesctorate 10 prepare a road secior survey of Kazakstan,

The Goverrenent has peiontized the bulding of the road network in its
development plan. By 2000, ¥ is axpacied that S0 per cent of the putlc
irvestmont buogoet will bo devoled 20 mad network investmant,

implamentation of tha Mongohan road mastor plan and feasibility study.
funded by ADS and incorposating the Asian Highway and Tumen River
projects, would imvolve construction of & network of 5362 km.
Transport rehabiitation project, funded by a loan credt from the World
Bank

Construction of bypass roads and flyovers In Karachi 10 ease congestion
and to connect the port 10 the superhighway via Maurpur.

The 18-km six-‘ane olovaled Monda South Tollway from Manda 1o
Muntinlups will be completed in 1896 under a BOT scheme.

Exproasway construction of widening ; the Seoul metropolitan area
Loan and technical assistanco grants from ADE for ihe thied road
Improvemant peoject.

The Government, ADB and the Overseas Economic Cooparasion Fund of
Jagan are financing e Outor Aing Road, the Bangkok-Chanburi Highway,
and the Rangsit-Sarsbun Highway. Prepamsion of detalied enginearnng
design and tender documents for 108 motorway TM-3 between Pattaya and
Mabtaput, with financing from the ADB fifth highway sector loan,

The State Manning Commites 10 evaluate 134 bridges on a 300-4m
strotch of Nasonal Highway 1 between Hanol and Ho Chi Minh City, and
10 Sk the hghway %0 those of neighbouting countries.  Technical suppoet
and consultancy for the projact funded by ODA,

Sowrce: Based on ESCAP, Review of Deselopments in Transport, Communications and Tounsm in the ESCAP Ragion,
1996 (STAESCAP620), pp 3740
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Table V.5. Major railway infrastructure development projects, 1995-2000

Country or area/ Estmated cost

project descripton (milions of US doliars) phvfasiune
India: various capital works, including electnfication 20 BES In progress

of 500 km, re-gauging of 1,600 km, double tracking

of 250 km and wack renewal of 2,400 km

Talwan Province of China: Ngh-speed line, 16 925 Not yet started
Taipel-Kao-hsiung (345 km)

Reputic of Korea: high-apeed ine, 15 000 Under way
Seoul-Pusan (411 km) Planned compiation 2001
China:  high-speed Ine, 12 185 Not yot started
Beijing-Shanghal (1,300 km) Planned compiation 2000
Hong Kong: construction of second main line 2 978 Al the planning stage
for Kowtoon-Canton Ratlway Company (34 km)

Taiwan Provinge of China  upgrading 1 600 Al the planning stage
(eloctrdcationtrack doubing/resignaliing)

of east coast trunk ino (337 km)

China:  construction of new, slectrified ine, 800 Al the plamning stage
Zhuhal-Guangzhou (173 kmj); private sactor involved

Inda  construction of new line on the 673 In progress

west coast (Konkan Hadway of 760 km)

Istamic Repubiic of lran: construction of new &l ing - Complete March 1995
10 the port of Bandar Abbas

Constructon of new line Tedzhen-Sarak Mashhad

between the islamic Republic of Iran and Turkmenistan
(Completes the now Sik Rallway China-Contral Asia-lslamic
Republic of lean-Turkey-Ewope)

Insugumted In May 1996

Source:
(ST/IESCAP1620), table 5. p 30,

ESCAP. Review of Devoiopments in Transport. Communications snd Tourism in the ESCAP Roglon, 1085

Note: In addition, the ADS has proposed a number of now riway projects for the Greater Makong subregion involving
Wnks between China. Cambodia, the Lao Pacple’'s Demccrmatic Republic, Myanmar, Thailand and Viet Nam.

devolopment over the noxt 15 yoars. According o
other industry observers, who are predicling almost
a quadrupling of passenger numbers within this
time-frame (from 122 million passengers in 1994 10
nearly 400 milon passengers by 2010), this est-
mate is conservative. Their expactation is that the
amount of investment required over the next 15
years will be closer to $200 billion*

3 Repont of the Alr Transport Acton Group of the
Pacilic Economic Cooperation Council, Bangikok Post, 11
Juty 1995
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The telecommunicabons subsector will also
require szeable investment expenditure. Howeover,
unlike many other areas of infrastructural invest
ment, a sizeable part of the telecommunications
Investment can be generated by the operating agen-
cies. More than S0 per cent of such investments
worldwide is found 1o be financed from the financial
surpluses of telecommunications operating agencies.
According to ITU, the Asian and Pacific region as a
whole achieved a 49 per cent reinvestment of
lolecommunications rovenue In recent years, De-
spe the limdations of data, it is estimated that
mvestment in telecommunicationa for the region &s
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Notwithslanding recenl heavy investment in
Inlscommunications infrastruciure in China and India,
the lulure mvesiment needs of these two couniries
during the remainder ol this decade am huge. For
sxample, in China, a total of 450 bilion yuan ($55
bilion) will have to be expended between now and
the year 2000 # the Govemnments larget of 114
miliion installed felephone hines, or 8 fines per 100
parsons, s to be achieved. In the case ol India. the
required invesiment by the year 2000 to provide the
&0 million new lines needod to incroase telephona
density from less than one line per 100 persons
curmendly to 5 lnes per 100 persons (the average
for the region's developing countries) has been esb-
mated at $75 bilion %

in tact, mobiization of finance for the develop-
menl and improvement of trmnspor and communica-
tions infrastruchure will be a lormidable task b most
countries in the region.  Based on the incramantal
needs in Gelected plysical Wansport and commu-
nications infrastruciure (telecommunications, radways,
romds, seaports, airpors and urban transpor), it is
esfimaled that the réquired incresse in sslecied
physical lacilities up to the year 2000 would need
incremental irvestment fo e fune of over 500
billion ®  Investment resources cumently availabie or
loreseen for the necessary mwesimen! leave o gap
of over $300 billion. It is unikely that govemments
will bo able 1o raiso a sum of this magniude from
traditional sourcos of funding such as the govern-
mard budgel and foreign aid and loans, and
alternative sounces of fnance will havwe 1o be
explored. Enhancing the role of the private sector in
infrastruciure financing, managament, operabions and
nsk-ahanng holds the promise of efficient delivary of
mirasiruciung undar arrangementis such as BOT and
BOO schemes. The mwolvemend ol transnational
crporations in infrastructure development has been
increasing.  Their growng nvolvement i the
region s rellectod in the Afncal inflow of aboul

4 T, Asie-Pacific Telscommunication indicarors 1995

5 Asia-Pacitic Teiscoms Supplement, Sangkok Posd 22
May 1005,

£ EscaP  fastichwe Development a8 Mey Mo

Economic Growdh gnd Meglonal Econcmse Coopemsion (5T1
ESCAPT1384)

$2.3 billion of FOH into infrastrecture-related indus-
tries in selected South, East and South-East Asian
countries during the late 1980s and eary 19907
There are however a number ol important issues
that arise in the process ol iwolvement of the
private secior through privatization of existing state-
owned enlarprises andior paricipation in new ven-
res. Those issues need to be carelully conssdered
for their best possible solution (box V1),

The importance attached to privale seclor par-
ficipation in infrasfruciure development was reflected
in e decision of the Commission at fs fifty-first
session o convene & Minisienal Conlerence on
Infrastructure  concumently wih the private secior-
orienied World Infrastructure Forum - Asia, 1996
Tha Ministeria! Confprence launched the Mew Dalhi
Action Plan for Intastructure Development in Asia
and the Pacific, 1897-2006 and the Asia Infrastruc-
ture Developmant Alllance (AIDA), AIDA, a tepartis
alfipnce bobwoen gowernment, the private soctor and
mulilaleral and intergovernmantal agencies, has as
its prncipal aim the accelerated developmeni of
infrastructuse through public-private partnerships,

Special problerns confront the least developed,
landlocked and island developing couniries and
sconomies in transition In their efforts 1o develop
adequate and officient infrastructure. These pro-
blems arse from inadequacies in strategic planning
ol infmestucture development as well 55 refaled
instiubonal capacity-building. (n same ol them, spe-
cial afloris are nesdsd to resioes the damage result-
ing from decades of war The tradibonal depen
dence of these counfries on QDA whose voluma has
been shrnking, puts further sirain on their capacity
to fnance the rguired infrastruciune devalopmiant
Thedr néed for a beller and maove efficient (ransport
and communications infrastructure will neveriheless
be greater in order for them to jon the mainstream
ol globalization and regionalization. In this respect
there 5 an urgent need 1o addmess specilic transporn

9



in infrastructure

Box V.1. Issues and implications of private sector involvement
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(c) Private sector imvolvement could enhance (c) The nfmstructura services provided by private
the dynamism of te econony in the long companies often have 10 be reguiated to coun-
run theough improved efficlency, a favounable lecact the marke! power of private monopolies
impact on the imornational perception of the and oligopolies and 1o profect consumer welare
country’s investmant climale and a streng: ond employes interests.  Institutions must be
thening of the local capital market. created 10 perform supervisory and regulatory
foliowd o b functions, not only 0 enforce minimum safety,

b e B quality and environmental standards but also 10

mmmmﬂum:mdm ke o
info new ventures: " cbjectives, where necessary. Social goals,
howover, must be balanced with the aim of

u)w;’mmdun:'mum enhancing efficiancy;

wmauh“',:z (d) The way in which the policy is Implemented,
sector, the secior's fnancial position could whethar | concems privalizing an  existing
e Become Unsusiainatle state-owned enlerprise or bullding a new
oy project, should be transparent and above board

{b) EMiciency gains may not be achieved # public ‘o retan public confidence that vital infrastruc-
monopolies are simply converted into peivate twe servico faciities wil not be misused or
monopolies.  In addtion, I privileged share- axpioted for private gain. The award of
holding allows the government 1o retain offoc- projects on a “Wrst-come, first-served” basis or
tive control and influence over the firm's the use of a closed tondering system could
behaviour, the efficiency gaing associated with oncournge ront-sooking acthitios by individuals
flenailty may be compromised; and firms.

INTERNATIONAL Although new in its present form, the ALTID

AND REGIONAL LINKAGES

Transport infrastructure

As the preceding review has shown, the deve-
lopmen of transport knkages in the Asian and
Pacific region has been given high pronty by the
member countries of ESCAP. The strengthening of
intraregional and inemregional transport and commu-
nications linkages has also received considerablo
attention. This was emphasized in the Transport and
Communications Decade for Asia and the Pacific,
1885-1904, and reemphasized in the New Delhi
Action Plan. An negrated Asian land transport
infrastructure development (ALTID) project, compris-
ing the Asian Highway, the Trans-Asian Railway and
land transport facilitation measures, was adopted in
1992 for implementation over the years.

The major objective of the ALTID project s 1o
provide refiable and efficiont land transport linkages
within the ESCAP region and between this and other
regions, as part of an integrated sea, land and air
transport system, in order lo facilitate regional and
international trade and tounsm

project represents a continuation of a process dating
back 1o the launching of the Asian Highway project
in 1959 and the Trans-Asian Railway project in the
1960s by ESCAP. Since the provision of land irans-
port infrastructure is a necessary but not sufficient
condition for promoting freer movement of freight
and passenger traffic, the ALTID project envisages
greater cooperation among countries in facilitating
land transport at border crossings through their
accession 10 various international conventions and
multilateral and bilateral agreements in the field of
transport facilitation,

ALTID is an important symbol of the increasing
integration of the economies ol Asia. Countnes in
the region gave their fullest support at the fifty-
second session of the Commission to inchude ALTID
as @ pnonty project in the New Delhi Action Plan.
The Ministerial Declaration in New Delhi in 1996
reatfirmod that support. Convinced that officiont
transport inkages among countnies in the region can
be an importand catalyst for economic transformation
in indwdual countries, many countries are endea-
vouring to forge new cross-border Mnkages or to re-
establish old ones, This 15 perhaps exempified by
the reopening of the rall link between Viet Nam and
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offorts are being made in participating countries to
widen the one-lane sections to two lanes. Roughly
75 per cent of the two-lane roads has been paved
However, the missing links still amount 1o a total of
2,200 km, or 3.4 per cent of the total length of the

§

The Trans-Asian Radway 18 also an exiensive
network. There are five major land bridges for the
Trans-Asian Railway. Thesr connecting links and the
current status of development are as follows. First,
the Trans-Asian Railway northemn cormidor runs from
Europe 10 the Korean peninsula via the Russian
Federation, or the Russian Federation and China.
The minnum required infrastructure for this comdor
currently oxists in the ral networks of China,
Mongolia, Kazakstan, the Russian Federation or the
Russian Federation and the Korean Peninsula
Second, the Trans-Asian Rallway southern corridor
runs lrom Europe (and Central Asia) to South Asia
and then 1o South-East Asia A portion of this
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comdor would run from the Islamic Republic of lran

‘

achievement of such facilitation goals is not easy.
The need to adhere 1o government rogulations with
regard 1o issues such as national health, security,
customs and taxes, may continue 10 remain major
constraints on cross-border traffic  laciltation,
However, several important initiatives have been
undertaken in the region in this regard in recent
years and theso are brefly reviewed below.

Land traffic

As part of the implementation strategy of the
ALTID project, the Commussion has recommended
that countries in the regions, if they have not aiready
done so, consikder the possibility ol acceding to



soan magor interational cormentions in the held ol
tand fransport faciditation. The stalus of accession ol
coundries and amas of the ESCAP regon o ihess
international  comventions @ shown in ftable V.
Creating & ménimum logal basss lor cross-border
road and rail tralfic & sl a major task to be
accomplished o lfacilitale internaficnal and bilateral
trache and lourism N Asia,

in tha field of mibways, mamy countries i
Evrope and some In Asia (for example, the islamic
Republic ol ian) are a pary 1o tha Coneention
Concemning Imemational Camiage by Raill (COTIF),
Berna, 1980, which raplaces the tradibonal national
customs document by the Infernational Conskgnmant
Nole (CIM]. However, the member countries of the
Crganization of Rallways Cooporation (DSShD), in-
cluding China, the Democratic ople's Fepublic aof
Korea, Kazakstan, Mongolia, the FAussian Fedormbion
and Yisl Ham, hive developed and are usng the
system o the Agreemesnt on Infernational Falbway
Freight Communications {SMGS system) for the
same purpose. A drall convention on inlemational
cusloms lmnsit procedunas for the camage ol goods
by rail has been developed by ECE and this is
being Ffnalized in consultation with OS5hD and
othar organizabions to harmonize the approaches 1o
cusloms requinements

Transit transporl plays a parficularly imporiant
rol@ in the development of landlocked countries.
There are 12 such countries in the region. Two
current inbernatonal fransit corventions pertain o
the tacilitation of transi transport of landiocked coun-
e the Commenpbon and Stahde on Freedom of
Transit, Barcelona, April 1821 (commonly known as
e Barcalona Transit Convention), and the Conven-
bon on Transd Tmde of Landiocked Siates. New
York, 1965 [commonly known as the Mew York Tran-
gil Convenlion). Unforiunately, o dale only 13
courtngs of the region are conbacing parties ol
these conventions. There is good polential to im-
prove transit transport in the regeon d the landiocked
coundries in Asia and those countnes thal bordor
théen acceds 1o ihe Barcelona and Mew York transd
CEETHOnS.

Maritime traffic

In addition lo land tansporl lacillation, e
faciliation of maritime traffic plays an increasingly
impartant role in the movernent of freight and

passengars. Elficient carge operaions should re-
guire wery shorl stays n pori even for modern
farge cariers. The delays caused by the ad-
herence 1o documentary requinements often become

tion on Facilitation of International Martime Traflfc,
1965 (FAL Convention). The objective of the FAL

International intand water transport facilifation
is another ama of importance. There are several

ifes have been or are in the process of being
doveloped. Tha Protocol on Inland Water Transi
and Trade betwsen Bangladesh and India, and the
recent Mekong River agreements are cases i poind.
ﬂmMummlunﬂmﬂ-

agreamants In Eurcpe s positve, For example, the
countries on the RAhine Fiver basin ratified the so-
called Act ol Mannheim of 1868 as one of the
Ahing Aiver which s implemenisd theoegh the
Rhina Fiver Commission. The arangemen proved
wary afectve for laciifating inland water tranapor
divalopmand in Europe even when countnes had
diffierences on other mafiers. Similer arangempnts
could be of greal practical value in faciMating
imtarnabonal inland waler fransport in the region.
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Table V.6. Accession status of countries and areas of the ESCAP region to international

conventions, as at November 1996
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an inlegrated system of despatch, transport and
delivery

An inadequate transport infrastructure, lack of
appropriate legislation governing the entry of foreign
licensed velwcles and containers into national territo-
nes, and the absence of harmonized customs proce-
dures are major constraints for the development of
multimodal transport.  Avallability of electronic data
inerchange (EDH) in the developing countries of the
region could considerably facilitate the process.
Many of the countries, however, do not yet have EDI
arrangements,

Mudtimodal transport can be uselully promoted
through the development of uniform multimodal
agreements at the subregional level. Tho success of
this approach has been demonsirated in Latin
America, where Bolvia, Colombla, Ecuador, Peru
and Venozuela have reachod agreement on uniform
rules which govern the operation of multimodal
transport, including standards and criteria for
multimodal transport operators, the provision of con-
tracts and the use of multimodal transport docu-
mems. A similar approach has been proposed for
the ASEAN countries. A dralt working document for
the development of a multimodal agreement for the
ASEAN subregion is under consideration by ASEAN
governments. A similar approach could also benefit
the other subregions.

Electronic data interchange

As a result of changes in global manutacturing,
the sourcing of products and the relocation of indus-
tnes, it is likely that the focus in future will be on
making logistics systems as flexible as possible.
This means that logistics systems will be driven by
the need to customize and satisly the exact require-
ments ol the customer in terms of both product

that EDI will constitute the main means of data and
infarmation interchange,

It s therelore becoming apparent that in the
not-loo-distant future, the development of EDI will be
an unavoidable requirement for effective participation
in international trade. The further introduction and
development of EDI in the region could have an
appreciable impact on trade as well as the develop-

ment of multimodal transport operations and freight
lorwarding.

CONCLUDING OBSERVATIONS

197



There is a growing recognition that the solution
1o the problem of traffic gridiock In urban centres and
cities in the region may not be achieved simply by
providing more or bettar infrastructure. The need for
demand management or traffic-restraining measures
1s increasingly recognized. The rapid increase in the
number of road vehicies in the region's kuger cities
Is not sustainable over the long torm.  The existing
land-use patterns suggest paucity of land for oxtra
road space to accommodate persisient growth in
vehicle numbers. Area resinctions, road pricing,
reserved bus lanes and better overall traffic manage-
ment are needed.  The integration of the plans for all
urban transport infrastructure and services within a
comprehensive land-use planning framework s
required for the purpose. Stnct enforcement of
landuse zoning and building density (or plot ratio)
regulations will be also needed. The extension and
mproved management and orgamization of mass
public transport systems could be an important
olement in the solution of urban congestion,

The financial perdormance of the railways In
the region needs to be improved. Many countries in
the region have been making efforts to transform
theit rallway organizations ino unambiguous com-
moercial entities.  In roalty, fow railways in tho region
have been able to generale sulficion! revenuo
to cover thewr operating costs.  Restructuring and
reorganization should encourage stronger efforts
towards the achievement of financial solvency.

Improved systems of costing should allow
management o mondor the hinancial performance of
indwvidual traffic segments and permit the ident.
fication of those traffic segments or services which
have no prospect of genarating sufficent revenue to
cover their costs. Railway organizations in indo-
nesia, Malayssa and Thalland have recently made
considorablo progress both in the improvement
of their management and cost-control processes
and in securing the agreement ol thewr Govern-
ments fo compensate them lor running unprofitable
segments 1o meel community and social service
obligattons. Other countries could adopt simiar
policies and measures 0 make their ralways
operate profitably.

Industrial expansion in the region has been
placing nsing demand for freight transport on the rail
and road systems.  Inland shipping could provide a
substitute or supplementary mode for movement of
domestic cargoes and raliove pressures on the roads
and radways. The advent of containerzed transport
has enhanced the potential use of inland shipping.
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The full realization of this potential has been frus-
trated by the application of traditional protectionist
laws and reguistions (called cabotage laws), which
exclude foreign llag ships from carrying domestic
cargo between two Or more ports in the same country.
In order 10 provide domestic cargo customers with
choices in the selection of transport modes, removal
ol such restrictve laws may be necessary New
Zealand's example in dismanting restrictive cabotage
legislation and in ensuring equity in the competition
botween the various transport modes for domestic
Ireight volumes could be considered by other coun-
fries.  Malaysia has also recently bkberalized its
cabotage restrictions, These newly liboralizod laws
provide domestic cargo forwarders with greater flexi-
bility in the choice of mode and advantage in rato
negotiations with competing modes.

In the international container shipping sector,
the cargo reservation policies of past decades have
given way 1o more market oriented policies, and the
liner conference system has been in a siate of
decline. Along with these changes container ship-
ping alliances are emerging which are offering much
more elficient and cost eflective systems. through
the use of larger vesseis, rabonalization of route
structures and cooperative arrangements for joint
oporations.

In the figid of reguiation of liner shipping, some
countries or groupings of countries have unilaterally
developed policy and legal instruments for controling
the sector. This in turn has created a complex and
uncertain business environment, To the extent that
regulation s doemeod necessary there would appear
o be a strong case for the dovelopment of
reguiations on an internationally agreed basis. Inter-
national comainer shipping by its very nature has
slways been global. The globakzalion process Is
demanding, however that shipowners provide a wider
range of services to multinational customers. In this
context, developments in the Intarnational liner
shipping market need to be closaly monitored be-
cause ol the growing possibilibes of horizontal and
vertical imtegration of shipping assets and land-based
facilities through acquisition, contractural agroements,
and concentration into global akances,

In the fiekd of air transport, the adminis-
fraton  and management of airports and main-
lanance of safety standards are crucial tasks
Throughout the region, airports are usually managed
by national civl aviation administrations. In the
1980s, there was a move lowards the establish-
ment of autonomous airport or  civil  aviation
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telecommunications secrvices in the region, The
current trend is towards liberalization, opening up the
hitherto monopolized felecommunications services to
private participation and market competition. Privab-
zation in the telecommunications subsector is
generally more easdly achieved than in  other
transport and communications subsectors. The
advent of digital telephone technology has lowered
the bamiers to market entry by avoiding the need
for potential entrants to undertake large investments
in fixoddink telophono infrastructure, Prvate inves-
tors may, however, opt for tast profits to be made in
the lucrative "high tech® end of the marke!, even in
countries where only a small percentage of the
population has access to basic fixed-line telephono
sorvices. Expansion of service laciities to people at
large may suffer as a result, Community wellare
could suffer  private monopoly (or duopoly) is
allowed to develop. Appropriate regulatory lrame-
works noed o bo developed 10 avoid such polentially
adverse consequences. In Australia, an Independent
roguistory authority has been using price caps and
intarconnection agreements as 1S main instruments
of reguiation since 1992

The recent Ministerial Meeting of WTO pro-
duced the basis for an informabon lechnology
agreement which would aim to abolish tariffs on
indormation technology products by the year 2000

enormous.  However, because of the borderless

under the Asian Highway and the Trans-Asian
Rallway as part of the ALTID project requires
commitment of financial and human resources. The
adoption of recommended standards and the filing
In ol the mssing links in the networks would provide
Important inlraregional linkages.

However, building of the network infrastructure
ol standards set for reliabity and efficiency will not be
sufficient for rehable and efficient international land
transport movement.  Tho development of the
intrarogional road and rall Enkages also requires
asdequate facilitation measures and agreements at
border crossings. Such facilitation can take place
through accession 1o related international conventions
and béateral agreements. In the area of transport
faciltation, a harmonized lagal system lor international
transport by road and radl should be developed and
introduced in the region. In paraliel, there is a need
for regional cooperation in developing and enforcing
harmonized laws and regulation governing transporta-
ton of hazardous goods (box V.2).
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mom than 20) have viwying lovols of responsibilty, thus
splitting the Ine of command and bringing info play a
number of legisiative regulations, not all of which are
complamentary.

Box V.2. The need for regional cooperation in the transportation
of hazardous goods across borders

of an accident. There is clearly a need for urgent regional
and subregional nitiatives 10 be taken in this regard.

% Recommendations on the Transpor! of Dangerous
Goods, 9th rov. od. (United NaSions publication, Sales

The muftimodal transport concept directly sup-
ports efficient management of the supply chain.
Consequently, the development of multimodal trans-
port across the ESCAP region will provide the op-
portunity to reduce costs, Increase competitiveness
and improve qualty, thereby placing Asia in a strong
position to meot growing trade competition from the
rest of the world. A legal framework is also required

o prowvide the basis for the eventual unhindered
access to the routes. The example of the European
Union is instructive in this regard. In the interest of
compatibiity of inter-country transport Infrastructure,
four major all-European agreements have been
negotialed.  Similar legal framoworks could be
developed for Asia covering ol least the Asian
Highway and the Trans-Asian Railway networks.



CHAPTER VI

CONCLUSIONS AND PoLicy
IMPLICATIONS
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THE CONTEXT

he basic objectives of development are relatively

imarnanl over time snd space. Thesa am
promotion of economic growih, aquity in income
distribution and employment. Emironmental sustaina-
bilty 1= a mofe recent addition. The elalhve
emphasis placed upon each of these objectives may,
of course, differ among countries, depending on the
siage of developmenl and the socio-palitical ethos.
A major challenge thai developing couniries in the
regon now face and will have to condronl in ihe
pwenty-finst century Is that ihe above objsctives have
o be pursued in Bn emisonmenl charpcterzed by
inensiied globalization and reghonalzabion,

Globalizabon and regionalization are ongoing
processes driven by a host ol technology-. marked-
and policy-related Eaclors.  Among these am
increpsod compeliion in the intemnational economy;
push and pull laciors prodding iransnational corpora-
bona 1o locale production abroad; devslopments in
information lachnology, Trancial markets, services
seciors, fransport and communications;  groater
libemmbzation and openness of trade, FO! and finan-
cial seclor policy regimes im deweloping couniries:
and Infernational messures aimed & sscunng mulli-
Ederal agresmenls on crdss-border Iransactions and
incroasing their transparency, The mos mportant
among emational measures & Ihe Uroguay
Found.

Giphalization and regionalization have bacoma
mlensiied In recent years, and the momentum is
Ikely to contrass intd the next millennium.  Whila
the mone open policy stance adopied by developing
countrias in the negion atheslis to Mhesr aluntary
particpation, many of the faciors driving thess
processes are baypond the controd of sndhadual deve-
loping countries. They heva liftle cholce ather than to
participate in these processes sinco an  insular
appioach is likely to margenabze them furbhe: As
the preceding chapless have shown, the developing
ESCAP region as & whole has been an actve
paricipant In thése processes, though fhere are
major differences amang vanous groups of countnes
m the exiont ol their participation. Tharefore, the

kay policy question thal developing couniries in the
region will have to address is how to optimize the
banafids of participation in the emerging International
division of labowr while promoting thenr national

devalopment objactives.

The inogeation of ndivideal otonomies with
the inernational and regional economies widens the
oppoffunities  lor national development but akso
poses some nsks. The benefis and costs are nol
uniform for all countries, especially because ol wide
varislions in indial condiions reviewed in chapter I,
and may also differ for a parficidar couniry over
tima, This croaies the need to mondior and analyse
the impaclts confinually and lo fine-tune the policy
mgrements 1o deal with them Heverthalass,
cariain gonerakiiations can be made both about the
benelits and cosis and e contours of policy
imperatives. The lllowing sections are an efor in
this direction,

BENEFITS AND RISKS OF
GLOBALIZATION AND
REGIONALIZATION

Tha benelits and nsks ol inlegration with tha
imernalional and regional oconomies have bean
dealt with al soma lenglh in the previous chapters,
espacially undar chapters I and IV which deal
espactively with infternational treds and linancial
Mows (including foreign dimect imvestment), the two
mam planks of giobakration and regionakzabon.
Monothaless, i = usehd lo recapifulabte some koy
paints.

Foreign trade

in the context of the banefits, developmant
Moralure unlil recently focused langely on  inter
national frade. The static gains of trade stem mainky
from  greater specialization.  higher  allocative
elficiency, wider atcess o production faciors (such
a8 capital equipment] as well as 1o inlermediale and
consumer goods al lower prices. and grealer
cpportunitias 10 oxploit the econoemies of scale. I =
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baing mcreasingly recognized thatl the dynamic
gans are no bess significant. Thesa arise from,
infer aia, increased compeblion, stepped-up 1eching.
logecal improvemants, enhanced acquisdion of know-
ledge either Bhrough imports or leaming on the pob,
and meduced incidence of ren-sesking acthifies
These gains contribute fo acceleraled growth

Trade siimulates oconomic growth Bhrough
sovoral other channels. There is ofton a posifive
relationship betwean a countny's trade inensity and
its aftractiveness for inflow ol FOI. Tmade necessi-
tafes the development of iransport and communica-
Hong networks which accelambe The growth of traded
as woll a5 non-raded oulpul, Furthormone, greabor
mwohomeni in  trade nduces the pursul ol
macreeconumic  siability and improved  economic
governance, which are increasingly acknowledged as
the basic prerequisdes for growth.

Similar comments also apply b0 iniraregionsl
irade, which has the addiional advaniage thal the
“psychic distance” balweeon countries localed within a
region may be shorar because of simdariies in,
inter alfa, culture, legal codes, ethnic bes, dstribution
systema.  Thus, new trading oppotiuniiecs can bo
created. In addition, regional cooperation may
induce faster libaralization of trade policies.

Thal participation In intermnational trade has
been an impartan contibutory factor to acceloralod
grewdh of several economees in the Asian and Pacific
region, espocially those in East and Sowuih-East
Asia, can ba handly questioned. I = perlieen! 1o
nafe that China, Hong Kong, Malaysia, the Republic
ol Kores, Singapors, Thailand and Viet Kam
achieved export growih rates well above the world
average during the perod 1980-1995 (chapler 11
From the perspective of the irade-growth nexus, a
particular concern relabes o the pedormance of the
loast developed countries and the Pacilic island
economios, many of which axhibd low or negabive
growth rales in exports. In soma of the cases, the
appatently high growih rales cbserved during soma
panods are dus to a low base,

While the posifive impact of trade on growth is
widaly accepled, thare mosts a divengonce of views
regarding is Impac! on equity in incoma dstribution.
However, there B a coertain degree of consensus 1hat
trade is likety to alleviate absohite poverty through a
rapid axpansion in owpul @nd employment in labowe-
nfensive axporl indusines and relsled activites, ns
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well as through an increase n real wages for labour,
which is the primary asset that poor houssholds
possess. The success of several Eas! and South-
East Asian economies i greally reducing absolute
poverty is, io & significant extend, aliribulable fo their
trade perlormance.

Th analysis of the relatonship between mier-
nalsonal trade and ervironmentally sustainable deve-
lopmend is of relatively recent onigink  There are
several views in this respect. It is argued that, In
countries with & comparaive advantage in production
requiring lamge amounts of natural resources exces-
sive roliance on exports may cause Ssovers edwiron-
montal degradabon unless carefully planned congar-
In purswing expori orientation, the countries may
relax  ervionmental landards with & view 19
reduting production costs and thoreby maintaining
thier compaetitive cdge. The counler-argument is that
fhe cost of compliance with environmenial norms
typically constiutes & small proportion ol the lolsl
cosl. I should not be a signiicant deterrent to
exports, A couniry's expori pedormance s deler-
mined 1o @ much groater extent by such factors as
msouce endowmeants, technology, labour and pro-
ductwity. It & also argued thal trade may make a
positve confribubion 1o the ewironment as rising por
capita incomes brought about by trade mise the
demand for a better emdronment, Whike the need
lor mare in-depth research on the internce betwoen
trade and emironmental susiainability is mcognized,
it & probably a fair assertion that there & nothing
intrnsic 10 trade that millsles against environmeantal
sustamability.

in tha light of the abowe, i appears that trede
can confribule to faster growth and greater alevia:
lion ol poverty The development oxpengnce of
several economies in the reglon also boars this oul
However, due cognizance should be taken of some
ol ihe nsks associaled with international irade.
There i the risk thal the economy may become
sulject to greater instability, particularly in ssduations
whene exports are concenirated in & lew products or
counlries.  In such circumstances, a stump in the
domand lor & country's magor export idems or a
FeCESEION R Major parknel couniros Can causs A
substantial docoleration in the entire economy.
Greater parlicipation in lrade alss inevitably entails
greater iberalization of the trade policy regame. It is
therpdore possible thal some of the industies which
prow up under profective irade regime may collapse



Althcugh it may be desirable io let highly ineflicient
industries die a natural death under the liberalized
policy regime, theve i@ a cosl ossociated with the
process.  For example, workars employed in those
indusines may have 10 be relreined i ordor fo
enable them 1o find amployment in other expanding
industries.  Moredver, polenfially viable industries
may nesd some tme o adpst.  Ancther problem is
thal parficipafion in infernational irade would requine
adheronce o nlemational policy norms. especially
those emisaged under the Uruguay Round. That
imposes & measure of constraint on national policy
choices. Furthormore, thore arses the need o
divelop the ability to identily new areas of produc-
fion @and trade in a wordd of shifling comparmlive
advantage. Otherwise, a couniry may run the risk of
becoming locked into arsas ol trade with skow
growth potential in the long run. In the case of
trade promoded undaer regional cooperation inftiatives,
there is &n additional rek of losa due o trade
diveraion.

External financial and
investment inflows

A major pilar of globalization and
regionalization is international fnancial and capital
flows. N i= obvious that access io thess fows
relieves o country's forelgn exchange constraint and
thameby expands is capacity io mporl.  In most
doveloping countries, the abilty to produce indarme-
diste and capital goods is melatively weak. Domestic
imestment and production levels am  tharelore
substantally dependent on imporl capacity A major
problem that is associated with such Hows is their
volatility, which, in turn, may couse mstabdity in
macroeconamic paraméters such as the eaxchange
rate, the price level and the inborest rate.  The
benalits of access o international financial flows are
theralore largely conditioned by a country's Bbility o
deal with such nagative Impacts.

Most developing countres, including those n
the ESCAP region, are clearly demonstrafing a much
mone positive attitude fowands FOL  FDI adds 10 a
country's capital stack, and hane = 8 growing appre-
clation that the more mporiant benefits of FOI ke in
its polential o contribade to faster growth through
spiliover eflects.  Foreign invesiors lypically use
modern production technology. Faced with tougher
competition, domestic producers may be encouraged
1o adopt! similar technological stondards.  Batler

Furthermare, loreign  investors ofien heve better
markel connections adher through indra-firm channels
ar arms-longth contacts. They can thus improve a
country's export perdormance by dewveloping and
markefing new export products as well as by In-
creasing the exparis of radiionsl products,

in several East Aswan and South-East Asan
countries, FOM has been an important facior in
promoling expofs and acoslerating growih. n
countries such as Malaysia, Singapore and Thailand,
foredgn imvestors have played o large, il nol daminant,
rofe in expovis of manufactued products  odthar
through wholh-cwned imestments o joint veniumes.
China, which has amanged as the largest recipient of
FO¥ amang developing countries, has also benaiiod
substantially from 0. In confresd, The least developod
and Pacific island counfries and the economics
in ransion have notl generally been able fo
altract much FIN or ather private finsncial ows

{chapler IV].

FOI may make & significant confribulion o
employment.  An increasingly important leafure of
FOI is the mebocabion ol producton of the labous.
intensive componenls of the value-added chain to
developing countries. In so far as such invesimenis
cause a nel incroase in the employment of unskilled
and semi-skilled labour, they may have contributed
o poverty alleviation as wall

As regards the question of the effect of FDI on
the enwvirgnment, there I8 the point of view thal
trangnational corporations may shift thelr poliution-
intensive production to developing countries as thoy
come wnder pressure 0 their homa counlhies 1o
comply with higher emwironmental slandands. The
codmer-argumen) is that the cost of adopling ani-
pallutisn magsures 15 nol usually a significant part of
tofal cost of production. Therslore, difierences n
enaronmontad  standards 4o nol B Themsehes
constitudea a suMiclent mcantive to relocatls.  Mone-
gwl, the emmronmental standands usually adopted
by transnabionsl corporabions are higher than those
ol domeslic producers as the lormer are mona
sansitive 1o The cullivation of a fwourable image
in the bost coundries, Empirical evidence does nof
gaem 1o bear out tha nobon that the ocalional
decimions of [ransnabonal corporafions are greably
influenced by differances n environmental standards
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Ag with the casa of trade, there ame soms nsks
agsocialed with FOL It génémles & steam o
outliows of profits and other payments and may s
exacorbale foreign exchange consirainls, especially
whan loresgn immeasiments are nol in expori-onented
seciprs. In soma siuations foreign investmenis may
be of an enclave nature with few forward or backward
lnkages and, hence, few spillover benefts in terma
of diffusion of production, mansgement and mardkel-
ing lechnodogies. In addiion, unnesincied access b0
FOl may subject domestic producers to premature
competition. Local production capacity may thus be
impaired, This considerntion b8 particulady impaortant
becauss franenstional corporations froquantly onjoy
cortain asselts which make I oasy for iham fo
underming local firms of to prevent enlry o new
ones. For example, transnational corpofalions ofan
have ready acocess to intemational capital markels a
kower cost and alse to worldwide production and
datnbution  nebworks. in sddition, transnational
corporafions may evade payment of axes to the hosi
couniry through ransier-pricing machanisms.

Transport and

communications

There is increasing recognition of the mpor-
tance of an infrastruciure, particulary for transport
and communscations, for sustained oconomic growth,
The mounfing concarms thal growth rates in some of
tha lasi-growing sconomies of East and Soulh-East
Asia may slow down owing 1o infrasiruciural botile-
necks have added weight to this perceplion, aven
though the state of development ol their nfestruc.
tures s generally much better than those of the least
dovoloped and Pacific island countnes and of the
economess in transition (see chapter V), Tmnspor
and communications contribote o growth  as
facildators of trade and investmend, both domest;
and lphmign. Transport cosl has long been scknow-
bediged a5 a nahwal bamer to  boreign  trade
Improved access fo transpor lacliles and reduced
transport costs would relax this bameer and have a
positive impact on trade. Foroign investors lake (he
development of transport tacilities info account as a
mager sbement in thedr decisions regarding lecations.
This factor i& becomang mofe mportant with the
increasing rade onentalion of transnational corpora-
fions. Similardy, the availability ol dependable com-
munications taciélies at reasonable prices s assum-
ing greater importance as & delerminant of @
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country's competitivenass. The rapedity with which
information on production capazity, product quality
and suppliers’ capabifly can b0 transmitted 1o
prospective buyers abroad is a crucial elemant in
siriking trade deals. Foreign imesiors especially
walse communications facifies in order to ba able io
maintain closs contacts with their affiliates elsewhare
of thei pareni oMices. The introduction of practices
such as just-in-fime delivery has added 1o the impor-
fanca of transport and communications for both
domesiic producers and transnational corporabions.
Irvestment in transporl and communications spurs
tha growth of non-traded sactors by increasing the
fiexibility in the paftemn of producton, destributisn and
consumplion of goods and services widhin  the
domestc economy and by developeng lorward and
backward linkages among varous Sechon.

i s evidond thal westmon! In transpod and
communications directly creales new  amployment
opportunities during the process of constneckion as
wall a5 lor madntenance. A greal deal ol such
employment  imolves unskilled and  semi-skilled
labour.  Additional employment opportunities are
craabed through the growth-propelling  impact o
transpor! and communications.  Absolule poverly
may this be allevialed,

The relationship between ianspori and com-
munications and the emdircnment is less clear, in
particular, some modes of lansport can cause
ervironmental damage 0 the ovent of use of
anvonmantally unfriendly technology {lor example,
coal-operated raibavays) or an inappropnate chokca of
project localion (lor example, & road may cause
disruplions in human sellements of damage lorest
areas), Large cies ane particulady vuinesable io
emdronmental problams  sgsocaled with fransport
For example, accidents, air polution due o wehicle
exhiaust amessions and nolse poilution ame common
iy kgt Asign cibes. Those adverse conSequUBRCES
can bo minimized with proper planning, regulatory
measures and chokce ol lechnologiog.

POLICY DIRECTIONS

As nolod above, giobalkzation and regiona-
Krabon are lamgely an exogencus realty cver which
individual developing counirios can oxerciss lifle
conirol.  Any atfempd &t insulation s likely o be
fraught with the sk o greater marginakzation.



At the same time, the task ol macrogconomic
management Is rendered more complicated by
exposuro to the giobal economy., For example, an
increase in the interest rate to contain infiation may
induce large inflows of short-torm funds, causing an
appreciation in the exchange rate and an adverse
effoct on exports.  Furthermore, these inflows can

cation 10 increase the interest rate, Thus, it would
be increasingly important o monitor the behaviour of
macroeconomic parameters and fine-tune the combi-
nation of monetary, fiscal and exchange rate policy
instruments to achiove the desired stabllity. At
limes, 1 is even necessary 10 adopt administrative
measures, at least temporarily, without eroding the
confidence in fundamental onfentation 10 openness.

An  important  requirement  for  ensunng
macroeconomic stability & 10 maintain a healthy fiscal
balance. Fiscal deficts are often a major source of
macroeconomic instability. Developing countries in
the reglon lace a dilemma in respect of liscal

have taken measures along these lines by introducing
mmmmwmm
added taxes.” In this context, the need for reform of
public enterprises, which in many countries are a
major source of fiscal dmin, deserves emphasis.
Consideration should be given 1o accelerated
corporatization or privatization in a systematic and
well-planned manner. A stricter application of the

matter of concern for some countries in the region.
In Thaitand, for example, the Government racently
announced introduction of a civil service pension
fund and stale enterprise provident funds 1o increase
domestic savings.

' For & more detaled discussion of changes in tax
policies and efforts towards improved tax  administzation,
s00 ESCAP, issues and Expenences in Tax System
Roforms in Selected Coundries of the ESCAP Region (ST/
ESCAP/1564)
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Participation in the globalization and regiona-
zation of trade, investment and financial seclor policy
regmes, with the potential threat of disrupting
domestic enterprises. The speed and sequencing of
kberalization measures should be carefully chosen in
the light of the unique conditions obtaining In
individual countries without compromising compliance
with international obligations. Among some key
questions are:  should liberalization be implemented
across the board simultaneously or should there be
some sequencing with, for example, the Iberalization
of tade polices preceding that of financial
sector policies? Should current and capital account
transachons be liberalized ot the same time?
Should thore be a differential speed of liberalization
in ddferent sectors?

The viability and the stabdity of the Rnancial
soclor are crucial for effoctive intermodiation of inter-
national finance, Therefore, it bacomes increasingly
imporiant to ensure a healthy financial system. In
particular, the banking system has o be strength-
ened through appropriste captal adequacy require-
ments, loan-doss provisions and improved prudential
supervision. This assumes greater urgency because,

increasing imporiance of market-based securities in
thelr portiolios and easier entry of new banks.

The relationship between the private and the
public seclors needs to be fundamentally redefined.

the public
soctors have 10 be put in place. The private sector
has o be given a greater role in policy design, but
al the same time it must not be allowed to capture
the reguiatory authorty of the government to the
dotriment of public interest.

1o prevent predatory practices and anti-competitive
behaviour by both domestic and foreign producers.
At the same time, efforts must be made to ensure
that red tape and stifing regulations do not hamper
privale sector initiatives.

EHective participation = the integration process
roquires a hoalthy and educated workforce. The
acquisition, absorption, diffusion and development of
technologies essential to the maintenance of com-
petitveness would not be feasible without appro-
priately educated farmers, industrial workers and
managers. The need 1o stall now institutions of
various sorts anses. Higher poority will therefora
have to be given lo human resources development.
Improvement in the quality of health and educatonal
sarvices and an extension of their coverage wil
assume greater importance. In countries with low
priecnary school enrolment ratios and large masses of
iliterate adult populations, such as in South Asia,
the extension of qualty basic education has 10
receive higher priority. In other cases, whore basic
education has been availlable universally for some
fime, greater attention has to be paid to secondary,
tertiary, vocational and technical education. In wew
of the budgetary implications of expanded public
axpenditure on human resources development, the
scope for recovery ol costs, wherever possible,
should be explored.

emmnmw«m-omm

employment, higher wages and other standards of
labour welfare applied in developed countnes. Thus,
countries will have to find ways to strike a balance
the need for flexibility and the avoidance
industnial disputes which policies to introduce
might induce. One measure which could
moderate potental disputes 5 the provision
of adequale compensation 10 displaced workers.

The maintenance ol competitiveness in trade
necessitates continuous mondoring of international
trading conditions and finding niches for the
development of new products,. It also requires
application of improved technologies to reduce pro-

i
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(R & D) and enhancement of institutional capacity
within the government machinery to design and
Implement a system 10 encourage the private sector
to respond to emerging changes. The latter would
include the capacity to collect and disseminate rele-
vant information on changes in international demand
and supply condibons, technological developments
and quality standards. The governments would also
naed to strangthen their own capacity to formulate
and enforoe quality standards.

Many developing countries in the region have
traditonally used measures such as subsidies, tax
broaks, support for R & D, and directed credit as well
as tanff and non-tariff protection to diversify produc-
tion and eventually exports. The obligations under
the Uruguay Round impose a degree of constraint on
the application of some of these measures. It s
important to understand fully the implications of the
Uruguay Round with a view 1o determining the extent
and nature ol the flexibility availsble to national
governments and design policy regimes accordingly.

The widening and deepening of financial and
copital markots is also an important requirement for
mobilizing both domestic and international financial
resources. In this context, it is worth noling that
bond markets In the region remain extremely
undetdeveloped.  Although some couniries have
experienced rapid growth In slock markets, many of
these markels do not have adequate depth or
breadth. The thinness of these markets, coupled
with substantial foreign participation, makes them
more vulnerable to fluctuations in international finan-
cial flows, Therefore, aftention has 1o be paid 1o
Increasing the depth and broadth of these markets
while ensuring that confidence in these markets is
retaned through appropnate regulatory frameworks
and institutional set-ups for monitonng and effective
enforcement,

One of the nsks associated with FDI is that it
mvolves future paymant cbligations 10 oulside
entities, thus exerting pressure on the balance of
payments. It is therelore necessary to adopt poli-
cies that encourage reinvestment of profits and
investiment in export-onientad seciors. The main
tenance of macroeconomic stabéty and the design
of an incentive structure consistent with international
obligations may holp in these respects to some
extent.  Additionally, these considerations could be
built into agreements with transnational corporations,
oespecially in the case of large projects. The

implementation of such projects is usually contingent
on substantial negotiations between host countries
and transnational corporations,

Host countries have 1o adopt policies that
encourage forward and backward linkages between
FDI and the rest of the economy in order to
maximize the spilover benefits, including technology
fransfer.  The whole range of incentive and
performance requirements traditionally employed by
many developing countries to achieve thes has 10 be
caratully roviewed in the ight of developments in the
international arena, particularly with respect to TRIPs
and TRIMs. The nocessary adjustments have 10 be
made in such a way as to allow spillover beneMs to
be mawxmized without viclating WTO obligations or
creating impediments to the inflow of FDI. To deal
with some of the other negative consequences of
FOI mentioned above, an appropriate logal and
regulatory framework has to be estabished or
strengthened with respect to such matters as
competition, safety in workplaces, environmental
standards and transfer pricing. In cases of invest-
ment in sectors with tendencies to give nse 1o
natural monopolies, some regulatory authority may
have 1o be maintained over output volume, quality
and pricing decisions. In parallel, enforcement
machanisms have to be strengthened.

A major new development under the Uruguay
Round has been GATS. Many elements ol the
agroement are stili under negotiation. The agreement
is limited in scope, does not automatically extend
national treatment and permits temporary exemplions
from MFN ocbligations. The agreement thus leaves
considerable room for fleibility in national policy-
making. The countries in the region would need to
oxaming In detail the Implications of GATS and
formulate approprate policies for their service
industries, some of which are rapidly globakzing.

The extension, mamtenance and technological
upgrading of the transport and communications infra-
structure, 50 wial fo integration with the international
and regional economies, will require subsiantal
resources, The countnes in the region will therelore
have to adopt alernative financing strategies since
the tradtional reliance on public sector funding will
no longer be adogquate. Those siratégies should
include private sector provision of these facilities
through such mechanisms as BOT and BOO. Some
countries in the region have already made substan-
tal progress in this respect,
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The transport and communications sectors are
often characterized by externalities and economies
of scale and have a tendency to gwve rise 1o
monopolies. Governments, therefore, will have to
strengthen their regulatory capacity to ensure the
fulliilmen! of such objectives as expanded coverage,
improved quality and reascnable prices,

Regional/subregional levels

The measures needed at the national level
have 1o be complemented by many actions at the
regional/subrogional lovels, some of which are ksted
below.

I was observed in chapter Il that regional
cooperation arrangements, other than ASEAN, do
not seem to have made much progress In trade
liberakzation. Tho efforts in this direction neod 1o be
further Iintensdiod while ensuring that the moasures
adopled would lead to net trade creation. From this
perspective, regional cooperation arrangements may
wish 10 consider how they can practise opon
regionalism to minimize trade diversion.  Further-
towards a reasonable degree of equity in the distri-
bubon of gains among participating countries Yo
mantain cohesiveness among parner countries.

In order 1o complement trade liberalization
offorts, greater attention has 10 be paid to trade
faciation through such measures as harmonization
of customs classifications, documentation require
ments, product standards and environmental and
health regulations.

Regional’subregional cooperation arrangements
could view respective regions/subregions as a single
market space for investmont, That would require, in
addtion to trade liberalization and faclitation mea-
sures, groater convergence among participating coun-
tries in inflation rates, interest rates and tax levels. A
more frequent dialogue among finance ministries and
central banks could faci#tate such convergence.

The provision of fiscal, financial and other
incentives 10 atiract foreign investment is common
among developing countries in the region. Some-
times, these are tantamount 10 “beggar-my-
neighbour” policies.  Closer collaboration among
countries at tho regional/subregional lovels with a
view 1o harmonizing such incentives could help to
avoid revenue losses and other types of losses.

210

Economic cooperation in the Asian and Pacilic
regon s being stimulated by subregional develop-
ment zones in various permutabions such as growth
inangles, quadrangles or polygons. Typically, these
zones are informal arrangements covering parts of
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Similar arguments apply n the area of bond
and stock markets. Many countries in the region
have small stock markets and Hedgling bond
markets or are in the process ol establishing them,
including as a complement to their programmes for
privatization of public enterprises. However, many of
these markets are not functioning well owing, infer
aka, to lack of depth in terms of the number of firms
listed, the value or number of transactions per day,
or the persons active in trading. There are also
problems of instability in performance, lack of cradi-
ble rating agencies and underdeveloped accountancy
and reparting systems, It would seem appropriate 1o
investigate the feasibility for a small country to
kst those of #s firms that ofler stocks or bonds
on the marke! of another country. This has started
fo a cortain extent, mainly on the markets in Hong
Kong and Singapore.  Alternatively, the idea of a
joint stock or bond market set up by a lew
countries undor agroed rules, as has already boon
done In Central Amenca, should be evaluated. The
larger or more established markels in the region
which have domestic and international credibilty
will, of course, continue to be wiable and could
take the lead In assisting with the above-mentoned

proposal,

In addiion, for many countries in the region
national sforts to establish trade finance (export
credit) or westment guarantee schemes run up
against the constraint of having imited opportunites
to diversify the Ffnancial risks involved n the
schemes, and so the schemes become nonviable,
Joint efforts to develop these facilities by several
countries, porhaps on a subregional basis, would
increase the probability of thewr viability. However,
the conditions for the success of multi-country efforts
are quite stringent and need 10 be well understood
by all parties, particularly in terms of access condi-
tions, codes of bohaviour and financial or other
rules.

As countries Increasingly Integrate with the
global and the regional economies, the need arises
for frequent travels by prospective buyers, sellers,
invesiors, [oin venture partners and others in
connection with trade and investment. Efforts should
therolore be made towards easing visa roquiremants
for business travel Some countries have already
initiated measures in this respect.  ASEAN countries
allow the entry of visdors from each other without a
visa for varying periods of time. Most recently, India

announced that S Lankan academnics, inteliectuals
and businessmen would quality for five-year multiple
journey visas.

R & D is becoming incroasingly characterized
by economy of scale. There Is thus a need for
greater regional’subregicnal cooperation in R & D by
pooling financial, human and technical resources 10



ing, the eslablishment of @ regulalory framawork and
the development of institutional set-ups. There is
thus a greal need for stepped-up 1echnical assisiance
to those countries, including assistance from develop-
ing countrias thal are in & position to provide 1.

tation of the Uruguay Round in respecl of markel
accass lor developing countries’ espor products. In
this context, particular mention should be made ol
imatiles and clolhing. The Asan snd Pacific region
nccounts ko mone than 40 per coent of world axports
of clpthing. and for many individusl countries In lha
ragion, laxides and clothing roprosent as much a8 a
quarter of manulactured sxports.  Another matiar of
concemn for some developing countries in tha region
is that agricultural trade liberalization as a resull of

the Agrosment is likely to be minimal

Thare is a growing tendency 1o link issuas
such as labour welfare, envronment and human
nighls o trade polickes. Such issues should nol be
misused as non-tadf barmiers agains! developing
counirigs,

Eevaral Asinn countries, such me China, India,
Indonesid, Malaysia, the Republic of Komea -ml

provisions. Tha use of anti-dumping mMoasures as.a
protoctive device should be strongly discouraged,
particularty because many developing countriss may
find it ditficull 1o seek rofiel through costly dispute
eeftlement procedurés. In some inglances, Somo
developed counires use thelr national laws 10
praciise, in effect, managed irade n order 1o secure
a bilateral frade balance. Such practices should be
avgeded.

The implemeniabion of the Uniguay Round
wotld cause eosion n omangns o preferences
undar GSP, the Lomé Comwmaniion of other amange-
mants. This reinforces the nesd lor mvoidance of
any non-price restriclions on markel access for the
exports of developing countries.

Al tha same fime, consideration should be
ghven e improvement of GSP and other prelerantial
market access schemes ke products ol particuiar
Inbpresl fo fhe leasi developed couniries, the Pacilic
island countries and the economies In fransiion
through the widening of prodoct coverage, the
reduction o procedural complexibes and the
svordance of frequent changes in schaemas.

Concerned by the probloms laced by least
dorveloped countries, The WTO Menistarial Conference
held in Singapore from @ fo 13 December 1996
ageed 1o a Plan ol Action for their benefil, The
Plan recognizes the need for diversdication of least
developed counfies’ exporis and provides for, ey
albs, duty-fres acoess to their exporls on an
autonomous basis. The Plan of Aclion should be
implemented urgantly

Home countries of transnatonal corporafions
could play & s B encouraging lomign mvestmon
n developing countries, particularly on behadl of
those that have failed in the past 1o altract such
imvestmenl. They could, lor axamphe, halp 1o comect
misconceplions by dissaminating  infarmation  on
the lundamenisl econome: condiions of the host
countries, organize mvestman! forums and trade fairs
and provide insumance covar bor  non-commercinl
risks. They could also asssl by achively purswung
bilateral irvestmeont treafies and agreemeants 1o avoid
dauble taxabon,



Since the 1957 issue, the Economic and Socal Survey of Asia and the Pacific has, in addition to a review of the
currant situation of the region, contained & study of studies of some major aspect o problem of the economies of the
Asman and Pacilic region, as specifiod below:

1857  Postwar problems ol economic development

1958 Review of postwar industrinization

1956:  Foreign tade ol ECAFE primary exporting countries

1960.  Public linance in the postwar period

1961.  Economic growth of ECAFE countries

1962,  Asia's trade with weslern Europe

1963,  Imports substitution and export diversification

1964: Economc development and the roje of the agricuftural secior

1965,  Economc development and human rescurces

1066:  Aspects of the finance of development

1867;  Policies and planning ke export

1968: Economic problems ol export-dependent countries. kmplications of economic controls and Eberalization

1965  Strategies for agricultural development, Intraregional trade as a growth strateqy

1970:  The role of foreign private investment in economic development and cooperation in the ECAFE region.
Problems and prospects of the ECAFE region In the Second Development Decade

1971  Economic growth and social justice. Economic growth and employment. Economic growth and incoms

1972.  First biennial review ol social and economic developments in ECAFE developing counfries during the Second
United Nations Development Dacade

1973 Ecucaton and employment

1974 Midterm roveew and appraisal of the International Oevelopment Strategy for the Second United Nations
Development Decade in the ESCAP region, 1974

1975  Rural development, the small farmer and nstitutional reform

1976 Biennial revew and apprasal of the Intemational Development Strategy at the regional level for the Second
Unitod Nations Development Dacade in the ESCAP ragion, 1976

1977:  The imemational economic crises and developing Asia and the Pacilic

1978.  Biennial review and appeaisal at the regional lovel of the Intornational Development Strategy for the Second
United Nations Development Decade

1979.  Regiona!l development sirategy for the 1980s

1980:  Shortterm economic policy aspects of the energy situation in the ESCAP region

1881 Facent economic developments in major subregions of the ESCAP region

1682:  Fiscal poficy for development in the ESCAP region

1983 implementing the international Development Strategy: major issues facing the developing ESCAP region

1884:  Financing developmeont

1985  Trade, trade pofices and development

1986:  Human resources development in Asia and the Pacific: problams, policies and porspectives

1987.  International trade in primary commodities

1988  Recent economic and soclal devalopments

1989  Patterns of economic growth and structural transformation in the least developed and Pacific sland countries
of the ESCAP region: implications for developmant policy and planning for the 1960s

1990:  Infrastruciure development in the developing ESCAP region: needs, issues and policy options

1891:  Challenges ol macroeconomic management in the developing ESCAP region

1202°  Expansion of investment and intraregional trade as & venicle for enhancing regional ecanomic cooperation and
developmont in Asia and the Pacilic

1993 Fiscal reform  Economic iansformation and social deveicpment.  Population dynamics: implcations lor
dovelopment

1995  Reform and libeeshization of the financial sector. Social securty

1996  Enhancing the role ol the private sactor in development. The role of public expenditure n the provision of
social services.
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® The world economy |s experencing rapid globalization. This is clearly
reflected in sharp increnses (n world frade in goods and services, forgign
direct Investment and private financial fllows as a proportion of warld GDP.

® Developing countries in the ESCAP region have become much more
integrated wilh the globalization process. There has been a remarkable
increase in their chares in world trade and financial and Irvestment inflows.
This has been paralisled by a significant upsurge in intraregional trade and
ivestment flows.

# The process of inlegralion has been uneven, For example, just 12
pconomies account for 87 per cenl of the exporis of developing economies
of the region and 88 per cent of loreign direct investment inflows. In
general, the disadvaniaged oconomles - the leas! developed, landlocked
and Pacific isiand countries and the economies in transitlon - rmemain

poorly infograted wilth the global and regional economies,

*_Greater integration offers opportunities for national development thraugh
enhanced accoas 1o capital, lechnology and markels for exporis, but it also
exposes the domestic economies 10 axiermal shocks such as fuctuation in
exchange rates among major currencles, sudden decline in demand for
exporls and unanticipated reversal of investmant and financial Nows,

® Policy responses to deal wilth the challenges have 1o sull the unigque
conditions of Individual countries, In general, the imperatives atl the
national level are improved balance in government budgets and the current

accounts of balance of payments, appropriately sequenced liberalization of
trade, investment and financial sector policies, and upgrading of human

Fresources and | capacily, Fegional cooperalion in lrade,
imvestment, l'lnmr::l%n and communications linknges has io
be strengthensd. Fair and | implementation of the Urueguay Round
ngresments in reguired,

* The structural conditions of the disadvantaged economies pose formidable
probiems for integration. These economies have to depend heavily on
official development assistance io Improve their initisl conditions. N Is
dizsconcarting that ODA as a proporiion of GNP of developed couniries has
boen declining: the proportion was 0.27 per cenl in 1895, the lowest
figure since 1950 and a far cry from the intemationally sgreed target of 0.7
por cent.
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