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I. TEE WORLD ECCHOMY

The Third United Natiows Dzvelopment Decade has begun in the unfavourable
circumstances of a world depression which shows little sign of improving in
1982. This depression like the previous one, is characterized by rising
unemployment and rising prices in advanced countries.. It is also characterized
by falling prices for primary commodities, in epite of world inflation, and by
reduced demands for manufactured exports. These two features have adversely
affected developing countries, although growth rate of real income has declined
less for them than it has for advanced countries. Non-oil developing countries
have also been badly hit by much higher payments for oil imports, due to big
increases in the price of oill, but they are having less difficulty in financing
them than was feared because multilateral lending agencies have enlarged their
funds and loans have also been available from international eapital markets.

. Inflation has reduced the real burden of their past debts, but the rise of
world interest rates to extraordinarily high levels is adding to the real
burden of loons raised currently. Very disappointing progress has beem made in
regard to international commodity agreements, or a Third Arrangement for the
Multifibre Agreement which governs most of the world’s trade in textiles, im
which some developing countries have come to participate substantially. ‘

A. GUTPUT AND PRICES

During 1980 the rate of growth in the world‘s net output of goods and
services -~ its real gross domestic product (GDP) - fell to 2.2 per cent, about
half the average rate for the previous five years. Current indications do not
point to any general improvement having occurred in 1331, nor is much expected
in 1982; for the projected growth rate in developed market economies is only
2 per cent and that for developing countries is 4.7 per cent, a lower rate’

than in 1980/81.%

The dominant influences on the world economy still come from developed
market economies, which account for two thirds of its trade flows and by far
the greater part of its financial'flows; They received a severe check to
economic growth in 1980 when the rate fell to 1.2 per cent, and remained at that
level in 1981;2/ Their average rate of unemployment rose from 6.2 to 7.3 per cent
in 1281, and is expécted_to rise further tc &£.0 per cent in 1982, Japan,
however, had actual and expected growth rates for output which are at least twice
the average for the Organisation for Economic Co-operation and Development (OECD),
and much lower unemployment rates. In 1982, its real output is expected to grow
by 3.3 per cent and its unemployment rate to be only 2.3 per cent. The United
Kingdom of Great Britain aﬁd Morthern Ireland, at the other extreme, had
negative growih ré;es in 1980 and 1781 with unemployment rising to 10.5 per cent
of its labour force; hardly any growth of output is expected in 1282, and the

rate of unemployment may reach 12.0 per cent.

/Figure I1.1.

1/ 1International Yonetary Fund (IMF), IMF Survey, 12 October 1981, p. 306.
2/ OECD, Economic Outlook, December 1981, pp. 11-21.
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. Table 1.1. World prbductibn. Annual growth rates of
output, by country group, 1971-1981

(Percentage)
, 1971~ 1976~ a/ b/
Item and country group 1980 1978 1979 1980~ 1981~
, c/
Gross domestic product—

World 4.3 4.8 3.8 2.2 2.0
Developed market economies 3.5 4.4 3.7 1.5 1.5
Centrally planned economies— 5.5 5.5 3.3 3.1 3.5
Developing countries: 5.7 5.3 4.8 3.9 4.0

Net energy—exporting countries 5.8 5.2 5.5 4.0 N
of which:
Capital surplus countries 6.1 4.3 4.0 0.5 e
Other countries 5.6 5.9 6.5 6.1 6.5
Net energy-importing countries 5.6 5.4 4.3 3.9 4.0
e/
Agricultural productiom—

World 2.4 300 . - -
Developed market economies 2.0 2.0 2.5 =2.0 .o
Centrally planped economies 2,6 3.0 -1.0 1.0 . oo
Developing countries 2.8 3.5 - 2.5 .o

; £/
Industrial production~
' §

World. 4.3 5.6 1.5 .
Developed market economies 3.3 5.4 5.0 0.4 .
Centrally planned econcmies— 6.6 5.9 4.1 3.8 e
Developing countries - 4.6 5.6 2.4 1.8 .

Source: United Nations, World Econmomic Survey, 1980-1981, pp. 12 and 14.

a/ = Preliminary estimates, based in some cases on data for a period of
"less than 12 months. Estimates for the developing countries are based on a
sample of 70 countries which jointly account for more than 20 per cent of the
population and for 95 per cent of the aggregate gross domestic product of the
group. '

. b/ Forecasts. :
¢/ Net material product in the case cf centrally -planned economies.,
d/ " China, Eastern Europe and the USSR only.
e/ Based on gross output indexes prepared by FAO. Data for 1980 are
estimates as of December 1980. The 1l0-year growth rates reflect growth trends
" obtained by fitting regression lines to the data points..

g/ Based on indexes of value added, except in the centrally planned
economies for which the indexes are based on gross output at constantc prices.
The coverage is International Standard Industrial Classification categories
2-4, that is, mining, manufacturing, and electricity, gas and water.

/Associated
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Associated estimates made by the United Nations Secretariat indicate
a decline also in 1979, continuing into 1980 and 1981, for growth of output in
centrally planned economies. The current recession, therefore, is truly a
global one. Yet it has affected growth in developing countries léss than
developed market economies; for, in 1980, their growth rate of‘oufput was 3.9
per cent and their estimated growth rate in 1981 is 4 per cent, twicc that for
developed market economies. An important distinction, however, has to be made
between net energy exporters and net energy importers among the developing
countries. 1In 1986 and 1981, the latter had the same growth rates as the
averages for all developing countries, but those o0il exporters which are not
capital surplus countries had rates which were about 50 per cent higher. Capital
surplus oil exporters had a low rate of 0.5 per cent in lS{?O9 and could expect
little in 1981l: the reason is the severe cutback of economic activity in Iran,
which has a high weight in the group's aggregates or averages, and the war

between it and Iraq., another member of the group.

. "The causes of the recession are complex. Briefly listed, the main
factors seem to have been the rise of oil prices by 80 per cent in 1979-1980,
largely self-fulfilling expectations of renewed inflation in a situation of
abundant liquidity., resistance by trade unions to reductions of real wages,
consequent distortions of relative prices and incomes, and attempts by Govern~
ments to apply restrictive fiscal and monetary policies to counteract inflation,
which most régarq'as the prime target for corrective policy.“ The GDP deflator.
a general measure of price inflation, increased by 2.0 per cent in industrial
countries .during'1980J as against an average of 8.3 per cent for l975~1979.§/
0il prices wefe fairly stable in money terms during 1981, and are even likely
to fall in 1982 so that, with continuing serious inflation, their real prices.
have been falling. That9 in itself, means some relief of adverse pressures
upon the world economy. Yet,according to the above forecaété, the relief will
.not have been sufficient to,ovefcome the repercussions of the»ﬁreceding Jump

in real o0il prices, and other unfavourable influences, befqre'the end of 1982.

, These fofecasté, of course, rest on estimates and interpfétatioﬁs of
currént faéts, and aséumptioﬁs about future events. Two favourable facts are
the fall in real oil prices ir 198], -and the relative buoyancy of business
fiﬁed investment expenditures.during this recession as compared with 1975.
Three optimistic assumptions are that real oil prices will continue to fall

throughout 1982, that exchange rates are held constant, and that fiscal and

/Table 1.2.

3/ 1IMF, Annual Report, 1981, p. 8.
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Table I.3. Annual percentage change in world prices
of commodities, 1976-1981

1976-1978 1979 1980 (91i§iths)
Food -2.7 14.1 34,1 -24,9
Beverages 45.8 5.8 -12.2 ~25.5
Agricultural raw materials 11.7 22,0 4,1 -11.0
Metals : 6.3 ©29.8 10.6 ~13.2
All commodities 9.8 16.4 9.7 -19.4
Manufactures 9.2 1.4 10.5 10.0%

Sources: IMF, International Financial Statistics, November 1981 and United
Nations, World Economic Survey, 1980-1981, p. 59.

a/  1975-1580.
b/  Forecast for year.

monetary influences will neither change nor fail to have their intended effect

of checking inflation and so easing price and income distortions.

Inflation has been, in a variety of ways, a major factor in the recession
which spread from the developed market economles to the rest of the world after
1979. 1In the OECD cbuntries, the average annual percentage increase of private
consumptibn deflators rose‘from 7.2 pef cent in 1979 to 11.3 per cent in 1980,
may have slackened to 10 per cent in 1981, and 1is forecast at 9 per cent in 1982.
Only a gradual improvement, therefore, is iikely. Japan, yet zgain
with the highest growth rate for output, among these countries, and the lowest
rate of unemployment, also has the lowest rate of ipflatien - 5.5 per cent in
1980 and a predicted 4.6 per cent in 1982. These are half the rates for the

United Kingdom.

Prices of manufactures entering world trade are strongly influénced by
‘inflation in developed market economies becausc these domiﬁate world trade in
manufactures, and adjust prices largely on a cost plus basis. Prices of
ﬁrimary commodities depend mostly upon the balance bet&een world demand and
worid supply, and hencé upon demand and, more especially supply, conditions in

those countries which are large consumers or producers of primary commeodities.

Prices of food and agricultural materials thus depend upon harvest condi~-

tions. Hatrvests were good in 1976-1978 and food prices fell by nearly 3 pér

/cent.



cent. They were bad in 1979 and worse in 1980, so that food prices rose
steeply as, in 1979, did prices of agricultural raw materials. But good
harvests in 1980/81 caused the prices of most agricultural commodities to fall

during 1981.

Prices of metals depend mainly upon industrial activity in-the developed
countfies. " Such activity was relatively high in 1976-1978 and did not fall
seriously in 1979, when world pniceé of metals rose. somewhat more rapidly
than those of manufactures. Yet, in 1980, industrial activity markedly fell
. In developed countries, and the prices of metals rose mich less strongly; in

1981, they slumped.

Taking primary commodities as a whole, ii appears that their terms of
trade against manufactures, after being steady in 1976-1978, rose a little in
1979, fell a little in 1980 and, in-the iirst threé quarters of 1981, were
falling st a high rate of 14 per cent. '

Figure 1.2 shows annual rates of change in'consumer,prices for majdr
groups of countries since 1973. It confirms the view that inflation increased
in developed market economies during 1979 and 1980, and abated somewhat in 1981.
Inflation was at about the same level in the oil-exporting countries until 1978,
after which it eased. Iﬁ the non~oil developing countries, however, rates of
inflation were much higher, and were still increésing in .the first half of
1981. That was largely due to the influence of those developing countries in
Latin America and Europe which have had exceptionally highlrates of inflation
because’of domestic policies and conditions. In the non-oil developing
countries of Asia, inflation‘wgs»much more moderate, in fact, below the rates

for industrial countries.
B. TRADE AND PAYMENTS -

Divergent price movements for different grbups of commodities and
countries have naturally led to changes in the terms of trade between exports
and imports. Betweén 1876 and 1979, they had declined only slightly both for
devcloped market economies and the net energ& importers’among developing
countries, while improving appreciably- for nef energy exporters. ' In 1979,
however, the Organisatién of Petroleum Exporting Countries (JPEC) made a second
large increase of oil prices so that the terms of trade declined for developed
market economles by 3 per cent, and by 7 pef cent in 1980. - For net energy
imporfing,developing countries they declined by 5 per cent in 1979 and by 7

per cent in 1980; a further decline of 5 per cent was expected in 1981. Non-

/Figure I.2.
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0il developing countries have thus nad tc suffer, from 1979 to 1980, the
depressing effects of a &orld recession combined with a marked deterioration
in the terms of trade for their exports. It was their great misfortune,

in 1979/80, when harvests were poor but higher prices for agricultural commodi-
" ties might have compensated for slower growth of export volumes, that oil, |
which is a iarge part of .their imports, became go much dearer as to prevent

any improvement in their terms of trade.

The direct benefit of trade to a ccuntry depénds, of course, upon the
volume of itsfexpcrts as well as upon its terms of trade; for it is the
- product of the two which determines the import value of exports. Annual rates
of increase in the volume cf world exports were a fairly steady 5-6 per cent
between 1977 and 1979, as were thése of its largest component, the exports of
developed market economies. The growth rate for non-oil develodping countries
was less steady but at the same average level of 7 per cent. That rate also
held for the centrally planned economies of Europe. It was less than 2 per
cent for capital surplus oil exporters, mainly because of economic disruption

in Iran.

After the second major rise of o0il prices, the.rate of increase for
the volume of world exports dropped te 2 per cent in 1980, and rather lower
than that in 1981. Paradoxically, the biggest drop was in the oilqexporting
countries, partly because of the war oetween Iran and Iiaq, which, for a time,
halted thelr oil exports, partly because conservation measures, developed
since 1974, and the onset of world recession reduced demands for oil (see
table 1.4).‘ To some extent, therefore, the OPEC cartel had.misjudged the oil

_ market.

In developed market . economies, and also in the centrally planned
'economiés of Europe, growth in the volume of exports was halved in 1980 and
fell further to about 2 per cent in 1981. A recovery to B per cent 1s predicted,
' by fhe United.ﬂations Secretariat, fof developed<market economies in 1982, but

none for the centrally planned economies.

The non-oil developing countries have been less severely affected in
this respect. The réfe of growth for their vclume of exports dropped from 9 to
5 pef ceﬁt in 1980, and then to 4 per cent in 1931. The implication‘of this,
and of the changes in their terms of trade9 is-that the import-value of their
exports, after rising by 4.5 per‘cent in 1978 and by the lower rate of 2.7 pér
cent in 1979, then fell by 2.5 per cent in 1980 and by another 1.3 per cent {n

1981, Over the last two years there was about the same decline in the import

/Table I 4.
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Table I.4. World trade. Annual perc¢entage change in volumes
and prices, by country groups, 1976-1982
(Percentage)
1976-197¢ 1978 1979  1080% 19812/ 19822/
Volume of exports

World 6.7 5.1 6.0 2 13/4 . 5
Developed market economies 7.0 6.1 6.5 3 1/4 2 5 1/2
Developing countries 5.6 2.1 4.5 -2 1/4 1 4 1/2

Capital surplus countries 1.8 ~3.2 =2,1 -11 -4 “oo
Other net energy exporters 6.2 3.4 7.8 -2 1/2 2 .o
Net energy importers 8.2 7.6 8.8 S 4 oo
Centrally planned economies— 7.0 5.5 5.6 3 2 2
Volume of imports

World . 6.9 5.8 5.6 11/2 11/4 5

" Developed market economies 7.4 5.4 7.3 - -3/4 4 1/2
Developing countries 6.0 €.3 1.5 6 1/2 7 1/2 8

Capital surplus countries 12.8 1.3 2.4 12 15 Vo
Other net energy exporters 5.2 4.4 =3.3 15 15 ces
Net energy importers 4.5 8.9 3.3 1 1 e
Centrally planned economies— 5.2 8.3 2.1 2 3/4 2 3
Unit value of exports »

Market economies - 9,9 10.1  19.2 20 1/4 11 3/4 .
Developed market economies 9.2 13,2 15.5 13 1/2 10 oo
.Developing countries 11.0 2.1  30.4 40 1/4 16 1/4 .

Capital surplus countries 15.0 0.7 48.9 66 1/2 25 ces

Other net energy exporters 12.9 1.2 36,2 49 3/4 20 ces

Net energy importers 8.6 3.6 12.% 13 3/4 6 ces
Unit value of imports

Market economies 9.7 9.7 18.7 21 1/4 11 1/2 cen
Developed market economies e.7 9.2 19.3 22 12 , eo
Developing’ countries 9.1 2.0 16.7 18 3/4 10 1/4 .

Capital surplus countries 8.3. 12,0 13.6 13 1/2 9 . oo

‘Other net energy exporters 9.0 11.4  14.9 14 9 .

. Net energy importers 2.3 6.9 18.¢ 23 12 _ e

Terms of trade : . '

Developed market economies -0.5 3.0 --3.2 -7 -1 3/4 ves

Developing countries 2.6 -6.3 11.7 18 ° 51/2 vee
Capital surplus countries 6.0 -10.1 31.1 46 3/4 14 3/4 cea
Other net enmergy exporters 3.6 -9.1 18.6 31 1/2 10 ‘ ces
Net -energy importers ~0.7 -3,1 =-5.1 -7 1/2 -51/4 eoe
Source; United Nations, World Economic Survey, 1980-1581, p. 56.

Note: Fractions appear herc instead of decimals sc as not to exaggerate
the accuracy of estimates. ' .
a/ Preliminary estimates.
b/  Forecast.
¢/ Centrally planned economies of Eurcpe only.
/value
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value of exports for developed market economies. These changes indicate a
massive transfer of resources to the major cil-exporting countries. The
import value of their exports rose by about one third in 1980, and by more

than one’tenth in 1981, despite reductions in volume.

N

Yet imports by no means depend wholly upon the volume of exports and
the terms of trade. ~Current transfers and capital flows raise imports above -
the level of the import wvalue of exports for recipient countries and, of
course, depress them below that level for donor countries. Countries, too,
may finance part of their imports by drawing upon reserves of foreign exchange
or by selling foreign assets. The 1979-1980 increase of o0il prices involved

considerable changes in international finance as well as in international trade.

Table I.5 shows current balances of payments less official transfers
for major groups of countries in recent years; negative figures indicate an
excess of imports over exports for goods and services, and positive figures
a corresponding excess of exports.ﬁ/ It can be seen that these current
balances, after 1978, becdme negative for developed market economies and still
more so for non-o0il developing countries. Therc were corresponding and huge
surpluses for the capital-surplus o0il exporters. By 1980, the deficit for
developed market economies was equal to nearly 4 per cent of their merchandise
exports, and for non-oil developing countries the proportion'was 25 per cent.
In 1981 the jroportion may have fallen to under 3 per cent for developed market
economies but probably rose to over 25 per cent for non-oil developing countries.
Trade imbalances had never been greater nor the problem of recycling ' petro—

dollars” more acute.

It can be seen from table 1 .6 that the non-oil developing countries
have not had to reduce their reserves of foreign exchange‘since.1975 and had
managed to increase them by appreciable amounts up to 1980, when only a very
small addition was possible. O©fficial transfers have also increased but, in
1980, financed only an eighth of the combined current deficit as against nearly
a flfth in-1979. Allocations of Special Drawing Rights (SDR) from IMF
also decreased in 19280, when they financed less than 3 per cent of the deficit.
Net direct investment in these countries had increased but only up to 1979,
when it was a seventh of the deficit, in 1980, it decreased somewhat and

financed only a tenth of a much larger deficit. The greater part of the recent

/Table 1 5

4/  This statemcnt has to be gualified in respect of private tramsfers,
which have become substantial for some Asiam countries because of large numbers
of their nationals working in other countries, especially those of the Middle
East.
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Table I.5. Balance of payments on current account,il
by country groups, 1973-1981 ‘

($ billion)

1978 1979 19802/ 1981/
Developed market economies 32.8 -7.4 -47.2: : -39 1/2
Major industrial countries 3¢.7 3.5 -17.9 -8
Other countries " . =3.5° -10.9 -29.3 -31 1/2
d ' . .
Developing countriea—/ -30.5 15.4 35.0 37 1/2
Capital surplus countries 20.4 70.4 108.5 125
Other net energy exporters -22,1 -6.8 -1.5 -4
Net energy importers d/ -28.8 -48,2 -72.0 -83 1/2
Centrally planned economiésgf -5.8 -0.1 3.4 - 5 1/2
China -0.8 -1.9 -0.6 ~1/2
Eastern Europe -6.6 -5.1 3.9 -4
USSR 1.6 7.0 7.9 10
Residual balanceE/ 3.5 -7.9 8.8 -3 1/2°

Source: United Nafions, World Economic Survey, 1980-1981, p. 54.

Note: Fractions appear here instead of decimals so as not to exaggerate the
accuracy of estimates.

a/ Excluding government transfers,
b/ Preliminary. ‘
¢/ Forecast.,
d/ The data presented herein underestimate the deficit due to the exclusion’
- of Cuba and the developing centrally planned economies of Asia where data series
" on which to base estimates were unavailable through 1980,
e/ Trade balances only. '

: f/ Reflects errors, omissions and asymmetries in reported statistics,
service balances for the centrally planned economies and the balance of the
" groups listed with other countries.

/Table 1.6.
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Table 1.6, Kon-oil developing countries. Current account
financing, 1975-1980

($ billion)

) ' . Proportidns
1975 1976 1977 1978 1979 1980 1980
: : (per cent)
Current deficit 46.5 32.9 28.6 37.5 '57.6 82.1 ' 100.0
‘Official transfers 7.3 7.4 8.2 7.8 10.4 10.6 12.9
SDR allocations etc.® -0.7 . -0.3- 1.0 1.2 3.0 2.1 2.6
Net direct investment . v
etc. 5.3 4.8 5.4 6.2 8.2 7.9 9.6
- Net long-term borrowing: : ) .
From official sources 11.7 10.8 12.5 14.3 14.5 21.0 25.6
From private sources 14.9  19.0 21.3 27.0 33.1 27.2 3.1
From residual flows b/ 0.1 -1.6 -6.1 -6.1 =-2.9 ~0.1 -0.1
Reduction of reserves 2.5 -12.5 -12.1 -15.8 -10.1 ~=1.2 - -1.5
Net short-term ~ ‘ -
i . 8.6 -1.1 1. .8
borrowing ¢/ 0.l T 46 17.8
Residual errors -4.7 -3.3 ~0.5 1.2 -6.3 .

. Source: IMF, Annual Report, 1981, p. 32.

a/ 1Includes valuation adjustments and gold monetization.

. b/ These comprise (1) net changes in long-term external assets of non-oil
developlng countries; and (2) resgiduals and discrepancies from mismatching.
creditor~source data, from debt records, with capital flow data from national
balance of payments records.

¢/ Includes use of reserve-related credit facilities,'i.e. use of IMF
credit and short-term borrow1ng by monetary authorities from other monetary
aunthorities. :

[deficit



deficit had thus to be financed by long-term borrowing; 59 per cent idn 1980 as
against 78 per cent in 1979, but the proportion had also béen around one half in’
1975 after the first oil shock. There also appears to have been, in 1980, a
sharp increase of short-term borrowing, including transactions between central
banke. That was required by a fall in the amount of net long-term borrowing
“from private financial-institurions from $ 33 billion in 1979 to $ 27 billion

in 1980, notwithstanding an increase of the combined deficit by nearly $ 25 billion.

Net offic1a1 long-term lending to non-oil developing countries expanded
from $ 14.5 billion in 1979 to $ 21.0 billion in 1980 Some of this expansion
was due to multilateral agencies. 1In 1980, the World Bank began a programme of
lending for structural adjustments, so that disbursements by it and the affiliated
International Development Association (IDA) increased by $ 1.0 billion to $5.8
billion in 1979/80, and by a further $ 6.9 billion in 1980/81. The IMF increased
its stand-by and extended credits and other commitments from $ 5.4 billion in
June 1980 to $ 11.6 hillion in June 1981, all of which went to‘developing
-countries. Loan approvals by the Asian Development Bank (ADB) increased from
$ 1.3 billion in 1979 to $ 1.4 billion in 1980. |

There were also substantial increases of net long-term borrowing from
governments or official national agencies. Net disbursements of official
development assistance 1ncreased.from $ 30.2 billion in 1979 to $ 35.4 billion
in 1980. ’Disbursements by ¢entrally planned economies were snall and stationary
at § 1.8 billion, but those by the Develcpment Assistance Commirtee (DAC)'
countries rose from $ 22.3 billion to $ 26.6 billion, and thoee by members of

OPEC from $ 6.1 billion to:$ 7.0,billion.§j

During 1981, there was, contrary to widely held expectations, some
improvement in rhe ability'cf developing countries to raise privately financed
loans from international banks and money markets. These sousces had been
strained, but not disrupted, in 1980 by demands for finance to meet big . v
increases of current deficits in balances of payments. A decllne 1n their new
loans appeared to indicate that some developing countries had reached limits
of commercial cred1t~worth1ness, and that some international financial insti-

tutions had reached limit~ of prudent lending to them.

These fears proved to be weak, as there was no world shortages of
liquidity in 1981. Reserves of foreign exchange (less gold), after. increasing
by 19 per cerit in 1580, increased by ancther 7 per cent in the first half of -

'1981. The world velume: of money (ML) 51milarly increased by 10 per cent in

/Table 1.7.

5/ World Bank, Annual Report, 19281, p. 26.
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Table I.7. Imports and international reserves

by country groups, 1976-1981

(Values in billion of SDRs)

-

3]
3

$ per SDR . 1.22644 1.31733 1.

" A 1981
. -1 071 :
v 1976-1378 lf7? 1980 (half year)
. Imports K
World ‘ ‘ .879.1 1 186.2 1'505.5 "384;9§/
Industrial countries 635.6 867.7 1 073.5. 570.0a/
Developing countries 236.0 308.1 418.3 113,L5/
Oil-exporting countries 65.5 74.8 104.6 29.4;7
Other \ 179.5 233.4 313.7 83.7=
Asia . , 58.1 89.2 117.9 ¢ 68.5
Reserves less gold
SDR | ' 8.3 12.5 11.8 16.5
Reserve position in IMF - . 16.9 11.8 16.8 18.7
Foreign exchange 195.90 2 247.9 294.8 310.2
World total - _ : 220.2 272.1 323.4 345.4
Industrial countries . 118.3 153.0 183.58 139.8
Developing countries . 100.8 113.0 137.9 152.7
Oil-exporting countries 53.6 55.0 72.2 85.8 .
‘Other . 47.2 63.0 " 65.7 66.9
Asia 17.2 22.1 23.8 25.8"
Ratio of reserves minus gold to imports (?er cent)
World 25.0 22.9 21.5 87.3%/
- Industrial countries 18.6 17.6 17.1 33.3a/
Developing countries 42,7 "38.3 38.0 128.237
Oil-exporting countries 31.8 73.5 69.0 274.157
Other . : 27.7 27.0 20.9 76.9—
Asia ‘ ' » 29.6 24,8 20,2 37.7
Memorandum items
Gold (million ounces at SDR o _
35 per ounce) 1 025.2 < 943.1 949.2 952 .4
27541 1.15060

Source: IMF, International Financial Statistics, October 1981.

a/ First quarter.



1980 and, in the first gquarter increasing ot an anvual rate of

nearly 8 per cent. This surge ¢ is rzlevant to the general state

of inflation, even if that was moderating. It is alsc reiovaut te the

availability of commercial credit to non-oil developing countries,

India, Indcnasia, Malaysie, the Philippines and the Republic of Korea
were all able, in 1981, to secure large new loans in the Eurocurrency market,
-and on rather narrower spreads of interest than previously. Develcping
countries generally increased their torrowings from intcrnational capital
seven months of 1281 by .20
the first seven months of l980.é/
1980 and §$
credits were $ 33,326 million in 198C and $ 20,226 million in the first seven

months of 1981.

markets during the first per cent as compared with
. Their bond issues'were $ 2,436 million in
1,766 million in the Yfirst séVen months of 1981; their Eurocurrency
This unexpectedly favourable development was associated,

not only with the growth of world liquidity, but with worsened prospects fo;
investment in industrial countries and participation by new regional banks,
notably Arab ones, in Eurocurrency syndications. Short-term éommercial credits
have aléo been available - at the price of the higher interest rates ruling

in 1981.

There has, then, been less trouble than was expected in arranging
‘immediate finance for the large current deficits caused by the second rise of
oil ?)rices.. Nevertheless there are grounds for concern about the consequent

"increase of external indebtedness in non-oil developing countries.

Between .1978 and 1980, the disbursed deb&, public and privaté, of

developing countries had increased by.nearly a Fhird to reach $ 416 billion,
and that of Asian and Pacific countries by over a fifth to reach $ 91 billion.
For all developing countries deht service rose from ¢ 5Z billion to $§ 76 billion,
eQuivalent to 9 per cent of export veceipts from-goods and services fer low-

income countries and to 10 per cent for middle-income countries.

That, of course, 1s a heavy
of the very considerable proportion
receipts in the non-oil countriss.
inflation, however, is reduction in
gain at the expense of creditors in

dearer o0il made for

A .

drain, particularly when account is taken
that oil imports now béar to export
One favourable and strong effect of
the real burden of past debts; Borrowers

respect of previous leans. 1f, then, :

big new debts, inflation meant a substantial real reduction

Table 1.8,

6/ IMF, IMF Survey, 17 August 1681.
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Table I.8. -Developing countries. Public and private debt,
1970-1980
v {($ million)
End End End End Enda/
1970 1975 1978 1979 1980~
Disbursed debt outstanding by region
More advanced Mediterranean
countries 9 193 29 114 56 085 69 309 78 000
Africa south of the Sahara 7 028 * 14 989 27 164 -32 326 38 000
North Africa and Middle East 4 263 13 884 35 677 42 202 46 000
East Asia and Pacific . 8 836 24 623 45 711 51 920 58 000
South Asia , 11 961 20 686 28 895 . 30 116 33 000
Latin America and the Caribbean 21 163 64 843 123 362 143 308 162 000
Total 62 444 168 139 . 316 894 369 180 416 000
Disbursed debt outstanding
Official sources g 34 877 74 241 122 189 136 177 154 000
Private sources b/ 27 567 53 898 194 705 233 003 262 000
Total 62 444 168 139 316 894 369 180 416 000
1970 1975 1978 1979 19802/
Debt service
Official sources 2 519 5 481 9 168 11 480 14 000
Private sources Q/ ‘5. 329 18 712 42 723 55 704 ° 62 000
Total 7 848 24 193 51 891 67 184 76 000
Net disbursements :
Official sources 3 862 12 208 14 711 15 152 18 000
Private sources 4 147 20 445 38 557 498 185 . 35 000
Total 8 00¢ 32 653 53 268 53 337" 000

53

-

Source: World Bank, Annual Reéport, 1981, p. 24.

Note: Details may not add to totals because of rounfing.

a/ Estimate.

b/ Includes some lending by official sources that is not guaranteed by a
publlc body in the borrowing country.

/of



of past debts. For low-income countries;Z/ therefore, debt service fell, as
a proportion of exports, from 14 to 9 per'cent between 1970 and 1979.
‘Pakistan is the only country in the ESCAP region which has sought

debt relief in recent years. India, overcoming some previous reluctance to
incur external debt, gained approval,.in November 1281, from IMF for a

loan of $ 5.8 billion, the largest single loan which IMF has ever made.

For middle-income countries debt service has risen, over the same
period,.from 8 to 10 per cent of export recgipts, but that development is in
line with their geﬁeral economic progress. Their tdtal'external debt, at the
end Qf 1979, was estimated at $ 212 billion, 70 per .cent being due to private
creditors and only 15 per cent having'peen obtained on concessional terms from
official sources. Malaysia, also in November 1981, raised a § 700 million loan
from a consortium of international banks, the largest commercial loan ever

syndicated for Asia.

/VARTIABLE

7/ Low-income countries are defined by the World Bark as those which
had, in 1979, a GNP per capita of less than $-370, and middle-income countries
as those developing ceuntries which had a GNP per capita ahove this level.
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VARIABLE EXCHANGE RATES

Since 1974, members of the Internat10na1 Ponetary Fund (IMF)
have no longer been obliged to tie their currencies to the United
States dollar or to gold. Some have preferred to keep a fixzed tie
of their currencies to the United States dollar,a/ to some other
major currency such as the Fremch franc or pound sterling, to the
TMF's new Special Drawing Right (SDR),b/ or to a "basket" of other
currencies.c/ European Economic Community (EEC) countries have co-
operative arrangements over exchange rates under their European
Monetary System. Other countries now have either floating exchange
rates or else arrangements which do net fit exactly into any of the
above categories.d/

The result has been considerable variations of exchange rates
between one currency and another. This variation became stronger from
the middle of I98) under the combined pressures of large shifts in
current balances of payments, marked differences in rates of inflation,
and wide, volatile movements in differentials between interest rates.
The most notable features were a sharp rise of short-term interest
rates in the United States, from an average of 5,05 per cent in 1976
to 19.10 per cent in June 198&l, and a rapid appreciation of its dollar
in terms of other currencies. Tor the vear ended June 1981, this
appreciation was 26 per cent against the Deutschmark, although only

. 4 per cent against the yen.

The rise of American interest rates spread to other countries
because. they sought to protect their balance of payments or reserves
of foreign exchange by raising their owm interest rates so as to
reduce the initial differentm1 for the American rate. That could-have
only a depressing cffect on investment spending and so on economic
activity, The appreciation of the US dollar, and the relative appre-
ciation of the yen, also tended to aggravate world inflation by
increasing the cost of imports from Japen and the United States, and

also the cost of oil; for the price of oil is fixed in terms of
US dollars. '

/Indexes’

. a/ Including, in the ESCAP region, the Lao People's Democratic
Republic, Nepal and Pakistan, |, '
b/ Including Burma, Iran and Viet Nam,

¢/ Including Bangladesh, Chipa, Fiji, Malaysia, Papua New Guinea,

Singapore and Solomon Islands.

d/ Including Afghanistan, Australia, India, Indonesia, Japan,
Maldives, New Zealand, the Philippihes, the Republic of Korea, Samoa,
Sri Lanka and Thailand.
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Both changes harmed developing countries. Higher interest
rates increased the cost of their external borrowing, and appreciation
of the US dollar increased the burden of their service or repayment
of external debt. There was thus some reinforcement of the adverse
effects of deterioration in these countries' terms of trade. They,
too, have had to raise interest rates, with similarly depressing
effects on internal investment and economic activity, and investment
was further retarded by higher costs for imported capital goods
consequent upon the appreciation of the dollar and the yen relative
to the currencies of developing countries.

The last two years have also seen an increased volatility
of exchange rates. That makes for an uncertainty which is unfavour-
able to international trade, and particularly in countries which lack
adequate facilities for dealings in forward exchange.

For all these reasons doubts have come to be expressed about
the merits of the new regime of flexible exchange rates, especially
in view of the inflationary developments associated with spending
by Governments which now lack the implicit discipline associated
with exchange rates which are fixed, or can be adjusted only with
difficulty. '

Jc.
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C. POLICY ISSUES

January 1981 was the opening month of the Third United Nations
Development Decade, one for which an International Development Strategy (I1.8)
was adopted in the hope of reaching certain goals or targets. Specifically
economic targets for developing countries included annual real growth
rates of 7 per cent in gross domestic product; 7.5 per cent in exports
and 8 per cent in imports, with inﬁestment expenditures rising, over the
decade, to 28 per cent of gross domestic product. ESCAP adapted the target.
growth rate for real GDP to 3.7 per cent for south Asia and to 7.5 per cent

for east and south-east Asia.

It is evident that the Decade did not begin well., 1In 1981, as in
- 1980, the annual real growth rate of gross domestic product was about

4 per cent for non-oil developing countries, higher than in developed
market economies or centrally planned economies, but 3 per cent below the
térgetﬁset. The real export growth rate for these countries, in 1981,
was also about &4 per cent and thelr real import gfowth rate was only

1 per cent - far below target. They may have been much nearer to the
térget for investment as, in 1979, the ratio of gross domestic |
investmenf to gross domestic product was 26 per cent, for both low- and

middle-income developing countries.ﬁ

The situation in the ESCAP region, however, was better than the
above figures would suggest. In south Asia, the average growth rate of reul
gross.national product was 7.4 per cent in 1980,2/ well above target, and
gbod harvests in 1980/81 are a strongly favourable, if temporary, influence,
In east and south-east Asia and the Pacific, the average growth rate of
real gross national product was only 3.9 per cent in 1980, but had reached
9.4 per cent 'in 1978 and €.6 per cent in 1979. On the other hand, some
countries were badly affected by the 1975/8&0 éise of oil prices; the '

Republic of Korea, the Philippines and Thailand are thought to have lost

- 4-6 per cent of their real incomes because of this'rise.lo/ World recession

/has

8/ World Bank, World Development Report, 1981, p., 142.
9/ World Bank, Annual Report, 1981, p. 19; see also pp. 49-50.

10/ World Bank, Annual Report, 1981, p. 43.
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has made it difficult for them, and other regional exporters of manufactures,
to compensate by increasing such exports. Falling prices for copra, vegetable
4oils, rubber, sugar, timber and tin, all important export commodities for

this area, make for still greater difficulties regarding growth of trade and

income..

It has become obvious that the targets for this Development Decade
cannot be reached unless there is a revival of the world‘economy. That
revival depends upon the success of develqped market economies in breaking
out of the stagflation of unemployed resources and inflation of prices
and incomes which has held most of them in a variable grip since 1973,
. or earlier. vIt also depends upon adjustment betweeﬁ countries which export oil
land.those which import it in reéard to the huge discrepancies between

surpluses and deficits in current balances of payments.

Unfortunately, there is little prospect of any quick solution of
these dual problems. The stagflation ofvdeveiopéd mérket économies has
become a general and persistent problem for most of them, associated with
institutional or political developments which are .not easily reversed or
correéted. These devélopments, which involve Both excessive demands and

deficit supplies, have the following general aspects:

(a) High levels of government spending. financed by taxes at high
marginal rates, funds diverted from private capital formation, and monetary

creation;

(b) Stfong resistance by farmers, trade unionists, companies or
réceipients of social security to decreases of real incomes or employment,
although such decreases may be inevitable in a country where real GDF
declines, or in an industry which should contract, as a result of changed
economic conditions. Such resistance can lead to subsidies or transfers,
which add to government spending, to protectionism which hinders structural

adjustment, and to excessive relative or general levels of wages:

/ (c)
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(¢) Declining growth of productivity due to fiscal disincentives,
industrial disputes, structural imbalances, distortions of investment, and

dearer energy;

(d) Consequent development of inflatioﬁary expectations, which

become self-fulfilling and aggravate stagflation.

‘Recent experience seems to point to an old need for contractionary
fiscal and monetary policies to deal with inflation. Yet it also suggests
that such contractionhcannot be adequately successful unless progress is
simultaneously made in cvercoming the varied resistances to changes in
real incomes, and in improving productivity by suitable structural adjustments

or by improvements to labour relations.

Developing countries have a strong interest in policies which will
get the industrial countries out of stagflation so as to permit steady
growth of the world economy, and, more particularly, in successful structural
adjustments by industrial countries. For developing countries also
face problems of structural adjustment in fostering sound manufacturing
industries that have an orientation towards export growth rathev than towards
import substituion; and these problems would cbviously be eased by
complementary adjustments to the structure of industrial economies. World
recession, unfortunately, has revived pressures for protectionism egpecially
against manufactures from developing countries, and, to the extent that such

pressures prevail, they limit possibilities of export-oriented growth.

The problem of adjustment in regard to disequilibrium in current
balances of payments also involves both short- and long-term considerations.
One hopeful aspect has been the surprisingly good performance of the
international financial system in recycling"petrodollars”ll/ to help
deficit countries maintain their imports. Another has been the recent
success of Saudi Arabia’'s policy of unifying OPEC oil prices and securing

agreement to hold them constant until 1983; that recognizes the need of

/THE

11/ ‘About one half of the § €65 billiom net external assets acquired

by oil-exporting countries in 1979 and 1980 was deposited in banks. See
World Bank, World Economic Survey, 1981, p. 22.
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THE DANGER OF PROTECTIONISM

. In 1980, countries began to put into effect the agreements reached
at the Tokyo Round of multilateral trade negotlatlons held by the General
Agreement .on Trade and Tariffs (GATT). This was the seventh "round" of
such negotiations for liberalizing and stabilizing trade since the incep-
tion of GATT in 1947. The first of a series of eight annual tariff cuts
was made -on 1 January 1980 and the second on 1 January 198l. Some effect
has also been given to two arrangements for bovine meats and dairy
products as well as to agreements for reducing non-tariff barriers to
trade.

A constant difficulty about liberalizing world trade has been
that, although tariffs have been substantially reduced by the GATT rounds,
recourse to non-tariff barriers has grown. A recent study a/ found that,
in 1974, about two 'fifths of all trade conducted by market economies was
subject to such barriers and, by 1980, the proportion rose to nearly three
fifths. Agricultural products have been constantly subject to quantita-
tive restriction, but the recent increase of non-tariff barriers has been
in respect of manufactured goods, especially textiles and clothing, as
developed market economies have sought to protect their own industries
from import competition, including that from developing countries which
have striven to increase their export of manufactures. In many cases,
GATT regulations were circumvented by so-called ‘'voluntary expcrt
. restraints’ or other euphomisms for quantitative restrictionms.

: As world recession set in after 1979, there have been increased.
pressures in developed countries for protectionism. These pressures have
‘been strongest in regard to the penetration by Japan of markets in north
America and western Europe. Restrictive acticns bave also been taken
against manufactured exports from developing countries. During 1980, for
example; the United States cf AmericaAput new countervailing duties on
imports from India, Israel, Mexico, Pakistan :and the Republic of Korea.

In the same year, the EEC increased from 59 to 136 the number of "sensi-
tive” products which are exported by developing countrics and subject

to tariffs or quotas. It also increased from 136 to 184 the similar number
of "semi-sensitive” products which are subject to ceilings under the EEC's
- General System of Preferences (GSP) .

These preblems received attention at the Tokyo Round in connection
"with codes on subsidies, countervailing duties, dumping, technical ‘ :
barriers to trade, import licensing procedures etc. Developing countries
were disappointed that no agreement was reached on a propdosed text about -
safeguards against protection. 'Voluntary export restraints' etc. can
thus continue. '

"a/ S.D.B. Page, The Management of International Trade (London,
1979). Quoted in United Nations, World Economic Survey, 1680-1981, p. 71.

/the




- 26 -

the rest of the world for some breathing space to recover frem the last

oil shock. Oil-exporting countries, which now hold large external

assets, have a strong self-interest in the health of the world economy.

Oil-importing countries may ease their long-term problems by

vigorous measures to conserve energy, including appropriate pricing of
.01l and substitute sources of‘energy, to diversify their sources of
enefgy away from oil, and to develop domestic sources of energy. Current
efforts‘in these directions are considered in chapter II, section B.

Here it need only be pointed out that measures of conservation, applied
since 1974, have already had marked success and still have much scope.
Diversification of imported sources of energy, notably a switch from oil
to coal, has also proved useful in a number of countries. Development of
domestic sources of energy is necessarily much slower; it takes a decade
or more to develop a new oil field or major coal deposit, and hardly less

time for a big hydroelectric scheme,
D, - COMMODITY AGREEMENTS

An iﬁportant part of - IDS 1is an Inéegrated Programme for
Commodities, the key instrument for which is to be a Common Fund to finance
international commodity agreements., The Agreement eétabiishing the Fund
was adopted in June 1980 and, by 0ctober.1981, had been signed by 58
countries, accounting for 65 per cent of the proposed'capital, and ratified
by 15 of them, accounting for 15 per cent of this capital. It can become
effective only when signéd by 90 countries, dccounting for at least 66 per
cent of the capital; There seems little likelihood, accordingly, that the

Fund will come into operation before 1983.

Two main accounts are envisaged for the Fund. One of $ 400 million
would co~ovdinate national stocks within a framework of international

| commodity agreements so as to‘séabiiize prices. The other of § 3250 million

would seek? through research and development activities, to increase

efficiency in producing, processing and marketing commodities.

Operation of the first account depends, therefore, on capital
subscripfiohs, renegotiation of existing commodity agreements and
development of new ones, Unfortunately, little progress wasfmade in 1980

lor 1981. The most important development was the first commodity agreement

to be associated with the Fund, 2 new International Natural Rubber

/Agreement
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Agreement of October 1980 which is to attempt stabilizationvof prices by

operating buffer stocks within an agreed price range.

Two existing agreements were added to the Fund, After earlier
attempts had failéd, the sixth International Tin Agreement was approved
in October 1981 by all 30 members of the Interhational Tin Council ;
but not subsequentlyvratified by the United States or Bolivia. It
raised both the floor and ceiling pfices‘for buffer stock operation by
6.8 per cent, a” lower incréase‘than the 12.5 per cent sought by producers.
A third International Coffee Agreement had beeh made in 1976 for a
seven-year period, but ceased to operate when coffee prices rose above
the intervention ¢eiling. Prices fell by one third in 1980, and the
Agreeme nt was then reactivaéed with 2 new intervention price range of
115/120 to 150/155 cents a pound and a global export quota of about
59 million bags. 1

Aftempts to renegotiate other commodity agreements failed. The
International Cocoa Agreement ‘expired in March 1980; a basis for a rew
agreement had been reached in the precedihg November, but the Ivory
Coast, a major producer, refused to sign because of dissatisfaction with
arrangements f&r automatic price adjustments, The effectiveness of the
International Sugar Agreement, made in 1978, remains doubtful because tﬁe
European Economic Cdmmunity (EEC), an important exporter, has still !
refused to sign it. Releases of stocks held under this Agreement had

little effect on prices during 1975 or 1980.

Discussions have been going on for an international tea agfeement
since 1978, but were frustrated by failure to agree on export quotas.
The problem is not so much allocations for existing producers, but
those for new, often lower-cost, produéers. No progress, similarly, can be
‘reported on a proposed international cotton agreement, about which
discussions have taken place under the auspicés of the United Nations

Conference on Trade and Deﬁelopmént (UNCTAD).

A very important agreement for ESCAP countriés which have developed .
. exports of manufactures is the Multifibre Arrangement (MFA) made under the
Ceneral Agreement on Trade and Tariffs (GATT); for this Arrangement

governs most of the world trade in textiles. A third'Arrangement was

/discussed
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discussed at the GATT Textiles Committee in July 1981 when it was agreed

that the scheme should be extended for ancther four yeafs from the beéinning
of 1983; but no agreement was then reached about conditions and procedures
for this third:Arrangement. Developing countries proposed modifications

to make the Arrangenment more liberal; stricter definitions of "market
disruption” and "minimum viable production” in developed countries, elimina-
tion of a clausé’about "reasonable departures®, special tréatment for "new
entrants"” among developing countries tc textile exporting, time limits on a
programme for "adjustment measures”, and progressive elimination of import
‘restrictions. These proposals were resisted by developed countries which
emphésized current depression and unemployment in their own textile industries.
At its meeting in November, the Textiles Cormittee agreed to a new Arrangement
which gave a general guarantee that eé&h develcping country could increase

its textile exporté by 6 per cent a year, but leaving to bilateral renego-
tiations arrangements for quotas or 1§mits, and giving EEC countries powers

to reduce quotas in respect of "sensitive products".

/THE



THE INTERNATIOMAL DEVELOPMENT ST/ TEGY ANMD GLOBAL MEGOTIATIONS

The International Development Strategy acdopted by the General
Assembly in December 19&” provides the rain statement concerming
over=all developrent policy shmut which the international cormmunity
has reached comnsensus in recent years. However, although the otrategy
specified goals and objectives in quantitative and aualitative form,
and set out required nolicy measuree, it did not provicde a framework
for implementing the Strstegy. 1owevcr, the rogotiations which final-
ly resulted in the adoption of the Strategy also dealt with the
launchlng of a global round of negotiatious to implement the inter-
national measures which it contained. 8o far, nothing very wuch has
been achieved in this regard.

At the tine the Strafegy wag adopted there was disagreement
concerning the procedures for negotiations, z2nd thc content of the
agenda.

Some progress was made in narrowing the differences about
procedures. It was, for inctance, generally agreed that, in its
initial stage, the global conference should establish objectives and"
provide guidelines on the agenda items; that these items should then
“be referrcd to specialize? forums for negotiation or, where such
forums do not exist, as in the case of energy, to special ad hoc
groups. The outcomes of these necotiations would be reported to the
global conference which would assemble a package agreement for
approval. It is the last stage where disagreement exists. Potential-
ly, a conflict of views could arisc between the specialized body,
which would have different mewbershig, rrocedures and voting arrange=-
ments from the global conference, and there was no agreement on how
to resolve this problem.

In regard to the agenda, items not fully agreed upon concerned
-‘energy and international money or finance. In the case of energy,
there was dispute whether the predictability of supnlies and the
. pricing of oil should be explicit agenda items, Similarly, in the
case of money and finance, therc was dispute whether the functioning
and refornm of the international financial system shoulé be listed
explicitly. '

The long-awaited meeting of 22 Heads of State and Government
at Canecin in Mexico in Cctober did little to break the deadlock.
The United States of fAmerica indicated that it would be prepared to
go ahead with global negotiations, but made it clear that this would
be on the basis of prior agreement that thc outcome of negotiations
should not disturb the final decision-making authority of existing
institutions, such as the ¥World Bank and the International Monetary
Fund. Moreover, other than issuing a bland cormmuniqué and discussing
important issues such as energy, food supply and international capital
flows, the Canciin meeting had nothing to say about the next steps to
be taken towards global negotiations. This, of course, was not
surprising because it was not a decision-making body, and had no
1inks with established internatiomnal foruus.

/1T,




IT.. MAJOR COMNSTRAINTG ON REGIONAL PROGRESS

Three major constraints on the economic progress of most developing
Asian countries have been food supplies, energy resources, and means of
paying for necessary imports. Notwithstanding some successes in food
production, associated more particularly with the “green revolution”,
there has been little gemeral improvement in food production per capita over
recent years, and that can be halted cr reversed by adverse weather condi-
tions. Most countries, however, had a good recovery in 1381 from preceding
bad harvests. Non-oil developing countries, still adjusting to the quadrupling
of oil prices in 1973-1974, had a further cconomic shock from the 80 per cent
rise of oil prices in 19739-1980. Measures for conserving oil and for switching
to alternative fuels helpea their situation; and the real price of oil
declined somewhat in 1381. Some of these countries, too, have taken vigorous
measures to find ov exploit new deposits of oil or natural gas, and to
develop other sources of energy. Oll-exporting countries, of course, gained
from dearer energy, but were concerned about prospective depletion of deposits.
The terms of trade for non-oil deve?opzng countries of the ESCAP region
deteriorated by almost one fifth in 1880, and trading conditions did not
improve for most of them in 1981. They had Zarge deficite in their current
balances of external payments, caused by the rise of oil prices, falls in
the prices of other primary commodities, and depressed markets for exports
of manufactures. These deficits were financed by larger drawings upon IMF,
bigger loans from the World Bank and ADB, by larger borrowings on interna-
tional capital markets, and by official financial flows, mostly from DAC
countries. Offteial financial flows may have declined, inm real terms, but
there were large increases in the resources of multilateral agencies, and
commercial loans were unexpectedly large, clthough at the cost of much
higher interest rates. '

A. TFCOD

It has become increasingly r=cognized that agricultural progress is
important for general ccomomic progress, and especially in the larger or poorer
countries of Asia,l/ where so large a proportion of the labour force is
engaged ,in agriculture. An iImproving agriculture can provide more work for the
labour force as well as more food for rural and urban workers;, supply more
matérials for processing industries, ZIncrease expori earnings or reiease A
foreign'exchange for imports of producers’ requisites, and expand the domestic »
market for local manufactures or services. These considerations are particularly
relevant in the early stages of industrialization, as then agriculture employs
more than half the labour force, and especially important for large countries |,

where the.progress of industrialization has to depend mainly upon growth of

the domestic market.

/Food

1/ World Bank, World Development Report 1879, p. 61, and 1981, p. 100
and United Nations ESuAP Hconomic and Social Survey of Asia and the Pdcific,
1979, pp. 8384, ' '
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Food accounts for more than four fifths of agricultaral production
in the world as a whole. and for more than that in the ESCAT région. It is
thus overwhelmihgly important for égiiculture“s contribution to econdmic
progress, and not only in 2 quantitative sense. A basic, long-term view is
that adequate nourishmént is needed for effective use of human resources and
also for their improvement in diet-deficient countries. A shorter-term view
ig that deterioration in food supplies can make for the kind of social unrest
wbich disturbs economic life along with that confidence in its future which
is necessary for development. Thisvconsideration, of course, points to the
desirability of a proper allocation of food supplies as well as to an adequate

level fbr them.

In Asia cereals are by far the gfeater part of food production, and
especially paddy rice, wheat and malze. During the 1970s, total production of
cereals per Head of population in the developing ESCAP region had a slow upward
‘ trend“of 1 per cent a year and the region continued to require net imports of
grain which, in 1975, were-about 5 per cent of its total cereal production, a
rather higher proportion than in 1970. More than that. cereal production
varied with climatic conditions, decreasing. for cxample, by 3 per cent in
the bad year of 1972 and increasing by ¢ per cent ir the good year of 1978.
Combensating variations in net imports of grain did not do much to steady
per capita consumption of cereals against these fluctuationms in production;
nor did they do much tc improve per capita consumption of cereals, which ié
about one third higher in.the middle-income countries of east and south-east

Asia than in the low-income countries of south Asia.

There was, however, a notably more rapid growth, and lesser variability,
in wheat production. This was 15 per cent of the region's cereal production '
1A 1§70-rising to 19 per cent in 1920. The shares of paddy and maize hardly ’
changed from 60 per cent and 10 per cent so that the relative gain for wheat
was at thé expense of millet, oats; sorghum and other cereals. Wheat prodmc-
tion increased most in China, India, ZTran énd Pakistan, being associated with
those agricultural impfovements which have been hailed as & Hgreen rerlutionV.
More recently Bangladesh has begun a similar expansion of its quite small wheat
crop. Only in Burmas‘China and Pakistan, however, did this green revolution
lead to sign}ficant increases of over-all production of cereals per head of

population,

/Table I1.1.
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Table II.1. .eveloping 7"SCAP countries. Cereal
4 cupplies, 1970-13¢0

Production Fxports Imports Supplyi/ Populationh/ Productiong/ Supply—/

per capita per capita

~w--wm== (million metric tong) --=----- (million) (kg) (kg)

1970 449 6.7 25,4 466 1 884 238 1247
1571 448 7.2 21.5 062 1 323 . 233 © 240
1972 434 7.5 24,2 451 i %62 221 : 230
1973 480 7.5 Ce7 503 . 2 003 240 251
1974 477 - 7.8 20.7 500 Z 043 33 - 245
1975 518 6.7 +29.8 541 2 985 248 260
1976 521 .9 27.2 541 2 122 246 255
1977 529 §.3 25.2 550 2 160 245 255
1978 563 8.2 32.8 588 Z2 155 256 - 268
1979 570 - 10.0 26,4 596 2 235 255 : 267
C 1980 585 Y see aee 2 285 est.. 256 est. se

Source: FSCAP, Hendbook on Agricultursl Statistics for Asia and the
Pacific, 1980, :

a/ Supply = production =- export: + imports.

b/ The trend for this verieble ic: Lm y = 7.525 + 0.9190t.
¢/ The trend for this variable is: ILn y =~ 5.422 + 0,0117¢.
d/ The trend for thie varisble is: 1Im y = 5.458 + 0.0127t.

The recognized basic difficulties of “mpioving nutrition in developing
Asien countries are high ratioc of population to uscful land, high rates of
population growth, low yizlds, and conciderebl: znnusl variation of harvests.
‘Over the past two decades the Philippines, Zri Lznke 2nd Theiland have increased
the area of their ereble land by 40 per cent o. more, znd liongolia by nearly
70 per cent. 3But in Iﬁdia and Iran this ingireose was 2-5 per cent, in
,Pakisten 1l per cert and Indonzsia 16 per cant. ESome of thece increases, and
much 6f the improvement in yizids, was due to irrigation; the proportion of
irrigated to arable land did not rise much in Indonesia, Malaysia, the
Philippines, Sri Lanka or Thailand, but considerably increased in India, Iran,

Nepal, Pakistan, the Republic of Korea, and Viet Nami.

Strenuous efforts, then, have been made, and continue, to inecrease areas
of useful land, although Thailand, at 1eaﬁt, cannot go much further in that
respect. Some success, too, has been had in slowing down the growth of populatlon.

China, Fijl, India, the Republic of Korea, Singapore and Sri Lanka

1

/Figure IIL.1,
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RICE IN A PACIFIC ISLAND COUNTRY

The techniques of the green rcevolution are reaching Pacific island
countries, at least by way of a pioneer development of rice production in
the Solomon Islands. There, 'in 1970, a small harvest of 2,000 tons of
~ rice had supplemented imports of 2,600 tons to give 2 per capita consumption
of 29 kg. The company which was responcible for this harvest had experi-
mented with dry farming, but then switched to irrigatéd farming and, by
1974, had planted 428 hectares. In that year, its rice farming was tzken
over by a joint venture of the Government and a United States corporation.
The rice area was quadrupled and very modern methods of cultivation were
applied. In 1979 production of rice was 8,000 tons, imports 5,000 toms
and exports 2,700 tons. The yield reached 3.1 tons per hectare in 1980
- one half above the level for Burme, Sri Lanka or Thalland, and about the
same as that for Indonesia. :

Rice it a popular food in the Pacific islands and, as it is almost
wholly imported, various attempts have been made to promote its local
production. These have failed for two main reasons. One is that the
"hard" texture of local rice does not appeal to consumers who have become
used to the soft and smooth taste of high quality Australian rice. The
other reason is that promotion has been directed to smallholderc 2nd
upland areas with the result that yields have becen uneconomically low.
Effective involvement of smallholders in paddy production would mean
substantial changes to traditional lifestyles and work patterus,

The new development in the Solomon Islands shows that good quality
rice and high yields of paddy can be obtained by large-scale and capital-
intensive cultivation requiring controlled irrigation, extensive
application of chemicel 1inputs, and mechanized tilling, ploughing and
harvesting., Lack of agricultural infrastructures will not make it easy
for such methods of rice farming to spread to other island countries.

v

/brought




hrought “own their rates of population inerease during the 127%s to less than

2 per cent, but' Afghanistan, Banglacech, Iran, Pakistan and the Philippines
still have rates above 2}5 per cent. These ratcs contrast with the trend growth
rate of cereal production in the develoring ESCAP region of 3.1 per cent a year,
about two €£ifths of which came frow expansion of the avable area and three

fifths from irrrovement of yield,

Improvement of ner capita fond supply cannot te at all rapid in most
of Asia., In large, densely populate countries, cspecially Chine and India,

the most hope“ul way is to irrwove vields by

-4

edistributing arable land go as
to get more efficient sizes of farms, giving cultivators better incentives and
‘security, improving water supplies an’ infrastructure, fostering better methods
of farming, an” increasing the availability of improves seeds, fertilizers or
pesticides. Better incentives would include pore econorically arprorriate
prices for farring outputs an® inputs, and access'té rural crecit on wore

reasonable terms. :

More short-term measures are needed to irprove food security by
protecting households against bad harvests. These measures include arrangements
for building stocks of cereals and other non-perishable foodstuffs for release
in periocds of shortage, and/or arrangementc for quicl import cf needed
foodstuffs. Both sets of arrangements require c¢ffective distribution to
households of supulieg releascd fror stocks or coming from imports. In this
connection, improveménts to transport of farming outputs and inputs are

particularly important.

India is one country which has recently been able to irprove food
security. Like some others it had been‘badly hit by the world food crisis of
1973-1974, and had another had year in 1279 when its own rice hartest fell hy
one fifth, Then, however, acute shortages were prevented by releases from
grain stocks which the Government fad built up by local, procurements from the
better harvests of 1975-197& an’ fror considera®le irports of wheat. In 1980,
wheat production declined hy one tenth, but rice production rose by nearly one
thi;d so that total production of Znodgraina reached z record level. During
'1281 vheat recoveréﬁ and there were goo? rrospccts for vice so that production

' of foodgrains surpassed the 1980 xecox? level, Ne§ertﬁe1ess the Government
decide to import up to 2 nmillion toms of-vheat from the United States because
of unsatisfactory proturements from’farﬁers of nerchantsvand a consequent rapid
depletion of official stocks. IFf the 191/£2 harveets are as good as is
expected, the Govermment could recoup rmch of the foreigﬁ exchange cost by

exporting rice, or even vheat, especially if better nrices are naid to farmers.

. /LAND
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LAND SHORTAGES IN CHINA AND INDIA

; Scarcity of land is becoming an acute problem in the two largest
" Asian countries. China's population, in wid-1979, was put at 965 m11110n on
an area of 960 million hectares, giving 2 population density which is

three times the world average. Over the past two decades great areas. of
arable land have been taken out of cultivation in order to provide homes

for peasants and growth for towns. Only constant improvements in
agricultural yields prevented a2 food crisis, but they were not encugh to
improve per capita food supplies between 1957 and 1977, for e population
which increased by 275 million. Authorities are worried by this shrink-

age of farm land and are seeking to halt it,

In Indig, scarcity of land has been manifested by large and
continuous migration of landless, underemployed people from rural areas
to badly overcrowded cities. During the 1370s, the urban population is
estimated to hdve increased by 38 per cent 2lthough nearly three quarters
of India's people still live in villages, so that the potential for
further urban migration is enormous., The resulting problems for cities
such as Bombay and Calcutta are depressingly awesome. Measures to
improve economic activity and conditions in the countryside must
continue, but it is hard to see how farm employment can keep pace w1th
population growth in a country which has very limited possibilities of
increasing arable land. Vigorous measures for renewal of old towns and
for development of new ones in rural areas seem necessary - even if
that means some further encroachment on arable land,

[

/Table 11.2.
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Fangladesh has serious problems of food security, aricing from
extromz weather conditions, switching oif farm production between cereals and

ute accodrding to their.relative price chrnges, 2nd ¢ rationing

Tade

0

ystem for ceweals which has worked sdvercely for farmers. These problems,

Y]

mor eover, =re superimposed on a situation where food shortages are usually
‘acutc because of high population density, limited land ond poor farming
techniques. DSuring the 1970s imports of cereals had averaged 5 per cent of
their supply, much of them being financed by foreign rid., There was a short-
£21l of 2 million tOnsg/ in 1974, An nfficial toarget of 1,5 million tons was
thus set for government grain stocks, although storage in public silos or
godowns was only i;Z millien tons. Another bad yesr came in 1976/77 when
grain output fell by 7.5 per centy; it recovered in the next fiscal year,

* but there was no appreciable growth until 1980/81., Imports of grain were
2.7 million tons in 1979/80 or 21 per cent of domestic supply. Ceregl production,
however, increased by one tenth in 1980/81 to reach 2 record level of 15 million
tons, and that caused problems of sitorage and transport. Public storage
capacity became fully utilized 2nd, although some use was made of privatc
warehouses, grain had also to be stored in the open. Danéer of deterioration
led to a repayment of 150,000 tons to India for a 1979 loan, and plans were
made to sell grain abroad. Port congestion also led to the commercial re-export
of 100,000 tons of fertilizer, to Fskistan and Sri Lanka. Nevertheless; $ 250
million was spent on grain imports during 1980/81 end continued impofts of
grain are eﬁ&isaged, 2long with aid to finance them, in order to'stabilize
supplies and make provision ageinst another harvest failure. The World Bank
has recommended that there should te a commitment to supply 1.8 million tons
in 1981/82. Recently the Government begen to construct more godowns for
storing food, and has =2 medium-term food production plan for nttainiﬁg self-

sufficiency in foodgrains.

- Pakistan has been more fortunate. Its total output of wheat, rice

" and maize rose by 5.2 per cent in 1979/80 and was expected to rise by about
3 per cent in 1980/21, decreases for rice being outweighed by increases for
wheat, the major crop, and maize, If present favourable trends ir yield can

be meintained, Pakisten should soon reach self-sufficiency in food. 1In 1979,

/Table II.3.

- . N .
2/ Figures for cereals arec given on 2 net or clesn basis as
distinct from the gross basis used in the tables, )
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net imports of cereals were 8 per cent of their’production, but there is
optimism that Pakistan may, after 30 years, again become an exporter of
wheat by 1983,

Iran and Afghanistan have both suffered internal strife, and Iran
is still involved in a border war with Iraq. The genefallf poor performance
of Iran's agriculture over the 1970s seems to have worsened. Recorded praduc—
tion of foodgrains peaked at 9.2 million tons in 1976 but was only 7.4 million"
tons in 1980; cereal imports in 1979 were 2,0 million tons and total food
imports were expected to cost § 3 billion in 1981, notwithstanding the high

+

priority given to attaining self-sufficiency in food.

In Afghanistan, internal discrders together with the emigration of
thousands of people, many taking cattle with them{ must have damaged food
production but also reduced consumption demands, Reliable estimates cannot
be obtained, but official figures indicate that grain imports rose from a
mere 6,000 tons in 1974 to 115,000 tons in 1979 (or to 3 per cent of cereal
production), and it was announced that 375,000 tons of wheat would be imported

from the Soviet Union in 1980/81,

Grain pioduction made no progress in Nepal during its flve-year pIan
for 1975-1980 and, in 1979/80, a disastrous fall of 16 per cent made necessary
an appeal for international emergency food aid. There was more than full
rec&yery in 1980/81, as grain output rose by 20 per cent, but it was still
2 per cent below the 1975/76 level. .

Sri Lanka's output of cereals had been rather stagnant up to 1978
when it increased by 12 per cent, but there was no further increase in 1980
or 1981. It is still a food deficit country, having to import about one
[ 4

" ,
third of its requirements of cereals, A 5 per cent increase of paddy output

is expectéd for 1982,

Burma, on the 6ther ﬁand, has a net export of cereals, one that
declined for two decades but has recently revived. Its output rose-very slowly
up to 1677 but, after that, the spread of high yielding varieties of rice
associated with increased application of fertilizer, lifted production;by more.
than one third., Rice exports recovered although in 1979 they were below the
level for 1970, Provisional estimates for 1989/31 point to a 23 pef cent
increase of cereal ﬁroduction so that there could well be a marked iﬁcrease

of Burma's rice ekports. Further progress depends upon extending irrigation,

/which
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which now -covers only 15 per cent of paddy land, and the Government plans to

increase this proportion quite substantially.

Precéding high pricés for rise‘and maize stimulated their production
in Thailand. Official expectations were that riee output would increase by
10.6 per cent in 1330/81 ‘and maize output by 7.8 per cent, mych above the
increases of the previous year which had represented little more than recovery
from bad harvests in 1975/79. By mid-1981, it was expected that rice exports

would exceed 2.8 million toms, the level of the two previous years.

Democratic Kampuchea,bthe Lao People’s Democrafié Républic and Viet
Nan resemble Iran and Afghanistan in thét they arevsuffering or recovering
from the consequences of;armed strife.‘ Between 1976 and 1979 per capita
production of cereals fell by one sixth in Viet Naﬁ, by more than one half
“in Democratic Kampuchea, but had recovered from a previous severe setback in
the Lao People's Democratic Republic.‘ In 1979, accordingly, -Viet Nam had to
rely upon imports for 13 per cent of its ¢ereal supply; the Lao People's
Democratic Republic for 6 per cent, and Democratic Kampuchea for 2 per cent;
‘but consumpt;on«per head in Democratic Kampuchea was at half the level for |
Viet Nam or one third .that for Thailand. 1In 1280/81 the progress of Viet
Nam’é:riCe'crop was reported to be going reasonébly well, in‘spite of early
cold weéther in the north followed later by drought conditions in five
provinces; yet, in April, Viet Ném appealed through the United Nations fér'
384,000 tons of emergency food aid until the current harvests were in, plus
100,000 tons for labourers qu-irrigation works. [Dewocratic Kampuchea is
reported to have doubled its 1579 rice area in 1980, and plans.to incfeasg
it from 1.5 million to 1.7 million hectares in 1981 - about 70 per cent of the
1970 rice area. -In the Lao People's Democratic'Républic production of cereals
had slumped from 936,000 toms in 1975 to 565,000 ton§ in 1977 but then rose
to l,OSZQOOG tons in 1980, and rice imports were halved to 50,006 tons. At
a conference held in April, a plan was proposed for modernizing agriculture

in four provinces, includimg Vientiane, although the areas involved were small.

" Indonesia and Malaysia are net importers of foodgrains - rice, wheat
and maize - and ha&e‘had little success in reducing dependence on such imports.
‘From 1970-1972 to 1977-1679 Indonesia increased rice production by 28 ber cent
but pet imgorts of rice rose from 3.6 to 7.0 per cent qf its total supply.
Malaysia's rice production, over the same period; rose by only 3'per centvand

net imports of rice from 14 to 15 per cenk of total supply. . 1980 was a_good

" /harvest
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harvest year for Indonesia as its output of cereals rose by 8 per cent, and that
of rice by 2 per cent. In Malaysia these increases were both less than 2 per
.cent, although there was more than recovery from the bad harvests qf 1978

when cereal production fell by one fifth.

The Philippines, in 1978, changed from a net importer of rice to a
small exporter, but continued to rely upon imports for more than 5 per cent of
its total supply of cereals. Production of cereals was fairly stationary
between 1977 and 1980, as was the area under rice or maize, although extensioms
were made to irrigation facilities. The rice crdp increased by less than 3 per
cent in 1980, and there was no compensating gain by other crops. In 1981,

v higher prices for fertilizers curtailed their use, but no decline of

rice production seems to have occurred.

The Ré;ublic of Korea, normally self-sufficient in rice although not in
other cereals, had, in 1580, to import one eighth of its requirements for rice
and became, next to Indonesia, the region's largest importer of this basic
cereal, Its production of cereals fell by 2.7 per cent in 1979 and by 26,3
pef cent in 1980, when rice impdrts became 13 per cent of the rice supply.

‘The cause was exceptionally cold and damp weather which made harvests‘the most
diséppointing ever, Prospects for 1581 did not begin well with poor rainfalls
delaying rice planting in some areas, but rice production wés expected to have

regained normal levels by the end of the year.

China was more badly affected by adversé weather in 1980 and
had to appeal to the United Nations for substantial food aid. |
During the 1970s, its prodUction of foodgrains had kept pace with population~
érowth and .2 rationing system nrevented different areas from suffering acute
food shortages, although per‘éapita consumption does not appear to havé
regained the 1931-1237 1evel;3/ Harvests were relatively satisfactory between
1977 and 1979 as production of foodgrains, soybean and tubers, increased from
283 million tons to 232 milliom tons,(or.bi 8 per ceunt a year. Howéveré
during 1980, severc drought in the nqrth-east and serious floods in the centre
of China brought production of fooagtains down to 318 miliion tons. The
consequence was that perhaps 27 million people sufféred‘serious malnutrition,
and $ 1 billion worth of damage was done to dykes, livestock, farm builéings
or equipment and houses. The United Hations estimated that at least 1.6 miliion
tons of foodgrains was needed for rvelief as well as other assistance amounting
to $ 700 million for seeds, fertilizexs, médicines9 clothing etc. The

Government of China qhickly took steps to improve incentives and scope for

/farmers

3/ Vaclov Smil, "China's food", Food Pelicy, May 1981, p. 70.
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farmers to producetcash crops, and also to increase investment in agriculture.
In 1981, however, recovery of agriculture was threatened by exceptional and
repéated floodg'aléng7the course of the Yellow River. Evén in 1979, net
imports of cerezls had‘avéraged 4 to 5 per cent of cereal productioﬁ, and had
trebled In quantity since 1976. Such dependencebincreaéed in 19390 when grain
imports reached .ll million tons, and a higher import of 15 million tons was
vlanned for 1981, Nevertheless the Government décided not to request further

food aid.

-Foodgrain production in Mongolia declined from a peak of 482,000 tons
iﬁ 1975 to 330,000 tons ig 1972, and was only 287,000 tens in 1830, a level
much below the targét~of 560,000 tons, because ofvthreé successive years of
pocr. weather. There was, toc, a 5 per cent decrease in the output of potatoes.
Mongolia is a regular net iimporter of cereals, 56,200 tons even in the‘record
year for production, 1275, and 81:300 tons in 1979. As in China aﬁd Viet Nam,
the Government has taken recent steps to improve rewards to>collective ‘ |
fa;mérs and to increase the efficiency of‘State farms. Virgin land is being
brought under cultivation, and mechani zed husbandry.is being rapidiy

developed.

The Democratic People's Republic of Korea mgde good economic progress

c
L3

- to 1977,7when it again became a net exporter of grains. According to eétimates
by the Food and Agriculture Organizatioh of the United.Natiqhs‘(FAO), its prodﬁc~
tion of cereals rose from 5.5 million tons in 1974 to 7.3 miilion.tons in 1977
but, in 1978, there was a slight fall. Under a new seven-year plan (1973-1984)
paddy output was to reachriﬁ million tons and was reported to be @ million tons
for 1979. Preliminary targets havé been anndunced.for a subsequent seven-year
plan (1984-1990) . including a grain target of.lS willion tons, which indicates

some optimism about agricuitural prospects.

-

The general situation of develop@ng ESCAP coﬁntries in regard to food
production is summarized in taWle I1.4, which'repréduces FAb’s per capita indexes
of food production, although FAO production data does not exaétly'coincide with
some &orresponding ngtional data. It is clear that, in 1379 or 1980, harvests
were poor for most of these countries; 1379 for Bangladesh, Burma, India,
Indonesia, Nepai aﬁd Théiland; 1930 or China: and both years for Afghanistan,
Bhutan, Democfatic Kampuchea, Iran, Mpngolia, the Philippines, tﬁe Republié of
Korea, and Viet Nam. In all cases the causes were climatic.‘:Yet‘l980/8l was a
much better yearvfor most countfiesh ag the precedihg discussion has shown, the

major exceptions being China, Iran and Mongolia.

/Table II.4.
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Table II.4. Developing ESCAP countries, FAO indexes of
food production per capita, 1975-1980

(1269-1971 = 100}

1975 1976 1977 1978 1979 ° 1980

South Asia and Iran

Afghenistan 103 107 92 - 96 93 92
Bangladesh 97 89 9% 94 88 97
Tactan 101 170 o5 100 . 100 99
India : 102 98 105 106 97 101
Iran 112 120 113 113 110 106
Nepal : 99 96 90 91 . 83 90
Pakictan 92 101 102 99 101 101
Sri Lanka 109 112 - 113 119 121 128
South-east Asia

Burma 94 94 25 93 98 . 10¢
Democratic Kampuchea 59 61 61 52 33 39
Indonesia 107 104 100 110 110 112
lLao Pecple's Democratic

Repuviic ’ 51 qnr 75 29 97 © 103
Malaysia ' 109 111 110 106 118 124
.Philippines 110 117 115 115 114 114
‘Thailand 117 i2n 118 138 120 125
Viet Nam 93 116 105 106 109 107

East Asiz .

China iC9 111 119 114 121 119
Democratic People's Republic ‘ ,

. of Korea 121 128 134 131 135 135
Mongolia - 115 103 93 101. 98 95
Republic of Kcrea -11¢€ 125 138 138 139 121

Memorandum items .
Agia 106 108 106 108 103 108
. Worla 104 104 105 107 106 105

Courcat: FAO, Monthly Bulletin of Statistics, July-August 1981.

»

On a larger perspective of the previous five years, the picture is not
generzally encouraging. For Asia as a whcle, which9 in the FAO classification
includes other west Asian countries than Iran, food production per capita was
virtually statiopary between 1875 and 1989, There would have been a marked
improvement in 1681, although the favourable climatic influences of that

year in south and south-east Asiza were exceptional in regard to food production.

/8.



B. ENERGY

- During the'r9503 and . 19608 the growth of the WOle econory was
.exceptiona1 and much asslsted by thHe theap and abundant energy that resulted
" from discoverjes of new deposits of oil and natural gas, notably in the
- Middle East. Between 1950 and 1970, therefore, the real price of petroleum&(

nearly halved and, petroleum displaced, to a considerable extent, coal or
other sources oF primary energy in providing the power required for modern
economic activity. By 1370, the share of petroleum in total consumption of
all commercial forms of primary energy had become 70 per cent in developed
market economies, 40 oer cent'in the centrally planned economies of Europe,
58 per;cent in.nonfoil deueloping countries,“and 53 per cent in developing

Agsian countries:

The worid energy situation-dramatically changed in 1973-1974 when
the menbers of.OPEC succeeded in quadrupling‘the nominal price of oil. .That_
proved excessive as, over the next five years, the real price of oil declined
by about one ‘quarter to keep the cutput growing by 4 per cent'a year, Tne '
revolution in Iran then reduced the world supply of 011 by €& per cent, and
80 enabled OPEC, in 1979-1980, to relse the nom1na1 price of oil by &9 per
cent and its real price by’67 per cent. Consurption of 0il, in 1980 _
decllned by 7 per cent in éevelopeé market economies but by only 3 per cent
in the world as a whole,due to a corresponding rise of 5 per cent in develop-
-ing countries and one of 3 per cent in centrally planned economies. - If,
in 1980, demandtand suppi& were iniequilibriun‘for oil, the equiiibrium ,
was precarious. ' It depended on world recession, measures of conservation
in developed market economies, large external borrow1ngs ot aid receipts by
non-o0il developing countries, and stablllty ofvproductlon in oil-exporting

countries.

. Nominaluprices for oil were held nearly constant fron Januar§ to
October 19Z1, and were then raised by 6.7 per cent in terms of the US dollar.
In real terms, and over calendar 1981, they rust have declined by about 7 per
cent, a welcome, if partial, relief to oil-irporting countries. They would
have had'some further relief from a fall in tanker freights which began in
early 1980. No recent figures for such freights in the ESCAP region are
availeble to the secretariat, but Furopean tanker frelghts fell by about one
eighth during 1980 and the fall continued up to mid-1921. 1If OPEC holds to
its decision not to raise 011 prlces before 1983, the Drospect 1s for a further

~decline in real priceS, perhaps by one tenth, in 1982 _ o
‘ o . , , /Table II.5.
4/ Following Unlted Nations- usage, petrolcun is used to mean crude
petroleum plus natural gas.’ :
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Table II.5. Commercial primary energy preduction and
consumption, by country group, 1970-1560

(Millions of barrels a day oil equivalent)

1970 1980 1990
Country group Pro- Con- Pro- Con- Pro-~ Con~- ‘
duction sumption duction sumption duction sumption

Industrial market economies 43,2 60.6 50.6 72.4 64,3 87.0
Petroleum 12,7 29.9 14.5 35.0 16.4 37.4
Natural gas 13.0 12.8 13.8 15.0 13.2 S 16.2
Solid fuels 13,0 13.3 13.9 14.0 20.4 19.1
Primary electricity 4.5 4.6 8.4 8.4 14.3 14,3

Non-market industrial economies 28,8 27.6 45,2 43.0 63.4 €2.1
Petroleum 8.0 7.2 13,7 13.1 17.9 17.3
Natural gas 3.8 3.8 7.7 7.0 12.6 12.3
Solid fuels 16.1 15.7 21.8 29.9 29.8 29.4
Primary electricity 0.9 0.9 2.0 2.0 3.1 - 3.1

Capital-surplus oil exporters 12.8 0.3 18.6 0.9 21.7 1.7
Petroleum 12,7 0.2 18.3 0.7 20.4 1.1
Natural gas 0.1 0.1 0.3 0.2 1.3 0.6
Solid fuels - - - - - -
Primary electricity - - - - - -

Developing countries
0il exporters 12.7 2.8 16.7 5.5 25.2 10.0

Petroleum 12.7 1.8 14.2 3.6 18.3 5.5
Natural gas 0.7 0.7 2.0 1.4 5.9 3.5
Solid fuels 0.1 0.1 0.1 0.1 0.3 0.3
Primary electricity 0.2 0.2 0.4 0.4 0.7 0.7
0il importers 4.7 7.8 7.5 13.7 15.1 24,3
Petroleum 1.2 4.2 1.5 7.3 2.8 - 11.2
Natural gas 0.3 0.3 0.5 =-0.7 1.6 1.6
Solid fuels 243 2.4 3.5 3.7 5.6 6.4
Primary electricity 0.9 0.9 2,0 2.0 5.1 5.1

Total world 103.2 99.1 138.6 ~ 135.5 189.7 185.1
Petroleum 4743 43,3 £2.2 59.7 75.8° 72.5
Natural gas 17.9 17.7 24,3 24,3 34,6 34,2
Soli¢ fuels 31.5- 31.5 39.3 28.7. 56.1 55.2
‘Primary electricity 6.5 €.€ 12.8 12.8 23.2 23,2

Bunkers and others - 2.9 - 3.1 - 4.6

Average arnual growth rate of
world supplies

(percentage)
1970-19890 1980-1990
Total world 3.0 3.2
Petroleum 2.8 2.0
Natural gas 3.1 3.6
Sciid fuels 2.2 3.6
Primary electricity 7.0 €.1

Source: World Bank, World Development Report, 1981, p. 36. The 1990 projections
are the World Bank's "best judgement of the likely levels of energy consumption and
production in the country groups'.

Notes: Total world consumption refers to apparent domestic consumption only.
Total world requirements of primary energy equal total world consumption plus bunkers
and others. Synthetics from coal are not included in solid fuels,

/Rigure II.3.
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- World production of oil fell by 5 per cent during 1728: and that of coal
rose by 2 per cent, indicating the substitution effect of the post-1973 jump
in the real price of oil. That rise also stimulated heavy investment expenditures
.in methods of comserving or econorizing useé of energy, and in developing alterna-
Five supplies of primary energy. Conservation measures were the quickest to
have effect; the World Bank estimated that '"two-thirds of the adjustment to
the slowdown in o0il production has taken place through curbing demand growth
- and only one-third through accelerating producﬁion of other energy supplies".z,
The feaéon for this disparity is that long lead timee are involved in exploiting
the important alternative sources of energy - coal, hydropower or nuclear.
power. The World Bank, however, expects that the share of sclid fuels in
world supplies of primary energy will increase, bet@een 1?80‘and 1590, from
28 to 30 per cent, and that of hydro- or nuclear electricity from 9 to 12 per
cent, withouta;llowance for any decrease in the 2,1 per cent world growth rate:

for primary energy consurption.

It may be noted that non-o0il developing countries, during the 1970s,
had a faster rate of 5.6 per cent, and are expected to keep it up during the 1980s.
The consequence has been that their share of world primary energy rose from 8 to
10 per cent over the 1970s, and is expected to rise further to 13 per cent {n the

1980s. Some adjustment of a very uneven distribution appears to be under way.

Table I1,6 shows the recent position of deveioping countries in regard to
production and consumption of the main sources of cormercial primary energy.
It gives a necessarily incomplete picture because good estimates are lacking
for firewood, dung and other traditional fuels upon which rural populations
depend heavily for cooking and heat;' the World Baunk thinks that such fuels may
account for about one quarter of total eneréy‘supply in non-o0il developing coun~
tries. Popﬁlation growth has long put pressure on forest areas for arable or
pasture land, and demands for fuel have added to that pressuré. Nepal, among other
Asian countries, is facing a serious erosion of hillsides because of risiﬁg demands
for food and- fuel from its predominantly rural and expanding population. For
many developing countries, the energy erisis relafes more to a growing scarFity

‘of traditional fuels than to high prices for commercial energy.

There is good information only about commercial sources. The table
shows that seven developing ESCAP countries have z net surplus of energy from
domestic resources. Afghanistan exports more energv to the UCSR as natu:a} '
gag than it imports as oil. Brunei is.a small petroleumrich country almost
whoily dependent on exports of oil and natural gasz. - Purma exports much less
oil than Brunei but two thirds more than it uses domestically. Malaysia

has come into a stronger position as it exports over 1C times as much oil as

{Figure 11.4.

5/ World Bank, World Develbpment Report, 1981, p. 38.
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Burma, although only half as much as Brunei,ané has no export of natural
gas. China is the region's biggest producer of both coal and oil but-its

' dowestlc energy requlrements are also vast; it has beep expO"t*ng ahout a
third of its oil output and very little of its coal output. ' Indones ia andlb
Iran came about second equal to China as ESCAP oil producer and export

about three quarters of their outputs.

‘Ineia has long been a bhig producer of coal, and has recently become
a substantial producer of oil; nevertheless it still has to import nearly
two thirds of its oilvreqﬁirements,‘ Pakistan has large deposits of natural
gae, whiéh\supbly‘afound three quarters of its needs for cormercial energy,
but has to import by far the greater part of the oil 1t vses. The remaining
countries of the 6eveloping ESCAY region ere all highly dependent on imported
0il for supplies of commercial energy. Bangladesh has some gas but oil imports
account for more than half of its commercial energy. Foﬁ Nepal,1the preportion
is four fifths, and in Sri Lanka nearly nine tenths. Demoetatic'Khnpuchea,
Hong Kong, the Lao People's*Deﬁocratic Republic, the ?hilippines; Singapore,
Thailand’ and all the Pacific island countries have been almost wholly dependent
oil imports for commercial energy. Monholla and the uepuolic of Korea Have
some coal,-but 0il imports supply one third of comrercial energy in Mongolia
and three fifths in the: Republic of Yorea. . Viet Nam, however, uees‘domestic

resources of coal to keep the contribution of imported oil down tc one quarter.

Not ali recent difficultieseover energy are attributable to dearer
oil. Coal provides nearly two thirds ef India's commercial energy, and
coal-fired stations about the same ptoportion of its electricity. Hydro~
gtations proﬁide another quarter of the electricity. GSince 1575, there
have been shortages of electric1ty averaging 12 per cent of estimated demands.
Admittedly demands have been inflated Fy otate Governments which have
kept the price of e1ectr1city to consuﬂers at low, subsidized or capital-
erosive levels. Yet there have also teen serious deficiencies on the supply
side, Generating stations have been inadequately maintained, thermal stations
have lacked adequate and regular deliveries of cbal, and hydrostations have
beeh adversely affected by drought’éondition s, which were acute in 1%77. In
the ﬁeer crisis year . of 1979/80, energy shortages were largely responsible for
a decline of nmanu facturing productlon by more thar 2 Der cent. _ The output of
coal has been adversely affected by lgbour rrogbles and, in a feedhack way,
by shortages of electriclty. - The main problem for the thernal statlons has

been the failure of the rallways to make adequate and regplar deliverles of

/ CONTRASTS



COUTRASTS IN ENERGY CONSUVPTIONE/

There was, during 1279, a very wide range in developing Asian
countries of per capita use cof energy, measured in kilograms of coal
equivalent, The figure for Singapore was 4,211 kg and those for
Bangladesh, Nepal, Burma and Afghanistan from 14 to 90 kg. But Singapore
has become so highly industrialized that it is questionable whether it
can still be properly described as a developing country; and no country
in Asia is as poor &as Bangladesh, Buyma or Nepal, all predominantly rural
and all relying far more on such traditionzl fuels as firewood, charcoal
or dung than on commercial forms of energy.

Yet Bong ¥ong, which is about as industrialized and prosperous as
Singapore, had an average consumption of commercial energy of only 2,401
kg - less than half the Singapore level., The Republic of Korea had an
average income of § 1,480, nearly a third more than that of the
Democratic People's Republic of Korea, yet had an average energy
consunption of 1,542 kg as against one of 2,846 kg for its neighbour,

. China and India make another contrast. China's average energy
consumption was 8325 kg, mwore than three times India's but its average
income, $ 260 was only one third higher. Sri Lanka, however, had almost
the same average income as China but little more than half India's

average energy consumption.

Two further tontrasts relate to Malaysia and Mongolia, Maleysia
has about the same average income as the Republic of Korea but only half
its average energy consumption, Mongolia has about the same average
energy consumption as the Republic of Xorea but its average income is
50 per cent less.

1f, 2s can hardly be doubted, gconomic progress depends upon
.energy the connection is complex rather than simple; Consideration has
to be given, among other things, to traditional as well as to commercial
sources of primery energy, t¢ the cfficiencies of converting primary to
secondary energy and of using both for work or heat, to economic
structure, to income distribution and to differences in climate and life
styles.

.-

a/ The figures for-per capita income and energy consumption
are from the VWorld Banlk's World Development Report, 1981. The consumption
figures are somewhat different in ‘the United Nation's Woxld Energy
Statistics, '

/coal.




coal. Reasons for this failure include shortages of wagons, deficiencies
of management and, again; labour troubles and electricity shortages. The
Government has made an investigation of this whole situation with a view
to overcoming key deficiencies which threaten the progress of its new
Sixth Plan. Already there has been scme improvement: in 1980/81, coal
output rose by 10 per cent and electricity output by about 6 pef?cent,

due to better rail transport and better rainfalls.

Sri Lanka has alsc suffered from power shortages and power cuts.
There hydrostations supply %4 per cent of electricity and, in 1981, they
were severely affected by drcught conditions. 1In February, public sector.
industries were to close for one day each week, in March a general five-
hour cut was imposed eacﬁ day and authority was taken to stop supply to
major users who failed to reduce their consumption of electricity. Water
levels recovered sufficiently for restrictions to be lifted in June, but
the Government went abead with plans for installing thermal plants to
cover the dry season risk of inadequate hydropower, The{Central Bank and
the World Bank have both warned that demand must be rest}ained, and conser-
vation ‘encouraged, until 1984 when new hydrostations associated with the
great Mahaweli scheme shculd be comoleted. Meanwhile small gas‘turbine
plantsvare being built, and it is planned that thermal stations will come

to provide one fifth of the country's electricity.

Afghanistan?'Bhutan and Nepal, being mountainous countries, have
great.potentials for hydropower but have tapped very little of it. 1In
Nepal, electricity is supplied to only 3 per cent of households and to
industrial or commercial entérprises in a few towns; even then oil-fired
plants supply one third of this electricity and oil accounts for four fifths
of total commercial energy. Yet commerciazl ehergy is perhaps only one
éeventh of total eneréy.uSed in Nepal, firéwood, dung and crop resldues
being far more important. PBRhutan's position is similar. Afghanistan‘g
large depoéits of natural’gas yield ébouo nine tenths of its energy
supoly, but, as has been mentioned above, most of it goes to the USSR'in
exchange for petroleum and other imports. It alsc has coal deposits but '
has not made much use of them as only llSﬁOOQ tons were produced in 1980/81.
There ore plans in all three of these countries to tap more of their hydro

potentials and, in Afghanistan, to exploit more cof the ecoal deposits.

/Bangladesh,



- 60 =

Eanglgdesh, India and Pakistan all have substantial deposits of
natural gas, but only India has found large deposits of 0il. The search
for such deposits was naturally intensified as.petroleum became much _
dearer, as did efforts to conserve these sources of primary energy. Bangladesh
discovered two new land fields of gas in 1941, and completed a pipeline
which is to assist productien of fertilizer. It is also to extend its
single refinery as much of the present import of crude petroleum is sent
to Singapore for refining. Pakistan more than doubled its” output of
natural gas during the 1270s through discoveries of new fields and greater
exploitation of old ones. It also built a nuclear power station with an
installed capacity gf 125,000 kW, and, in 1981, was considering a further
one with a bigger capacity of 610,000 kW. Chinese cxperts had also recommended

a thefmal station of 30,000 kW using Baluchistan coal.

India already has a nuclear staticn of 640,000 kW capacity but, in
1979, it supplied less than 4 per cent qf generated electricity. After 1974,
outputs of both o0il and natural gas were doubled. The o0il output has 10
times the energy content of the gas output, and together they cbntribute
about one seventh of India's total production of emnergy. The two State 611
companies are conducting further cffshore exploration and 14 foreign v
companies have also been admitted to the search. Offshore production
reached 5.2 million tons in 1980/81 and the Plan contemplates that this
might reach 13 million tons by 1984: that wduld mean 2n addition of abqut

‘three fifths to India's production of oil but far from enough to make it

Fh

self-sufficient in this fuel,

‘Burma also decubled its output of o0il during the 1970s, and quintupled
a much smaller output of gas. After 1975, it ceased to import‘oil and,
in 1979, again became a small net exporter of oil. 1In 1980, however,
production slumped by 4 per cent and, stronger domestic economic growth
increased local demands for oil. The fall ip production was said to be
due to mismanagement of the field which is operated., under contract, by a
Japanese company. There were two refineries and a third was under construc-
tion to double refining capacity. Present output of crude could supply \
about three fifths of the enlarged capacity, and foreign.companigs have
lost interest in offshore exploration. Burma thus seems almost certain to

become a net importer of oil in the near future.

/Brunei, -



'Brunei, Indonesia and, more recently, Malaysia, are net exporters
of 0il and more than self-sufficient in regard to total sources of energy.
They all export most of their outputs of oil, and‘Brunei and Indonesia most
of their substantial outputs of natural gas also. Proven reserves of crude
petroleum are;about'ZO times apnual output -in Indonesia, and about 15 times
annual output in Brunei and Malaysia. Neither Indonesia nor Malaysia make
much use of their considerable potentials for hydropower, nor Indonesia of
its coal deposits. Toth, of course, make much use of traditional fuels;
Indonesia is thought to derive about half its total energy- consumption from

‘them.

There has been concern in Indonesia about a prospectlve loss of
export revenue, to which petroleum and natural gas contribute about two
thirds of the total, through gradual declines in the outputs of these fuels
combined with an annual rise of 12 per cent in their local éonsumption.f: !
Production, however; after decreasing by 6 per cent between 1977'and 1979,
‘appeared to be rising again after the first half of 1380, and the price
increases of 1979/80 have greatly stimulated exploration activities. Pertamina,
the State petroleum corporation, has hope that output will increase by
more than oné tenth by 1984, Exports, however, could not increases so
much if the policy of heavily subsidizing domestic consumption of petroleum
products continuedJE/The Goverhment, accordingly, has begun to stimulate
development of other sources of energy. The third Repelita (flve-year plan)
allocated 7.5 per cent of. development funds to the electric power sector
and, in March 1981, the World Bank granted a loan for a hydrostation of 70d MW
‘capacity to be built at Sagaling. Japaneoe interests are to help expand the
Bintanmg plant for liquefying naturalpgas, three existing refineries are-
to be expanded, and a fourth one is to be built near Jakarta. More refiniﬂg »
capacity would reduce the néed to import large quantities of middle distiilates
from othet countries. ‘ | !

K Malay61d s pdsition in repard to 011 is somewhat peculiar. -Itsl
‘output of 11ght superior cruﬂe is moetly exported and large 1mporte of |

cheaper Middle Eastern crude directly supply about three quarters of domestic
needs for'enepgy. “The Government, moreover, introducad an 0il depletion policy,
in 1979, for restricting output from frnite resouroes which might not last very
long; output had been 1,122,000 tons in 1979‘but was only 1;096,000 tpns in

1980. For both reasons, attempts-are being made to diversify energy resources

/sa

.

"6/ The 1982 budget announced in January r&bZ has decreased subsidies
on some pretroleum products. :
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s0 as to reduce dependence on oil. Large deposits ¢f natural gas have been
discovered and the Bintulu field is expécted to yield, in 1983, 1 billion
cubic feet of natural gas per day, and another field off Trengganu

to yield even more, The National Electricity Board plans to reduce oil-
based generation from 85 per cent of capacity to 38 per cent by 1990 while
increasing that capacity from 3,770 MW to 6,090 MW. This is to be done by
bullding two thermal stations operating on either oil or gas, by building

a number of others to operate on gas, and by developing six new hydro sites.
At the same time, a comprehensivec national energy policy is being formulated
80 as to co—-ordinate developments in .this field with the objectives of an
Qutline Perspective Plan (1970-1990). Non-conventional sources of energy are

also being considered as Malaysia lacks significant deposits of coal.

Nineteen years ago. Thailand also discovered large offshore deposits
of gas and, in August 1981, a pipeline began to move 250 million cubic
feet-a day. Most of the output is to go to fire thermal eleétricity plaﬁts,'
although there have been influential arguments for using it as a petrochemical
feedstock. This substantial addition to energy resources was particularly
welcome in that Thailand has to import nearly all the oil which it uses and,
in 1980, that cost 44 per cent of export receipts, Fléctricity is also to be
. boosted by greater use of local lignite and imported coéal, as well as by a
doubling of hydro—capacity.l/ A pilot plant is under construction to test
use of o0il shale in generating electric power. Altogether these developments
should add 7,700 MW to present capacity of 3,595 M. Meanwhile conservation *
measures are being attempted to hold down growth of energy consumption.to 6
pér cent a year, and an Energy.Master Plan is being prepared with help from
the United Nations Development Programme and the‘ADB. One hope is to reduce
oil imports from %4 per cent of total energy consumed to 49 per cent b§ 1989.
That hope was strengthened, in November., by the announcement of a promising

discovery of 01l in an exploratory well in north-east Thailand.

The Philippines is likewise attempting to lessen a heavy dependence:
on.imported oll by developing the alternatives of hydropower, geothermal power

and imported coal, but not neglecting ekperiments with biomass and solar energy.

/The

7/ In September 1981, the large multi~purpose Fattani dam begén a
contribution of 200 million kWh per year to Thailand's hydroelectricity supply,
an addition of abcut 8 per cent.
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The hope here is to reduce the share of oil in energy consumption from 92

to 41 per cent by 1985. Nuclear power, an option whose consideration has
been postponed in Thailand until 1283, is also bzing examined by the Philip-
pines. Most 1mportance.is being given to geothermal stations which

already have a capacity of 445 MW and put the Philippines in second rank as

a producer of such energy.

‘Singapore has no indigenous cnergy tesourcos and so must rely upon
 diversification and conservation to alleviate its dependence on oil imports.
Nuclear power is regarded as too risky in such a small, densely'peopled'érea
so that iﬁported coal is the main alternative to oil. Vigorous comservation
measures alreadf.taken'include world pricing of energy,vupgrading the
system of public lighting; restfioting the use of air-conditloners and

improving the thermal efficiency of power generation.

Hong.Kong is, of course, in a similaz energy position to Singapore.
It has let a contract for a large, second thermal power statiom in the New
Territories, and is also negotiating with China for a joint venture in
nuclear power generation, a likely site being at Tay’'s Bay, about 30 miles
away from Hong Kong. - This nuclear proposal would double Guangdong's electri-

city capacity and leave some over for Hong Kong, but not before 1988.

The Republic of Korea, also highly industrialized, has as its only
indigenous sources of priﬁary commeicial energy some anthracite, hydro-
elecpricity and nuclear power. In 1979 they could together supply less than
two fifths of the country's energy requirements sc that it, too, depends
heavily upon imported oil. Efforts are being made to reduce this dependence
by building more nuclear stations and thermal stations powered by imported
coal. Supplies of 0il are being diversified away from the Middle East, and
offshore drilling operations arc under way in conjunction with Japanese‘
interests. In 1980, 2z large new oil~fired piant and g novel pumped storage
hydro4plant came into operation; together with a numoer_of smaller additioms,
they raised total génerating capacity by lo per oent. Construction was ailso
_continuing on four giant coal-fired stagions and on six nnclear generators,
all due to come into,ope}ation by 1987. HMuch effort, moreover, has been
put into a wide range of measures for comserving energy, mainly by improviag

efficiency of genération, transmission and end utilization of power.

/THE
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THE BURDEN OF OIL IMPORTS

In 1973 the developing Asian countries which had to devote the
largest proportion of their imports to crude petroleum and petroleum
products were the Philippines, Sri Lanka and Thailand, for which it was
11-12 per cent, and India, Pakistan, and the Republic of Korea, for
which it was 7-8 per cent. Ry 1976, after the first large increase of oil
prices, the proportion had jumped to 22-25 per cent for India, the
Philippines, Sri Lanka and Thailand, and to 18-12 per cent for Pakistan
and the Republic of Korea. The second large increase of o0il prices, in
1979-1980, raised these proportions further, but its effect is only partly
reflected in the available data for 1980. They show rises to 34 per cent
for India, to 31 per cent for Thailand, to 28-29 per cent for the
Philippines and the Republic of Korea, and to 23 per cent for Pakistan
and Sri Lanka. The 1981 proportions are bound to have been higher.

Also seriocusly affected by much dearer oil were Bangladesh and
Pacific island countries. Bangladesh, with little industry, devoted
less than 4 per cent of its 1973 imports to petroleum but, by 1980, this
proportion had risen to 10 per cent. The corresponding change for Fiji
was from 9 to 23 per cent, for Papua New Guinea from 6 to 1% per cent,
for Samoa from 4 to 17 per cent, for Solomon Islands 8 to 16 per cent
and for Tonga from 6 to 15 per cent.

/China
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China is the world's third largest user and producer of energy.
Commercial energy, in 1980, was estimated at 614 million tons of coal
equilvalent, and non~commercial energy, mainly firewood, erop residues
and animal wastes, at 250 million tons of coal equivalent. Coal supplied
70. per cent of commercial primary energy, oil 25 per cent, natural gas 3
per cent and hydropower a little mofe than 3 per cent. About 3 per cent
.of energy was lost in power generation or transmission and 72 per cent of ;
the remainder went to industry, 5 per cent each to transport and agriculture,
and only 14 per cent to commercial and household users. Exports of oil
accounted for another 5 per cent, In recent years growth of energy consump-
ﬁion has slowed to 5.6 per cent a year and its production actually féll in
1980; by 2.4 per cent for coal, 0.2 per cent for crﬁde oil and 1.7 per

cent for natural gas. The output of electricity, however, rose by 15 per cent.

Known réserves_of coal and the potential for hydroelectricity are
very large, as may, be deposits of oil and‘gas, but geographical difficulties
have linited fhe development of many ene:gy resogfces, 011 production has
dgcelerated owing to a low rate of discovery and the backward technology
used for known resources. Methods of using energy in industry also appear
to be less efficient than in other déveloping countries, and incentives to

conservation have been lacking.

A few years ago it was expected that bil would, besides making a big
contribution to China's own needs for energy, provide é substantial part of
export income. Its contribution to primary energy,consumptién did rise
from'1,3 per cent in 1952 to 24.1 per cent in 1981, and it also contributed
18 per cent of exports in 1980. 0il output, hoWever, peaked at 106 million
tons in i979 and is projected to be around 100 million tons in 1985. Only
8.1 million tons out of a éontracted delivery of 9.5 miiiion tons could be
sent to Japén in 1980, and no more would have been sent in 1981. O0il's
contribution to export income has been further reduced by a price decline
consequent upon the recent world glut. Some oil is produced from China's
large deposits of shale but that output Jropped from 514,000 tons in 1975
to 315,000 tons in 1979, and there do not appear to be plans for increasing
it. Natural gas h&s had a steady output but much of it is needed to produce
fertilizer. ‘

Coal output also peaked, at 636 million tons, in 1979, dropped by 2

per cent‘in~l980 and was‘expected to drop further. It is used, among other

/purposes,
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purposes, to produce more than half of China's electricity, Ehe output of
thich has grown at the impressive rate of 14 per cent a year since 1952.
Hydropower contributes less than a fifth to electricity output but, in

view of the difficulties about oil and coal, it has been decided that hydro-

electrical capacity should be rapidly increased over the next decade.

A good deal of attention is also being paid to biogas. .By 1979,
China had some 7 million digeéters supplying household needs for energy in
cooking, heating and iighting. The digesters were more efficient and less

costly than in most other countries.

It would appearllikely that China could become & net importer. of
oil by 1990, and that slew growth.of energy supplies would be the most
serious constraint upon the country's growth during the 1980s. Declining 0il
production and continued growth of demand are thevmajor factors here,
although the picture could be brightened by more active exploration for
energy resources, mdre effigient utilization of them for secondary energy,

and stronger measures to conserve energy over all its uses.

Pacific island countries have nc known resources of fossil fuels to
relieve their extrémely heavy dependence on imported petroleum p}odutts, and
only Papua New Guinea is thought to have reasonable prospétts of discovering
commerciall; significant deposits of oil or natural gas. The larger'high‘
islands have forests, used for fizewood, and a potential fer hydropower which.
is little exploited: attention, however, is now being paid to hydroelectriec
projects and to replacing oil by wood for thermal generation of electricity.
Progress has also been made‘in using solar collectors for domestic water .

* heating and similar uses cf low grade heat.

In Fiji and Pgpua New Quipea mosk recent attentior has been paid to
the energy possibilities of bibmhss. Fiji has a Hig sugar industry which has
long used the waste, bagaSSeflto generate steémpower and electricity, mainly
for sugar mills. A feasibility study, made in 1980, has found that ethanol
could be produced, at reasonable cost, from sugarcane juice, and also from -
~ cassava, to yield an output of around 20 million litres by 1984; that ceculd
replace one fifth of ail-imports. Papua New-Guinea haé an advanced ﬁroject
to farm cassava in the Western Highlands as thg)major input for an alcohol
commercial démonstration plant having a capacity to pfoduce 2 nillion litres
a year. Biogas projécts are also being considered in these.two countries, énd

*

in the. Cook Islands, Solomon Islands, Tonga and Vanugtuﬁ

/THE
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THE ROLE OF MANUFACTURING

Most developing ESCAP countries have seen industrialization
as indispensable for their economic progress from low to medium levels
of real income per head, and have given it a key emphasis in their
plans for national economic development.

Those plans have been successful in a number of countries. By
the end of the 1970s, manufacturing had come to contribute 20 per cent
of GDP in Malaysia and Thailand, and 25-28 per cent in Hong Kong, the
Philippines the Republic of Korea and Singapore. These proportions
compare with 21 per cent in Australia and 30 per cent in Japan. a/

The consequence is that their economies are now more susceptible to
changes in domestic manufacturing activity, whether induced by local
or -world conditions. That is particularly the case where growth rates
for real manufacturing output are high, and the growth rate averaged,
for 1975-1980, 11- 12 per cent in Malaysia and Singapore, and nearly
17 per cent in the Republic of Korea. But .in the Philippines it ‘
averaged only 5 per cent. ,

India and Pakistan have also raised, although to a lesser extent,
the relative contribution of manufacturing to GDP, 1In 1979, this was
16 per cent for India, and 15 per cent for Pakistan, Average growth
rates for manufacturing in 1975-1980 were 4.7 per cent for India, and
5.2 per cent for Pakistan. These two countries may well be entering
a phase of accelerating industrial development that will increase the
relative economic importance of their manufacturing activities, and gear
them better to the opportunities offered by éxport markets, from which
east and south-east Asian countries gained so much during the 1970s.

At the low end of the scale, are the least developed countries
of the ESCAP region, Manufacturing accounts for 7 per cent of GDP in
.Bangladesh, and for only 4 per cent in Nepal. Papua New Guinea's share
is 1 per cent above that of Bangladesh, as is that of Indonesia, although
these two countries, because important mining activities raise their
. per capita GNPs, are not classed among the least developed countries.
Bad harvests in 1979/80 in some parts of the region, or
reecession of world export demands, slowed down, or reversed, the
expansion -of manufacturing real output in India, Malaysia, Thailand
" and in some other countries, although there was no such check in Pakistan
or the Philippines. That has had some effect in reducing optimism about
achieving the 9 per cent annual increase of manufacturing activity which
the United Nations has called for during the present Development Decade.
There has also been some tempering of enthusiasm for industrialization
in view of growing concerns about other aspects of economic development;
“in particular, the need for spatial dispersion of industry, better links
with agriculture, the need to increase employment, and concern about
damage to the environment.

v

/More

a/ 1In these two countries, however, the share of manufacturing
in GNP is tending to decline but, in the above developing countries,
it is increasing.
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More positively, however, there has been a growlng recognition
of the need to restructure manufacturing away from over-protected
and economically costly industries of the import-substitution type,
and towards more efficient ones having an export potential.

. These matters were discussed in July 1981 at an ESCAP meeting
of the Ad Hoc Group of Ministers of Industry. They stressed that
national plans for industrial development should not be rigid but
flexible enough to make continuous adaptations to changing economic
circumstances and emerging opportunities, An important element in
this approach is to raise sufficient domestic resources for achieving
planned targets. Another is to identify promptly the changing pattern
of comparative advantage, for both a single country and different
subregions, so as to make appropriate changes to industrial projects
and programmes. These two elements, it was felt, were not adequately
recognized in existing plans. 1

/Biomass
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Biomass projects are, of course, not confined to Pacific island
countries. Indonesia has built an ethanol’p;ant in Java to produce 5 million
litres of ethanol a year from manioc and sweet potatoes, The Philippines
has a 10-year programme for producing enough ethanol from sugar and other
plant'materials to replace 30 per cent cof its present vil imports. Thailand
is considering 2 similar programme to replace 20 per.cent of its anaual
consumption of gasolene., There are still doubts about the comparstive
economic costs of producing ethylene, and there are also worries that new,
large-scale producticon of cassava or sugar would reduce land available for

more urgently needed supplies of food,
C. FOREIGN RESOURCES

Developing countries need imports to supply ﬁachinery and transport
equipment and, in Asia, such countries devote one quarter to one third of their
import payments to these capital goods. They ere needed for mechanizing
agriculture, equipping mining and manufacturing, and improving transport
and communications. Oil-déficient Asian countries had, in 1380, to allocate
about the same proportions of import payments to crude petroleum or pgtroleum
products because modern methods of production require much commercial energy,
Food-deficient countries have to alloéate another substantial proportion of
import payments to cereals, although one which naturally‘varies with their.
own hafvests; in 1978, the proportion ranged from 8 per cent in the Republic
of Korea or the Philippines to 30 per cent in Sri Lanka, Much of the remainder
of imports éoﬁprises raw or semi-finished materials and other producers'
requisites, Only a comparatively small proportion goes to consumer goods
other than food or oil, so that the great bulk of imports are needed, in
developing Asian'countries, for sustaining and incréasing those modern economic

activities upon which growth of real incomes depends.

Immediately after the first big increase of oil prices, the volume of
imports to developing non-oil countries in Asia and the Pacific beceme stationary,
and a bigger proportion of them had fo'be‘devoted to petroleum, But, as the
real price of oil fell from its 1974 peak; the volume of imports to these
countries rose at the fairly brisk rate of 13 per cent a year, Then in
1980, as the second big increase of oil prices took effect, the volume of
imports again became stationary., That cessation of growth in imports, and
the associated rise in the proportion devoted to petroleum, was, in itself, a

marked check to the economic growth of developing ESCAP countries.

/Tetle II.7.
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suring che 1570s, merchandise exports irom non-oil developing

countries in tine ESCAP region paid for aboﬁt nine tenths of their imports.
There was thus & substantial imporit surplus which hed to be financed in
“oucher ways and, as table I1.8 shows, the surplus was highly varigble., In
1973, it was 16 per cent of expori receipts, rose to 28 per cent in 1975,
averaged 8 per cent be:&éen 1.7¢ and 1379, and rose to 14 per cent in 1980.
The two biz rises in the proportion 'of the import surplus to exports were
associated with big deteriorations in the terms of trade; by 23 per cent

between 1973 and 1975, and by 15 per cent in 1980,

Officially published trade figures for China are not available
before 1977, 1t appears from the later figures that China has also
suffered large trade deficits in recent years. Although its exports rose
5y 143 per cent between 1377 and 1980, its imports rose by 173 per cent,
so that there has been a trade defiéit equal to about 7 per cent of export
receipts, There was a small trade surplus in 1977, a deficit which was

equal to 15 per cent of exports in 1979, falling to 7 per cent in 1980.

For non-oil developing countries of Asia, including China,
trading conditions did not improve during the first half of 1981, Unit
values of both exports and imporis appeared to change little but that
only meant continued depression of the terms of trade by falling prices
for primary expérts instead of by rising prices for c¢il. From mid-1980
to mid-1981, oil prices were stable or falling slowlyg/ and world
prices of primary commodities, also expressed in US dollars, fell by
14 per cent., Above average falls occurred for coffee, rubber and tin;
about average falls for coconut oil, timber and copper; and below
average falls for copra, palm kernels, tea, jute and plywood. There

were, however, rises of 20-30 per cent for rice, maize, hides and manganese.

According to IMF estimates, the combined trading deficit of non-o0il
developing countries in Asia (including China) was $ 30 billion in 1980,
$ 14 billion in the first half of that year, and $ 18 billion in the
first bhalf of 1981.§/ This would seem to be further deterioration in
line with an IMF forécast that the combined current external deficits of
all non-o0il developing countries, after fising from $ 29 billiom in 1977

to § 82 billion in 1980, would rise further to § 97 billion in 1981;2/

/Table 11.8,

8/ 'iMF, International Financial Statistics, November 1981, pp. 46-47.
9/ 1IMF, IMF Survey, 20 July 138381, p. 215.
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Table I1.8. Developing 4sian countries,
exports, imports and trade balances,

1373~1%80

(& billion)

'Merchandise

1873 1374 1375

1575 1577 1278 197% 1580
Importsél c.i.f. 32.6 49.% 32.5 52.0 67.4 54.3 105.0 141.8
Exportugl f.o.b. 26.1 42,1 © 41,1, 5§na 64.5 75.0 $8.9 124.9
Balance ~4.5 -7.,1 -11.4 —~2.4 -2.9 -2.3. ~10.1 -17.8
China 4
Imports c.i.f. | e sae . ees , 7.1 11.1 15.7 19.4
EXports f.o,;. S cee e .o 7.5 1lo.¢ 13.6 18.2
Balance 5o vee .o R 0.4 =~1.2 -2.1 -1.2
Memorandum items:éj
Unit value éf imports 50 23 160 99 102 111 131 170
Unit value of exports 78 137 100 104 117 128 152 169
105 115 115 116 29

Terms of trade 130 115 109

Source: IM¥, Internatiopal Financial Statistics, November 1231 and

Yearbook, 1931.

a/ Excluding China.
b/ . Excluding China and Indonesia.

/Figure 1I.5.
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Figure I1.5. Developing Asian countries. Exports,
‘imports and trade balances, 1973-1980.

/TRADE
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TRADE STATISTICS AND FLOATING EXCHANGE RATES

Those who are at 2ll familiar with methods of compiling foreign
trade statistics know that these have nothing like the precision of
physical measurements. In Asia, and elsewhere, they often do not have
a complete coverage of trade transactions because smuggling escapes
official recording and dishonest invoicing distorts it. Yet, even if
recording were complete, there are conceptual and practical difficul-
ties over valuation, quantification and classification. There are
also difficulties in exact matching, within a given accounting period,
an export of one country with a corresponding import of another country
because of time lags associated with transport and warehousing.

Floating exchange rates have increased the.difficulties over
valuation, and in two ways. The first is that there could be a
variation of the exchange rate betweer a national currency and a
foreign currency in which an export is .invoiced between the times of
dispatch and arrival. That would artificislly inflate import values of
countries whose currencies were depreciating and, to a lesser extent,
export values of countries whose exports were appreciating, both
values being in terms of the foreign currency. Since 1972, therefore,
unit value indexes, whether expressed in US dellars or in national
currencies, have become a bit less reliahle.

The second complication from variable exchange rates is that
the US dollar, which is the most widely used currency for actual
trade transactions, and for intercountry comparisons or aggregates
. of foreign trade, has fluctuated considerably vis-a-vis other curren-
cies. It depreciated against the new SDR by 14 per cent between ‘
1970 and 1976, appreciated by 11 per cent over the next two years, -
and then depreciated again by Z pér cent up to the end of 1980. From
January to August of 1981 it suddenly appreciated againet the SDR
by nearly 13 per cent. The result has been ‘that the unit value of
world exports appeare to have increzsed, becween 1971 and 1380, by
263 per cent 1if measured in US dollars, but by only 103 per cent
if measured in SDRs.

The second complication, however, deces not affect ratics of
values such as the terms of trade or the Impert value of total
exports. : : '

.

/Results
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Regults im Asia were rather mixed in the first part of 1381, as

table I1I.2 inéicates.

Table I1.9, Non~oil developing countries of Asia. Ratio of
merchandise trade deficit to merchandise exports,
1980 and 1771

(Percentage)
. Republic : All
India Malaysia Pakis-~ Philip- of Singa- Sri Thai- coun~
tan pines Korea pore Lanka 1land tries
1980 76 -16 104 © 45 27 24 8¢ 42 28
19c1 768/ -8/ 62! 3ge/ 58/ 33 1008 o e/

Source: IMF, Internaticnal Financial Statistics, November 1981, pp. 46-47.

a/ TFirst six months, _
b/ Tirst seven months.
¢/ TFirst five months.
d/ First eight nonths,

In south Asia,'Indié showed no improvement, as indicateﬁ by change
in the ratio of the trading deficit to exports, Pakistan a considerable
improvement, and Sri Lanka some deterioration., In south-ecast Asia, there
was a small improvement for the Philippines, little change for Thailand and
an apparent deterigration for Singapore. ¥alaysia's export surplus decreased.
relatively from 16 to 2 per .cent of exﬁorts in the first half of the year.
The Republic of Korea's position was little changed. For non-oil developing

countries of fAsia as a whole, the ratio hardly changed from 2C per cent

in the first five months of 19§1.

Net receipts from services and transfers pay for a
considerable proportion of the trading deficit. According to IMF estimateslg/
for‘developiﬁg Asian countries, including oil~-exporting Indonesia but
excluding China, rheir trading éeficit, on a strictly f.c.b. basis,
averaged $ §,7 billion a year between 1377 and 1979. Net receipts from
services and private transfers averaged $ 1.6 billion, and net official .
transfers $ 1.7 billion, reducing the amount that had to be financed by
other means to $ 5.0 billion. DHNet borrowing from multilateral agencies,
Development ASsistance Committee (DAC) countries, members of OPEC and
international financial markets rose from $ 5.3 billion in 1976 to § 15,7
billion in 1979. A4s these averaged $ 10.4 billion a year, developing

{Ahsian

10/ 1IMF, World Economic butlook (1989), p. 99.
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Aglan countries had an over-all surplus of $ 5 billion a year, permitting
some handsome additions to their reserves of foreign Exdhange and notably
for Burma, ¥Fiji, Malaysia, Pakistan, the Philippines and Singapore.

1/

Data available to the secretariatl— about finance of the current
deficit in the balance of payments is fragmentary for 1980, and still

more fragmentary for 1981l. There seems, however, no reason for pessimism
about finance of these two deficits. Combined foreign exchange reserves

of all developing Asian countries (including China) increased from SDR 24.0
billion in 1979 to SDR 26.4 billion in 1980 and, in July 1981, were SDR
29.6 billion. Drawings by these countries on IMF increased from SDR

356 million in 1979 to SDR 1,587 million in 198C, and were SDR 1,672
million in the first half of 1981. New loans by the World Bank increased
from $ 4.2 billion in 1979 to ¢ 4.8 billion in 198G, and were $ 4.9 billieon
in the first half ;f 1981. Eurocurreﬁcy credits, after falling from

$ 7.4 billion in 1979 to § 4.5 bildion in 1980, more than recovered to

$ 4.7 tillion in the first nine months of 1981. These three sources
accounted for:53 per cent of net financial flows to developing,Asian
countries in 1979; their combined gross flows fell by € per cent in 1980C

but were almost as high in the first half of 1981 as in the whole of 1980,

There are reasons, éoo,'for thinking that DAC official loans, which
had provided 45 per cent of net financial flows to developing Asian countries
in 1979, increased substantially in both 1%8C and 1%981. The total of DAC
official assistance to developing countries increased from $ 22.3 billion
to $ 26.6 billion in 1980.12/ There may have been some decline in this
flow in 1981 because of recession in the industrial countries and a more
stringent aid policy in the Un;ted States; but OPEC and Scandinavian
cbuntries have maintained their aid programmes, and Canada, the,Federél
Republic 6f‘Germany, France, Italy, Japan and Switzerland have indicated
increases. Even iflthefe was little increase ¢f official and bilateral
capital flows during 1981, it seems likely that increased multilateral
flows and Eurocurrency credit could have ensured a major addition to

total financial flows.

FASIAN -

11/ In December 1981.

12/ World Bank, Annual Report, 1981, .p. 26.




-ASTAN INVESTMENT AND TRANSNATIONAI, CORPORATIONS

A transnational corporation (INC) is a private enterprisc which
controls assets in more than one country. These corporations have
had an important, if somewhat controversial, role in the recent economic
development of ESCAP countries by transferring capital, technology and
business gkills, as well as by helping to open markets for Asian exports.

Up to 1670, TNCs based in the United States and the United
Kingdom had been rzsponsible for most of the direct foreign investment
in developing Asian countries. Their investments were mainly in such
traditional areas as plantations, mines, railways and public utilities
but became increasingly directed to petroleum, import-substitute
manufacturing and finance. The approach was 'micro-economic', being
concerned to preserve markets or to obtain enterprise profits in other
ways. Nor were the United Kingdom and the United .States greatly
.concerned about investment in Asia; less than a quarter of their
direct foreign assets were in developing countries, and only 4 and 9
per cent of them were in Asian developing countries.

During the 1970s, Japanese TNCs became the leading direct
foreign investors in Asia, and especially in east and south—-east Asia.
In contrast to the western countries, Japan's approach has been
somewhat ""macro-economic’, concerned with resource scarcities, domestic
labour shortages, and huge surpluses of foreign exchange. It has
thus tended to invest in developing countries, and 29 per cent of its
direct foreign assets are in Asian developing countries. The favoured
enterprises, moreover, are those which produce energy, raw materials,
and labour-intensive manufactures, most of them export-oriented.

This policy, of course, fits a complementary need for developing Asian
countries in achieving growth through a break-away from traditional
patterns of production and trade.

More recently, there has been a rapidly growing volume of
direct investment within the ESCAP region by TNCs based on Hong Kong,
the Philippines, the Republic of Korea and Singapore. .Together, they
now account for more direct fcreign investment within the region than
either Japan or the United States. Ethnic or ex-patriate Chinese are
involved in such TNCs, but they also include TNCs from developed
countries using an Asian country as a base because of tax-sheltering
or other inducements given by the host country.

Between 1971 and 1977, reported accumulated direct foreign
investment in developing Asian countrices totalled § 13.2 billiom,
more than four times the corresponding totai for 1967-1971. Indonesia
had received 32 per cent of this total: Malaysia 14 per cent; Hong
Kong, the Republic of Korea and Singapore 8-8 per cent each; and
India 6 per cent. South Asia’s share has been small, but it is growing
more rapidly now that Bangladcsh, India and Sri Lanka have begun

/opening
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opening export processing zonmes, and encouraging joint ventures with
TMCs. China, too, has recently opened its economy to TNC participation
in some fields.

Trancnational corporations' involvement in Asia goes well
beyond the direct investment activities juet mentioned. This involve~
ment increasingly takes the form of partial and non-equity agreements
between a TNC and the Goverument cf a host country, a State enterprise ‘
or a local private enterprise. There ares various types of production~-
sharing agreements: contracts for work: service contracts in the
mining and petvoleum activities of Indonesia, Malaysia and the Philippines;
joint venture arrangements for manufacturing: non-ecuity contracts for
technology, management or marketing.”’ sub-contracting arrangements in
export processing zones; turn~kev.projects: and compensatory trade
agreements or arrangements -to buy back products.

One other spectacular develovment has been the rise of trans-
national banking (TNB). Because of it, TNC lending to developing
countries has jumped from about $ 5 billinn in 1270 to about $ 36 billion
in 1976; and the share of this lending in total capital flowe from
TNCs to developing countries rose to 28 per cent, as against 12 per
cent for direct investmant by DAC countries., :

It seems unlikely that the current world recesssion will check
the expansion of TNC invegtment in the developing EICAP region.
Japan, the leading investor. has strong reasons for continuing the
virtual export of labour-intensive or polluting industries to the rest
of Asia, and alsc has the economic ability to continue with this
policy. Under .the present Covernment of the United States, strong
encouragement is bteing given to the use of private enterprise for
promoting economic aid and economic development. Nor are there gigns
of any slackening of intraregional foreizn investment from such middle~
to upper-incomo countries as Pong Kong, Malaysia, the Republic of
Korea and Singapore.

J1I1.




ITI. SOUTH ASIA AND IRAN

Mueh better harvests, in 1960/81, helped India to make a full
reccvery from the economic set-back of the privious year, when its real
GDP fell by more than 4 per cent. They also geve considerable relief to
Bangladesh and helped Nepal to rzcover from its previcus crop foilures.
Pakistan and Sri Lanka, howecver, had somewhat slower growth of real GDF,
although their rates were still comparatively high. Fecovery did not mean
progress, as imprecvement of real incomes per capita is still disappointingly
slow in south Asian countries; and five of them - Afghanistan, Bangladesh,
Bhutan, Maldives and Nepal - have been classed a¢ "least developed*
eountries, reeding far more economic aid to break out of low-level economic
stagnation. Current difficulties are perhaps most acute with regard to
balances of payments. Dear oil and deomestic inflations have pushed up import
bills, and world recession has impeded export growth. India, late in 1981,
obtained a record credit of ¢ 5.8 billion from IMF, nearly half of which
is to be used for its 1980/81 deficit. Paiistan has had to seek debt relief,
and Bangladesh, like India and Fakistan, hos had to raise expensive loans
on international capital merkets. Inflation. has nct been much worse then in -
the rest of the world, and has shown signs of abating, but is a further
problem because of its effects on extermal trade, production, and the die-
tribution of incomes. Abundart liquidity has been generated by large
demands made on the banking syctems by Covermments or official entities, and
by excessive credits to the privatée sector im nearly all these countries.
Steps; however, are being taken to tighten credit conditions, to rationalize
interest rates, and to reduce fiscal deficits, at least in the larger
eountries.

A. BASIC FROBLEMS

The countries of south Asia - Afghanistan, Bangladesh, Bhutan, India, Nepal,
Pakistan and Sri Lanka - have gerious economic problems which seem to yield
only slcwly tb measures of economic planning. They are amcong the pcorest
countries of Asia, with per capita incomes which ranged, in 1979, from $ 100
in Bangladesh to $ 270 in Pakistan, aad so populousithat they contain more
than a fifth of the world's people. Poverty is worst in rural areas, and
the propoftion of pecple employed in agriculture ranges from 50 per cent in
Sri Lanka to 94 per cent in Nepal. In the 1270s, a definition of poverty
used by the International Labour Office put the proportion of rural peoéle
below the poverty line at 48 per cent in Indja, 62 per cent in Bangladesh and

1/

74 per cent in Pakistan.—

Poverty is basically low productivity of labour -~ low real income
per capita. It is aggravated, however, by marked inequality in the distri-
hution of real income between households. The richest fifth of households
is thought to receive about 59 per cent of total hgusehold income in Nepal,

49 per cent in India and 43 per cent in Sri lanka; comparable figures for

/Bustralia

1/ Asian Development in the 1980s, p. 9.
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Australia and Japan are 37 and 4) per-cent. Or; to look at the other

end of the scale, the share of the lowest 40 per cent cf the population in
GNP, about 1975, has, been estimatel as 9 nper cent for Ira., 16-17 per cent for

2/

India and Pakistan, and 19-22 per cent for Bargladesh and Sri Lanka.—

CGrowth rates for reasl inéomé per capita are also low in south Asia
During the 1970s, the rate was .3 tc 0.3 per cent for Bangladesh and Nepal,
1.3 to 1.4 per cont for Indie and Fakistan. and 1.9 to 4.1 per cent for
Afghaniétah and Sri Larka. These rates coatrast with averages ef I.f per cent
for a1l low-ipcome developing countries and of 3.1 per cent for all other, medium-

income, developing countries axcept the oil ¢xrortars.

Poverty and slow growth of real incormes have been associated with
widespread and persistert unemployment or underemployment of labour. Firm
estimates are hard to come by in these countries as so large a wvart of the
porulation is in rural areas. Estivates for Sri Larka put upemployment at
15 per cent of the labour forcc in 1278, but it had been as nigh as 24 nrer
cent in 1974, TUlo estimates of total employment have baen made in India for
some years, and unemployment atatisticc relate only to urbap areas; but an
official committe. estimatad thai, in 1%71, iIndia had 9 millioﬁ unernleoved
and another 24 million working lesa than 28 hours 2 week cut of a labour force
of 180 million. 1In Pakisten, about hal{ the labour force is thought to ba
affected by either unemployment” or unteremployment. The provortion may be
even higher in Bangladesh as recent estinates sﬁggést that one third cf its

labour force has been unemployed or underemployed.

_Another common feature of their e.dnomic situation is comtinuous- and
substantial reliance upon foreign z212 in orxder to finance imports and domestic
capital formation. Such aild, in 1279, came to 14 per cent of GNP in
Bangladesh, £ to 9 per cent iir Vemal and Sri Lanka, and about 3 per cent in
Afghanistan znd Pakistan. It came, to only 1 ner’ cent in India but that
country, bacause of it=s size, received. abov: one third of all aid flowg to

s
south Asia and that txird

(834

14

a et basig; came to 15 rer cont of.its import

payments.

Iran is the only ESCAP country vhich is in west Asia, Up to 1979, it

could be ranked as a middie-income and capital-surplus oil-ewporting country.

/However, .

2/ WVorld Pank, VYiorid Develomment Peport, 1981, table 25,
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However, revolutionary change, continuing civil Jdisturbances, and a war

with Iraq have greatly worsened Iran's economic conditions. Its per capita
income has probably been reduced by one quarter between 1977/7& and 19580/81
to a current level about $ 1,920; that level, however, is still well above

south Asian average incomes.

Afghanistan has experienced radical political changes and strong armed
resistance to it. The World Ban puts the decline in Afghanistan's per
capita income at about one tenth between 1977 and 197} and, notwithstanding

guerrilla activity, the Government has claimed a 4 per cent rise of real

GDP in 1980/81.

Poverty and population growth make food supply exceptionally important
in south Asia, where malnutrition is widespread and mass starvation a recur-
rent danger which can be avoided, when the monsoons fail, only by large imports
of cereals or by drawing down food reserves. Food production has not kept
pace with population growth in Afghanistan, Bangladesh or Nepal, and has
barely kept pace with it in India or Pakistan., Only in Sri Lanka was thefe
a substantial rise in food production per capita during the 1970s, and this
country has still to imporf a good deal of rice. Afghanistan, Bhutan and
Nepal are normally self-sufficient in regard to cereals, but Bangladesh,
even in 1979, had to devote one tenth of its irports to cereals. India's
need for such imports varies with its harvests; they were 12 per cent of
total imports in 1970/71, 25 per cent in 1975/76, 2 per cent in 1977/78, and
12 per cent in 1979/60.

Over-all, the ILO has estimated that, in south fsian market economies,
the average consumption of calories declined from 2,077 to 1,990 per day
between 1960 and 1974, an? that of nrotein from 54 to 49 grams pér day. Nor
did the dietary position improve in the late 1970s. Yet south Asia is not

~

near to using its full potential for food production. Rice yields are about

2,700 kg/ha in all of them save Pakistan, where the yield is about one fifth
higher; but in the Republic of Korea it reached ovér‘6,000 kg/ha bétween

1977 and 1979. Inadequacies in reéard to land reform, irrigation or water control,
fertilizer application and use of improved seed and farming techniques are

the major impediments to realizing south Asia's potential for food productjon.

/These,
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These, then, are the baéic ani stubborn problems of economic develop-
ment in soutl. Asia; poverty, slow growth of real incoﬁes, serious lack of
employment, and chronic balance of payments difficulties which are partly
connected with ipnadeguate food sunplies and, more recently, with cnergy
shortages. The follcwing sections consider information about the ways in which
they, and related aspects of south Asian economies have changed during 1980

and 1981.
B. FMPLOTYENT AND RFAL IMCOME

India, with 72 per cent of SOufh Asia's population, 1s much its
largest country. It has brought the annual growth of mopulation down to 1.9
per cent a year but still has serious problens over employment. In the
organized (non;rural) sector, ¢mployment has been growing more rapidly than
population: by atout 2.5 per cent =2 year; but this sector employs less than
one tenth of the labour force and its growth has not been sufficient te ‘
absorb a much more rapid growth of urban unemployment. - Registered unemployed,
inrmid~198-} were 12 million or 7 per cent of the labour force and more than
11 millicn were chronically ﬁnemployed. Under measures of the previous five-
year rlan, 1@78—1983a it hacd been hoped to stimulzte investment sc that
ﬁroduction would absorb, not only the iﬁcreasa of the labour force, but also
a substantial part of the unemploymenﬁ backlog. Ewployrient in the organized
sector did increase by 3.3 ner cent in 1578/79 and alsc in 1979/20, but the

target growth rate here is 4.2 per cent a year.

Bhutan and Nepal are also rec@rded as having brought down annual
rates of population grovth to nearlv Z per-cent, and Sri.Lanka to 1.7 per
cent, Little is known.about‘enployment in Bhutan’altﬁough the Covernment is
planning to reduce the risk of unempluymént while increasing the number engaged
in non-rural activities. In fenal ., tﬁere is corsiderable unemployment and
underemployment in rural areas but this has not baen quantifiéd; steps,
‘however, are being taken to tase a shortage of more 'skilled urban labour.

Sri Lanka had a recorded unemployment rate of 1h per cent in 1973 and, hot

surprisingly, the Government has declared ah aim df'creating cne million new
jobs a year up to 1982, It apﬁears to have had some success in thétjregard~
‘during 1979 and 1280: an official estimate put‘t*e unem?loyment rate.for .

1980 at 12.8. per cent, and the number of uew jobs crtated since 1578 at 278,000,

Table III-.}.
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an increase of employment by 7 per cent.. About 50,000 workers had also
gone to construction 3obs in the Middle East. but this aggravated local

shortages of skilled labour.

Bangladesh and Pakistan have high rates of populatién increase, around
3 per cent a year, and their labour fogces aprear to be Increasing at the sane
rate. Growth of employnent, however, has been at 4.5 per cont in
Bangladesh but bpen and disguised unemployment -has been put at over a
third of its labour force. 1In Pakisﬁanlurban upemployment has bheen officially
recorded at 4 per cent of the urban labcur force, and underemployment at one
sixth of the rural labour force; these figures seem to be considerable
underestimates. Roth countries, like Inﬁia and Sri Lanka, have obtained minor
relief by migration of people to work in oil-rich Middie Fastern countries.
Pakistan was sending over 112,000 in 1979 and was estimated to have 1.8
million workers there in 1980. Ranzladesh expected to send 43,600 each year.
The 1976-1980 Two-year Plan for Bang%adésh‘ha& emphasized the importance of
effectively using the country's vast human rescurccs; and the 1980-1981

Annual Plan for Pakistan had alsc emphasized dcvelopment of human skills.

1979/2C was a year of mixed economic fortunes for.south Asia. Real
GNP declined by 4.5 per cent in India, and by 1.4 per cent in WVepal.
Elsewhere 1t increased but the rate of increase was bhelow tho average for
the previcus three vears in Bangladesh, 4.4 per cent as againsf 5.5 per éent,
and about the same as that average, 5.6 per cent, in Svi Lanka. .Only in
Pakiétan was the 197%/80 rate of incréase, 6.2 per cert, above the previous
three-year average rate of 4.7 per cent, The position in Afphanistan and

Iran is obscure but declines seem to have been inevitable.

Of ficial indexes of produciiofil for Afghanistqﬁ'éhow a decline, in
1980, of .13 per cent in industrial production and one of 9 per cent in mineral
production. The Covernment, nevertheless. has anﬁoundeﬁ that economic progress
was satisfactory in 1280/81, and especially good in agriculture whera prices
of key inputs had been reduced. Vet it also'announged that 375,000 tons of
wheat would be imported from the USSR, equal to about one eighth of the

1978/79 crop, and wheat has not been 2 normal import for Afghanistén.

Latz in i*arch 1981, a presidential statenent assorted that Iran's
agricultural output had become staticmary, and that its industrial out»ut

had fallen by at least cne third during the past year. Partly because of

/Figure III.1.
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Table III.3. ‘'‘South Asian countries aﬁd Iran. Annual
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percentage growth rates for indexes of

production, 1976~1980

Electricity

Agriculture Mining Manufacturing

1976-1979 1980 1976-1979 1980 1976-1979 1980 1976-1979 1980
Afghanistan 0.3 0.8 -2.6  -8.6 10,1 -12.6 8.9 6.9
Bangladesh 3.7 2.4 cee ess 6.0 17.2 12,6 cen
Bhutan 1.9 1.6 el es e oo vee vee
India 6.5 -15.5 3.8 -2.6 5.8 0.8 8.8 2.2
Nepal -0.8 -13.0 cue ses cee ree 15.3 19.4
Pakistan 4,1 9.6 e . 5.1 6.1 6.5  .en
Sri Lanka 2.7 1.7 ‘e 4.9 5.8/ 8.0 9.2 8.9

Sources: United Nations, Monthly Bulletin of Statistics, November 1981;

ADB, Key Indicators, April 1981 and national source for Sri Lanka,
2/ 197821979 only.

'

deliberate policy, the output of crude oil; much the major export, had been
reduced from 2,080 million barrels in 1977 to 1,116 million in 1979, then

fell to 565 million in 1980, and was 267 million in the first half of 1981,
Religious leaders have warned the people to expect austerity over a decade or
more, It seems possible that real GNP fell by ome tenth in 1980/81, and that
it was then about four fifths of the 1977/78 level. |

Severe droughts had reduced India's agricultural output by over 15 per
cent in 1979/80 and this decline, together with inadequacies of transport,
serious industrial troubles and the second jump of oil prices, reduced the annual
growth of industrial production to less than 1 per cent, foodstuffs, fertilizers,
textiles, cement, aluminium and steel being particularly affected, Real GDP,
accoxdingly, fell by 4,5 per cent and prices rose by 21.4 per cent. Much better
weither in 1980/81 led to an estimated increase of agricultural production by
19 per cent, and to one of 4 per cent for industrial production, so -that real

GNP could have risen by 7 per cent and inflation did come down to 13 per cent.

/Even
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Even so, real GNP would have been less than 2 per cent above its 1978/79

level, indicating quite inadequate economic progress.

Agriculture has contributed rather more than two fifths to India's
net national product and about one third to its exﬁonts besides absorbing, in
some degree, nearly three quarters of the labour force. There has béen a
recent trend towards higher and-less fluctuating yields because of wider use
of fertilizer, better seeds and extension of irrigation systems to cover more
than one third of the cultivated area. However, imprcovement in rice yields
has béen largely confined to the Punjab, Héryana and Uttar Pradesh, ‘and the
improvement in wheat yialds appears to have slackeéned. HNo great- advance has
been made in regard to coarse grains, pulses or oilseecds, and the production
of sugarcane has continued to fluctuate because of wide swings of price and
variaﬁle weéther coﬁditions. -Over—all, agriculfdral produétion hes had a
trend ratg of growth of only 2.8 per cert from 1967 to 1979, well below the
draft Sixth Plan's target of 4 per cent. Attention, therefore, is being
given to accelerating improvement of yields for which there is a potential
acknowledged to be 1arge; A major problem in that regard is to give adequate
incenpives to farmers; a rise in precurement prices means higher'prices
for urban consumers or bigger Subsidies.from government budgets, which are

already badly strained.

Foodgrain outputs recovered, in 1980/81, to 130 million tons and,
in spite of dry conditions in north-western states, were expected to reach
135 million tons in 1981/22, an increase of only 1.5 per cent. Prospects
were Better for oillszeds: their output had increased from 8;1 million tons
to 1C.2 million tons in 1980/81 and was expected to reach over 11 million
tons in 1981/82. A large increase was also expected for sugarcane because
previously high pfices had‘led to a bigger area planted and there were éood
rains; the crop may thus iﬁcrease fyom 154 million tons to 180 million tomns
in 1981/82. ' :

Processing of food acccunts usually for § pér cent of industrial
production, and'the~manufacture of textiles for over 17 per cent. Both '
recovered along with agriculture. ‘ hese, and othery industries, were also
helped by improved suprlies of power and tronsrert, aé well as by the better
labour relations which reduced the number of man-daysllost in strikes from
a record 43.9 million in 197¢ to 12.9 million i 1980. Industrial production,
in the first half of 1951, was nearly 11 per ceat above its corfesponding )
level in 1980. |

/The
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The supply of electricity, both thermal and hydro, began to improve

in the second half of 1980 and, in the first half of 1981, was 14 per cent

above the level for the same period in 1980. There had been 2 large addition

to generating capacity in 1%80/81 but, as most thermal stations were operating

well below canpacity, the main factor was an improvement in deliveries of cocal.

The railwé&s had been able to move so limited a quantity of coal that,; By

March 1981, the pitheads had stocks of 18 million toms, equal to two months’

output. Reasons for this state of affairs included 2 23 per cent shortage

of wagons below requirements for them, bad labour troubles, and deficiencies

of management. Hopeful of improvement in these respects, the Government set

a target output for coal and lignite of 121 million toms in 1981/82, 13 per

cent above the 197%/80 output and, in 1980/81, the output reached 114 million

tons. The improvement in coal output went with one in railway freight. After

declining from 213 million ton-km in 1676/77 tc 193 million ton-km in 1979/80,

this might have risen a little to 195 million tou~km in 1980/?:; but comparison

of the second halves of 1979 and 1980 showed no improvement.

Other services than transport accounted for 31 per cent of India's
net natioral preduct in 1979/80. The draft Sixth Five-year Plan (1978-1983)
had set a target growth rate for them of £.0 per cent a Year. Trade,‘festau~
rants and hotels accounted for 44 per cent of these other services in 1979/80,
finénée and real estate for 15 per cent, and public administration plus defence
for 22 per cant, In the first yvear of the plan, the only major change in
respect of these services was a risa in the share of public administration
plus defence from 5.8 to (.8 per cent of net national product.

The Mational Council of Applied EZconomic Research (HCAER)Ji/ has

recenfly emphasizedvthe dependence of industry and services, in India, upon

the performance of agriculture., A scenario which assumes normal rainfall,

and so gn increase of agricultural production by 4 per cent, leads to the
aonditional forecast that, in 1581/82, the net cutput of industry would increase
by 7;0 per cent and that of services by 4.9 per cent. But an alternative
scenario, which assumes such peor rainfall and power shortages thet agricul-
tural output increases by only 1.6 per cent, leads to the conditional forecast
that thé net output of industry would'ingrease by 5.9 per cent, and that

of services by 3.3 per cent. Under the first scenario, therefore, the

¢
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- 90 ~

INDIA'S HEW SIXTH PLAN

4 draft sixth plan had been published in 1578 as 2 framework for
flexible annual plans over the usual five-year periocd, during which the
annual growth rate of real GDP was to be 4.7 per cent. The Planning
Commission was reconstituted in April 1980 to prepare a revised sixth
plan, and this was presented in February 1981.

It envisages a higher annual growth rate of 5.20 per cent for real
GNP, associated with sector rates of 3.8% per cent for agriculture, 11,25
per cent for mining and 7.15 per cent for electricity, gas and water (both
reflecting the energy crisis), 6.50 per cent for manufactur ng, and 5.10
to 5.4f ver cent for constructlon, transport and other services. Output
of foodgrains, however, is to rise only 7rom 149 million tons to 154 million .
tone -

Real export growthil is put at 9 per cent a year and real import
growth at 9.5 per cent a year, Net canital inflows, cver the five years,
are projectad as Bs 120 billion (at 197§/79 rprices and gross of an expected
loss of Rs 2¢ bllllon from further deterioraticn in the terms of trade).
About 49 per cent of these capital inflows would come from net aid, 42 per
cent from other official borrowings together with commercial inflows, and
the remainder from depletion of foreign reserves,

Total investuent expenditures over the plan would be Rs 1,587 billion
(at 1979/80 prices) so as to raise the vratio of gross capital formation
to GNP from 21.8 per cemt to 25.1 per cent. Public saving would finance
21.5 ver cent of this investmpnt, orivate saving 7Z2.7 per cent, and foreign
capitzl inflows the remaining 5.7 per cent. In addition, Re 135 billion
woul& be spent within the oublic suctor for current cevelcopment activity.

~

The basic aims of the plan, as of its predecesscrs, are to
reduce poverty, gencrate employment, and promote technical and economic
self-sufficiency. Acceleration of over-all economic growth is regarded
as necessary for realizing these aims, but special measures have also to
be. taken to increase "trickle down” effects by roising the share of
poorer people in aggregate consumption. The urgency of such measures is

“in’icated by estimstes that 11 million people between the ages of 15
and 59 years suffer long-term unemployment, and that half the rural -
population, or more than a third of the urkan population, fall below an
all-India poverty line.

The two important policies here are an integrated rural develop-
ment pregramme and a minimum needs programmec., The former is to complete
enforcement of legislaticn for land ceilingz, to distribute surplus land
to landless families, to provide improved cattl:, agricultural inputs and

/equipment

r

a/ This is to be fostered by allowing 100 per cent export zones
with duty~free privileges for imperts, to he located anywhere in India.
Export production, meoreover, iz no longer to have.its Capacity limited by
licensing regulations.
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equipment for poor farmers, and to create work opportunities in rural
areas. The minimum needs programme will seek to improve elementary
educatlon, rural health and water supplies, rural rosds, electrification
and hou31ng, ‘supplementary nutrition for prcgnant women and aursing
mothers, and midday meals for school children. The integrated rural
development programme is costed at Rs 35 billion and the minimum needs
 programme at Rs 58 billion. There are other rural development programmes
which are to cost Rs 18 billion. Urban poor are alsc to be helped by
employment c¢n works for improving sanitation, slum housing, tree '
planting and other features of the environment.

Most of the poorer people are in rural areas, and the plan
nopes co increase the annual growth rate for agriculture from the
2.8 per cent average achieved between 1967 and 1978 to 3.8 jer cent.
That would be a substantial acceleration but its realization depends
on uncontrollable weather conditions and, given them, is much below
technical possibility. There are institutional and cultural obstacles
which have been slow to change. Nevertheless, the plan looks to the
achievement of gelf-sufficiency in foodgrains before 1985.

Strong emphasis is given to energy in view of the present
strain of oil impor¥ts on the balance of payments, and the prospective
griwth of demands for commercial energy as industrialization proceeds
and rural areas make a transition from use of dung and firewood.
Efforts will be made to exploit India's considerable reserves of not
very good quality coal, a potential for hydropower only one tenth of
which has been harnessed, and modest deposits of o0il and natural gas.
Demands for oil are to be more strictly controlled, and general
conservation of energy promoted. Greater attention is to be paid to
new and renewable sources of energy, and rescarch is to be fostered
into a whole range of energy technologies. Public outlays on this
energy programme over the five years of the plan are »ut at Rs 265.35
billion or over 27 per cent of their total, Rs 975 billion. India's
energy situation, however, is not expected to become at all comfortable
by 1985; '"maintaining 2 reasonable balance between energy require-
ment and energy availability will ..... pose serious challenge in
the coming decades”. b/ It is not expected that the ratio of oil

aports to oil consumption will fall more than from 70 to 45 per cent.

Transport has been another bottleneck which has severely
affected, at times, distribution of coal, fertilizers, cement and
olncy wey commodities. Some Rs 51 billion is to be spent on railways,
Rs 46 billion on roads and rcad transport, nearly Rs 15 billion on
ports and shipping, and Rs 8.6 billion on civil aviation.

A main thrust of planning continues to be industrial as 29.per
cent of gross investment., public and private, is to be in manufacturing,
as against 20 per cent in agriculture. During the early phase of
vigorous import subs stitution, up to 1965, the annual growth rate
Zor industry had averaged a fairly steady 8 per cent. After that the

/rate

b/  Sixth Five Year Plan, p. 229.




rate fluctuated a good deal, but averaged only 4 per cent during
the 1570s. Over one quarter of industry, including key industries,
comes under public enterprises, and these have had only meagre
profits to finance further industrial investment. The plan calls
for improvement to management practices, rationalization of prices,
more use of cost guidance, and greater attention to both technology
and the quality of outputs. Assuming that there is progress in
these respects, and also in the functioning of transport and power
facilities, the plan looks tc the restoration cf an industrial
growth rate of 8 per cent a year. Uigh priority is still accorded
to steel, non-ferrous metals, capital goods and fertilizers '
but the leading roles are assigned to chemicale and electronics.

/increase




increasa of real GOD dn 1291/92 would he 5.2 rer cent, ard ander the sencond
it would tve only 3.5 per cent.

fepal had also suffered fror Jdrought conditicns in 1973/8C and, as
agriculture accountz Tor about twoe thivis of 0P, there was a fall of 1.4 per
cont in veal ODF that year. Manufacturing's conicribution is only & per cent
of 'GDF, and it abssrbs about 1 v=r cent <f ths lakour frrce. Cutputs naturally

ute pocds,

ko

fell for agro-~industries, znd esrecially for those producing

straw boards and supar: bhut most other industries continued to expand their

“outputs.

The production of cereals more than recovered in 1980/31, although it
was less than 4 per cont above the pre—droﬁght 1978/79 level, énd 2 per cent
below that for 1975/76. Paddy, much the most important crop, increased by
one fifth, and there were also substantial gains for maize and wheat. Sugar-
cane and oilseeds, among the cash crops, both had increases of cne quarter,
but jute declined by one eight;n° During the 19703, agricuitural production
had grown by less than 1 per cent a year and there is little sign of improving
yields except in the case of wheat. Creater use is teing made of better seeds,
commercial fertilizers and irrigation'facilitiess but on too sﬁall a scale as
yet tco have any marked general effeci-on agricultural cutputs. Livestock
and dairy farming are4beiné encouraged ir hilly country which is not suited
to crops but, in some areas, forcsts have been over-eiploited for firewood.
and soil erosidn has become a major problem. A forestry development scheme,
therefore; was begun in 1960 with help from the United Nations Development

“ Programme, the Werld Bank and TAQ. There is also a new policy to develop

production and ekport of "timber, but in a conservationist way.

Manufacturing is mostiy small-scale and based on agriculture with
jute goods, leather, sugar, beerg‘biscuits? tea and soap the most important
products. The larger establishments had heen started in the public sector
but, in March 1981, 2 new industrial pclicy was anrounced for encouraging
private and foreign investment in any manufacturing industry.

Béngladesh's Sccond Five-year Flan began in 1920/81 with a striking
recovefy from the severe cconomic strains of the two preceding years, which
had made it necdessary to import a raocord 2.8 million tons of cereals in
1979/80. Production of foodgrains increased by 1.4 million tons in 19890/81,

/or



or by over one tenth, and there werae also bip zains for notatoes, supar and
tea. Foruysrd estimates nut asriculture's contributico te CDP as rising by

7 per rent to beetme 55 per cent of GDP.  Manufacturing's contributien ie also
expectad ro have idncreased by ¢ per cent to reach £ rer cent of 4BP, bLut the
contribution of comstruzticn would dacline By over 5 rer cent. The combined
effect of these and cther changes is to give n preiected increase ~f 5.2 per

cent in Bangladesh's real GOP for 1280/831. 7That would bring it cne guarter ,

above the 1275/74 level. !

The somewhat paradoxical effccts of a bumper cereal harvest on the
food situation have>already been discussed (seec chapter II, section £). Jute
is the major cash crop; raw jute pﬁovides about one sixth of‘oxport receipts
and jute goods over one half. The yield of jute has been fairly constant
since 1976, but its acfeage has varied cccording to the relative attraction
of growing this crop instead of rice, and,‘in‘1930/81, its output fell by
17 pér cent.” The acreage under sugarcane, however, has been fairly ‘constant

and its yield has been low and decliring until the 1980/81 harvest, which

brought the yield back tc the level cf the early 197Qé,

Develépment cf agriculture has necessarily nad the highest priority in
the Govérnment"s policy, which has aimed at expanding irrigation, distributing
improved seed and commercial fertilizér, and stahilizing stocks and prices
by a system of minimum puaranteed prices. In regard to irrigation, emphasis.
has teen put on short-—term methods, especially use of low-1lift centrifugal
pumps; A wide pregramme was launched.in 1%79/80, under presidential leader-
ship, for voluntar§ iabour on a2 network of ‘canals fop irrication and drainage.
Ratween 1973/79 and 192C/81 irrigation was thus provided for another 2.1
million acres, cne tenth of the cultivated arca. The new five~year plan hopes
to increase. the irrigated area to 7.2 million acres by 1985 in order to reach
a food nroduction target of 20 million tons: almost 35 per .cent more than
in 1980/81; Progress in regard to seed and fertilizer has been slower:
distribution of improved-seed has increased markedly only for wheat, a minor’
crop in Bangladesh, and distrfbution of fertilizer increascd from a small

‘base by only 31 pbr cent betwsen 1977/78 and 1950/81.

Tte share of marufacturing in GUP has hardly increased over the past
1)

decade, and therewas little vrogress in such older industries as jute and

cotton textiles, paper, tyres ~nd tubes, cigarettes, safcty matches and soft

/THE



THF, XINCLCH OF BHUTAN ‘ ~ .

Bhutan, a land=lccked mentain state has a suall porvnlation of
1.7 milidon srd & per capiita income around ¢ 10S5. . Must of the Kingdom
1s forest or wasteland so that only a tenth of its area is cultivated.
bdbout %F per «eat of the people depend on agriculture, animal husbandry
or forcstry for their liveiihood. and these activities rrovide nbout 54
per cent of GNP,  Manufacturinz and mining account for abeout 10 pev
cent, foverrnmcnt for 12 rer ceat and other sevvices for 15 ver coat.

Bhutan has a conziderable economic potentisl for improving
its agriculture, as woll as for developing- forestry and hydroelectri-
eity. Yet, aithough once self-sufficient in food, it has come to
import up to 15,000 tons of cereals a year. It uses migrant labour,
toc, for four fifths of employment in non-agricultural production.

India is Fhutan's major trading partner, and their common
frontier is so wide open that trade cannot be properly recorded, and
there is virtually an informal monetary union with trade conducted
mostly in Indian rupees. It would scem that nearly all of Bhutan's
exports are raw materials, as are most of its imports. Other imports,
in order of value, arc manufacturcd consumer goods, plant or equipment,
and petroleum products,

A fifth plan for 1980/81 to 1286/87 has begun, aiming at better
use of human and other indigenous resources so as te increase real
GNP by about one half. If that could be achicved per carita income
would grow at the respectable rats of 6 per cent a year. Tt is
hoped to increase the share of manufacturing in real GNP from 10 to o
15 per cent, and that of other than Sovermment services from 15 to
21 per cent, partly by developing tourism. Agriculture would thken
grow at a slower rate of ‘5.5 per caent a’'year to contribute 46 per
cent of real GNP, instead of 54 per cent., Popefully, Bhutan would
again beédome salf-sufficiant in focdstuffs, Transport would be
extended, and hydroelectrical capacity would be increased from 4.4
MW to about 270 MW and yield an export surplus.

It is recognized that the biggest difficulty in carrying out
the plan is the serious lack of technical expertise and skilled labour
in a country where the literacy rate is only 22 per ceat, Much"
emphasis, therefore, is to be put on educaticn and vocational training.
External financial rcquirements were put at a modest $ 68 million,
and it was hoped that they would he rrovided by multilateral agencies
or other bilateral donors begides India, previocusly the only source of
external aid -and still to be the main one.

. 3
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drinks, most of which have excess cavacity. The growing manﬁfactures have
been cement, iron and steel, fertilizer and industrial chemicals. Bangladesh's
first five-year plan had aimed at broadening the industrial base, partly to
create mopé employment, but realizations fel' far short of targets, except for
sugar. Inadequate transport, pcwer faiiures, laboﬁr troubles and deficient

management are thought to be the causes of this disappointing situaticn.

The second five~year plan, 1980/£1-1985/8¢, has target annual growth
rates of 7.2 per cent for real GDP, 5,3 rer cent for agriculture and 8.6 per
cent for manufacturing. TFor 19€1/82 they have been adjusted to 6.4 per cent
for agriculture and to 10.8 per cent for manufacturing. These rates appear
fo be high relatively to the previous pérformance of the ecornomy, but have
been set with a view to increasing real GUP ner capita by abouE 4.5 per cent
a year. That would bring real GDF per capita to § 125, still much below the

1975 level for any other Asian country, except Bhutan and Wepdl.

Sri Lanka's accounts ~2re on a. calendar year basis and had shown fairly
strong growth of real GDP in 1978 and 1279, averaging 7.3 per cent a year.
In 1980, the rate fell to 5.8 per cent largely because drought conditions
had reduced outputs of the important cash crops: tea by 7 per cent, rubber
by 13 per cent and coconuts by 15 per cent. Industries processing such
products had;, accordingly, a decline of 10-per cent in output. The rice crop,
however, increésed by 11 per cent, sufficiently to rais- the genéral index of
agricultural production by 3 per cent. Factory industries other than those
engaged in processing had a general expansion of 6 per cent in the public
sector, eéntirely due to expanded caracity of the oil refinery, and one of
4.5 per cent in the private sector. There was some decline of output for
cement and fabricéted metal products, because of a slowdown of censtruction
activity, angd a considerable decline for t:u:xti].eq9 because of the. effect cof
previous trade liberalization. Thoare was, hdwevef;a 31 per cent increase of
output for petroleun products and, notwithistanding bower cuts in the second
quarter of 1930, substantial increases for garmeunts, wood producte, basic
metals and rubber products. OQutrut in the mining and quarrying sector rose by
Y per cent. There was also growth in the scrvices séctc-f9 ranging from 7

per cent for transport to 15 per centfor banking and other finencial services.

Dry wezther conditions, continued in the first half of 1981, badly

affected the output of hydroelectricity, and continued to affect rice and

N

rubber outputs. Monetheless, tez production was expected to increase by & per

{ THE.



THE REPUBLIC OF THE MALDIVES

This country of 1,000 coral islands, 208 of which are inhabited by
150,000 people, has been politically independent since 1965 and a republic
since 1968, 1Its people live mainly by fishing, collecting coconuts and
raising millets, tubers or tropical fruits on very limited arable soil,
About a quarter of employment, however, is provided by cottage or small-
scale industry which makes mats, lacquer ware, cadjan products, etc.
The Government employs about £ per cent of the labour force, and has
developed shipping and tourism to diversify the economy, to provide
employment and to supplement fishing as a source of foreign exchange.

Income per head was estimated at § 158 in 1978, about the same
level as in Burma, and was thought to be growing by & per cent a year.
Contributions to national income and employment are indicated in the

- following table for 1978. -

Value added ' Employment
MRs Percentage Thousand Percentage
(million)'
Fishing ' ' 40 : 20.1. 27.2 45.1
Other primary production - 38 15.6 €.2 10.5
Secondary production 12 €.0 “15.9 26.4
Tourism 23 11.6 0.4 0.7
Government 25 12.€ 2.2 . 3.7
Shipping and other services €5 30.1 7.8 12.8
Total 199 100.0 ¢0.32/ 100.0%/

Source: WNational sources.

a/ 1Including other employment rot stated.

By 1980, 27 islands had 1,742 beds for tourists, and the numbe£
of tourists had increased from 1,799 in 1972/73 to 36,054 in 1979, From
1978, resorts with more than 20 beds became State controlled.

The Maldives Shipping Line Inc. had 27 ships engaged in inter-
island and international trade. Tt used to make substantial contributions
to State revenue and had a peak profit of $ 2.7 million in 1975. After
that profits were eroded by high fuei costs, and profit transfers to the
State dried up. '

The fishing industry has also been damaged by rising oil prices
as, between 1978 and 1981, fuel costs rose from 20 to &5 per cent pf
gross earnings. An administered exchange rate, moreover, puts an implicit
tax of about one half on export receipts from tuna and other fish.

/Fish
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Fish account. for over ©Z per cent of merchandise exports, most
of which go to Japan (70 per. cent) and Sri iLanka (20 per cent). Rice,
wheat flour and other foodstuffe account. for almost half of import
payments, and petroleum products for over one tenth., OCther producers'
requisites accounted for only 4 per cent of imports in 1979.

Tourist earnings of $ 5.8 million in 1978 had grown large
enough to cover the merchandise deficit and add something to reserves
of foreign exchange. Net receipts of official 2id from market economies

veraged $ 5.1 million between 197€ and 1978, Net external debt service
was only § 78,000, but was projected to rise to $ 1.8 m11110n by 1985
under a first flve—year plan (1980-1985).

This plan sets a target grthh‘rate of 8~10 per cent a year,
and aims at stimulating agriculture; fishing and industry so as to
lessen dependence on imports. It also aims at improving education and
health services, and to redress socio-economic imbalance between Malé
and the other islands. 1In spite of cutrent difficulties for fishing
and shipping, the Maldives'! economic potential is considered to be
a good one. ‘ ’

/cent
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cent and coconuts by 10 per cent. Industrial outputs were badly affeéted

by §ower shortages in the first half cf 1981. Tor the first four months

of the year, pubtlic sectcr industries had a decline of 12 per cent, largely
due to a shutdown of the petroleum refinery for repairs and maintenance work,
and there were also marked declines for food processiﬁg, fabricatad metal
products, wood products andApaper, Textiles, clothing and leather goods,
however, Increased their outputs as did non-metallic mineral products. Tor
1981 as a whole, the general index cf factory produétion was expacted to rise

by 10-11 per cent. , ,

Official projections have put Sri Lanka's growth of real GDF at-
4.3 per cent in 1981, with sector increases of 4 to 6 per cent for agriculture,
4,2 per cent for mining, 5.2 per cent for manufacturing, 7 per cent for

construction, and &.7 per cent for electricity, gas and water.

Pakistan had the most satisfaCtory economic oerfofmance of any south
Asian country in 1979/80, with a growth of 6.2 per cent in real CHP, but a
lower rate of 5.7 per cent was forecast for 1980/8l. It was expected that
the growth rate fof apriculture would fall from 6.9 to 4.4 per cent, .that
for manufacturing from 9.5 tc 9.2 per cent, and that for services, other -than

construttion services, would decline from 5.6 to 5.4 per cent.

The fivé-year plan (1978-1983) had given an annual growth target of -
6 per cent for agriculture so that actuél performance in 1979/8C was above
target, and projected performance in 1980/81 was Lelow it. Wheat is the major
crop angd its yield.has been increasing from 1,316 kg/ha in 1977/78 to 1,563
kg/ha in 197%/8C, its output had increased by 3.6 per cent in 1979/80 and
was expected to increase by 5 per cent im 195806/81. Rice production, however,
declined by nearly 2 per cenf in 1979/80, and was expected to decline by
over 4 per cent in 1%980/81. Wheat oroduction, however, is three fimés that of
rice. Other'important érops are sugafcane and cotten, both with very fluctua-
ting outﬁUts. The output of sugarcane fell by ¢.1 per cent in 1978/79,
increased by.only 0.6 per cent in 1%75/80, but wés expected to increase by
16.9 per cent in 198C/81, Cotton declined by 17.7 per cent in 1$78/79, increased
by 53.9.per cent *n 187¢/80, and was expected to be nearly constant in 1%280/31.

Its yield has also increased; but that of sugarcane has been fairly constent.

/The
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The fairly satisfactory performance of Pakistan’s agriculture reflects
government policies which give it hight priority and cffective promotion.
Measures have included subsidized distribution of improved seeds and commer-
cial fertilizers, aids to plant protecticn, extension of irrigation facilitics,
liberal agricultural credit znd firm support prices trn give -farmers incentives
for prodﬁction, Yechanization has alsc been encouraged. Between 1976 and
1980, agricultural credit doubled, us¢ of chemical fertilizer per cropped
hectare increased by 75 per cent, and availabilitv of water at the farmgate

increased by 10 per, cent.

tn 1978/&C agricuiture had codtributed 36 per cent to Pakistan's
real GDP, and manufacturing 19 per ceut. - The target growth rate set by the
fifth plan for manufacturing was 10 ber cent a year; this was exceceded in -
1979/80, after a decline to lgss than 5 per cent in 1975/79. due tc the bad
harvests cf that year. Chemical fertilizers increased by 25 per cent in
1979/80 and there were substantial increases also for cizarettes, cotton
yarn, jute goods, cycle tubes, cement, soda ash, and irom or steel outputs,
but declines for sugar and paints, and little change for cotton cloth, cycle
tyres or paper products. Provisional figures for the first 9 months cf
1980/81 indicate larpe increases for sugar, nrea fertiiizer, bicycles, and
jute zoods, hut with a substantial decline for cotton cloth, due to trade
barriers ir developed market countries. and also for electric fans. Many
industries have considerable excess capacity, and 1t has beocn govermment
policy to improve the sitﬁation bty liberal provision of crédit and imports
for modernizing and balancing plant or machinery. Private industrial invest-

ment seems td have responded well to these incentives.

/LONGER-TERM
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LONGER-TERM PLANS OF THE LEAST DEVELOPED COUNTRIES Il SOUTH ASIA

The least developed countries (LDCs), numbered at 31, are so
classified by criteria which appear, to some extent, artitrary: a GDP
per capita, in 1980, below §$ 200, predominance of agriculture at a
subsistence level, limited manufacturing activity, low levels of
education, extremely limited health services, malnutrition etc.

Five of these poorest countries are located in south Asia: Afghanistan,
Bangladesh, Bhutan, the Maldives and Nepal. Although there are big
economic, social snd territorial disparities between them, they

have the same priority objective: to eradicate hunger as soon as
possible and, in any case, before 1990. This aim cannot be

achieved without considerable help from the wholp international
communlty.

In September 1981, a United Nations Conference on the Least
Developed Countries was convened with the purpose of finalizing,
adopting and supporting a Substantial New Programme of Actiorn for
them. The five from south Asia presented individual country reviews,
including data on financial rsquirements for their development dlans
over the 1980s. These plans appear ambitious, because target growth
rates for GDP or GNP were put at 5 per cent for Afghanistan, 7.2 per
cent for Bangladesh, 8.5 per cent for Bhutan, & per cent for the Maldives
and 4.3 per cent for Nepal. Their corresponding actual growth rates,
during the 1%70s, were perhaps only 1 per cent a year.

, As indicated in the accompanying table, these five LDCs-
give most importance to the agricultural sector, expenditures
on it being from one fourth to ome thirc of totgl allocations. Most
of them emphasize projects for achieving self-suffigiency in agricul-
tural and livestock products: improvement of irrigatiom, better use
of fertilizers and land. other improvements to agricultural producti-
vity, forest rehabilitation and conservation (Bhutzn and Nepal),
and reorganization of fisheries (the Maldives). It is emphasized that
success here requires autonomous rural development and, in the
view of the Minister of I'inance for Bangladesh, "rural development
is the cornerstone of all davelopment strategy'.

Althpugh thelr industrial sectors are, as yet, little
developed, these countries have a considerable industrial potential
from natural resources and raw materials which, 1f well utilized,
could allow substantial development of industry. Allocations for
industry are thus between 8 and 17 per cent of tutal outlays, but
orientations differ according to each country's potential. Afghanistan,
Bhutan and Nepal hope to set up labour-intensive manufacturing and
small-scale processing rlants based on indigenous raw materials.
Bangladesh hopes to develop agro-based- and agro-support industries,
especially in rural arcas. All five seck to extend import ‘substitu-
tion and to diversify industrial outputs, partly by appropriate '
transfers of foreign technology through multilateral rather than
bllatpra] channels.

/Summary .
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Summary of fipancial requirements by sectore in 1980-~1685

Afgha~

. Bangladesh Bhutan Maldives Nepal
nistan
- (percentage) ~~———=—mm———————
1. Agriculture and related
activities 24 % 22.1 23.¢6 28.5 35.1
-~ Agriculture 14.2 2.7 11.96
- Animal husbandry 3.8 - -
- Fishing - 16.8 -
- Forestry 10.6 - 4.4
-~ Irrigation 14.1
-~ Land deveclopment 5.0
2, Industry and mining 'l 17.1 8.4 - 7.8
3. Trade and tourism 51.9 - 5.0 - -
4. Energy, J 11.4 7.5 - 17.5
5. Transport _ 'l 14.5 18.9 23.2 17.8
6. Communications , J 8.5 3.3 bob - 1.6
7. Social - 15,0 19.4 23.8 45.1 17.1
- Education : 3.7 10,2 33.5 7.6
- Health and population control 4L.38 5.7 4.7 4.9
- Housing, sewage, water supply 2.7 7.@ 10.¢ 4.6
- Soclal welfare etc. 2.2 oo - ~-
8. Others 5.2 4.3 8.2 3.1
‘. Total 100.0 100.0 100.0 100.¢ 100.0
Total financial requirements .
(in $§ million) 2 160.0 17 230.0  336.8 121.7 1 812.0
Finance (percentage)
-~ Domestic resources 37.0 45.8 16.8 - 37.3
- External aid 63.0 54,2 83.1 100.0 62.7
External assistance (annual
average in 1980 $ per capita) , )
~ Net flows 1970 ' 2.8 16.90 5.3 43,1 12,0
- Projected net flows 1981-1985 15.5 24.1 32.4 361.3 15.2

Source: United Nations, Conference on the Least Developed Countries, -

September 1981.
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There is also concern with energy conservation and fuel effi-
ciency. »penditures allocated to the energy sector represent 10 to
15 per cent of total outlays. Particular emphasis has been put '
on setting up hydroelectric plants except by the Maldives which
envisages construction -of a biogas vlant. Afghanistan and Bangladesh
possess large recoverable reserves of natural gas and, accordingly,
seek to develop this .source of energy.

Another broad priority is strengthening of physical infra-
structure and, for that purpose, about one fourth-of total outlays
is devoted to transport and communications. The different plans
propose better use of ex1sc1ng facilities, a more critical screening
and programming of new transport investment, and reducing competition
between transport modes. Development of this sector has become very
important for countries such as Bhutan and the Maldives because it is a
precondition for expandlng tourism, one of their more important sources
of foreign revenue.

Allocations to the social sector vary between 15 and 45
per cent of total outlays according to particular national uneeds.
. Improvements in literacy rates and increase of skilled personnel are
common objectives, and even a. necessary ccndition for improving
economic balance (Bhutan and the Maldives). Formulation of appropriate
population policies is a main concern of Bangladesh; _besides efforts
to promote family plarmin;, there are proposals for extending primary
health care, and for providing housing and related services.,

.The. programmes are by no means extravagant in terms of human
needs. Yet there are questions zbout the capacity of Bangladesh
"and Nepal to raise domestic resources equal. to A6 and 37 per cent of
proposed dcvelopment expenditures, and a doubt, too, atout the .
ability of the Maldives to absorb the foreign aid by which it
" hopes to finance all of its development expenditures.

The Confercnce ended w1tbout any subs tantiél commitment from
potential donors beyond agreement that a larger proportlon of aid
funda should go to the least developed countrieo,'

/C.
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C. TRADE AND FINANCIAL FLOWS

Petrcleum has been over nine tenths of Iran’s exports, and natural
gas one fifth of'Afghanistan*s exports,; but other south Asian countries
are big net importérs of petroleum and have Been‘hard hit by the steep rise in
its price. The smaller countries depend on primary products for about nine
tenths of their export receipts: timber and cereals in Bhutan, these and
jute in Nepal, fish in the Maldives, and tea, rubber and coconut products in
Sri. Lanka. BRangladesh depends mainly on jute and jute goods, with hides, skins
and leather goods as important subsidiarv exports; but light manufactures,
including jute and leather goods, are almost two thirds of its total exports.
A range of primary‘éommoditieévmake up over one gquarter of Indié's exports;
tea, spices, coffee, sugar, fish, wheat, nuts and iron ora. But India has
developed a strong industrial base, which includes sophisticated heavy indus-
tries, so that fextiles, clothing, leather goods and other 1ight manufactures
make up over a third of its exports, and metal'products?’machinery, transport
equipment and chemical produéts5 about one eighth. 1In Pakistan, rice, fish,
raw. cotton and other primary éommodities are a third of exports, the remainder
being light manufactures in which éextiles, clothing and leather gocods

predominate.

Afghanistan, Bhutan and Mepal have depended a good deal upon their
large neighbours, especially the USSE or India, for both éxport and import
markets. But Bangladesh, Fakistan and Sri Lanka\send little more than a tenth
of their exports to south Asian countries or Iran, and for India the proportion
is haif of that. Nor do they export much to other developing countries of the
ESCAP fegion. Most exports cf Baqgladesh, India, Pakistan and Sri Lanka go to
advanced countries, so that their export receipts ‘tend to vary with the general
conditions of world trade. ‘These four countries also derive 75-85 per cent.
of thelr imports from non-Asian sources, as does Afghanistan, and for Iran the

proportion is even higher. ' r

After the first oil shock, the volume of world trade had 1hcreased by
around 5 per cent a year, and its valde by around 15 per cent a year, indiéating
the persiétence of world inflation at a high annual rate of over 10 per‘cent.
01l prices then increascd by one'third in 1979 and by a farther two thirds in

1980, with the result that the unit value of world exports rose by one fifth.

Table II1.4a.
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Growth in the wolume of world exports slowed from 7 tc 2 per cent a year, and
became negative in early 1981. World reccssion\had surervened upon world
‘inflafion as the industrial countrics, and some developing ones, became mal-
adjusted to changes in the world economy, 2nd.as they tried to remedy infla-
tion by measures of fiscal and monetary constraints. The combined effect of
recession, the second large jump of oil prices and the bad harvests of 1979/80,

was to worsen quite seriously the tradipng situation of south Asian countries.

In Bangladesh, exports, after‘rising in US dollar walue by 25 per cent
in 1278/79 and by 25 per cent in 1279/80, were cstimated to have fallen by 9
per cent in 198G/81. The main cause was a decline, after 1278&/79, in the
production of raw jufe by one quarter, together witha fall in its price by e
per cent in 1980/31. Hence exports of jute goods, which account for ome hal:
of total exports, after doubling in value during 1979/30, were expected to fall
by 5 per cent in 1980/81, Gcod rice harvests decreased the need for cereal
imports, but higher prices for oil lifted it from 16 per cent of ’
total imoorts in 1979/80 to an expected 19 per cent in 1980/21., There was
also a sharp increase in imports of machinery and transport equipment. The
result was that the import surplus increased from $ 1,077 million in 1979 to
$ 1,592 million in 1982, and was expected to be about $ 1,89C million for
1920/81. |

India‘s trade balance had det&rinrated after the first quarter of 1580.
Alrgady in 1079/80C world‘recession had reduced its exports of iron and steel,
and, in the gecond half of that year, there were largze declinesfor such primary
exports as fish, spices and sugar, and fer such manufactures as jute and coir
products, garments, leather goods, metal products, gems and handicrafts. Some

of these declines owed mcre tc internal coastraints . on supplies thau to-

falling world demands, as in the case of sugar or garments.

A Committee orn Export Strategy was, accordingly, set up‘to make recom-
mendations for the 1980s. Its interim report stressad the need forba growth
of real export receipts by 10 per cent a year and, to help achicve that,
advocated better incentives and finance tc all exporters, actual or poténtial

and also better access for them to supplies of raw materials and components..

/Imports
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Impdrts of cereals dropped by_cme quartar in the second half of 198C
because of the good harvests, while depressed activity in the textile industries
ended imports of raw cotton and reduced those of syuthetic fibres by one third.
But imports of petroleum, ¢il and lubricants rcse in value ty 80 per cent in
1979/80, and by 50 per cent in the second half of that year to become two
fifths of Indiz’s import payments, There were alsc large increases for imports
cof metals, paper, chemicals and fertilizers. The result was that the import
surplus leapt from $ 962 million in 19792 to ¢ 4,578 ir 1980, equal to about cne
half of export receipts. It continued to run at high levels in the first haif
of 1381, and is estimated to have reached $ 6,544 millicon in 1980/81 as aguinst
$ 3,192 million in 1979/8C. It is prejected as $ 7,286 million for 1981/82.

Nepél“s exports decreased by dver one guarter in US dollar value during
1886 as a heavy decline of foodstuffs outweighed a substantial increase of
light manufactures. Recovery was slow from the severe drcught of 197¢ and,
in some areas, a third year cof bad weether reduced crops of rice, maize and
tobacco. Yet the main deterioration in the trade balance came from an increase
of imports by cover one third. O0il imports, in 1973/80, rose from 8 to 12 per
cent of total imports. and there was a big general rise also in other manufac-
tured imports. The import surplus increased, during 1980, from $ 133 million to
$ 246 million, and showed no sign of coming down in the first half of 1981.
This deterioration may have been cohnected with a change, made in 1978, to
arrangemeﬁté for trade with countries which, unlike India, have convertible -
currencies. A previous expnrt bonus scheme was abnlished and a two-tier
-exchange rate was instituted; the rate of Rs 12 = $ 1 continued to apply,to
ihvisihle trade and to petroleum products, cement and chemical fertilizers,
But 2 new rate of Rs 16 = ¢ 1 applied to all cther trade. Between 1977/78 and
1279/20, accordirgly, India's share of Mepal's expBrt trade fell from 48 to

45 per cent, and its share of Nepal's impert trade from 62 to 57 per cent,

-

Pakistan had a less marked rife of its imporr surrlus from $ 1,652
million im 1879 to $§ 2,268 million in'1980, or tc a2 forecast of $ 2,230 million
. for 1980/81. Export perfcrmance was better than expected duc to.a spectacular
increase for raw cotton and substantial increases for rice and fish. In 1980,
export receipts thus increased by 27 bper cent, and werc expected to have
increased by 25 per cent in 1930/81. Imports, however, increased more rapidly

by 32 per cent in 1980, and their expected increase for 1980/31 was 14 per cent,

/Table III.S5.
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Figure -III.2. South Asian countries. Trade deficits,
1976-1979 (average) and 1980. '
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The biggest increases were for crude petroleum, petroleum products, chemicals,
‘fertilizers aad transport equipment, Petroleum and its products became 22
per cent of imports in 197%9/80, and were expectcd to bacome 29 per cent in
1980/81.

Sri Lanka had begun to liberalize imports and to rationalize domestic
prices in 1978, thereby giving a dramatic stimulus to investment and production.
But it also gzave a strong stimuius to imperts which reinforced the effect of
higher o0il prices. The value of imports thus rose from % 1,302 million in
1978 to & 1,786 million in 19&C, and petroleum's share rose from 17 to 24 per
cent; it was expected to rise farther to 30 per cent in 1981l. Food impor:ts9
hovever, were reduced from 28 per cent of total imports in 1978 to 21 per cent
in 1979, and to 18 per cent in 1982. Exports rose much more slowly, by only
10 per .cent in 1980, mainly because of lagging prodﬁction of tree crops whose
share in the total declined from 62 to 55 per cent. Industrial exports,
however, increased in valu. by mnearly.cne half to become 32 per cent of total
exports; the major gains were for textiles, garments and petroleum products. The
import surplus rose from $ 320 million in 1979 to % 709 million in 1980, equal to
two thirds of export receipts. Measures were being taken to strengthen policies
of export promoticn, tc improve yields of rubber and coconuts, and to adjdst
import duties. Exports were expected to increase, during 1951, by 12 per cent,
gains béing strongest for agricultural crops, except rubber; and for textiles.
Impprts were exrected to grow by only 5 per cent, but thektrade deficit would

not change significantly,

‘Although India had a very larfe trade deficit in 1980 it may have had
only a small deficit, or even a sméll sufplus, in ité current balance of
payments. The last published figures for 1978/79 show a trade deficit of
$ 2,300 million beihg offset by positive items of $ B43 million for net services
(airways, shipping, insurance, tourism and investment income) and of § 1,667
million for net transfer payments, of which $ 1,288 million were remittances
from Indians working in cil-exporting countries of the Persian Gulf. The result
was a current account surplus of § 215 million, but a deubtful one because there
was another positive item of § 732 million for errors and omissions in the

current account. WNet invisible receints are thought to be increasing fairly

rapidly, but India's LEconomic Survey, 1980-81 warns that net private remittances

have levelled off as the Gulf states cannot absorb much more migrant labour.

/A



A LARGE UNRECORTED EXPORT

India used to have %5 per cent of the world's legal production
of opium, but the competition of other countries .reduced this share to
50 per cent. The i1llegai trade ia opium and heroin, its more dangerous
and expensive derivative, has long been mucih bigger. 1In recent years
it may have accounted for something like 5 1.6 billion, on an "f.o0.b."
basis; and so could represent sbout 1 per cent c¢f all recorded exports
from developing Asian countries,

During the late 1360s, the so-called Golden Triangle of hill
country on the borders of Burma, Lao People's Democratic Republic and
Thailand is thought to have supplied about 70 per cent of the illegal
world trade in heroin but, in the late 1970s, bad weather conditions and
aggressive official policies tc suppress poppy cultivation and cpium
traffic cut back output until, in 1980, it would have been around 600
tons. Thailand's share of this was put at only 50 tons but Burma's at
500 tons; there it is mostly controlled by communist forces in areas
which are largely beyond the central Government's rule. !

The declining output of the Golden Triangle gave a atimulus for -
that of the Golden Crescent, meaning the bordering areas of Afghanistan,
Iran and Pakistan, In 1979 their outout was :thought to be about 1,500
tons, or more than twice that of the Golden Triangle. But serious
internal troubles in Afghanistan and Iran led to a fall of the Crescent's .
output to perhaps 700 tons in 1981, and Pakistan's own output may have
fallen from 500 to 125 tons in 1980 owing to & bad harvest and stronger
measures of suppression.

That increased pressures or inducements for an Indian contribu--
tion to the illegal drug trade., Development of synthetic substitutes,
as well as competition by other countries, had sharply reduced legitimate
demands for India's opium, so that experienced cultivatcrs had a strong
inducement to raise the crop illegally, The Indian authorities have
thus, had to attempt both suppression of this. production and control of
an invasion by drug traffickers.

‘ The. favourable weather conditions which gave good cereal harvests
in 1980/81 also greatly boosted yields of opium in south and south-east
Asia, especially in the Golden Triangle area, and the Republic of Korea
Seems to have suddenly become an important staging post in the flow of
opium from south-east Asia to north America and western Furope. New and
stronger attempts are being macde in most countries, producing and
consuming, to suppress a traffic which inflicts so much damage on
individual health and social crder, :

/This ;
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This Economic Sutrvey gives figures for official gross and net inflows

of external finance:

Gtillion %) 1578-1979  1979-1880  1980-1981 est.
Authorization - 2,844 2,289 3,198
Gross disbursements 1,542 1,682 2,917
Debt servicing 1,07¢ 1,088 1,099
et disbursements 45E - 594 1,818

Even with'a current surplus and net aid, India's roserves of foreign exchange
(less gold), after reaching a peak of § 7,432 million in 1979, fell to
$ 6,944 in 1980 and were $ 5,853 million in June 1981,

Nor were future prospects for the balance of payments regarded as
bright. Petroleum, petroleum products and fertilizers bulk large in imports,
and their prices were likely to rise more rapidly than those for India's exports,
which were being further constrained by world rgcession‘and the associated
strengthening of protectionism in advanced aountries. Policies had thus to
be implemented for emergy conservétioa, for substitution of o0il imports by
domestic sources of energy, for import substitution also in steel, cemeht;

non-ferrous metals and fertilizers, and for cxport development.

.India’s external public debt,Himn 1972, stend at ¢ 15,641 million (on a
disbursed basis). In 1680, a further loan of § 6&3 million was obtained from
IMF and, svercoming previous reluctance to borrowlcommercially,'India
raised $ 61 million on the Eurocurrency credit market. Further loans of § 923
million were raised on this market in the first 10 months of 1981, and also
further credits of 3 537 million from INMF. In Hcovembper, Indi; received
a record IMF loan of SDR 5 billion (¥ 5.7 billion) to be spread over ghree
years. It was said that $ 2,500 million of this would be used tc finance a
balance of baymeﬁts deficit ineurred irn 1%80/81, and the remainder for later
deficits associated with various develepment projects under the new sixth
five-year plan (1980-1985). This plan foresaw balance of payments problems
as being acute, and so as requiring innovative approéches to copq\with the gap
between external payments and external receipts. The cumulative deficit from
1980 to 1985, at constant 1279/20 pricés, was put at Rs 91 billion or more

than a fifth of projected export receipnts.

/Table‘III.6.



Tabie III.

6.

South Asian countries and Iran.
of naymwents, 1276-~198C

($ million)

Current balances

Merchandise

Net Net Current
trade .
= - sarvices transfers balances
Exports Imports
Afghanistané/
1976-1979 awverage 293 ~459 een .es “en
1980 481 -681 ces .o .
Bangladesh .
1976-1979 average 520 -1 129 -170 531 -348
1980 793 -2 323 ~263 1 028 ~765
India
© 1976-1978 average 6 059 -5 781 -140 1 305 1 443
1978/79 6 858 -2 132 803 1 653 214
Iran - ,
1976-1978 awverage 20 436 =-22 075 © 4 076 - 2 437
Nepal , .
1976-1979 average 96 -1938 39 59 4
1980 92 ~335 78 108 -57
Pakistan
1976~1979 average 1408 -3 047 -400 1 203 ~836
1980 2 567 =5 454 -507 2 465 -929
Sri Lanka -
1976~-1979 average 783 -856 -69 100 -42
1980 1 062 -1 845 -152 273 -662 -
Sources: ' IMF, International Financial Statistics, November 1981;
ADB, Key Indicators, April 1981; and Economist Intelligence Unit, Iran, Annual

Supplement, 1981.

a/ Year ending March of the following year.

/Pakistan's



Pakistan’'s large trading deficit did not changz much in 1980/81.
Merchandise exports rose in US dollar value by one quarter to % 2,9¢0 million

A

and merchandise imports ty <ne seventh tc & 5,404 million. Net dinvisibles,

including higher remittances »f $ 2,234 riliiern from workers abroad, largely

offset the defizit for trade and scrvices so that the current account deficit

was reduced tc § 942 million, one sixth below that for the previous fiscal year.
Disbursements of foreign =id, however, were 30 per cent lower. The net capital
inflow was § €18 million, including a private inflow of about $ 455 million, and
there was an SDR allocaetion of § 37 million. Official short-term financi ng and
other capital transactions brought the whole account into a small surplus which

permitted addition of $ 49 million to reserves of foreign exchange - $ 406
million less than in 1%79/83). ;

Since 1978 Pakistan has had té face a problem of servicing an external
public debt which is now about half its GDP. Debt servicing in 1980/81 wasg
$ 684 million including estimated relief from agreements already signed. It
tried to get more substantial relief by multilateral rescheduling but, in 1981,
@

was able to get agreement only for & 232 rillion of debt relief between
January 1231 and July 1982,

Bangladesh*s external positiofi continued to be most critical, notwith-
standing good‘harvestsg The trade deficit of § 1,590 million for 1980, twice
export raceipts, was expected to become § 2,040 million for 1980/81. A small
deficit for services would be swamped by private transfers of $ 228 million
frdm workers in the Gulf states se that the current deficit would be $ 1,728
million.  Net official 1oans and granits werce to provide'$ 1,329 million,

IMF another $ 232 miliion, and short-term loans plus otﬂer capital inflows

about §. 56 millior. Reserves would thea increase by a very modest $ 105 million.

In September, it wés repcorted that Saudi Arabia was fo make Bangladesh
a grant of $ 100 million for food aid. Im the previous Tonth a United Nations
conference was informed that Bangladesh was preparing a lO—yéar action ‘
programme, 1980-169%0, in an attempt to solve. its "overwhelming pr6b1em8‘of
poverty, unemployment, illiteracy and malnutrition”. The plan would cost nearly
$ 56 billion; &€ per cent of this would be met frem domestic resources and
Bangladesh would hope to obtain the remaining § 30 billion from exterﬁal grants
and loans, External financial requirements for 1981-1985 were nut at $ 11

billion which, averaged at $ 2.2 billion a year, would be about one half above
the 1980/81 level of external aid.

/Sri Lanka's
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Sri Tanka's trade deficit had.more than doubled in 1230 tecause

<l

[

imports b surged under-the pressures of an investment benm, a large budgetary

deficit zoud 2 ruch bigher zrice for eil, /A swall surtlus for net sorvices
ttances offect § 173 miillion of the trade deficit to

and larce priveate roni

[

make the current deficit 7 €00 million. This was almost trinle the nrevious
current deficit and a record level., It was financed mainly by 2n increase of
public and private borrowing frow abread. Direct invostment and borrowing by

the private sector came tc ¢ 220 million, net long-term official borrowing to
’

$ 145 million, and drawings from IWF to { 14 million. These capital inflows,

although large, were not encugh to prevent deplction of reserves by § 165

million.

.

One remedial measure was an adjustment of the Sri Lankan rupee. In
1986, it depreciated by 12.8 per cent.against the SDR, and by 6.2 per cent
against the US’dollar, by September 1981, it had eppreciated a little against
the SDR but had = further depreciatioﬁ of 15.3 vper cent against the dollar.
Multilateral agencies successfully pressed the Government to take associated
measures for curtziling d¢evelopment: expenditures along with bank finance for

them. Domestic and fcoreign borrowings were alse to be restricted.

An expert analysis concluded That there ccould ke a small improvement
in Sri Lanka's current account deficit in 1981, but increased private and
official capital inflows might not be énough to gover more than three fifths
of this deficit plus debt repayments. Forelgn exchange reserves could thus
be furthgr.depleted. Nor did it seem likely that external difficulties would
lessen much in the next five years because of the gap between levels of
imports and exports and the slower ratevof growth for exports., Officiel
Sri Lankan projections for 1881 pointed to little change in either the current
balarnce or in reserves of foreign exchange. Substantial increasesiwere '
expected in private remittances, mostly fronm Middle Eastern countrﬁes, and also
in official transfers and externalkpublic borrowing.

D. INFLATION AWD PUBLIC FINANCE

’

All south Asian countries and_Iran had, in 1580, serinus problems of
inflation continuving into 1981: the highest annual rate of increase in the
consumer price index was 26 per cent in $ri Lanka and the lowest 12 per cent
in'both'Ipdia and Pakistan. For Bangladesh the rate had been 13 ner cent
from 197R. It rose, between 1278 and 1980, from 3 to 12 per cent im Inaia;

from 12 to 21 per cent in Iran, from 6 to 17 per cent in Wepal, from 7 to 12

/per
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per cent in Pakistén, and from 12 to 26 per cent in Sri Larka. Except in

wran, Nepal and Sri Lacks, these rates do not compare badly with a rise in

the annual increacc of consumer prices for industrial countries as a whole

irom 7 per cent ix 1872 to 1Z per cent in 1980, but that is only to say that
,

. e . 1. " 4
inflaticn was 2 serious vroblem for the world economv.—

The consumer price index is, of course, onlv:one indicator of inflation,
andéd a partial one whbich can be affected by govermment trice controls,
subsidies, cor adjustments to administered prices. In Iran, wholesale prices
moved closely with consumer prices; in India and Sri Lanka they increased
more rapidly than consumer pfices; and in Rangladesh more slowly.A These
divergengces could be connected, nct only with time lags, but with differences
between the two indexcs in regard to the weights assigned to important commodity

groups, especially food and petroleum products.

Such differences might also help to explain the more rapid rise of
import prices than of either wholesale or consumer pricés in India, Pakistan
and Sri Lanka, although in Bangladesh import prices rose less rapidly than
consumer prices. Export prices rose more rapidly than consumer prices in all
these countries, except perhaps in Iran where they rose at about the same

.

pace.

The limited indexes of wage rates which are available suggest that
these rose more rapidly than consumer prices in all south Asian countries
and Iran. This increase of real wages appears to have been greatest in
Iran, where they may have doﬁbled between 1975 and 1980. There were also
{argé increases in éri Lanka between 1977 and 1979, and in Bangladesh for
skilled workers during 1978/7¢%: there was a smaller but marked increase in

India during the same year.

In Bangladesh inflation scems to have resulted mainly from changes,
not steady or coincident, in food prices, import prices and administered
prices. 1In 1979/30 food prices rose excebtionally because of the drought
but came down with the good crops of 1980/81. Non-food prices, however,
then rose steeply because of increases in import prices for petroleum, ferti-
lizer and materials, and upward adjustments of administered prices,; themselves

partly the result of dearer imports and higher wages. There was some slackening

[Figure I1I.3.

1

4/ 1In Afghanistan, it is reported that "inflation has not been a
serious problem'. The official consumer price index for Kabul, after rising
by ‘12 per cent in 1978, and by 5 per cent in 1972, rose by less than 1 per
cent in 1980. '
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of consumer price increases during early 1981 until unseasonable rains

made some agricultural products scarcer.

The upsurge of prices in_India from early 1979 had been‘a mixed result
of agriéultural shortages through severe drought, and of excessive liquidity,
rboth aspects of excess demand; rcinforced by the cost-push influence of
vimpqrt prices which rose by 29 per cent, largely because of the higher cost
of petroleum. Wholesale pfices increased by 20 per cent in 1280 but the
annual rate fell to 15 per cent in the first half of 1981 so that a slower
rate could be expected also for consumer prices, which tvpically lagﬁbehind
wholesale prices. Restrictive money and credit policies were being applied

to moderate inflation.

Iran also had greater inflation in the first five months of 1981 as
the annual rate then rose from 21 per cent for the previous year to 29 per
cent. The uncertaiﬁ state of the economy was such as to endanger any progress

towards price stability.

Nepal had a higher annual inflation rate of 13 per cent in the first
half of 1981, twice that of 1979; but some improvement might have occurred .
later as a result of better crops and a reduction of India's inflation.
Pakistan was less affected than other countries by food shortageé
‘as it has had a fairly satisfactory growth of agriculture in recent years;
but it has, of course, been affected by rising prices for imports of petro-
leum and other goods. In 198C. the unit value of its impqr;s‘fose at the
steep rate of 33 per cent so that, in the first half of 1981, the annual rate
of increase for'consumer prices reached 15 per cent. Excess demand conditions,

however, also prevailed owing to deficitvfinancing of public expenditure.

Sri Lanka's case was similar except that, unlike Pakistan, it suffered,
_ 1ﬁ.1980, from bad harvests which sent up the cost of both domestic énd imported
cereals. The unit value of imports incfeased by no less than 43 pér cent in
‘1980,‘paftly becausé of a devaluation of the Sri Lankan rupee. Wages '

" had risen steeply, by 45 per cent in 1978 and by 25-27 per ceft in 1979 and
1980, Administered pribes also rose sharply;lreflécting efforts fo reduce

food subsidies and to‘pricé petroleum prodﬁcts more in iine with world levels.
Yet here, too, there was abundant liquidity from defiéit firancing to promote
iﬁflation. In the first half offl%81, however, fiscal and monetary restraints

- reduced the anmial rate of ircrease in consumer prices from 24 to 18 per cent.

/Figure II1.4.
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Figure IIT,4. South Asian countries. 'Annual percentage
change in liquidity, 1975-1980
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South Asian countries,

and GDP, 1974-1380

(Billion units of national currencies)

Money,

liquidity

1931
. 1975 1976 1977 1978 1979 1980 (Lst half
Afghanistan _ /
Money 14,43 19,48 22,93 27.22 34,20 36.3&2/ s
Quasi-money 3.12 3,90 443 4,59 5.12 6.2}—/
Liquidity 17.55 23,38  27.36  31.81  39.32 42.57% ‘e
Percentage increase cee 33.2 17.0 16.3 23.6 8.33 S
Bangladesh
Money 8,28 9.22 11,67 14,64 18,36 20.00 20,79
Quasi-money 6.46 8,26 9.9%4 12.67 15.05 20.38 21.59
Liquidity 14,74 17.45 21.61 27,31 33.41 40,38 42,38
Percentage increase 5.4 18.6 23.6 26.4 22.3 20.9 5.0
GDP 125.74 107.46 105,36 130,29 144,77 163,32 N
Liquidity/GDP
(percentage) 11.7 16.3 20,5 21.0 23.1 24,7 R
India b/
Money 122,33 152,77 178,50 217,12 . 229,7% 205.83 224.8357
Quasi-money 84,39 104,55 128.17 154,85 - 207.59 301.01 324.495,
Liquidity 206,72 257.35 306.67 371.97 437.3¢ 506.84 549.3%7f
Percentage increase 13.3 24,5 19,2 21.3 17.6 15.9 8. L~
GDP 741.62  805.94 902.13 977.04 1 085,46 oo cea
Liquidity/GDP ‘
(percentage) . 27.9 31.9 34,0 38.1 40,3 e ‘oo
Nepal ’ b/
Money 1.33 1.64 1.93 2.26 . 2.53 2,86 3.355/
Quasi-money 0.85 1.17 1.47 1.87 2,18 2,66 2.9 i/
Liquidity , 2,18 2,81 3.40 4,07 4,71 5.52 6.2¢;
Pe=centage increase 11,8 28,9 . 21.0 19.7 15,7 17.2 14,5~
GDP 116,57 17.39 17.28 19.60 21,15 23.87 ves
Liquidity/GDP :
(percentage) 13.2 16,2 19.7 20.8 22.3 23.1 ecs
Pakistan ' A
Money 25,62 34,04 39.97 47.19° 56.83 66.89 . 72.73
Quasi-money 12,18 15,92 18,97 23.44 27.29 31.03 31,26
Liquidity 37.80 49,96 58,94 70.63 84,12 97.92 103.96
Percentage increase 21,2 32.2 18.0 19.8 19.1 16.4 6.2
GDP 111,13 ° 132.05 149,45 173.67 195,88 235.53 o .
Liquidity/GDP , ‘ : ‘
(percentage) 34,0 37.8 39.4 40,7 42,9 41,6 Teen
3ri Lanka
Money 3.06 4,13 5.33 5.90 7.64 9.33 8.99
Quasi-money 1.65 2.12 3.30 4,91 7.31 10,38 12,55
Liquidity ) 4,71 6.25 8.63 10,81 14.95 19.71 21.54
Percentage increase 4.7 32.7 38.1 25.3 38.3 31.8 9.3
GLP : 26,580 30.20 36.41 42,67 52.39 68,53 oo
Li,uidity/GD? , '
(percentage) 17.7 2007 23.7 25.3 28,5 28,8 see

Source: IMF, International Financial Statistics, November 1981l.

a/ Msrch to September.
b/ Firet five months,

/There
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Thére ate different opinions about the causative role df monéy in
general inflation of prices and incomes, but videspread agreement that
inflation cannot proceed far or last long without increaseé in the supﬁly of
money. Opinions also differ, in this context, about the appropriate defini-
‘tion Qf‘money. It seems most convenient, for international comparisons at
least, to use the monetary data published by IMF, This distinguishes
between "money", defined as currency outside banks‘plus the private sectqr's
demand deposits, M1, and "quasi-money', defined as time, savings and foreign
currency deposits of residents. The sum of money and quasi~money is sometimes
called "money in the broader sense', M2. Here IMF usage is followed in
calling Ml money, but, for convenience, M2 will be called ”liquidity”; although

this term usually has a wider connotation.

-

Bangladesh, India, Nepal, Pakistan and Sri Lanka all had marked,
¢continuous rises in the ratio of liquidity to GDP at market prices between
1975 and 198¢. 1In Bangladesh, this ratis more than doubled, in Nepal it
rose by three quarters, in Pakistan by two thirds, in India by'abqut one
half and in Sri_Lanké by more than one fifth. Percentage changes in the ratio
of liquidity (M2) to GDP are the resultant of thdse in liquidity, prices
and real GDP for: C ’ :

Percentage change in the ratio of liquidity to GDP

H

percentage cbahée in 1iquidity
- percentage change in prices

~ percentage change in real GDP

and there were variations in these components, partly as a result of

the inflationary process itself.

‘ In India and Nepal; the annual percentage growth of liquidity slowed
down after 1976; in Bangladesh, it rbse between 1976 and 1978, fell in :
1979 and rose again in 1980; in Pakisfan and Sri Lanka it rose irregularly
after 1976 but fell in 1980. Generally speaking, there was abundant liquidity
in south Asia to support the inflationary develapmehts of the lété 1970s and
1980.

Table III.9 throws some light upon annual changes in liquidity for these
five countries, In Bangladegh, the major components of liquidity change were

bank credits to official entities (State enterprises and local govermments)
in 1978 and 1979, to the private sector in 1979 and 1980, and to the central
Govermment in 1980. Early in 1981, however, there was a marked tightening of

. /Table IIT.Q.
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credit to all of them in conséquencé of an IMF standﬁy arrangement, which put
phaseé ceilings on credit to the public sector and on total domestic credit.

The authorities relied upon direct controls over public sector borrowing and on
éirectives to the commercial banks regarding credit to the private sector, .
although the discount rate was increased from 8 to 10.5 per cent in October 1930
and other interest rates were simultaneously raised and fationalized to attract
savings. Unexpected difficulties associated with higher oil ﬁrices, lower

jﬁte prices, and continued drought had prevented credit from being limited

‘to agreed levels in the second ha1f>of 1580. Petroleum prices were théh raised
to limit losses of the Petroleum Corporation, but the good harvests of 1980/81

led to an increase of liduidity by more than one quarter in this fiscal year.

i

In India, the major factor in growth of liquidity was a tripling
of credit to the government sector between 1978 and 1980, partly offset by
loss of foreign exchange reserves in 1980, A major factor here has been a
W1deniﬁg gap between public investment expemditures and public savings to
finance them due, in large part, to low levels of:profitability in public
enterprises, In 1980/81, the Government decided to tighten restrictions on
credit to the private sector, raised interest rates of coﬁmercial banks.and
other financiallinstitut{ons,'and also raised prices charged by public -enter-
prises, including prices of coa&, steel, fertilizers and railway transportation,
The minimum cash ratio'of the commercial banks was also raised from 6 to 7
pér cent, Previous attempts to reduce excess liqﬁidity were hampered by
the availahility to traders and companies of "biuck money", i.e. money which
represents tax evasion or illegal tranmsactions and kept outside ordinary bank
acCOunts. An amnesty has peen offered which allows holders of black money
to invest it, without penalty, in 10-year bearer bonds; official estimates

put black money as equal to'nearly 3>per cent of the money supply.

There was, however, no evident slackening of credit expansion in the
first half of 198l. The annual rate oif credit expansion to the Government did
drop'from 10,7 per cent in the first half of 1980 to 7.4 per cent in the first
half of 1981, but that to the private sector rose from 3.4 to 5.9 per ceﬂt.
Although! then, reserves of féreign exchange fell heavily, there was nb

reduction in the rate of increase for liquidity.

In Nepal the major part of credit expansion went to the private sector.
There has élso been inereased bank finance for the public sector and foreign

exchange reserves have increased, so that easy mometary conditione -continued to

/prevail
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. prevail‘ih 1980/21. Cheap credit was being used to rromote development of
‘agrlculture and snall—qcale industrv together with the imports nccdeo for

that purpOSL

v Pakistan had 1ncurred large budget deficits up to 1678/7¢ because of
a steep rise in expend1tures on defence, debt service and subsidies,. and
because of a declino in net fereign finance available for budgetary purposes.
Bank Credlt to the public eector, therefcre, sharply increased, as. did
credit to the oriuate sector. Foreign exchange reserves also incteased, and
added further tc monetary expansion. Steps were taken in the foliowing fiscal -
‘year to 1ncrea<e tax revenues and to curb both current and development expen-
ditures, with the result that the over-all deficit fell and, with it
government demands on the banking syster. Credit to the srivate sector was
also restricted but liquidity continued to have a high, if slower, rate

of growth.

Sri Lanka's budgetary,Situation badly deteriocrated io 1980 so that
'there was a_maSSive increase of bank credit to the govermment secter,
$hefefwas also a futther congsidarable increase of credit to the private
sector with the‘resuit that totai 1I§uioity increased by more than cne third
in e single yecay. Foreign erchang0 roserveb fell from $ 517 miliion to
$ 246 million; partly because IMF ftoze further rcleases from an Extended
Fund Facility of -SUR 26€ million. . The' facility was restored in ¥arch 1981
after agreement on monntary and fiscal changes. These iacluded suspension
of new pr03ects, a lO per cent cut in departmental expenditures, ceilings
on domestic and forelgn borrowing, a ‘ban on. banking credit for oubllc
expendltures, and a downward dguqtment of the 8ri Lankan rupee coupled with.
'the end1ng of a dual rate system. The rupee had already deprec1ated by
11 per cent durlng 196C and, u» to September 1981 hy = further 15 rer cent.
The goyernﬁent deﬁicit vag being held steady, and the proportion financed

by the -banking system wa3 being reduced from one half to one quarter.
Budgetary conditions 1o thase_south Asiap countries are broadly

indicated in tableFIII 10. Current revenues more than sufficed {0 finance
current expendltures, during 1980/ 1 ~exccot in Sri Lanka where tHere was a
small current deffcit. In the wther countr1es, the curregt budget surplus
-(government sav1ng) sufficed, again in 1980/81, to cover orly a vart of '
develoonent expenditures, fbout one guarter in Bangladesh and Nepal, a?d\"

sofething over-one. half: in' India aﬁ&’?akistanﬂ Bank credit financed around

/Table 1I1,10.
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A

Table III.iO° South Asian countriesl»Government
finance, 1978/79-1980/81

‘(Billion units of national currencies)

by

"Develop- . * Financed
Current  CUTTERt ot i Over-all
* revenues expendi~ expendi- deficit Domestic _ Foreign
tures . Ranks
tures ) .non-bank ~  resources
Pangladesh
1978/79 15.03 12.86 15.18 13.01 0.5¢ 0.06 12.39
1979/80a/ 18.35 14.45 22.80 . 18.90 0.24 2.92 15.74
1980/81~ 22,78 15,53 - 31.68 24,44 0.02 6.94 17.42
India : :
1978/79 / 200.54 96.98 172.94 76.38 48.79  20.46 7.13
1979/803/ 221.24  108.190° 206.10 . 93.96 46,31 " 38.96 8.69
1980/812 245.89  127.06 225,05 106.22 39.90 49.00 17.32
Nepal
1978/75 1.81 1.04 1.98 1.21 0.20 0.02 0.99
1979/80 / 1.86 1.14 2,40 1.68 0,18 C.14 1.36
1980/81%" 2.41 1.45 3.41 2.45  0.25 0.16 2.05
Pakistan .
1978/79 2.40 29.23 20,49 17.32 2.11 8.50 6.71
1979/80a/ 40.81 33.67 21.81 .14.656 1.41 6.30 6.95
©1980/81— 51.66 37.50 26.77 - 12,61 0.90 - 3.83 7.88
Sri Lanka ‘ : :
1979 . 11.01 10,89 7.35 7.23 2.86 0.63 3.74
19803/ 11.15 12.82 12,77 14.44 1.53 7.19 5.72
1981~ 15.08 15.76 12.04 12.71 1.33. 3.39 7,99

Sources: National sources.,

a/ Rudget estimates.

Apne quarter of the over-all deficit in Bangladeshy Pakistan and Sri Lanka, and

nearly one half in India,

Foreign resources financed around two thirds of

development eipenditures in. Sri Lanka, over one half of thém in Bangladesh and

Nepal, but little more than one quarter in Pakistan and a comparatively small

8 per cent in India. Bangladesh, moreover, had 15 per cent less in external

financial inflows during 1980/l than it had anticipated, and -so had to cut back

prcposed development spending from $ 1.65 billion to'$ 1.45 billien.

I3
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ISLAMIZATION OF ©BCONOMIC LIFE

Islam is a religion which prescribes its own socio-economic values
and practices, and attemp:s have recently been made to apply them more
strictly to economic activities. That has been happening in some oil=-
exporting countries of the hiddle Zast, and also in those predominantly
Islamic countries of the £SCAY region which are strengthening cultural
and economic ties with the Middle East.

Tran, itself a Middle Eastern country, has become politically
transformed into a kind of TIslawic state which gives decisive powers to
religious leaders. Considering western influences to undermine both
Islamic principles and traditional ways of life, they have sought to move
the economy towards a self-sufficiency which limits foreign participation
and processes of modernization.

Elsewhere the most notable features of recent Islamization have
been levies 1mposed for charitable purposes (Zakat), and replacement of .
fixed interest payments or charges by arrangements for profit sharing.
Some arazb banks have been founded, or changed, in accordance with this idea
cf profit sharing.

Pakistan began, in 1980, a three-year programme for Islamization
of its economy. The first step was to make institutional arrangements for
compulsory collection of a 2.5 per cent levy on monetary assets held by
people who had transactions with recognized financial instituticus; others

.were required to make a similar self-assessment. Provision was also made
for a 5 per cent levy on agricultural produce (Ushr) to come into force
,on a date which the Government would announce. . The preceeds of Zakat are
distributed among the needy by local committees, which come under provin-
cial committees, and these under a central committee. 1In the first nine
months of the reform, Rs 814 million ($ 82 million) had been collected and
distributed among orphans, widows, disabled or handicapped people, and
students. . .

Interest ies regarded as potentially exploitative and so contrary
to}Islamic principles. 1In 1979, two steps were taken to reverse its
widespread use. Nationalized banks and co-operative socleties were
required to make intercst-free loans to small farmers for seasonal purposes;
and, a year later, the requirement was extended to small fishermen.. A
" bilgger step was to abolish fixed interest payments or charges made by the
Hational Investment Trust, the House Building Finance Corporation, aand
the Investment Corporation, and to substitute arrangements for profit
sharing. '

A further step was taken in the 1980/81 budget. Banks and
‘businesses which replaced intercst by profit sharing, and which had been
certified by religious authorities as being in accord with Islamic
principles, cou’d be registered as Hojsraba companies. An associated
innovation in regard to corporate fimance was the introduction of a
“participation term certificste™ to replace debentures; it involves
investment for a limited term of up to 19 years, security by way of a
mortgage over a cowpany's assets, and - rofit shares iustead of interest

/charges.
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charges. From Japvary 1981, moreover, special counters were opened in
all branches of the nationalized commercial banks to accept interest-
free, but profit sharing, deposits. Eventually nc other deposits will
be accepted from the public, '

Malaysia has not gone nearly so far as Pakistan in these respects.
Zakat is collected in only a few strongly Muslim states like Kedah and
Kelantan. Banks still pay interest, but saving in return for dividends
has bee promoted by a Filgrim's Fund (Tabong Haji) and by a bumiputra
unit trust (Perpodalan Nasional)., There have been some pressures in
Indonesia for the establishment of Islamic banking, kut they have been

resisted by cfficials and disputed by some modernist Muslims.

Arab banks have already established branches in a number of ESCAP
countries, but so far, in the Middle East, Islamic banking principles have
been applied cnly in Bahrain, Dubai, Egypt, Jordan, Kuwait and Sudan, and
these only in small, pilot institutions, ’

/1IV,
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IV. SOUTH-EAST ASIA, HONG KONG AND
THE REPUBLIC COF KOREA

The five ASEAN countries and Burma had strong rates of econonric
growth during the late 1970s, ut least twice the average for advanced
countries, and Hong Kong and *the Republic of Korea had even stronger
growth rates. In 1980 these rates cre maintained or improved, except
in the Philippines and Thailand where they nevertheless remained
high, and in the Republic of Korea, where disastrous harvests and
other troubles led to a decline of over 6 per cent in recl GDP.
Although world recession in 1981 reduced the average growth rote for
advanced countries to less than 2 per cent, growth rates in these
south-east and east Asian countries and areas ranged from § per cent
in the Philippines to over 10 per cent in Hong Kong. despite falls
in the prices of leading export commodities ond greater difficulties
in marketing exports of manufactures. Economic conditions also improved
in Democratic Kampuchea, Lao People's Democratic Republic and Viet Nam.
There were, however, some troubles over the balance of external payments
in the Philippines, the Republic of Korea and Thailand, and these
last two countries had to devalue their currenctes. Indonesia and
Mblaysta had reduced export surpluses, but not ‘enough to cause
serious trouble. Except in Burma, 1nflatzon was a problem with rates
ranging, in 1980 from 7 to 9 per cent in Malaysia and Singapore to
29 per cent in the Republic of Korea. Nor was there much reduction
of inflation in the first half of 1981. There were large increases
of liquidity to fuel these injlations although monetary restraint
was being attempted in most of these countries during 1961, together
with effbrts to reduce large over-all fiscal deficits.

A. GROWING AWD OPEN ECORGIES

The greater part of south-east Asia is comprised by the five
member countries of the Associaticn of South-east Asian Nations (ASEAN),
the most effective politico-economic group in the ESCAP region. They
give trading preferences to one another on a limited range of commodities,
have agreement on setting up five joint industrial ventures,. two of
which are ready for implementation, special arrangements for consulta-
tion with GATT and the EEC, and joint contacts with Australia, Canada,

Japan, Wew Zealand and the United States.

/Figure Iv.1.
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Together these five countries had, in 1980, some 259 million
people about a tenth of the ESCAP region's population, and all but.
_ Indonesia were claséed, in 1979, by the World Bank as middle-income
developing countries.  Indonesia's per capita GNP, in 1980, was § 428,
well above the south Asian level, and grew by 5.3 per cent a year during
the 1970s, mainly because of the country's fortunate position as a méjor
oil-exporter. Thailand, with a per cépita GNP of § 682, and the
Philippines, with one of $ 750, were towards the lower end of the
" ranking for middle-income countries. Yet Thailand's per capita growth
rate in the 1970s was 5.3 per cent a vear, and that of the Philippines
wag 3.6 per cent, largely because thesé countries have begun vigorous
industrialization. Manufacturing now contributes a quarter of GDP. in
the Philippines and has been growing by 7 per cent a year; in Thailand
it contributés over a fifth of GDP and has been growing by ll»pef cent
a year. In Indonesia, by contrast, the proportion for manufacturing is

one seventh but its growth rate has been over 12 per cent.

Malaysia had a considerably higher per capita GNP of $ 1,669,
growing by 5.5 per cent a year. It, like Indonesia, has been helped by
discoveries of oil and natural gas, and, like the Philippines and Thailand,
is vigorously industrializing. Manhfacturing-contributés one fifth of
its GDP and has been growing by over 12 per cent a yerr.

Singapore; formerlyvvery reliant on entrepot t:ade,'has rapidly
déveloped manufacturing and a wide range of servicing activities to attain
a per capita GNP of § 4,323 which ﬁas grown by nearly 7 per cent a year. |
Manufactﬁring contributes 27 per cent of its GDP,'énd”serVices 67 per ’
cent, both largely export-oriented. It has, indeed,‘been so successful
economically that it is péssing out of the ranks of what can properly
be called developing countries. Already its per éapita income is
almost level with those of Ifeland, Israel and'Spain, and not very far
below that of Italy; given continuation of recent trends{‘Singapore

should also have a higher per capita income than New Zealand before 1985.

/These



- 138 -

These countries obviously have achleved a remarkable economic
dynaﬁism; one that owes much to good agricultural progress and comparatively
high rates of saving to GDP, but has also been associated,‘in varying
degrees, with openness to foréign trade and investment, and with a h
predominantly market organization of economic activities. A crude measure
of the openness of their economies is given by the ratio of exports or
imports of goods and non-factor services to GNP. In 1980, this export ratic
was 20-25 per cent for the Philippines and Thailand, as compared with
an average of 18 per cent for all non-oil developing countries in the middle-
income range, 35 per éent for Indoneéia, and 65 per cent for Malaysia. It
was 229 per cent in Singapore and 92 per cen% in Hong Kong, but their
figures are inflated by the large entrepotktrade which is still an important
feature of their economies. Import ratios weré somewhat higher because of
foreign capital inflows, 26-32 per’cent for Indonesia, ihe Philippines and
Thailand, 66 per cent for Malaysia; they were 105 per cent for Hong Kong
and 244 per cent for Singapore because of the additional role of entrepot

imports.

~ Openness was closely connected with growth of GDP, for this was

largely export-led. Malaysia and the Philippines, during the 1970s, had
growth rates for exporté about as high as oil-rich Indonesia's 6.5 per'Eent,
and the share of manufactures in their exports rose, between 1560-1978, from
6 to erper.céﬁt in Maléysia and from 4 to 34 per cent in the Philippines.
Thailand had a faster rate of 12 per cent for export growth, and a rise in
. the share of manufactures from 2 to 25 per cent; In Singapore the growth
rate for exports was 1l per cent, andfthe share of manufactures (including

re-~exports) rose from 27 to 46 per cent.

There is no such quantitative index for degree of market-orientation.
But openness to foreign trade and investment, particularly if these grow
rapidly, means a considerable degree of market activity and influence on

the use and organization of economic resources. Dirigisme and autarkie tend

to go hand in hand. Yet none of these econcmies 2llows market forces
unfettered sway . They have national economic plans, general controls
bey9nd monetary and fiscal measuras over macro-economic activity and
investﬁent projects, and spﬁe public enterprises t=yond public utilities.
However, all give wide scope to private enterprise aéd the search for profit,
seeking to harness-market forces, within and without their cvountries,

for purposes of economic development.

/FURTHER
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FURTHER ASEAN ECONOMIC CO-OPERATION

Durihg 1980 and 1981 there were a number of important develop=-
ments for increasing economic co-operation among ASELN countries.

A basis for co-operation in the newly important field of
energy had been laid by the ASEAM Council on Petroleum and Energy,,
formed in 1275. But it was not until September 1980 that a2 compre-
hensive programme was worked out by a first meeting of ASEAN energy
ministers. This programme was comprehensive, involving both short-
and long-term arrangements for co-operation in regaré to oil, natural
gas, coal and power utilities, Short-term measures include emergency
arrangements for sharing petroleum, and bilateral assistance in regarqd
to other schemes for petroleur o natural gas.

Flve regional incdustrial projects had been identified for joint
government sponsorship in 1976, and Japan had offered $ 1 billion in
soft loans to help finance them. Progress, however, was stalled by
‘unexpected difficulties in regard to feasibility studies and other
matters, so that it was not until &pril 1981 that construction began
on the first project - a regional urea fertilizer nlant in Indohesia.

A few months earlier, arrangements outside the 1976 agrecement had

been completed for another regiomal fertiligeér plant in east Malaysia.
In January 1982, ASEAN economic ministers agreed to establish three more
of these projects; a <=-pper smelter in the Pailippines, a motor gear
factory in Singapore and a soda ash plant in Thailand, together
involving an  estimated cost of § 767 million, and 21l to be corpleted
by the end of 1986, '

Trade preferences were further extended, in May 1981, by the
eleventh meeting of ASEAN cconomic rinisters. ., The number of iters
subject to preferential trading arrangements was increased to 6,581,
of which 4,508& had import values helow $§ 50,000 in 1978. At the
same time, the ceiling value was raised to $ 520,000 for items which
‘automatically received a 20 per cent preference margin (subject to
exclusion lists).

Two other developments involved private sector interests.
The 4SEAN Banking Council decided to form an ASEAN Finance Corporation
to help finance ASEAN-based invcstment projects, and agreed that the
banking sectors of the five member countries should have equal parti-
cipation in this project, on an equity basis. In 198l private organi-
zations within the automotive industries also agreed to an industrial
complementation scheme for automotive parts.

/This
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This chaptef considers‘their recent economic fortunes together with
those of Burma, Hong Kong and the Republic of Korea., Thailand's neighbour,
Burma, is usuaily considered to be part of south-east Asia, and Has also
been a major exporter of rice. It could hardly be described as a dynamic,
open and market-based économy. A low per capita GNP of $§ 165, in 1980,
had resulted from a slow growth rate of 2.1 per cent during the 1970s;
exports were only 8 per cent of GDP in 1980, but above a fairly steady
propOrﬁion of about 6 per cent during the 1970s. Burma has its own type
of socialism which aimed at a severe limitation of foreign influences,
nationalized land and banking, made a good deal of industry’State—owned,
and established centralized controls over the remainder. Quite recently,
however, there has been some relaxation of State controls and some
-encouragement of foreign trade and investment.. In 1980, its growth rate
of GNP per capita rose to jusﬁ‘above 6 per cent, but largely because of a

big improvement in the important rice harvest.

Hong Kohg, like Singapore, is an urban economy which had earlier
made a successful transition from heavy feliance upon entrepét.trading,
most of it with China, to beéome an important exporter of manufactures
and services. It has much the same level of per capita GNP as Singapore

and, during the 1970s, much the same growth rate.

The Republic of Korea also emerged, after 1965, as an industrialized
economy and, during the 1970s, its export-led growth of per capita GUP was
exceptionally high at nearly 8 per ceat a year. That bfought its 1980
per capita GNP to é 1,509, about the same level as Malaysia's. Exports,
in 1979, were one third oI GDP, and manufactures' 89 pér cent of exports;
the growth rate for exports, in the 1970s, was' .26 per cent a year, and

‘that for manufacturing industry 18 per cent z year.

Except, perhaps, for'Burma, these countries have étrong economic
similarities and strong interests in the world economy, notwithstanding
big differences of size in terms of land area or population. Indonesia,
with a population of 147 million, in 1580, had three times as many people
as the Philippines or Thailand, four times as many és Burma or the Republic
‘of Korea, and eléeven times as many as Malaysia. Malaysia has six times
as many people as‘singapore, or nearly three times as many as Hong Kong.
Population densities are also widely different, ranging from 42Xpersons per

square kilometre in Malaysia to 3,973 in Singapore, or 4,320 in Hong Kong.

/They
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They have all reduced their rates of population growth, largely
through well-developed programmes of family planning. Burma, Indonesia,
‘Malaysia, the Philippines and Thailand now have recorded rates Letweed 2.1
and 2.4 per cent, as have most south Asian countries; the rate for the
Republic of Korea is 1.6 per cent and that for Singapore 1s even lower ac
1.2 per cent. Hong Kéng“s rate averaged a rather high 3.4 per cent between
1976 and 1980, but only because of considerable migrations, illegal or legzl,

frem China and, to a much lesser extent, from Viet Nam.

Although Indohesia has slowed down population growth, itsypeople arc
very unevenly distributed over the land area. Two thirds of them are
concentrated in Java, which has only 7 per cent of the land area and g0
a very aigh density of population. Yet, in the other islands, ther=z are
big tracts of land which are lightly peopled or still uncultivated.  For
decades, the Government has sought to relleve overcrowding and poverty in
Java by having people move to these other islands, but organization and
financial deficiencies'have inhibited success. Recently the 0il boom has
ruch increased public revenues so that Repélita III (the third five-year
plan for 1979-1984) has an aim of moving half a million peopie to 250 new

settlements in Sumatra, Sulawesi, Kalimantan or other islands.

Singapore excepted, comparatively high per capita incomes in ASEAN
couhtrie; do notbmean that serious problems of widespre:d poverty, especia iv
in‘rural areas, have been solved, or perhaps even much reduced. A recent
survey has éstimated that 41 per éeﬂt of the rural populatich in the
Philippines is below a poverty line of $ 200 per capitz, and 32 pe~ ceut
of the urbtan population below a poverty line of $ 266 per capita, Another
recént survey for Indonesia found that,in Java,f5l per cent of rural people
were below a poverty line of $ 98 per capita, and 28 per cent of urban people
were. below a line of $ 119. In Malaysia, it has been estlmated that 35 per
cent of rural and 13 per cent of urban households are below an official
poverty line; and, 1n Thatiland that 34 per cent of rural pecple were

below a line of $ 110 and 15 per cent of urban people below one of § 115.

/The
1/ This data comes from World Baﬁk, Social Indicators Data
Sheets, May 1981; except for Malaysia for which the Fourth Malaysia Plan
is the source. ‘ '
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The reason for coexistence of poverty with relatively high average
incomes is, of course, that wealth and incomes are still very ‘unevenly
distributed. The latest estimates of income distribution available to
the secretariat for these countries puts the poorest 40vper cent of the
population as receiVing only 15-20 per cemnt of total household income in
Indonesia and thekPhilippines. The richest 20 per cent received 42~44 per
cent of total household income in Indonesia and Thailand, and no less than .

54-56 per cerit in Malaysia aﬂd the Philippines.

The position in Singapore is less clear in this respect. A 20 per
cent sample of households in the 198C census revealed that one quarter of
them had an annual income below $ 2,800, about half had less than § 5,700,
the average household income being $ 7,100, In the Republic of Korea,
income distribution was similar to that of Thailand; the highest 20 per
cent received 45 per cent of total househoid income and the lowest 20 per
cent received 6 per cent as against 8 per cent in Tﬁéiland. The richest
5 per cent in the Republic of Korea received 16 per cent of the total

income as compared with 19 per cent in Indonesia.

These comparisons are necessarily based on incomplete and not very
reliable data. Yet they seem to indicate that inequalities of income are
very marked in south-east Asia, as 1n south Asia. Relatively high rates
of growth for per capita income do not seem to have had more than a slow
trickle-down effect in relieving poverty, and still léss,in reducing
inequalities. For that reason, national economic pians now glve
greater emphasis to direct corrective measures, especially in regard to
the rural areas which still contain most of the populations in south-east

- Asian countries, Singapore excepted.
B. EMPLCYMENT AND OUTPUT

Indonesia has about two thirds of its labour force engaged in
agriculture and, because of the overcrowded conditions in Java, many of
them are landless labourers. Probably about two fifths of the rural
labour force is underemployed, a general average in 1975 for developing

2/

market economies in Asia.= It has increased somewhat the area of land

under cultivation, and also the proportion of such land which is under

/irrigation,

2/ 1ILO, Asian Development in the 1980s, p. 13.
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irrigation. Any expectation that these develcpments would increase rural
employment have been disappointed partly because of associated use of mofe
labour-saving techniques, There has, in fact, been a discernible increase
in the number of landless labourers, and so an increased drift to urban

centres.

Recorded unemployment was put at 2.5 per cent of the whole labour
force in 1978, but, even if it is correct, the ratio is misleading.
General averages, again for the deveioping market economies of Asia, give
urban unemployment af 6.9 per cent and urban underemploymeﬂt at 23;2 per
cent. Much rural unemployment must escape registration and, in any case,
underemployment is considerably greater than unemployment; in both;villages

and towns.

Similar remarks apply, with varying force, to unemployment statistics
for Burma, where recorded unemployment was 3.7 per cent in 1979, Malaysia
where it was 5.6 per cent, the Philippines where it was 5.2 per cent, and
Thailand where it was 5.4 per cent, More believable are the recordedv
rates of 2.8 per cent for Hong Kong,of 3.8 per cent for the Republic of

Koreca, and of 3.4 per cent for Singapore in 1980C.

in Burma, as in Indonesia, about two thirds of the labour force
is in agriculture, and there has been little recent change in the distribu-
tion of labour over fhe various sectors of the eéonomy. Urban unemployment
is a serious problem in both countries, especially as it 1s wafst among
young people. Burma's third five-year plan for 1980/81-1984/85, however,
projects an increase of employment by only 2.3 per cent a year, which is

somewhat lower than the growth rate for its labour force.

Malaysia, on the other hand, has become short of labour for the
less 'well-paid occupations, and Singapore is generally short of labour. In
Malaysia, there has been a marked shift in the distribution of'labopr from

agriculture, forestry and fishing to industrial and service industries.

/Table IV.1.
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THE SULTANATE OF BRUNEI

Gil and natural gas give Brunei, a country of only 5,765 square
kilometres and 213,000 pzople, a higher per capita income than Australia
or Japan. In 1979, this Zncome was § 10,630 and nearly nine tenths. of
it was derived fiom outputs of 254,000 barrels of crude oil and over
8 billion cubic metres of natural gas, - Some crude is processed in a
local refinery, which is being extended, but most of it is sent to two
refineries in neighbouring Sarcwak, Brunei, however, has the world's
largest liquefaction plant for natural gas, capable of producing 6 million
tons of liquid gas a year. By far the greater part of its output goes
to Japan under a 20-year contract. :

Although the pecroleum industry provides nine tenths of Brunei's
income, and almost all the exports, it employs less than e tenth of the
work force., Agriculture does not abcorb more, producing only enough rice
for about half of domestic requirement, some cassava, sweet potatoes,
bananas and a declining output of *ubber - only 600 tons in 1979, Manu-
facturing outside the petrcleum industry, is very little developed. Yet
imports, in 1980, were only ore ninth of exports and the trade surplus
was § 2,024 mllllon, permitiing anorher large addition to reserves of
forelgn exchange which had reached § 2,830 million in 1979.

Covernment revenue, similarly, far.exceeded government expenditure
. as much the greater part of revenue comes from oil and natural gas. In

the badget for 1981, it was anticipated that revenues would be $B 7.6 billion
and current ekpenditures only $R 1.3 .billion, of which one third would go

to defence and most of the remainder to ecducation, health, police and

public works.

Sone attempts are being made to dlver51fy the economy in anticipa-
tion of the exhausticn of petroléum resources. The third five-year plan,
for 1975-1979, had allocated $8 760 milli~n’ for development spending,
"mainly in education, hesalth. communications and agriculture, Brunei now
has -a modern seaport, a modern airport and its own airline., There is
plenty of scope for agricultural development as only a tenth of the area
is cultivated. Attention has thus bezen given to ways of increasing the
production ¢f rice, livestock and food for livestock. 1In 1979, a Japanese
company began a large project Ior breeding cattle, and a Hong Kong firm
hag followed with a large fisl farm to raise prawns and eels. But a
1,250 acre paddy scheme was oeroec< by bad weather and another one was
also halted,

The fourth plarn, for 1580-1984, has increased development spending
to $B 1.7 billion. Most of it has been allocated to facilities for road,
sea and air transport, postal services aud telecommunications, electricity
and water services, sclools anc hospit:

/A
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4 drift of labour froﬁ rubber e estates, for example, has added to their
problems in improving rubber output. Emplbyment ir manufacturing has
increased by nearly 8 per cent a year in the 1970s, 2.4 per cent more
than the corresponding rate of increase for the labour force, and there
are labour shortages in the country's export processing zones. Labour
shortages have also recently becane acute in construction activities, and

have been partly filled by mlgrants from Indonesia.

M1gration accounted, in 1980, for more than a tenth of Singapore's
-1abour force because of Trapid economic growth and’ a marked decline in the
‘rate of natural increase for its own population. Subsidiary factors were
the policy of wage restraint that, after the 1972 world oil crisis, checked
growth of real wages and so improvement of labour productivity. A reverse
policy was introduced in mid-1979; it provided for accelerated increases
’of wages over a three-year period in order to redute excess demands for
1abou§, to encourage gfowth of productivity, and to pyohote a redistribution
of Iaﬁour towards skill-intensive or middle technology industries. In
1980, partly as a result of this new wage policy, growth of émployment
slowed from 6.5 to 5.5 per cent, and productivity improved by 5.0 per.cent

as against 2.6. -per cent in 1979,

In Hong Kong, by contrast, unemployment increased, in 1980, because
immigratlon and other facters raised the annual growth rate df the labour
force to nearly 9 per cent a year. In March 1581, unemployment was over
4 per cent of the labour force. lore tﬁan half of employment is in
manufacturing, which had sluggish growth in 1980, and more sluggish gqowtﬁ 3
in 1981, because the world recession adversely affected Hong Kohg's export
markets.‘ The most rapidly expanding demands for labour have been in

finance and business services.

1980 was also & bad year for employment in the Republic of Korea.
Poor harvesté accelerated & rural-urban drift, but industrial employment
did not increase muﬁh because of the deterioration of world markets for
.its outputs, the poor harvests themselves, and some temporary mismanagement
of a dynamic economy. The annual increase of employment dropped from 1.3
to 0.3 per cent, and the unemployment rate reached 5.2 per cent. COnditiohs
improved in 1981 so that, in the first half, the unemployment rate dropped
to 4.7 per cent.,

/The
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The Philippines and Thailand both had similar checks to tﬁe growth
of employment. Unemployment had been declining in the Philippines during
the 1970s, and was recorded~as 5.2 per cent of the labour force in 1579,
but that decline owed little to labour-absorption by manufacturing
industries., Their expansion has been checked by the world recession,
among other factors, so that unemployment increased to 5.4 per cent in
1980, and was worsening in 1981 due to many shutdowns and retrenchments.,

In Metro-Manila, unemployment was especially severe,é/although about 500,00

workers had gone to overseas jobs, mainly in the Middle East,

Thailand has had a recorded rate of unemployment similar to that,
of the Philippines, 5.7 per cent in 1980, partly because of the bad drought,
which made the Govermment institute a Rural Job Creation Programme to check
migration to the.towns._ Thailand still has 72 per cent of employment in

"the farming sector.

The annual growth rate for total output (GNP at constant prices)

had, between 1976 and 1979, averaged 8.4 to 9.7 per cent for Hong Kong,

the Republic of Korea and Singapore, and 6.0 to 7.8 per cent for’Burma,
Indonesia; Malaysia, the Philippines and Thailand. 1In 1980, Burma's growth
rate improved from 5.4 to 8.3 per cent because of good harvests,'Indonesia's
 from 5.3 to 8.5 per.cent because of the big rise in oil prices, and there
were smaller improvements for Hong Kong, Malaysia and Sipngapore. Forward
estimates for 1981, point to only small falls in the rates for these last

three countries,

The Republic of Korea hed & sharp fall, in 198G, from a positive
growth rate of 7.1 per cent to a negativﬁ rate of 6.2 per cent, although
it recovered in-1981 to reach 6.5 per cent. Bad harvests were
partly to blame for the decline. Thailand had a decline to €.3 per cent
inf1989, and expected a small recovery in 1981 to 7.0 per cent. In the
Philippines, there had been continuous decline frém’the average rate of
6,7 per cent for 1977-1979; that for 1580 was 4.7 per cent and the official

estimate for 1981 was 5.0 per cent.

In Burma, agriculture, forestry and fishing provide nearly two
fifths of GDP, and two thirds of export receipts have recently come from
" rice and teak,  Economic progress thus depends a good deal on wéather

conditions. Severe drought in 157%9/80 had checked a favourable growth

/trénd

3/ According to one authoritative estimate the rate reached 26 per
cent in the first half of 198).
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trend that had resulted from a shift of goverument policy, in 1975, to
increase production incentives and the scope for private enterprise, But
there was a good monsoon in 12€0/€1, and real GDP increased by 8.3 per cent.
Other favourable influences than éhe monsoon included extension of the

area under high yielding varieties of rice, an 11 per cent increase of
manufacturing's contribution to GDP, increased activity in forestry, -and

some recovery of the neglected mining sector,

The area under high yielding varieties of rice more than doubled .
efter 1977 to become over two fifths of.the total paddy area in 1980,
a development which was associated with three major irrigation projects,
and with more than a doubling of applications of commercial fertilizer,
The expansion of manufacturing activity has also been geared to agricultural
progress, especially to industries processing rice, jute and sugar or
providing urea fertilizers and other agricultural inputs. Expanding
manufactures also include pulp and paper mills, wood processing and
furniture factories, and cement factories as well as oil refineries.
Manufacturing contributes less than an eighth of GDP, and this relative

contribution has hardly changed since 1970,

Forestry has broblems in regard to equipment, transportatidn and
processing facilities. These became so serious in 1979/80 that teak .
exports fell from 180,000 to 102,000 cubic tons. FBut in 1980/81 forestry
production was expected tomaintain the 6 per cent 2nnual rate of growth
that had been achieved since 1975. The previously neglected mining sector
also began to recover about 1975 and, between then and 1979/80, the output
0of oil increased by one half and that of natural gas doubled. Other'mining
outputs include tin, the most important one, antimony, copper, iron, lead, '
zinc, gems, gold and silver; in 1980/81, they added 15 per cent to export
receipts. These outputs have long been adversely affected by unsettled
conditions in the remote areas of many mines and by transport difficulties.

Some new projects, however, are under way for copper, iron, tin and tungsten.

indonesia's economic fortunes are also closely bound to agriculture,
férestry; fishing and mining as, together, they now yield two fifths of its
GDP, Since 1975, paddy production has been fairly steadily increasing by a
satisfactor& 5 per cent a year because of a continuing snread pf imbrqvements

associated with the green revelution. The rice crop, in 1980, was
\ .

/Table 1V.2.
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LAO PEOPLE'S TEMOCRATIC & 7FUERLIC

This small land-locked country, with a scattered population of gbout
2,6 million, took its prescnt political form in 1975, and overcame the last
guerrilla resistance tn the chenge two yeavs later. It hat had difficult
economic problems due to 2 long war supervening on bssic conditions of
under -development. They were made worse in 1976 by serious food shortages
resulting from widespread and damsging floods. The country, moreover,
depends on Thailand for most of its riece imports, which account for about
one third of rice consumption, and the border was tecmporsrily closed fpr
two months becsuse of a dispute with Theiland. By 1979, however, paddy
output seeme to have regsined its 1576 level of 858,000 tons, and there
were good harvests in 1980/81 which brought the output up to a reported
1,009,000 tons. Gains werc also made for the minor outputs of root crops,
vegetaebles, peanuts, sugarcane, tea, coffee and cotton, but none for maize,
soybean, mungbean, tobaecco or fruit.

The major economic problem is to develop agriculture, which absorbs
about four fifths of thc populstion and provides more than two thirds of
GNP; in particular, to-reduce the long standing dependence on substantial
imports of cereals. Industry, by contrast, absorbs only 5 per cent of
the labour force, according to ILO estimatcs, and may not provide more
than 3 per cent of GNP. Per capitz income is estimated by the World Bank
at $§ 100, which would put the Republic among the lsast developed countries.

A major difficulty is a weak foreign trade. Over the triennium
1978-1989, commercial exports everaged only $ 13.6 million o year, commercial
imports $ 16.8 million a year, osnd 2id imports $ 43.8 million a yeer. There
is also trade of a barter kind, both  nfficirl and private, with Vietnam and
Thailand, Officisl barter trade involved exports of $ 6.2 million a year,
and private berter trade zxports of $ 5.9 million a year, in both ceses
there werc belancing imports. Tot2l exports thus averaged $ 37.9 million a
year, and totel imports $§ 40.8 million a year. In the first half of 1981,
total :=xports were $ 16.7 million and total imports $ 24.7 million.

Barter exports include scrap iron, rattan goods, handicrafts and medi-
cinal plants. Forestry products, electricity and coffee are the major
commercial exports. Tin used to be a major export commodity, but its
production shrank becouse of wartime damage to mine installations, loss
of technical =nd managerial etaff, and unscttled conditions in the mining
areas. Wood products accounted for § 6.3 million, or 26 per cent of
commerciszl exports in 1980, electricity for $ 5.3 million, and coffee for
$ 1.1 million. '

Wood exports, however, have been retarded by serious deficiencies
- of logging equipment, sawmills and transport facilities, BElectricity was

a recent export to Thailand from the Nam Ngum dam, constructed on a N
tributary of the Mekong; its second phase came on stream in 1975 and
brought capacity to 110,000 kWh, About 90 per cent of the output was
bought by Thailand at an annual cost of $ 6-8 million. Coffee has

become the only important export crop, but producing and processing
methods leave much to be desired so that big improvements are possible

/in
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4

in regard to the Juantity and quality of -output. Hxport growth, generally,
is hendicapped by mengrz and deteriorated trensport facilities, Some
foreign exchange is also geined for fees for over~flights of Laotian
territory by international girlines, but not enough to prevent, in 1979;

2 net deficit on scrvices amounting to $ 35 million. This brought the

. total ‘current deficit to about $ 84 million, or over twice export receipts.

It was financed by wvarious typecs of 2id. Project aid contributed
$ 26 million, -technical assistance $ 30 million, and commodity =id,
malnly for food, ¢ 32 million., Modest increases were made to project
aid and technical »ssistance in 19¢0, 2nd commodity aid, x
increased by one thitd, It seehs that cbout half the total
aid came from centrally-planned economies and the other half from inter-
national financiel institutions, especially the ‘Asian Development BRank,
and the International Development Assoc1eL10n, Japan, the Netherlands,
Sweden and Austrelia. ‘

The Lao People's Democratic Republic has made only chequered progress
towards realizing s socialist and centrally-plomned. economy. In 1976,
the Government nationalized various key industries along with the banking
end foreign trade sectors, snd attempted to promoteé agricultural co-operatives,
Prices were also controlled, and merjor foods were distributed by State
egencies at subsidized prices. Budgetary difficulties associated with
these meauures led to bottlenecks and imbalances so that policies were
revised in order to tighten government spending, liberalize domestic
trade, make prices more flexible, and give price incentives to farmers,
'These revisions were not enough and, ‘in 1979, further changes were
made, including payment of higher prices to fariers, halting the.
establishment of co-operatives, end adjusting administered prices nearer
to free market levels, At the same time, the old kip was replaced by a
"liberation kip', worth 2¢ times the old one, »nd therc was o devaluation
of 20 per ceat to mzke the liberation kip equal 2,5 US cents. Continuing
severe inflation thern led to » "new liberation kip" worth 100 of, the:
former one, and. to a further 75 per cent devaluation. The new
liberatior. kip becsme worth 6.7 US cents - a rate which also soon
became unreolistic under pressures of inflation, 2lthough mounting
government d cficits were wholly flnanced by external aid after 1976.

The -economy gontinues to be held back by shortages of skilled
labour, Yimited capacitiee to plan projects or execute them, scarcity
of domestic finance, uncerteinty sbout the foreign 2id needed to cover
deficits in government finance 2nd- in the current balsnce of payments,
and generally unsettled politicel conditions in the Indo-China area.
There wers, however, encouraging signs of progress in 1951. Good e,
harvests eased .the food situation, large stocks.of timber had been’
. sccumulated -for export, and cctivity was picking up in a2 numbher of other
‘areas., Given reasonably good weather conditions for 1981/82 harvests,
‘the Lao People's Lemocratic Republic should mrke further slow progress
in 1982, _— . : - .

/over
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over 20 million tons, an increase of more than one half over 1970; it

was expected to reach 22 million tons in 1981, another bumper crop leading
to storage problems but reducing the need for imports of rice. The output
of maize has been rising at about the same rate, and those of cdffee, tea
and sugar by 7-9 per cent a year, although there have been declines for
cassava, - soybeans and sweet potatoes. The output of palm oil has also
increased by 10 per cent a year, but those of copra and rubber by only

3 per cent.

Indonesia has the most extensive concentration of tropical hardwoods
of any country, and one of the world's richest‘fishing.grounds. But timber
output, after doubfing between 1971 and 1978, has since become nearly
stationary; only about a quarter of the potential for inland and foshoré’

fishing, over 7 million tons, has yet been realized.

0il and natural gas are much the mést important of Indonesia's
mineral resources. The output of naturaligas has more than trebled
siqée 1976, but that of oil reached a peak of 615 million barrels im 1977
and tﬁen declined to 577 million barrels in 1980, From Jﬁne 1980, however,
there has been some recovéry as the monthly rate of production rose from

47 million to over 50 million tons in March 1981.

Recent manufacturing progress has been more satisfactory. Repelita
IT1I had set a target growth rate of 10 per cent a2 year for added value from
~manufacturing, as for minihg, and this seems to have been realized up to
1981, The real growth of net menufacturing output averaged more than 10
per cent in 1978 and 1979, and was 21 per cent in 1980. Between 1979/80
and 1980/81, the gross volume of output increased by 35 per cent for
refrigerators, by 24 per cent for cement, by 15 per cent for tyres, by
13 per cent for light bulbs, by 9-11 per cent for television sets, radio
sets, sewing macﬁines and yarn, but by less than 9 per cent for textiles,
paper and fertilizer., Large-scale development projects also stimulated the
construction and service sectors, both of which have shown strong recent

growthf

In Malaysia, agriculture has grown more slowly than real GDP, and mining
has actually declined, so that most recent progress is due to manufacturing

and construction. The net output of agriculture, livestock, forestry

/Tabla IV.3.
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and fishing increased by less than 4 per cent a yesr between 1974 and

e

1960 and was only 3.8 per cent in 1980, It was expected to grow by

.1 per ceut ir 19¢1 z#nd by 3.7 pexr cent in 1932 and thg estimate for rice
production was an increase of only 2.5 per cent in 1"81. An important
cauge of the slow groﬁth of thisz sector's net output in 19él weB
declining cutputs for logs and timber due to the Govermment's policy of
conserving forests. Falling prices €or rubber and pepper had the effect
of limiting the increase of rubber output to an estimated 0.8 per cent
and of decreasing pepper cutput by one'sixth. Tobacco production dropped
by 29 per cent because of a crop failure. It was, howevér; expected
that there would be increases of output of 9 per cent for palm oil, of

5 per cent for coconuts, of 2Z per cent for cocoa and 4 per cent for sugar,

There were declines of éutput for oil and tin. Outputs of both tin
and oil had fallen by 2-3 per cent in 1980. They were expected to have
declined‘further‘in 1981; by 2.3 per cent for tin and by 9,1 per cent for
oil. Lower prices and rising costs depressed tin output, and the world
glut in oil led the Government to reduce Malaysia's output, from 276{000
to 250,000 barrels a day, It is expected that oil produhtion will be

restored to rhe previous level in 1982.

Gross manufactﬁring output; however, increased by 8.9 per cent in
1980 and was expected to increase by over 10 per cent in 1981. The biggest
expected increases were for cement (30 per cent), basic metals (1€ per
cent), processing of agrlcultural -products (15 per cent), and chemicals
(9 per cent)¢ The lowest 1ncreasgs were expected for electrical wachinery |
and appliances (1 per cent), textiles and petroleum products (3 per cent),
and food (&4 per cent), Rapidly incfeasing investment in infrastructure,
housing and business premises gave the construction industry a growth rate
of 14.2 per cent in 1980, and.that rate was expected to be 12.5 per cent
in 1981, The services sector had expanded by 9 per cent in 1980 and was
expected.to grow somewhat less rapidly in 1981, mainly becaﬁse of a slower

expansion of government services.

”he general result was a slowing of the economy's growth from 8,2
to &.9 per cent through the effect of the world recession on Malaysia’s
market for primary exports., The reduction would have been greater but

for a deliberate policy of increasing public sectcr spending to provide a

/cogntervailing



counter—al l‘nﬁ Jomzstic stiwulvs. “he fourth Yalaysia- :lln far 1981-1995.
will continue that policy, as will the 1782 budget which gives liberal tax
.concessicns and otlhicr fiscal Incentives to stinclate th: orivate secior,

especially in regard to industrial produétion;

Fubber “nd tin zccount for only a flth of Tna;land 8 exath 80
that it has been less affected than Malay51a ty recent falls in the prices
of these two commodities,  Rice and cassava ave more important, accounting
for a quarter of Thailand’s exports, and other agricultural'products for
about a seventh. Weather conditions have made agricultural production vary'
a good deal in the 1970s: ' it rose by ll per cent in 1978, fell by 2 per
cent in 1979, rose by 6 per cent in 1980, and is expected to have risen by
about 8 per cent in 1981. .These fluctuatibns,.of course, effect real GDP as
well as the volume of exports, Agriculture’s contribution to real GDP
- declined, in the 197039 from one third to one quarter, partly because
there was little 1mprovement of agricultural product1v1ty but more because
- of vigorous growth and diversification of manufacturing activ1ties. Their
. contribution to real GD¥ rase from 16 to 21 per cent, and import substituting
" industries, which had accounted for one thlrd of the sector’s growth in the -
- 1960s, made a negative contrlbut10n in the 19705, That growth became largely
export-led, particular success having bteen scored by textiles, clcthing and
integrated circuits. The G.~wermment gave special incentives for such industries
as they are labour—incensive, make considerable use of local materials, and are
‘export—Oriented. Less successfully, it has alsc tried to decentralize

industries away from Bangkok.-

_ Rubber output has declined because of lower prices and security,
problems, fishery output because of higher costs ehd difficulties in marketing,
and  forestry output because of declining yields and areas. Growth of manu-
factufing has been adversely affected’, since 1980, by the check of world
recession to demands for manufactured‘exports, by high interest rates and

tight money'enCOuraging stock decumulation, and by prices falling belo;
expectations for some crops. There wefe decreases cf output in the first

half of 1981, for soft drinks, petroleum products. paper and plywood‘ and
below usual increases for textiles, tobacco, canned plneaopleg and some products
of the iron and elﬂctchnl 1ndustries. Large increases of output, however,
‘occurred for sugar, machinery and trancpdrt equipment, cemernt and artifiCial:

. flowers. Some improvemént was anticipated during the second haif of 1981,

r
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DEMOCTATIC RAHPUCIEA

During the 1260s, Democratic Xarpuchea had an economy based on
acriculture with a small industrial sector and an improving infrastruc-
ture., Agriculturc was so productive as to make the country a major
exporter of rice, and the nopulation of 6.7 nilliion macd, in 1377, an
average incorme of $ 137, then about three quarters of Thailand's level.
Five years of warfarc prostrated the econory, and so made it highly
dependent orn importecd foodstuffs cupplied by foreign aid., When the war-
fare was ended, the Government of Democratic Kamnuchea attempted to
restore apricultuvre through a rigorous collectivization which virtually
eliminated urban activities, In 197 there were new problems of internal
security, and sgriculture again became a casualty. Famine was prevented
only by international relief agencies which helped to sustain a popula=
tion that included hundreds of thousands camped along the Thai border. a/
Beyond that border, Thailand had to accommodate up to 200,200 Democratic
Kampuchean refugees, although, %y Movember 19¢1, the number had decreased:
to just under 100,000. '

~According to an FLO estimate for 1980, food per capita was only
two fifths of the level for 1969-1271, and then only because over
180,000 tons of rice were provided by prograrmes for food aid; that
import was more than a fifth of the total supply of rice. Relief agen-
cies had also provided 42,700 tons of seed rice for an intended planting
of 1.5 million hettares. Only 1.2 million hectares could be planted,
half the 1970 paddy area. It was officially estimated that the 1980
harvest would yield 700,000 tons of milled rice, an increase of about
one fifth over the 1979 level.

Targets for 1981 included 1.7 million hectares under rice,
95,000 hectares under maize, 45,000 hectares under -manioc, and 30,000
hectares éach for sweet potatoes, and mungbeans. But harvest prospects
suffered from exceptional flooding of the Mekong River which damaged
early plantings, and then from drought conditions in four provinces.
The United Nations called for $ 200 million of aid to Democratic
Kampuchea in 1981 because it expected a shortfall of 200,000 tons of
rice,

Nor, in spite of efforts to restore agriculture, were prospects
better in 1981, owing to an unfavourable monsoon. Some relief agencies
expected a shortfall of rice twice that for 1973. The Food and Agricul-
ture Organization of the United Nations has estimated that an investment
of $ 42 million would be requires in order to restore the country's
agriculture. Fertilizers and pesticides, would have to be provided as
well as seed, irrigation would have to be repaired, rice mills recon-
structed, and livestock populations built up from greatly reduced
nunbers. Although much manual labour had been used to build canals
and reservoirs, most of these soon became useless owing to poor
engineering. Repair wor! has been increasing and, in 1980, there were
projects to restore irrigation to 60,000 hectares., A major problem
about livestock is the prevalence of anthrax which has affected many
cattle, pigs and poultry, and vhich is unchecked because no vaccina-
tions have been glven since 1275,

/Transport

a/ The United Nations Monthly Bulletin of Statistics shows a
population that has apparently steadily increased from §.11 million in
1975 to 8.87 million in 1980.
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Transport badly deteriorated and that created serious problems
about distributing food and agricultural inputs, especially seed., By
1980, many brldges had been restored, port cepacity improved and about °
1,500 trucks provided. Railway lines were also being restored, as were
postal, telegraph and telephone services, and air services were resumed
betWeenPhnomPenh and Hanoi and-Vientiane. ¢

Some factories were reopened, too. Their outputs included cloth,
blankets, canned milk, cassava flour, rice whisky, glass bottles, plough
shares, metal tools and some plastics. There were plans for again
producing agricultural implements, gas and electricity, and for expanding
production of textiles and rubber goods. Mining activities were also .
being resumed to yield iron, bauxite, manganese and phosphates, important
for fertlllzer. ‘ :

Exports can hardly devclop until restoration of production and
transport facilities has gone much further. Small quantities of rubber,
palm sugar and dried fish are being exported or used in barter trade,
and a little kapok and wood are exported for hard currencizs.
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particularly as an §.7 per cen: devaluation would help manufactured exports.
Industry's contribution to real GDP, therefore, was forecast as 7 per cent

higher than in 1980.

The Philippines suffered, in 1580, from reduced growth rafes for
both agriculture and industry. In 1979, coconut products had been 21 per
cent of the country's exports, copper 10 per cent, forest products 11 per
cent, and sugar 5 per cent. From the third quarter of 1980, the prices
of these products began falling substantially so that, over the'whole year,
the terms of trade declined by one eighth. The price of coconuts, indeed,
fell so low that some planters did not bother to harvest their crops, and.
some o0il mills, after the suspension of the coconut levy, burned their
stocks of copra., Agricultural output was expected to increase by only
4 per cent in 1981, and it was reported that there had been no increase of

rice output.

Industrial output increased by 5 per cent in 1980, as compared with
over 8 per centvfor 1975-1980, and was expected to have increased by over
5 per cent in 1981, Most industries were affected, to some extent, by the
higher cost of 0il and other forms of energy, higher wages or monetary
stringency in 1980, Export industries were also affected by the agricultural

situation, or by the reduced demands for manufactured exports.

The slowing down of industrial growth seems to be more a continuation
of a declining trend since the first oil crisis. Longstanding government
policies of promoting import-substituting industries had fostered high-cost
and relatively inefficient manufactures, and their'growth inevitably tended
to slow down as coverage of local markets became more extensive. That
came to be realized in 198G, when the Government, with substantial new aid
from the World Bank, began an ambitioué programme of structural adjustment
in order to improve imdustrial efficiency and competitiveness, as well as
to relieve unemployment, poverty and dependence on imported energy. Reforms
made during 1980, in accordance with this programme, included reductions of
tariffs, rationalization of tax and other government inéentives to industries,
and financial aid to those having to adjust to more competitive eonditions.

At the same time, a list was drawn up of 11 major projects which would provide
some of the infrastructure requirements for more vigorous, and more geographi-
cally djspersed, industrialization; but most of them would be deléyed because

of difficulties over external finance.

The GGovernment of Singapore has also recognized a need for accelerated

structural adjustment, although quite a different one., Vigorous economic

/development



development had been based on comparative advantage in labour-intensive
activities; but that has become eroded by the lanur shortages and the

high real wages which have resulted from successful deﬁelepment. Between

1370 and 1980, the share of manufacturing in Singapore’'s CDP rose from 20

to 24 per cent, and manufacturing Qroduction grew at an average rate of 11

per cent a &ear. lIn 1980, that ratevwas nearly 12 per cent. Major industries
include food and beverages, textiles and clothing, paper products and printing,
wood products and furniture? petroleun refining, chemical products,-electrical
and electronic producte, aircraft servicing, shiprepairing, shipbuilding

and oil-gig building. Early growth of manufacturing had depended mostly

on import eubétitgtion, the mits of which were soon reached in a small
domestic market. The Economie Development.Board then fostered export-oriented
and 1ab0ur—tntensive activities such as textiles, clothing and electronic
products as well as petroleum refining. Later it encouraged, and market
conditions favoured, a shift of manufacturing activities to medium techno-
logy and skill-intensive industries such as shipbuilding; oiimrig building, -
the manufacture of precision instruments, portable electrical tools and
computer peripherals.‘ By }975,'high added-value industries were absorbing-
more than’half the manufacturing work force and contributing nearly three
quarters of total added value in the manufacturing sector. By 1979, moxeover,
export sales were two thirds of the sector's total sales. In -that year, the.
Government annaunced a programme for big iﬁcreasee of wages so as to
_discourage inefficient or wasteful use of labour, and ‘to encourage development
of high added—value industries. ' )

World recessicn, and increasing competltlon by other developing

‘countries (including ASEAN members) in exportlng labOur—lntensive manufactures
to advanced countriesi have slowed down the expansion of manyfacturing
production from 15 to 12 per cent in_;980, and- there was no improvement up
to mid-1981. The garment end saWﬁillieg industries contracted and'also‘
petroleum refining: the garment industry because of rising labour costs
and- market restrictlons in COECD countrless sawmllling because of lower
demands for its outputs anu supply difficulties over 1nputa, and petroleum

refinlng becausa of the 011 glut caused b] lower demands for petroleum.

Entrépot trade js still igrortant enough to wake the contribution of‘
the’ wholesale and retail trade sector to GDP a high 25 per cent, twice
the proportion in Walay51a.’ The rlnancial sector has also become 1mportant

due to a rapid expansion of banks and Finance companiés servicing international

/as
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as well as local clients, an expansion which has been helped by Singapore's
development cf an Asian dollar market. There has been a similar expansion

of other business and consultancy services.

In Hong Kong, manufacturing accounted for one quarter of GDP in 1978,
construction for 7 per cent., trazde and finance each for one fiftk, and
transport for 6 per cent. Most manufacturing is for export markets, the
major industry Being clothing but watches or clocks, electrical and electronic
appliances or compomnents, and textiles are also important. The growth of
real domestic exports slowed from 18 per cent in the first half of 1980 to
5 per cent in the second half; and a recovery to only 7 per cent was -

‘expected for 1981. World recession, and increasing protectionism in advanced
countries are the major causes of slower growth for Hong Kong's manufacturing
industries. Some stimulus, however, was expected from a construction
boom which was to begin late in 1281 with the start of work on the Mass
Transit Railway’s Island Line, involving an expenditure of $ 1.4 billion over

three to four years.

Rapid economic growth of the Republic of Korea had begun in the
early 1960s, was not much affected by the oil shock of 1973-1¢74, and was
particularly impressive bet@een 1976 and 1978. 1Its main feature had been
successful. export drives and restructuring of productive activitiesrtowardé
heavy industries, matallurgical and chemical. Serious inflation developed
.and that, combined with a fixed exchange rate, undermined the competitiveness
of exports. Frbm 1977 exports weakened markedly and, in 1979, declined by
nearly 4 per cent in real terms. Then came the second gil shock, which
doubled the import till for oil, political and social unrest following the
assassination.bf President Park, and a disastrous harvest in 1980, The
nét result was that real GNP fell by over 6 per cent, and inflation greatly

worsened.

Remedial measures involved depreciation of the won, monetary restriction.
and wage restraint. In January 1580, the won was devalged by 16.5 per cent and
thereafter left to float agéinst the US dollar., At the same time, interest
rates were raised by 5~6 per cent, and attempts were made to slow the gxpansion
of liquidity. They were not really succecssful as the money supply rose by 27
per cent during 19509 as it had in:l979,"notwithsfandihg a 1argef deficit in
the balance of paymenté. Wage increases did slow down only frbm 29 per cent

in 1979 to 23 per cent in 1980; they may have risen b& 18 per cent in 1981,

/THE
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THE SOCIALIST REPUBLIC OF VIET NAIi.

Political reunification of Viet Nam was completed in 1576, but
economic unification has been slower owing to marked disparities between
the north and the south in regard to economic resources, structure, and
degrees of transformation towards a system of State control and planning.
After the reunification conference, steps were taken to promcte agricul-
tural collectives in the south, to transform its private industry, to
redeploy labour from overcrowded cities to ''new economic zones" in
lightly settled areas, and to co-ordinate the economic activities of a
more industrialized north with those of a more agricultural south. The
south had been a considerable net exporter of rice, but the long period
of warfars badly damaged agricultural production and the south became
heavily dependent on aid from the United States, while the north became
dependent on aid from China and the Soviet Union. After 1375 aid from
the United States was cut off, relations with China deteriorated and
Viet Nam became increasingly reliant upon the Soviet Union for both aid
and trade. Economic difficulties became worse as a result of Viet Nam's
involvement with a neighbouring country's security and economic
rehabilitation.

| Difficulties over agricultural collectivization, and bad harvests
in 1977 and 1978, led to a food crisis during which paddy output fell
by one fifth, so that the Government had to obtain rice from members of
the Council for Mutual Economic Assistance (CMEA), which it had recently
joined, to supplement imports from India and Thailand. In 1980, the
north was hit by typhoons, and the central area had exceptional drought
conditions. The rice shortage worsened, the monthly ration was reduced
from 20 kg to between 13 and 17.5 kg, and malnutrition became a’ problem,
especially in large cities. Part of the deficiency, however, was met by
such dry crops as maize, wheat, manioc and sweet potatoes, the production
of which had been encouraged as a measure of protection against bad paddy
harvests. < :

There have, also, been deficiencies of protein foods. Livestock
numbers fell because of disease and flooding so that meat production
fell by 5 per cent in 1980. Shortage of boats and equipment caused a-
drop in the fishing catch to about three fifchs of the 1976 level.

Measures have been taken to improve the unsatisfactory food
situation. Acreage of dry crops was increased, and fezmily farming was 3
encouraged at the expense of collectivization. The new system of contract
farming involves:, ' ‘ ‘

(a) Allocating plots of land for two to three yearsg to
labourers in return for a specified amount of produce
supplied to the State;

‘{b) Performance by work teams of soil preparation, supply
' of seed and fertilizer, irrigation, drainage and
crop protection;
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(c) Contracts to individual workers for transplanting,
cultivation, crop tending and harvesting;

{d) Allocation of that part of the harvest which meets the
guota set according to work points on the previous
collective system; :

(e) Distribution of the remainder of the harvest to contract
workers on a percentage basis (often 100 ver cent).

Associated steps include replacement of the progressive tax on co-operatives
by a fixed one,; stabilizing State purchases of farm products up to 1985, and
giving more autonomy to collectives.

Favourable results have been reported, partly because of an
increased area of cultivation, a rcturn of some people to agricultural
activities, and the new incentives to hicher productivity. There was,
too, good weather for the spring rice crop in 1981 so that paddy produc-
tion improved substantially te 12.5 millicn tons, somewhat above the
official target for 1981.

Some progress has been made in rehabilitating the production of
rubber. This bhad fallen to 25,000 tons in 1976, recovered to 46,200 tons
in 1978, had a target of 60,000 tons for 1980, but reached only 45,000 tons.
Rubber, therefore, has again been contributing to eXport earnings.

The major export, however, is now coal. TIts production has been
set back by a shortage of miners, because of an exodus of ethnic Chinese
across the border, and a deterioration of mine eguipment. Coal output
appears to have fallen from 6.2 million tons in 1977 to 5.3 million tons
in 1980, and the Soviet Union gave help to expand mines in four areas
during 198)l.. It also took up exploration for offshore oil, which Western
companies have so far failed to find.

Industry has been held back by sheortages of materials, equipmeni
and energy. Coal and electricity outputs declined in 1980, as -did
outputs of bricks and timber. It has been reported that many. plants,
including those producing sugar, livestock feeds, paint and cigarettes
are operating well below capacity. In part, supply difficulties came
from setting procurement prices at unduly low levels, from import
shortages, and transport deficiencies, which have delayed deliveries
and resulted in losses of perishable goods. The Government has introduced
reforms. These include vaymgnt of higher procurement prices to increase
supplies of raw materials, and more autonomy for enterprises with regard
to planning and financial control. As in the agricultural sector,
productivity is being encouraged by the introduction of plece-rate wages
and bonuses. "

In a speech delivered in September, a vice-chairman of the Council -
of Ministers acknowledged failures to use manpower and land resources
effectively, a failure which had resulted in “economic shortcomings” relating
to food, other consumer goods, fuel, energy, transport and communications.

He attributed them to the country's lack of industrialization, and to
constant needs for strengthening defence and security.
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v The economy, then, depends much upon foreign ald and this, too,
has come into unexpected difficulties. China cancelled its substantial
aid in mid~1978, and both Australia and Japan cancelled their aid when
Viet Nam became involved in the affairs of Democratic Kampuchea., The
World Bank, in 1980, ceased new lending to Viet Nam, although the
International Monetary Fund's allocation of special drawing rights was °
increased from $ 12 million to $ 28 million in 1981. The Soviet Union
and other CMEA countries have filled at least part of the resulting aid
gap, but the extent of their present aid is not clear. Aid receipts,.
~moreover, are partly counterbalanced by heavy service payments on
* previously incurred external debt. Thése payments are thought to have
absorbed, in 1980, nearly three fifths of export receipts; and export
receipts may be no more than one half of import»payments;
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Other measures, taken in 1981, were aimed at increasing industrial
efficiency and improving allocationé of investment by strengthening market
forces. Nearly 400 items were removed from the import restriétion list,
and directbforeign investment was allowed in half the éountry's industries.
A Fair Trade and Anti-Monopoly Act, paésed in December 1980, was intended
to promote competition and also to minimize direct State controls over prices.
An Industrial Review Board has also been established to assess major invest-
ment decisioné, before their execution, in industries which significantly
benefit from tariff or other protection égainst imports. Priorities will
be given to those investments @hich can contribute to international competi-
tiveness and develop efficiency in the use of energy. Steps were also taken

to liberalize and diversify the money market.

Normal harvests in 1980/81, and a considerable recovery of real
expérts in the first half of 1881, were expected to restore growth of real
GDP to 6.5 per cent over the whole year. Rates of § per cent are projected
for 1982 and 1983, with exports increasing by 20 per cent a‘year. Already,
in the first half of 1981, growth rates of 3.3 per cent were recorded for
agriculture, 5.2 per cent for miﬁing and manufacturing, 21 per cent for

exports, and 2.7 per cent for GDP.
C. TRADE AND FINANCIAL FLOWS

Hong Kong and the Republic of Korea have a very different commodity
structure of exportg than the ASEAN countries. Their exports are largely
manufactured goods, and machinery or transpdrt equipment forms a considerable
part of their manufactured exports. In 1980, 26 per cent of Hong Kong's
exports were manufactures, and 18 per cent werec machinery or transport
equipment. For the PRepublic of Korea the two proportions were 90 per cent

and 20 per cent.

In Singapore, ﬁetroleumvproducts were 45 per cent of domestic exports,
machinery or transport equipment 25 per cent, and other manufactures 15 per
cent. Malayéia, the Philippines and Thailand have a much lower proportion
of manufactures in their exports, and a much smaller proportion of machinery
or tranéport equipment in manufactured exports. The proportion of manufactures
was 35-36 per cent_fdr the Philippines and Thailahds and 28 per cent for
Malaysia., Yet these proportions were much higher than the 3 per cent which
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held for Burma or the ¢ per cent which held for Indonesia, and more than half

of Indonesia's manufactured exports were petroleum products.

- Indonesia is a special case amon? this group of countries in that
over two thirds of its exports are crude petroleum or petroleum products.
Such products also constitute over a quarter of Singapore’s total exports,
because it has developed the bipggest refining capacity in south-east Asia.
Malaysia also exports crude oil or petroleum.products, and they are one

third of its exports.

cher exports in this group of countries comprise primary commodities
from agriculture, fishing, forestry and mining. Tin, iromn ore and other
mine:als éxcluding petroleum are %-14 per cent of exports in Malaysia, the
Philippines and Thailand, but only 1 per cent in Indonesia. The agriéultural
or fofestry.exporté include rice, maize, coconut oil, copra, coffee, palm
oil, rubber, sugar and timber., These are about %0 pef cent of Burma's
exporte, and the pf0portion is 60 per cent for Thailand, 47 per cent fsr

Malaysia, 35 per cent for the Philippines and 21 per cent for Indonesia.

Food exports are doubly depemdent upon climatic conditions; their
supply is affected by weather in the exporting country and the demand for
them in the importing countries. 40thgr agricultural exports, mainly
industgial raw materials, are also affected by cl;ﬁatic conditions but much
more by demand conditioms in the industrial coyntries., which are the bigéést
importers of these materials. Mineral exp;rts are still more dependent on

demands in the industrial countriesz.

Machiner& and transport equipment ié'the largest category of impor;s,
_ the proportion rénging'from one fifth in ﬁong Kong to about one third inp
Indonesia, Malaysia, the Republic of Korea and Thailand, but nearly one

half in Burma. -Chemicals, including feftilizers, aée also important, forming
10~14 per cent of imperts in all these economies except Hong Kong and Singapore
where the proportion is 6-8 per cept. Mineral fuels, mostly petroleum or
natural gas, have also become impoftanti even before the 19792-1980 rise

in oil pficesg they were more than a fifth of imports in ﬁhe Philippines and
Thailand, more than a sixth in the Republic of Korea, and about one eighth

in Indonesia and Maléysia, which export most of their own outputs of Superiorv
crude and import more sulphurous Middle Eastern crude for domestic reqyire-
ments. Imports of othef minerals ranged, és.a'proportion of total imports,

from 5 per cént in Hong Xong and Singapore to 12 per cent in the Republic of
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Korea or Thailand. Food is a major category of imports in Indonesia and
Malaysia, being one sixth of total imports, and also in FHong Kong where the

proporition is more than one eighth.

Tables IV.4 and IV.5 give a partial view of the direction of trade
for these countries as a whole, partial because published statistics omit
most of the trade between Indonesia and Singapore, and also oil exports by
Brunei for contract refining in Sarawak; Malaysia. The tables indicate that,
in 1980, 63 per cent of the combined exports of this group of countries
went to industrial countries; and 57 perrcent of their combined imports
were drawn from them. Japan was easily the largest supplier of imports, and
has recently surpassed the United States to beéome the largest buyer of
exports. The rises of petroleum prices have made imports from oil-exporting
countries increase to 15 per cent of the group's imports, but these countries
take only 6 per cent of the group’s exports. There is little trade, in
either direction, with the USSR or East European countries. Exéorts to
non-oil developing countries were recorded as more than a qﬁarter of the
group’'s total exports, and imports from ther as a somewhat smaller proportion

of the group’s total imports.
‘Table IV.6 shows changes in merchandise trade for individual countries.

Burma, after more than a decade of declining real exports, resumed
a growth of trade which doubled the volume of exports between 1975 and 1£80
and trebled export receipts. This growth, however, was fluctuating because
rice is about one third of Burma's exports, and teak about one quarter.
Trading results were good in 1980 as exports rose by 23 per cent. Prospects
for 1981 seemed good as, in the first half of the year, exports remained at

a high level.

Indonesia's exports rose by 40 per cent in 1880, largely because of
higher prices for oil, and an increase of natural gas exporte, but would grow
more slowly in 1981 because of stable prices for oil. Other primary exports
did not do well, as world prices fell for rubtber, coffee and timber, and
because timber exports were restricted in order te help the local wood proces-
.sing industries. Manufactured‘exports9 however; increased considerably to
become one fifth of non-~oil exports: there were particularlyvstrong increases
for textiles, clothing and electronic parts. Results were poorer in the first
half of 1981. Little inc;easé was expected for oil or natural gas, export
receipts from tea and coffee fell drastically, and those from rubber and tin'

were moderately lower.
/Table 1IV.4.
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South-east Asian countries, Hong Kong

and the Republic of Korea.

of export trade, 1976~1960

Direction

¢

Percentage distribution

{$ million)

O VO LWHSDMNOFHW-N

1976-1979 13979 1960 1576-1979 1979 1980
average averzage
World 61 062,45 84 071,22 108 560.17 100.0 10¢,0 100.0
Industrisl countries 41 238.65 55 621.38 65 146.39 67.5 66.2 62,8
USA 14 235,49 17 793,75 21 580.17 23.3 21,2 19.9
Japan | 13 847,76 19 520,79 25 045.78 22,7 23.6 23.1
EEC 9 579.46 13 430,61 15 629.63 15.7 16,0 14.5
Developing ﬁountrieé» 17 935,52 25 709.73 36:232.50 29.4 30.6 33.4
0il exporting countries 3 302.26 4 475,17 6 803,62 5.4 5.2 €.3
Non-o0il developing 14 632.26 21 234,56 29 428.:3 24.0 25,2 27.1
countries : ‘
Intra-subregional 10 059,20 14 004.86 20 341.44 16.5  16.7 18.
Brunei 130,27 25¢.20 324,10 0.3 0.3 0.
Burma 64,40 69,70 103.90 0.1 0.1 0.
Hong Kong 1 554.18 2 230,79 3 224,66 2.5 2.7 3.
Indonesia 650.87 £79.50 1 516,39 i.1 1.0 1.
Malaysia 1 385.46 2 689.54 3 744,79 3.1 3.2 3.
Philippines 628,16 252.05 1 213.42 1,0 1.1 1.
Republic of Kores 791,99 1 227.34 1 418,80 1.3 1.5 1.
Singapore 3 576.17 4 544.89 7 152.56 5.9 5.4 - 6.
Thailand 714.72 1 152,85 1 642,02 1.2 1.4 1.
ASEAN 7 458,36 10 216.83 15 26%.9% 12,2 12,1 14,
649,71 . 265.10 1 400,48 1.1 1.2 1.3

USSR and Eastern Furope

Sgurce: IMF, Direction of Tréde StatiQtics‘Yeafbookl‘1981.

Note:
allocation,

Subtotals do not add to 100 per cent because of deficiencies of

4
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of import trade, 1976-1280

South-east Asian countries, Hong Kong

end the Republic of Korea. Tirection

($ million)

Perccntage distribution

1976-1979

15979 1980 1976-1979 1979 1980
average . average :
World <1 603.12 85 021,97 110 825.9 100,0 100,0 100,0
Industrial countries 37 §79.06 52 217,65 63 163,19 61,6 61.4 57,0 :
USA 9 783.58 14 156.09 17 581,78 15.9 16.6 15.9
Japan 16 001.96 21 077.24 25 641.02 26.0 24,8 23,1
EEC 7 946,23 11 165.70 12 783,19 12.9 13.1 11,5
Developing countries 21 215,21 29 377.57 42 836.52 34.4 34.6 38.7
0il exporting countries 7 726,14 10 634,16 16 256,62 12.5 12.5 14.7
Non-o0il developing 13 489.07 1€ 743.41 26 550.21 21.9 22,6 24,0
countries
Intra-subregional & 280.49 11 707.59 16 905.73 13.4 13.8  15.2
Brunel 202,82 324,20 446.50 0.3 0.4 0.4
Burma 156,92 198.80 233.70 0.2 0.2 0.2
Hong Kong 709.53 949.36 1 622,62 1.2 1.1 1.5
Indonesia 685.95 998,93 © 943,33 1.1 1.2 0.8
Malaysia 2 285.64 3 229,08 4 434,68 3.7 3.8 4.0
Philippines 299.24 506,22 830.25 0.5 0.6 0.7
Republic of Kcrea £02.20 1 151.04 1 952,38 1.3 1.4 1.4
Singapore 2 088,57 2 890.45 4 772,16 3.4 3.4 4.3
Thailand 1 046,42 1 359.51 1 670.056 1.7 1.6 1.5
ASEAN 6 409,02 9 084.19 12 650.53 10.4 10,7 11.4
USSR and Eastern Europe 316.52 372,62 495.00 0.5 C.4 0.4

Source: IMF, Direction

of Trade Statistics Yearbook, 19?1‘

Note: Subtotals do not

allocation.

/Table 1V.6.

add to 100 per. cent because of deficiencies of
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Table IV.6. South-east Asian cauntries, Hong Xong
and the Tepublic of Korea. Imports,
exports, and trade .balance and exchange
rates, 1975-1931

($ million)

1275 1976 1977 1978 19749 1680 19813/
Burma .
Imports c.i.f. 250 154 273 326 318 354 201
Imports f.c.b. | 227 176 248 297 289 322 182
Exports f.0.b. ' 158 123 207 234 383 472 230
Trade balanceb/, ~69 17 -4] -63 94 150 48
Exchange rat 6.4542 6.7627 7.1356 6.8651 6.6506 6.6087 7.1334
Hong Kong
Imports 6 777 8 828 10 446 13 459 17 157 22 438 10 664
Exports 6 040 8 474 S 617 11.50Z 15 178 19 743 10 396
Trade balance =737 ~354 -829 -1 252 -1 979 -2 €95 -268
Exchange ratéé/ 4.%39 4 .904 4.662 4,685 5.003 4.976 5.307
Indonesia
“Imports c.i.f. 4 770 5673 5230 6 690 7 202 10 834 cee
Imports f.o.b. 4 210 S 0206 -5 484 5910 6 425 9 674 ‘e
Exports f.o0.L. 7 102 8 547 10 853 11 %43 15 590 21 908 oo
Trade balanceb 2 892 3 527 5368 5 733 © 165 12 234 cee
Exchange rate— 415.0 415.0 415,0 442.95 623.05 627.00 629.84
Malaysia
- Imports c.i.f. 3 552 3 825 4 536- 5 811 7 842 10 813 5 583
Imports f.0.b. 3 250 3 462 4094 5335 7058 9 741 . 5 030
. Exports f£.o0.h. .3 844 5282 6 Q7¢ 7 381 11 067 12 555 5 703
Trade balanceb/ 524 1 827 1 984 2 046 4 009 3 214 573
Exchange rate—~ 2.4016° 2.5416 2.4613 2.2160 2.1884 2,1769 2,294l
Philippines 4 . ‘ o/
Imports c.i.f. 3776 3 953 4 270 5 143 6 613 g 295 2 02527
Imports f.o.b. 3 45% 3 632 3 965 £ 732 € 142 7 727 1 892~
Exports f.o.b. 2 267 2572 3150 3424 4533 5744 1 575
Trade balanceb/ -1 192 -1 061 -81% -1 308 -1 60¢ ~1 983 -317%;
Exchange rate~ 7.2479  7.4403 7.4028 7.3658 7.377¢ 7.5114 7.6767-
Republic of Xorea : . : -
Imports c.i.f. 7 274 8 774 10 B11 14 ¢72 20 339 22 304 12 818
Imports f.o.b. . € 748 8 23¢ 10 132 13 2992 18 850 20 671 11 879
Exports f.o.b. 5081 7 715 10 047 12 718 15 055 17 511 10 15§
Trade balanceb/ -1 667 =522 -85 =1 274 -3 795 -3 160 -1 724

Exchange rate— 484.00 AB4.0C 484.00 484.00 484,00 507.43 674.06

/Tabie IV.6 (continued)
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1875 1276 177 1978 1270 680 l9d1§/
Singapore
Irports c.i.f. ¢ 1lz& 9 Qet 10 467 13 03¢ 17 636 23 285 13 €04
Imperts f.o0.b. 7 &02 £ 506 S 832 1z 235 16 8&C 22 521 12 774
Exports f.o.b. 5 380 ¢ 582 2 236 10 108 14 234 19 352 10 316
Trade balanceb/ -2 2272 =1 %23 -1 B%7 -2 127 -2 32 -3 159 <2 458
Exchange rate— 2,3713 2.4708 2,4394 2.2740 2.1746 2.1412 2.1114
Thailand . 5
Imports c.i.f. 3 280G 3 572 4 617 5 355 7 158 9 215 5 182
Imports f.o.b. 2 955 3 21e 7 159 4 824 ¢ 449 8 302 4 669
Exports f.o.b. 2 208 2 380 3 420 4 085 5 298 &6 505 3 714
Trade balanceb/ ~-747 =233~ -662 ~739 <1 151 =1 797 -955
Exchange rate~ 20.372 20,400 20,406 20.33¢ 20.419 20.476 20.784

Sources.

a/ First half of 1981 unless otherwise stated.

b/ Units of national currency per
¢/ First quarter.

~
e

IMF, International Financial Statistics, November 1981 and
Hong Kong, Monthly Digest of Statistics, 2August 1981,

“'igure IV.3,
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Figure IV.3. South~east Asian countries. Balances of trade,

/Figure 1IV.4.



- 172 -

1976-1979
{average)
©1980
$ billion
0
T
-1 |
-2}
-3 |
o0
=] %y ﬁ
2 3 g
o0 ol o
2N 2 2
= 53 g
& u »
o 2
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Growth of Malaysia's;export receipts by 17 per cent in 1980 was
largely due to price increases for oil, tin, rubber and timber, although
there were decreases for vegetable oils. Imports increased twice as
rapidly, but there was a trale surplus equal Eo one quarter of export

¢+ receipts. Malaysia'é exports in 1981 were affected by falling commodity
prices as well as by decreases in volume for all major primary commodities
except rubber and palnm Qil, Manufactured exports had grown by 24 per cént

in 1980, but the rate slowed down to 7 per cent in 1981.

Rising coﬁmodity prices;and an increased quant;ty of manuféctured
exports led to;a 27 per cent increase in,thé Philippines' export receipts
during 1980. Receipts from sugar trebled and those from copper increased
by one quarter, offsetting declines fof coconut products and timber.
Manuﬁactured exports grew by one third, mainly clothing, furniture, elec-
trical and electronic goods. But, siﬁce.l974, the Philippines has had
advérse balances of trade, and that for 1980 was a record at $ 1,983
million, equal to more thgn a third of export receipts and parfly due to
the rise of oil prices. -In 1981, the growth‘of exports was projected to
decline to 7 per cent because of lower prices for sugar, copper and timber,

and the effect of world recession on demands for manufactures.

Thailand's export receipts also rose sharpl§ in 1980, by 23 per cent,
because of higher prices for rice, maize, rubber and‘tin, and a bigger
qdantity of cassava exports, although the volume of rubber exports dropped
by an eighth and that of sugar exports by more than one half. WNevertheless,
Thailand also had a substantial trade deficit, equal to 28 pe;'cent of
export receipts, and also owlng much ‘to dearer oil. In.the first half of
1981, éxport receipts increased by 15 per cent, partly begause of better
harvests for rice,. sucar, maize and cassava. Manufactured exports were akso
ekpeqted to be hLelped by an 8.7 per cent devaluation of the baht in July
1981; they had reached neérly a quarter of exports'in 1980. .For 1981
as a whole, exports bOth‘incrensedand imparts by l4 per cent so that
the trade deficit widened from § 1,797 millian to $ 3,073 million.

Falling commodity prices slowed down the growth of Singapore's.total
export receipts to 23:per cent in 198C, but higher oil prices led to an
increase of its domestic export recéipts by 42 per cent. Excluding petroléum
products, nowever, domestic exports Qrew by 26 per cent, a siowgr.réte than
the 35 per cent achieved ih 1979J'_wor1d recession-had the effect of consi=-

N >derably slowing down the growth of both entrepot and domestic exports in 1981;
/in
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in the first half, exports grev by less than £ ger cent, and only shiu-
repairing and oil-riz constructiorn zpneared to have buoyant export demands.,
Appreciation of the Singepore dollar asainst the US dollar and other currencies,

and higher wages both reduced the competitiveness of domestic exports.

Eong Kong‘s‘domestic exporis grew at an annual real rate of 18 per
cent in the first half of 1930, and most rapidly for electrical or electronic
goods and comporients, for metal manufactufesﬁand for clocks énd Watches. It
has, indeed, Lecome the world’s largest exporter of time pieces. But, in
the second half of 1980; world recession slowed down‘the-realvgrowth'of
domestic exports to 5 per cent an&s although the Hong Kong‘dollér was
depreciating, it was not erpected that domestic expofts‘would increase by more
‘than 7 per cent over 1981. Re-exports., however, were expected to grow by

about one third.

The Republic of ¥orea's exports grew by 16 per cent in 1380, more
slowly than in 1979, The biggest inéreases were for heavy industrial exports
which grew by 25 éer cent as agaiﬁst\a rate of 11 per cent for Idight industriﬁl
exports. The trade deficit was reduced from $ 3.8 billion.in 1979 to $ 3.2
billidn, but was still ﬁearly a fifth of export reéeipté. Better results
were expected for 1981 with a target giowth rate for exports of 20 per cent.

In the first seven months of the year, exports ware increasing at an equivalent
annual rate of nearly 26 vper cent, and -all major expofts participated in this
growth., Devaluation and depreciation of the won helped to produce the good

result.

All these countries, in 1980, had deficits in fheif current balances
of payments, except Indonesia for which the risé of 0il prices substantially
increased a small current surrlus realized in 1%79%. Malaysia had a previous
substantial surplus turned {nto a small deficit. In the Philippines, the
Republic of Korea and Thailand the current deficits would have been comsi-
derably.larger but for remittances from workers in Middle Eastern and other
foreign countries. vCap;;al inflows, however, were more than sufficient to
cover current deficits és all countries, cxcept Thailand, were able to nake

substantial additions to their reserves of foreign exchange, especially

Indonesia, Malaysia, the Republic of Korea and 5ingapore.

For some of them, much of the inflow of capital was from

private sources and connected with investment opportunities in
their dynamic and open economies. Over the triennium 1976-1979, about

[Table 1IV.7,
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Table IV.7. South;east Asian countries, Hong Xong and

the Republic of Korea.

of payments, 1976--1980

($ million)

Current balances

;Merchandise tradeé/

Net ’ et . Current
Exports Imports services transfer balances
Burma . _ :
- Average 1976-1979 254 =437 —Zlb/ 28 / -176
1980 : 401 ~741 23 81! -282
Hong Kong
Average 1976-1979 11 194 -12 473 - .
1980 18 743 =22 438 . . .
Indonesia '
Average 1976-1979 11 391 -7 981 -3 779 21 ~348
1980 21 748 -12 608 -6 331 . 54 2 863
Malaysia .
Average 1976-1979 7 396 -5 443 -1 354 ~-46 553
1580 12 896 -10 553 -2 704 ~109 =470
Philippines ‘ .
Average 1976-1979 3 406 -4 605 -263 - 298 -1 164
1980 5 784 -1 727 ~547 436 -2 054
Republic of Korea )
Average 1976-1979 " 11 320 =13 132 55 373 ~1 38
1580 17 215 -21 599 -1 375 455 -5 304
Singapore : R
Average 1976-1979 9 196 ~11 667 1 9801 ~42 -612
1980 18 070 -22 392° 24793 ~50 -1 579
Thailend ) . S S Coe
Average 1976-1979 3.923 ~4 785 -377 - 42 -1 197
1980° 5 449 -8 364 -584 1210 -2 289
[ ]
Sources: IMP, Internationdl Financial Statistics, November 1981 and

Hong Kong, Monthly Digest of Statistics, August 1981.

. a/ Balance of

gain in table IV.6.

. B/ Includes private tranéfers;
¢/ Official grants. -

/one

payments used here is not coincident with trade data
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one half of net cagital inflows into the Pkilippines and the Républic of
Korea, was privately financed, and the proportion for Singapore was nearly
four fifths; for Thailand it was rather less than one quarter and for
Malaysia about one fifth, Indonesia relied heavily upon official loans
from multilateral agencies and DAC countries, as did Burma, although there
privately financed loans were one fifth of total capital inflows during

the triennium.

Nevertheless, the Philiprines and Thailand were in serious troukle
over their balances of payments from 1677, and the Eepublic of Korea came
into such trouble during 1980. 1In the Philippines, the current deficit,
as a proportion of export receipts; vas 34 per cent in 1976-197% rising to
36 per cent in 1980. 1In Thailand, the rise was from 31 to 36 per cent, and
in the Republic of Korea from 12 to 31 per cent. WNet loans from multilateral
agencies and DAC countries thus averaged, between 1976 and 1879, $ 439 million
a year for the Philippines, $ 75¢ million for the Republic of Korea and
$ 362 million for Thailand. Corresponding averages were $ 203 million for

Burma, $ 9222 million fof Indonesiz, and $ 176 million for Malaysia.

The current deficit of the Philippines was expected to worsen during
1981, and reserves were being drawn upon: they decreased from § 2,846
million in December 198C to $§ 2,010 million in September 1981, although by
then $ 947 million had teen borrowed in the Eurocurrency credit market;
and SDR 200 million drawn from IMF. Other official grants and loans
were also increasing. The peso was softening against the dollar, aléhough
by no means sufficiently to express fully the country's difficulties over

foreign exchange transactions.

Thailand benefited, in 1980, from a remarkatble surge'of capital inflows;
direct investment inflows nearly trebled, and both long-term loans and short-
term credits nearly doubled. These brought the over-all balance of payments
into surplus for the first time since 1975. Less favourable results, hoﬁever,

- were expected for 1981:; in the first half of the year there was an ovér-all
deficit of § 230 million as contrasted with a surplus of $ 533 million for

the same period in 1980. From mid-1%8C to mid-1981, fofeign exchange

reserves (net of gold) decreased from 3 2,203 million to § 1,422 millibn

‘and, in September, had fallen to $ 1,293 million, because privatg capital inflows
also decreased and by more thén an increcse of public sector external

borrowing. In the second half of 1981, however, private capital inflows increased
after the devaluation and other measures taken to encourage foreign investment

in Thailand.
/Indonesia’s
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Indonesia's current balance of payments m§ved into deficit during .
1981 and, for FY 1980/81, Qas forecast as ¢ 1.5 billion or about 6§ per cent
of export receipts. ‘The main cause was a sharp decline in earnings ffom
non~oil exports, parficulafiy coffee, palu o0il, rubber and timber. Yet, in
September 1981, official reserves of foreigrn exchange were $ 6.7 billion
and it had no difficulties over raising external loans. Nevertheless, at
the end of the year, the Covernment announced a scheme for tying contracts

for projects to purchases of traditional exporis by those gaining contracts.

The massive current deficit for the Republic of Korea in 1980
resulted from a large trade gap and the sudden transformation of a2 surplus ‘
for services to a deficit of § 1,378 million. One ma;or‘cauae of this trans-
formation was an additional outflow of £ 1 Billion for payments of interest .
and dividands-onvprevioué huge borrowings and direct investments. Another
was a sudden 1oss of profitability on oversoas'construction contracts, most
of which were in the Middle East, ‘due to the comvetltlon of other countries.
Profits from these contracts had been a major source of service receipts
but, in 1980, some construction ccompanies incurred heavy losses and some
were bankrupted. Long-term capital inflows also decreased by over § 1 billion
in 1980, in spite of larger public bofrdwings, 30 that short~term Borrowings,
both pfivate.andlofficial,'had to increase sharpiy to cover-a rise of the
"basic' deficit from $ 1.5 billion to $ 4.1 billion. Lo improveueﬁt'was
projected for the L9él current deficit. 'In the first seven months, this
deficit reached $ 3 3 billion, .and foreign exchange reserves fell from $ 6.6
billlon in December 1980 to $§ 5.6 bllllon in July, indicating net capital

inflows of about ¢ 3.7 billion, as against » 5./ biliion for £he whole of 1980.

Malaysia's trade bélaﬂce has been in persistent surplus, reaching a
peak of $ 3.4 billion in 1979, but falling to $ 2.3 billion in 1980 and
expected to turn into a small def1c1t during 1981. A substantial trade
surplus is needed to finance heavy net’se;vice‘paymenté for tramsport,
insurance etc., and to cover external payments of interest and dividends. In
1981, the current account was expected to have a deficit of about § 2.5
billion. Capital inflows, howevefs have bean strong, including much direct
investment, and they appeared to be increasihg‘in 1281 byrmoré than enough to
meet the current deficit. Concern, neverth<less, was felt about reserves

of foreign exchange which, in July, sufficed for about two months' imports..

/Singapore's
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Sihgapore's balance of payments characteristically has large trade
deficits covered by large service surpluses and cmaller net inflows of
capital, mainly in the form of direct inﬁestments. The current deficit
increased by 77 per cent in 1980 but did not change, as a proporiion of
exports, from the 7 per cent for 1976-1972. It was more than covered
by net capital inflows so that reserves of foreign exchangs increased
by $ 749 million., They increased further during 1381, reaching § 5.7
billion in June, as compared with $ 6.2 billion & year earlier, and the

Singapore dollar remained & comparatively gtrong currency.

Burms's current account deficit, in 1780, reached $ 291 million,
equal to three quartefs'of ite exports and almost entirely due to a deficit
of merchendise trade, Officisl grénﬁs came to only $ 80 million, and net
long-term borrowing to $ 352 million, so that there was an over-all balance
of § 92 million to increase reserves of foreign exéhange. Prospects
seemed good for growth of exports, especially in regard to riée,'timber and
minersls. qurowing has incressed fairly rapidly so that external debt
resched $ 1.8 billion in 1980, when debt service absorbed 29 per cent of
export receipts. It is, therefore, s matter of urgency to develop Burma's

undoubted and considerable potential for export production,
D. INFLATION ANMD PUBLIC fINANCE

Ralance of paymentc problems went with inflation, and there have
been diverse changes in the rate of inflation, as indicated by annusl per-
ggntagé change in the consumer price index. PDuring 19820, this had reached
29 per cent in the Republic of Korée, 16-21 per cent in Hong Koné, Indonesia,
the Philippinec and Thailend, 7-9 per cent in Melaysia and Singapore, and
had fallen from 5.7 to 0.6 per cent in Burma. In the first half of 1981,
inflétioﬁ was moderating somewhst in Hong Kong, Indonesia, the Philippines
and Tﬁailand, although retes ranged from 12 pszr ccnt in Thailand to 26 per
cent in the Republic of Rorea,. Burma had a virtually stationary price level.
In Mzlaysia the rate increased from 6,7 to 11.3 per cent and in’Singapope

was steady at &.5 per cent.

These rates were generally much higher than those which had prevailed
in the late 1960s and early 1970s, and were strongly asSogiated with adjustments
to the big increase of 0il prices. For these are open economiesz, 2nd oil
abserbs = considerable part of their import payments; in 1980, the proportion

was 28-31 per cqnt for the Philibpines, the Republic of Korea, Singapore

/Figure IV.5.
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Table IV.S. .

South~esst Asian countries, Hong Kong and
the Republic of Korea. Indexes of prices
and wages, 1976-1961

(1975 = 100)

~ 1976 1977 1978 1979 1980 1981(I) 1981(I1)
Burma -(Rangoon) : ‘
,Consumer price 125,86 . 121,0 112,7 120.1 120.8 118.¢ / 120.2
Wholesale price~ =, 115.6 "101.6  92.5  96.7,, 99.1,, 91,15 e
Unit value of imports= 115,92  119.¢ 130.9 132.6~ 136.1~ cen N
Unit value of exports ‘86,0 111,0 i21.0 115,0 136.0 141,06  157,0
Monthly wages: males 116.4 122.4 116.2 123.5 . cen " vee
- females 110.3 142.% 114.2 124.0 ... Ve veo
Hong Kong : L ‘
Consumer price 102.8 109,32 115.7 128.7 148.8 160.9 . '166.6
Unit value of imports 104.0 103,06 115.,4 136.1 148 .86 157 44 162.8
Unit value of domestic 109.9 112.4 118.4 139,5 153.,3 159.,1 163.8
exports ‘ e/ ’ - o
Average daily wages® 115.1 129.2 144.3 170.8  196.7 voe oo
Indonesia £/
Consumer price™ 119.8 133.1 l44.1 172.1 208.0 227.5 231.¢&
Wholesale price 114,6 130.8 143.4 216.1  2G6.1 314.0 316.4
~Unit value of imports " 102.6 97.5 109.2 10¢.2 124,2 140.2 . e
Unit value of exports 105.2 117.4 11&.6 163.5 244,1 270.6 .re
Malaysia, West , ’
Consumer price 102,6 107.5 112.7 116.6 124.6 132.4 / 136.1
Import’ price 101.7 104.4 106.9 114.7 137.5 154.53/ ..
Export price 120,5 141.2 150.9 174.6 192.5  184.7% o s
Philippines SN ‘ . .
Consumer price 10%.2 120,1 128.8  150.1 176.6 191.1 195.1
Wholesale price— - 109.2  120,0 12g€.2° 151.7 179.4 cee ams
Unit value of imports 101.5 112.1 © 113.7 134.2 169.2 186.4 -226.7
Unit value of exports 89.9 90.7 101.2 124.7 132,2 143.7 136.1
Monthly wages 114.8 115.6 131t.2 163.3 cee e ees
" Daily wage rate 105.1 110.2 115.2 121.4 126.1° soe .o
. : Iy
Republic of Korea a7 : .
~ Consumer price 115.3 127.0 145.3 171.9 221.3 257 .6 269.4
Wholesale price 112.1  122,2 136.5 162.1 225.2 262,0 275.6
Unit value of imports 9.0 100.0 106.0 129.0 206.0 245,0 243.0
Unit value of exports 112.0 122.0- 135.¢ 162,0 214.0  237.0 250.0
Monthly wages 134,7 1802 242.1 311.4 3€2.2 403.7 ses
Singapére / . : ’
Consumer price 96.1 "101.2 106.1 110.3 119.9 109.9 113.9
Wholesale price 106.7 111.6 113.3 ~123.% 155.0 162.7 163.4

Unit velue of imparts
Unit value of exports
Weekly wages '

104,56 113.2 . 116.6  125.7 . 147,3
106.5 115.3 119.4 127.6 146.5
104.7 111.9 118.2 1286.5 145.3

o
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Table 1V.8 (continued)

1976 1377 197¢ 1379 1960 1981(1I) 1981(11)

Thailand S S
Consumer price : 104.9 113.: 123.,7 _136.4 163.6 178.1 185.6
Wholesale price : 104.0 109.5 114.7 129,5 160.9 172.4 " oo
Unit value of imports 105.5 113.4 122,2 1l41.4 180.0 192,5 199.2
Unit value of exports 97.3 - 9%9.4 107.4 128,3 151.9 = 154.0 oee

Monthly wages ese’ 100.0 111.& 137.7 cee ves

Sources: United Nations, Monthly Bulletin of Statistics, November 13€1; IMF,
International Financial Statistics, November 1981; and from official national sources,

a/ Wholesale ‘price index of agricultural products.
b/ Fiscal year beginning 1 April of the year stated,
¢/ April-June,
d/ Provisional.
e/ Includes fringe benefit.
f/ Prior to 1979, Tjakerta only,
g/ January-May.
. b/ Memila.

JTHE



——

THE FOURTH MALAYSIApran, 1981-1985

This new plan was announced in 1981, beginning the second
decade of an Outline Perspective Plan,1971-1990, within which the
objectives of a New Economic Policy are to be realized. These
objectives are the eradication of poverty and the restructuring of
Malaysian society so as to give the bumiputras a bigger share of
wealth and economic ‘activities. Iradication of poverty is being
pursued through land development schemes, government assistance in
replanting, shifting employment from low productivity rural work to
higher productivity industrial and service activities, subsidizing
agricultural inputs, and incrgased provision of public facilities
and amenities including low-cost public housing. Restructuring
society means giving more employment to bumiputras in the modern
sector, and especially in higher-level jobs. It algso means increas-
ing, through various measures, bumiputra ownership of commercial and

_industrial enterprises until, by 1990, this reaches 30 per cent of
total corporate equity. Enterprises receiving investment incentives
are required to set aside at least 30 per cent of share capital for
bumiputras; and the Government, through various institutions, holds
equity capital in trust for bumiputras until the shares can be divested
to ther, _

The Fourth Malaysia.Plan (¥MP) aims at a real growth of GDP
averaging 7.6 per cent a yecar, somewhat lofrer than the £&.6 per cent
achieved under the Third Malaysia Flan (TMP)., Nonetheless, it would
mean a growth -of per capita GDP by 5.0 per cent a year in real terms,
and that is ambitious in the light cf prospective copstraints., Growth
performance in 1976-198n had benefiteéd from both the oil bonanza and
improvement in the terms of trade for other commodities. Present :
prospects are for slower growth until 1983, and slow, improvement after
that as the world economy recovers from recession.

‘The agricultural and nining sectors will grow more slowly
than real GNP, and manufacturing, construction and services more
rapidly. On the demand side, the major stiruli of growth are to
come from exports, private investrent and publi¢ consurption, with
| rtespective average anmual real growth rates of 3.7 per cent, 8.0 per

~gent and 9.2 per cent. Exports of goods and non-factor services are
projected to grow more rapidly than in 1276-198C, but the terms of
‘trade are expected to decline rarginally Yy 0.2 per cent a year..
The most rapidly growing export would be ING ané manufactured gopds,

1 l - 1 I
especially textiles and electronics.’ L, !

« Total investmenF under the ¥MP is projected as $M 102.6. -
billion, of which $M 74.1 biYlion would be private and $M 28.5
billion public. Greater ermphasis is placed on private investment, ,
particularly in manufacturing, as a source of growth; its share of ° .
total investment is to rise from 63,2 per cent to.72.2 per cent.
Public investment, after growing by real rates of 16.0 per cent.a

« year in 1971-1975, and by 9.3 per cent a year in 1976e1980,’§s
projected to decline by 1.4 per cent a year during 1981-1985,
reflecting both a previous high rate of infrastructure development
and the current emphasis on private sector investment. The bulquf

. public gector investment is to go towards achieving the ohjectives

. of the New Economic Policy, and expanding social facilities.

¥

A

-
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and Thailand, and the full effects of higher oil prices had not then been
completely felt. In the two oil-producing countries, Indonesia and Malaysia,

domestic oil prices were also adjusted towards world levels.

Thete were rises, too, in the prices of other imports, largely
because of inflation in the advanced countries. In 1980, there was an
exceptional rise of 60 per cent in the unit value of imports in the Republic
of’Kofea; although much of this was due to a devaluatior of the won by
16.5 per cent ageinst the US dollar and to later depreciation of the wonmn.
The Philippines and Thailand had rises of 2627 per cent, Malaysia and
Singapore rises of 17-20 per cent, Hong.Kong a rise of © pef cent and. Burma
one of only 3 per cent. In the first half of 1981, however, this rate
came down to 3 per cent for the Republic of Korea and to 10 per cent for

Thailand, although it rose to 25 per cent for ‘the Philippines.

Wage data are partiai:in covérade and not available for every country.

Hong Kong, Malaysia and Singapore had wage increases of 10-15 per centbin
1980, and there were bigger ones of 23-24 ner cent in the Republic of Korea
and Thailand. Dearer oil, the devaluation of the won and big wage increases
wéré strong cost-push influences in the éepublic of Xorea’s high rate of
.inflation, and rising import prices for oil and other commodities, together
with large wage inéfeasés, were important also for the inflation of prices in
Hong Kong, Singapore and Thailand. Real wages, in 1980, were almost statlonary
in Hong Kong and Thailand, but .increased by 4 per cent in Singapore. In

the Philippines, there was a‘rise of only 5 per cent in 1580 for the index

of daily wage rates of unskilled labourers in Manila's industries: but
.effectlve minimum wages (which include the ba81c ninimum Wagg, monthly
emergency allowance and 13th month pay) werereported as having risen by

25-32 per cent for agricultural and non- agrlcultural labour 1nqg¢neral
Since‘then minimum’wages were frozen, and real wages have declinedg' that

decline, together with increasing unemployment, has added to social tensions.

As in south Asia, abundant liquidity permitted én& stimulatéd
inflationary developmgntca There were rapid increases, during i980;‘in both
the money supply {Mi) and liquidity (M2). The biggest increase of llquldity
was Indonesia s 34 per cent, well above large increases of 22~2% per cent
for Hong Kong, Malaysia, the Philippines, the Republic of Korea, Singapore
and Thailand. In tﬁe‘third quarter of 1980 Burma had a similar annual

increase of 15 per cent.

/Figure IV.7. * .
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Table 1IV.S.

South-east Agian countries, Hong Kong and the
Republic of Korea. Money, liquidity and GDP
Yy ‘

(Billion units of national currencies)

(percentage)

1976 1877 1¢78 1979 1580 1981
*Burma a/
Money 5.4 5.6 6.3 7.0 ,7.857 .
Quasi~money 0.6 0.7 1.0 . 1.5 2.0;/ .
Liquidity b/ 5.0 6.3 7.3 3.5 9;8~/ ..
Percentage increase S 9.1 5.0 15.0 16.4 14.1% ..
GDP c/ 27 .4 29.6 31.7 34,1 . 37.1 .
Liquidity/GDP .
(percentage) 21.9 21.3 23.0 24.9 cae .o
Hong Kong e/
+ Momey d/ 14.1 18.1 20.1 20.9 24.1 22,42
Quasi-money— 34.3 40.3 46.4 54.4 72.8 83.257
Liquidity b/d/ 48.4 58.4 66.5 75.3 96.9 106.6——/
Percentage increase 21.0 20,7 13.95 13.2 28.7 10.0%
GDP 52.0 5¢.6 69.5 86.1 106.8 .
Liquidity/GDP ,
(percentage) = 23,1 88.0 08,7 87.4 %0.7 ..
Indonesia 1 ’ . ' £/
Money 1 600.9 2 0C6.4 2 488.4 . 3 316.1 5 011.3 5 598.6E/
Quasi~money 1 063.9 1169.2 1 440.8 2 074.0 3 281.4 3 7CO.OE/
Liquidity b/ 2 664.8 3 175.6 3 929.2 5 390.1 8 292,7 2 298’6f/
Percentage increase 30.7 19,2 23,7 37.2 53.9 12.1-
GDP 15 466.7 19 010.7 22 458.0 31 023.0 43 765.0 .
Liquidity/GDP
(percentage) 17.2 16.7 17.5 17.4 18.¢ .o
Malaysia £/
Money 5.3 6.1 7.2 8.5 0.8 lO.SE/
Quasi-money 7.5 8.7 10.3 13.3 17.7 18.7?7
Liquiditj B/ 12.8 14.8 17.5 21.8 27.5 29.2;7
Percentage increase 28.0 15.6 18.2 24.6 26.1 6.2~ "
GDP 128.2 32.3 36.4 44.5 51.6 e
Liquidity/GDP
(percentage) 45.4 45.8 48.1 49.0 53.3 e
Philippines : : e/
Money 12.1 14.9 . 16.S 18.8 22.5 21.0=
- Quagi-money 13.0 17.6 23.4 26.6 32.9 34.}2-/
Liquidity b/ 25.1 32.5- 40.3 45.4 55.4 55.3Ey
Percentage increase - 30.7 23,5 24.0 12.7 22.0 -0.2—~
GDP - 133.9 155.6 178.¢ 219.1 266.5 I
Liquidity/GDP o
18.7 20.9 120.7 20.8 .

- /Table IV.9 (continued)
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Table IV.9 (continued)

1276 1277 1978 T197% 1980 1931
Republic of Korea "y
Money 1 544 2 173 2 714 3 275 3 807 3 272f7
OQuasi-money 2 588 3 582 5 037 5 603 8 728 10 5215/
Liquidity b/ 4 132 5 755 7 751 o 878 12 535 13 79357
Percentage increase 32.6 3e.3 34.7 27.4 26,9 10.
GDP ‘ 13 356.5 17 122,7 23 030.3 2¢ 357.1 5 958.0
Liquidity/GDP '
(percentage) 30.5 33.6 33.7 33.6 34.9
Singapore £/
Money 4.0 4.4 4.2 5.7 6.1 6.6?7
Quasi-money 5.2 5.4 5.2 7.2 2.9 10.9?/
Liquidity b/ 9.2 ¢.8 10.8 12.9 16.0 17.55/
Percentage increas 12.2 6.5 10.2 192.4 24,0 10.9—
GDP : ' 14,6 16.C 17.6 19.7 22.4
Liquidity/CGDP -
(percentage) 3.0 61.3 61.4 65.5 71.4
Thailand h/
Money 40.6 44.3 52.9 61.4 6%.8 73.2;7
Quasi-money 84.3 1¢5.4 125.7 i42.1 139.3 191.8§/
Liquidity b/ 124.8 149.7 178.6 203.5 250.1 265'0E7
Percentage increase 21.0 15.9 1¢.3 14.0 22.9 6.0—
GDP 337.¢€ 393.0 470.0 556.2 673.7
Liquidity/GDP
(percentage) 37.0 38.1 38,0 36.6 37.1

Sources:. IMF, International Financial Statistics, November 1981:

national scurces.

a/ = January-September 1280.

b/ Liquidity refers to M2,
c/ Fiscal year beginning 1 April of the year stated.
d/ Data have been revised after 1978.

e/  January-July 1981.
f/ January-June 1%281.
g/  January-August 1981,
h/  January-April 1981.

and official

/Generally,
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Generally, in these predominantly market economies, the major:
component of changes in ligquidity (112) was expansion of bank credit to the
private sector. That is particularly true of Hong Kong and Singapore.
During 1979 and 1280, such credit expansion was more than sufficient to
accdunt for increases of their liquidity, although the poéition in Hong
Kong was méderated, in 1980, by a small loss of foreign exchange, partly
induced by the attraction of funds to developed cduntries offering higher
rates of interest. Increases of commercial credit were very substantial, the
pace being set in Hong Kongz by new foreign banits competing vigorously for
business with established banks, and helping to fuel an excessive property
boom. Steps were being considered to widen coutrols over banks’ interest
rates. In Singapore, credit expansion was associated with vigorous growth
of deposits. domestic and foreign, but some moderation of credit expansico

was evident in the first part of 1981.

Credit expansion to the private sector was also the main factor in
growth of liquidity in Malaysia, the Fhilippines and Thailand. The Govermment
of the Philippines did not borrow much {rom thebbaﬁking system during 1979
-and 1280, and there was substantial loss of foreign exchange to moderate
growth of liquidity. Expansicn of credit to the privafe sector, however,
was so vigorous ag to double between 1977 and 1980. Nevertheless, there
was a "liquidity crisis” in‘19~—‘31D when two leading businessmen departed
from the country. leaving behind debts of: about $ 92 million. That disturbed
the confidence of depositors in banks or other financial institutions; and k
so led to a withdrawal of deposits. It also made banks more cautious about
lending. The supervisory powers of the Centrai Bank were increased, and
other financial feférms were made, iIncluding decontrol of interest rates.
on time and savingideposits; allowing floating rates on loans with & term
exceeding two years, and permitting banks to compete in the fields of
lending served by finance companies aﬁd investment houses. There was;
aecordingly, a marked slcwing down of credit to the private sector im the

first half of 1981, and growth of liquidity was almost halted.

In Malaysia, although credit expapsion to the private sector was
the main caﬁse of a 25 per cent increase of liquidity im 1972, and ore of
26 pér cent in 1980,>i§s effects were feinforced by those of a substahtial
increase of fofeign‘assets in 1979, and hy substantial government borrowing
from the banks in 1930, Bank loans to the private sector increased by wore

than a third in 1980, and by one fifth.in the first half of 3981. Some

/THAILAND'S
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THAILAND'S NEW DEVELOPMENT PLAN, 1951-1984

This development plan was prepared in circumstances of disturbing
change. The second oil crisis was forcing difficult economic adjustments,
conflicts in neighbouring countries were adding to burdens of defence
and imposing new burdens of caring for refugees, and internal imbalances
were heightening social problems and tensions. Those imbalances were
partly the result of the concentration of previous plans on economic growth.
The present plan gives greater emphasis to fullar employment of the labour
force and to a better distribution of incone. '

The six major aims of the plan are:

~ Accelerated reduction of rural poverty, especially in the
poorest areas, by fostering schemes for local development
through co-operatives or self-help arrangements;

~ Strong fiscal and monetary discipline in order to promote
economic and financial security;

- Restructuring major economic sectors so as to improve .
productivity in agriculture and industry;

- Providing a wider and more equitable distribution of
social services, including further opportunities to
poor people for education and employment.

- Co-ordinating national security activities with national
" econonic developuent;

- Improving economic management and development administration.

Real GDP has a target growth rate of 6.5 per cent a year, which
would mean a doubling of per capita income by 1991. This target may seem
modest because per capita income has increased by 7.4 per cent ayear from 1974
to 1981. But that previous growth went with rising hudget deficits and
rising balance of payments deficits. The stronger financial measures
now contemplated would reduce fiscal deficita from 2.7 per cent of GDP
to 1.1 per cent. Trade deficits; similarly, would fall from 7.6 per cent
of GDP to 5.7 per cent.

Grewth of government spending is tco be held down to 20 per cent-
a year, and revenue is to rise from 14 per cent of GNP to 18 per cent,
with the consequence that borrowihg will finance only 5.5 per cent of
government spending, iustcad of 11 per cent in 1881, :

The most important type of spending is to be that which is
directed against rural poverty. Structural adjustments should raise .
the growth of agricultural productivity from the previous annual rate of
3.9 per cent tc 4.7 per cent, and so bring this productivity above
subsistence requirements. In the 246 poorest districts, provision is made
for basic socio-economic resources not now generally available. All
social services are to be made rore widespread and equitably distributed,

/especially
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v primary and adult education. water, sanitation, nutrition and
re. Populatior growth, which has declined to 2.1 yer cent a
year, g oxpectiad to decline further and veach 1.5 per cent by 198¢.

I ouramn:g  Creation of cmploymen: is to he z main consideiation.

Ixports are nrnjected to rise by 22 per cent a year, and imports
at the high, but lesser. rate of 1% par cent. A considerable part of
export asrowth is to come from manufactures for which the export target
is a real growth rate of 15 per cent, a little higher than in 125C.
Manufacturing as a whcole is to grow by 7.6 per cent a year, a reduction
from the actual real growth rate of ¢.5 per cent in the previous five
years. Mining outputs, mainly tin, are to grow by over 16 per cent a
"year; and they also contribute to exports. ’ ‘

Security is a major problem, and efforts will be made to reduce
its real cost by co-ordinating various aspects with the promotion of
economic development. There is to bhe preater domestic production of
military supplies, and also promotion of stratepic export industries such
as those producing small communicatious equipment, medical gupplies and
preserved foods. Some 4,000 self~defence villages are also to be esta-
blished and, generally, rural development is to have a self-defence
aspect.

Implementation of planning is to be improved by various adminis~
‘trative reforms. These include an Economic Policy Steering Committee
to co-ordinate policies, better co-ordination of financial and man-~
power aspectes of policies, and improvements to budgeting and prograuming
of projects. MWMore stress, too, is Jut on decentralization of authority
for local execution of planning measures.

Joint investment projects with the private sector are to receive
special encouragement, mainly in the fields of modern agriculture in
irrigated areas, conservation of energy in the industrial sector,
promotion and marketing of exports or tourism, and quality control over
agriculturgl exzports.. : :

/Table IV.10.
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measures ver- tiken to tichten liquidity: barcks were allewed to ra'se
their prime rates for the first time in many years, and an official desire

was excressed "o keep wonetary growth down to 17 ver ceont a year.

In Thailand, during botk 197% and 1580, government borrowing froﬁ the
banking syster had reinforced the more powerful effect of lernding to the
private sectcr in increasing liquidity; and,in 1980, there was a further
stronpg reinforcement from an increase of net foreign assets, due to large
capital inflows. Liquidity thus increased by 23 per cent in 1980. But,
in the first three months of 1981, liquidity was increasing at a somewhat

slower annual rate of 1% per cent a year.

Liquidity growth in the Republic of Korea owed something to govern-
ment borrowing from the banks, but much more to huge increases of credit
" to the private sector. In spite of subestantial decreases in net foreign
assets, liquidity roze by 27 per cent in both 1¢7¢ and 1980,‘ The Government
had intended to tighten liquidity, nartly in order to force business to
depend less on bank loans and more on equity capital. As recession deepened,
however, the target growth for money supply in 1980 was raised from 15 to 20
per cent, interest rates were lowered and credits were allowed to be
extended selectively for stimulation of investment. Theré was no reduction,
in the first half of 1981, in liquidity growth, notwithstanding a much larger

decrease in net foreign assets.

Indonesia‘’s case was excebtional,»botb because it had the highest
rate of increase for liquidity and because that rise came largely from big
surpluses in its over-all balance of payments. The 1976--19381 rises of N
01l prices increased béth the country's trading surplus and its budget
surplus: the former tended to increase liquidity, but the latter was used
to reduce government indebtedness to the barking system and so liquidity.
Loans to the private sector increased by about ag much as govefnment indebted~
ness was reduced, so that liquidity expanded by over one third in 1979, and
. by over one half in 1980. There was a marked slow-down in the first half -
of 1681, due to a small surplus in the balance of payments and to continuing

repayment of government debt to the banking systen.

The Burmese Government has regarded tight control of monetary
conditions as mecessary for price stability. Liquidity, therefore, grew at
the comparativzly moderate rate of 15 per cent a year between 1978 and 1980,
The main components of that growth were small increases of net foreign assets

and loans made to State enterprises or organizations.

/Table 1IV,11,
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NEW DEVELOPMENT PIANS OF THE REPUBLIC OF KOREA AND "SINGAPORE

The Republic of Korea has finalized its Fifth Five Year Economic
and Social Development Plan for 1982-1986. The objectives are promotion
.of industrial efficiency, price stability and social development.
Significant features include a scaling down of growth targets, greater
reliance on markets for allocating resources, and more emphasis on
social development. Vigorous promotion of industry, emphasizing heavy
and chemical industries, contributed to overheating the economy in recent
years, with consequent inflationary pressures. Export competitiveness
was thus undermined, and duplicative overinvestment resulted in a low
Iutilization of capacity in some heavy or chemical industries.

The new plan has targets for real growth of GNP at 7.5 per cent
a year and for real per capita growth at 5.9 per cemt a year. Per capita
GNP would then rise from an estimated level of  § 1,701 in 1981 to
$ 3,354, ~at curwent prites, in 1986. During the previous plan, for
1977-1981, the targeted growth rate was 9.2 per cent a year, but the
actual rate was only 4.5 per cent, because of sharply negative growth
in 1980. The lower target growth rate is intended to réstrain inflation,-
protect export competitiveness, and direct mere resources to social
development. Growth will continue to'be export-led, with emphasis on
industrial and chemical products, but it is also hoped to achieve a more
balanced’ development of ;arge—, medium* and small-scale industry.
i
Singapore faces, in the 19280s, ,the problem of all newly indus—
triallzlng countries which lack indigenous’ resources, a need to restruc~
tore its economy from labour-intensive industrial exports because of
growing domestic and external constraints. But its industrial 'restruc-
turing is in a different direction from that of the Republic of Korea owing
to different resource'and market constraints. The new-ecohomic plan for
the . 1980s, unveiled in March 1981, indicates that Singapore will move
towards thoge more sophisticated industries which are not intensive users
.of land, energy or raw materials, but rather’ skilleintensive at'a medium
level of technology. It will also seek to develop hlghor value aqﬁed
services by capitalizing on a strategic location and relatively well~
developed human resources. :
Iy .
- Unlike the Republlc of Korea, which had boidly tried to restruc-
ture "its economy during the international 0il crisis and world recessicn
of the mid-1970s, Singapore had held back then, continuing on a pathn of
labour-intensive - -development. “Since 1979, however, there has been a
concerted effort to make up for lost time. 8Singapore now aims at a
‘higher growth rate for the 1980s, 8-10 per-cent- a year as against 6-8
per cent in the second half of the!1970s. As in the past, new developments
are to depend heavily on foreign enterprise and resources. ‘But it.is '
likely to become more difficult to attract skill- 1ntensive, middle-techrclogy
industries to Singapore than it was to attract the labour—lnten51ve indus—
tries whlch made it prosper.

/Burma,
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Burma, Indonesia and Singapore have maintained large surpluses in
‘their current government budgets in order to finance development expenditures
made within the budget and part of capital expenditures made outside it.
Indonesia, in 1980/81, had a current surplus which was egqual to one half
of its current revenues, and almost all of this went'to finance development
expenditufes within the budget, In the same year, Burma's current surplus
was one third of its current revenues, financed all deQelopment expenditures
within the budget, and left an over-all surplus equal to 14 per cent of
current revenues. Singapore, similarly had a current surplus equal to

44 per cent of current revenues, and an over-all surplus.

Malaysia, the Philippines and Thailaﬁd have had large over-all
deficits although they also had current sﬁrpluses. The current surplus
was rélatively sﬁall in Malaysia and Thailand being, in 1980, 7 per cent
of current revenue in Malaysia and 1 per cent in Thailand. The Philippines
had a substantial current surplus equal to 23 per cent of current fevenues,
about three quarters of which was used to meet current development
expenditures, The Republic of Korea has run small current deficits and
large over-~all deficits but, in 1980, the over-all deficit rose from 12 to
15 per cent of current revenuves. The 1981 budget plané to reduce this

deficit to 7 per cent of current revenues,

Fiscal conditions in Burma had deteriorated until taxation was
restructured in 197€¢ to ensure bigger receipts, including‘contributions
from State enterpriséé which came to provide about a third of current
revenues. That led,to an increase of government expenditures, especially
for development pufposes, but still left handsome over-all surpluses which
were used, together with increasing foreign loans, to finance developmentb

expenditures.

Indﬁnesia's current revenues have, as often mentioned, been boosted
by higher prices for oil. The almost equal rise in its current expenditures
is due to the massive and rising cost of subsidies for rice, wheat, sugar,
kerosene,“autonotive diesel fuel and fertilizers, Nevertheless the 1980/81
budget planned to increase current expenditures and current revenues by
43-45 per cent, and to increase development expenditures by 47 per cent.

The over-all deficit would, however, then still be a negligible proportion

4
of current revenues .,
/Malaysia's

4/ The 1982/83 budget drastically cut subsidies .on fuel oil and food
50 as to increase both projected expenditures and revenues by one eighth.
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Malaysia's fiscal policy has become deliberately expansive as a
Keynesian counter to recession., The 1980 and 1981 budgets gave liberal
tax concessions to stimulate private sector demands, and also fiscal
incentives to stimulate investment and production. The 1982 budget exempted
processed palm oil from export duty, and raw materials or intermediate goods
from import duties; it also removed or’reduced tariffs on a wide range of
consumer goods, partly to counteract smuggling. The 1931 budget, nevertheless,
had increased current revenues by 1€ per cent, current expenditures by
10 per‘cent, and development expenditures by 27 per cent. The over=all
def@cit thus rose, as a proportion of current revenues, from an already

large proportion of 51 per cent to 59 per cent.

In the Philippines, fiscal operations have been expansive over
a longer period, and the 1980 over-all deficit was 7 per cent of current
revenues. These increased by 1€ per cent in that year, current expenditures
by 25 per cent and budgetary development expenditures by 31 per cent. The
1981 budget was still more expansionary as it projected an increase of
planned expenditures by 36 per cent, and a rise of the over-all deficit from
P 2.5 billion to P 9.8 billion. There have been, and continue to be, great
difficulties in financing capital expenditures for development purposes,

in spite of considerably increased foreign aid.

Fiscal conditions in Thailand deteriorated in 1980 owing to a surge
of expenditures. Ordinary current expenditures rose by 30 per cent,
development expenditures by 38 per cent but current revenuesyby only 22
per cent. The over-all deficit nearly doubléd to become one quarter of’
current revenues., Main factors in the rise of current spending were
increased provision for defence, increased salaries or wages for government
employees, a programme for increasing rural employment, and transfers to
cover losses of §tate enterprises. There were also bigger investments in
education, agficulture and communications. 1In 1981, the over-all deficit

showed signs of decreasihg, mainly because of higher revenue receipts.

In the Republic of Korea, fiscal operations have decisive effects
on the flow of finance; the level of economic activity ahd‘the structure
of investment. These operations have been decidedly expansionary as, between
1978 and 1980, expenditures increased by 72 per éent, and the over-all

deficit became 15 per cent of current revenue, The 1980 budget had - assumed

/continued
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continued growth of the economy and, as it became clear that there was
recession, changeé were made, late in the year, in the hope of stimulating

the economy. Tax rates were reduced and some additions were made to budgetary
expenditures‘so that these were expected to be 35 per cent above the 1980
level, The 1981 budget was further expansionary; current plus development

_ expenditures were to rise by 70 per cent, but the over-all deficit would be
reduced to 7 per cent of curreﬁt revenues because projected revenues would

rise by 26 per cent. .

Singapore has pursued an opposite policy of achieving budget
surpluses. In 19280, however, the over-all surplus declined from 7 per cent
of current revenue to 5 per ceni. Expenditures rose because of increaaes
for debt service, public service wages and construction of public works

and public housing. An actual deficit was expected for 1980/81.

Hong Kong has also had a series of budget surpluses - amd; in
1380/81, a record one which was 31 per cent of current revenues. Government
expenditures concentrate on community and social services;  economic services
take only 7 per cent of the total. The 1981/82 budget gave considerable
tax reductions to corporations and individuals so that the surplus may

well be reduced.

Ve
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V. CHINA AND ITS NORTHERN WEIGHBOURS

In 1980, Ch"na had a populatzon approaching 1 billion and a per
capita GDP of approximately § 260. Real output grew by 6.9 per cent despite
adverse weather conditions reducinq growth in gross agricultural output to

.7 per cent. Industrial output rose by 8.7 per cent. In 1981, it was
e.zpected that real output would grov by only 1.7 per cent, with gross industrial
and agricultural output increasing by about 3.0 per cent. Energy output
declined by 1.3 per centin 1980, and a number of problems was affecting energy
output prospects. International irade grew rapwdld in 1980 but at a slower
rate in 1981. Eaports grew by 29 per cent in 1880 and by 13.8 per cent in
1981. Deficits in the balance of payments have been covered by increased
foreign borrawing in 1980 and 19681. Strenuous and apparently successful moves
have been made to reduce the size of budget deficits, to limit inflation and
to attain restructuring objectives, including an increase in the share of
consumption in output and increased emphasis in production in light industrial
goods. Major fiscal problems, however, are reduced revenues dug to tke
, decline in State enterprise profits and the large increase in subsidies
resulting from higher agricultural procurement prices since 1979,
INTRODUCTION

While China, with a population of approximately i billion and a
per capita GDP of around $ 260, is the most populous country in the world and
still in an early developing stage, its economic achievements have been
impressive. Until recently two major objectives have guided economic performance:
the substantial reduction of poverty and:a rapid process of industrialization,
with emphasis upon the development of heavy indqstry. Between 1952 and 1980, real
per capita income approximately doubled. The basic needs of its population have
been provided for, and the current share of industrial activity in total output

is about two fifths.

These results were-achieved by a variety of policy measures, including
widespfead institutional and social refqrm, the reduction of population growth
to a rate of 1.2 per cent in 1980, full employment of the labour force. and
-a very high mobilization of domestic savings for investment purposes.

While these results Gére most encouraging, serious comstraints to
deVeloﬁment appéared and resulted in major changes in develcpment objectives °
and strategy from 1879, The constraints included dissatisfaction about a
high level of savings and investuent and a relatively slow rate of growth in

real per capita consumption br around 1.3 per cent per annum between 1957

andr1977, small scope to increase the quartity of arable land:; inefficient

/use
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use of resources including, in particular, raw materials and energy in the
industrial sector; a severe shortage of skilied manpower; an increasingly
outdated technological base; and a generally poor level of economic planning
which resulted in uneconomic investment decision making and“serious imbalances

between supply and demand.

Superimposed upon the growth in output that took place from 1952
were marked fluctuations in economic policy, partly due to a concern about
economic efficiency and partiy to political concerns about equity and
ideological rigour. At ¢ifferent times and to varying degrees, each of these

gained ascendancy with marked impact upon the pace and nature of development.

As a result of concern about the above problems and of pelitical change,
there were intensive discussions about possible alternative approaches to
development during 1978 and, in December of that year, a mew development
strategy was adopted by the Governmenteé/ The revisec strategy stressed the
need for increases in consumpticn and improveﬁants in economic efficiency.

It involved a major realignment in sectoral targets; and the adoption of a set
of new policy mieasures which included: changing the pattern and organization
of agricultural production to raise food output, reduce grain deficits and
increase the supply of agricultural raw materials: revising the structure of
industrial output by énlarging the share of light (consumer-oriented)

industry and agricultural supplies and by reducing the share of heavy industry:
improving the system of planning and management by decentralizing responsibility,
making a greater usce of incentives and the role of the price mechanism;
enlarging the role of the private sector in small-scale production and services;
and, expanding the role of the international sector by increasing foreign trade,
capital inflows and technical co-operation in order to stimulate growth in

key branches of the economy, particularly industry.

Implementing the reforms proved partly successful but a number of
unexpected problems have also emerged. During the period 1978-1980 net
material product (NMP)g/ increased by about 2% per cent, agricultural output
by 22 per cent and light industrial output by 44 per cent. Between 1977 and
1979, real consumption per capita rose by more than 17 per cent and increased

considerably again in 1980.
. /The

1/ Third Flenary Session of the llth Party Central Committee,
December 1978.

2/ See the box onp. 209 for z discussion of the relationship of net
material product to the United Mations System of National Accounts.
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The latter was partly the result of the increases in ouéput;
partly also the result of expanding rural incomes as a result of higher
procurement prices ahd highér wages in the industrial sector.
However, while in 1980 there was a sharp reduction of funds allocated for
industrial investment in thé national budget, capital construction actually
expanded because of an unplanned increase in capital construction expen-
~diture by enterprises which could from then use bank loans: At the same
time, and inevitably, the easing of some controls on prices, together with
more liberal monetary and fiscal policies, brought about an inflation which,
tﬁoughbﬁodest by international standards, was a new phendmenon in xecent
Chinese history. Finally, the new policies gave rise to the unusual situa-
tion of deficits, for 197% and 1980, 1n both the State budget and the current

account of the balance of payments.

Increasing concern about these adﬁérse aspects of the reforms led
to a revision of the 1981 annual economic plan. These revisions emphasized
short-term economic stabilization measures, the process of continuing
structural adjusdtment and imprbving economic efficiency. 7The aims of these
revisions were to balance the national budget, to reduce and control the
use of bank credit for the financing of investment, to establish equilibrium
in the balance of paymedts, and to control inflatiom. One of the major
policy meastcres was to have been a scvere reduction of investment, parficu;
larly in heavy industry. ;However, further considerarion of the probable
adverse consequences of this reduction of investment flows upon current output
and employment, and on future potential for growth, appears to have resulted
in a dacisibn to sustain investment at a higher level than announced earlier,
by sreking foreign leans. The net reSuif expected from o tentative
review of developmehts in 1981 was that national income would increase by
about 3.0 per cent, without fiscal, monetar§ and balance of payments

objectives being severely compromised.

/AL
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A. POPULATION, FMPLOYMENT AND OUTPUT

The average annual rate of growth of China's population from 1547 to
1980 was 2.0 per cent, but it declin=d from as high 2s 2.9 in 1965 to ac low
as 1.2 per cent in 1986.2/ This reduction was due to the birth rate declining
mich mor~ rapidly than the death rate. Between 1365 and 1579, it fell by
more than 5C per cent bzcauce of a2 rapid decline in infant mortality, zn
increase in ths numbzr of women with primary education and a vigorously
implemented family planning programme which has relizd upon economic incentives
and disincentives as well as moral persuasion. Given China's extremely'
precarious agricultural position, ae illustrated by the very low ratio of
cultivated area to agricultursl population, 0.12 ha per capita in l979,£/
the country's success in slowing population growth has been critical to its
development effort. The Government's intention is to reduce the growth rate
of population to 2n average rate of 1 per cent between 1280 and 2000. This
will require vigorous =zfforts, given the already low birth rate and the
forthcoming increase in the number of women of child-bearing age as a

consequence of previously very high birth rates.

The dramatic demographic changec occurring recently have markedly
improved development prospects. The proportionvof the population under 15
yeare of age is unusually low for s less develnped country. Hence, the
proportion.of the population of working age (15-64 years) is high, estimated
at 64 per cent in 1980.2/ Moreover, nearly two thirds of this working-age
population is in the latour force, The reduced proportion of the school-age

population in total population will improve educational opportunities,

/capital~

2/ China, State Statistical Bureau and the Bureau's "Communiqué
on fulfilment of China's 1580 Mational Economic Plan", 25 April 1961,

4/ China, State Statistical Fureau; Ministry of Agriculture.

5/ China, &Statz Stetisticsl Pureau.
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capital-labour ratios will increase’‘more rapidly and the food supply problem

will become more manageable.

The dlstrlbutlon of population reflects the country's complex .
geography. Some 95 per cent of the people reside in the great river plains
constituting the eastern coastal belt where most of the country'é arable
land (about 11 per cent of total land area) is to be found. The urban
share. of the total populatisn, however, has been successfully held to less
than 14 per cent 28 the result of p011c1es to decentralize indusbrial

6
development and te contrcl rural/urban migration.=

In 1979, the labour force was 405.8 million, and was three fourths
agricultural.: Industry {including mining, manufacturing and power), and
services (including construction, trancport, commerce and non-materiesl
services) absorbed the remaining quarter in =qual préportions. This
distribution »f the labour force smong sectors is characteriséic of a
less developed country but the sectoral distribution of production, in .
which indusfry accounts for two fifths of output agd asgriculture for only
one ghird, is nbt. Average outputs per worker in industry and agricul*ure
are thue considerably different. Approx1mately three quarters of the '
labour force in 19793 were employad on communes,7/ and the remaining quarter

were workers or staff in State organizations (including Btate farms) or

o)

urban collectives.g/

/Betwcen

5/ China, State Statistical Buresu.
7/ China, State Stetistical Fureau.’ :
) 8/ Though small relative to the employment problem,: the entry of
China into the labour export market/is an interesting recent development.
Fourteen Chinese enterprises axe engaged in supplying labour on contract
services sbroad. Over the first three quarters of 1381, some 2£2 overseas
employment contracts, worth $ 460 million, were made. These provided .
" eémployment for 13,000 Chinese engineers, techpicisne, seamen, and cooks.
Monthly wages for thote employed averaged § 300-450, China News Service,
October 1281. : . '
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Between 1777 and 1279 emcloyment grew by 6.3 per cent which is
approximately the same as the rate of gro&th in the labour £orce. However,
while the allocation of labour continues to be heavily controlled, there
have been a number of developments making for an employment problem in
urban areas. Population drift fror rural to urban arcas has been one
factor. Since 1976 there has been a relaxation of former policies that
sent youths to the countryside and enforced strict control over their return
to home towns. As a result, there was, in the late 1770s, an increase in
the number of "returnmed home" youths, reaching 2% million by 1979. The
State planned to create jobs for this labour force over a three-ycar period;
8 million were to be absorbed in 17?2, 7 rillion in 19802/ an® € million
in 1981. One aspect of this prograrme has been the granting of permission
to establish individual nr collective small-scale gervice undertakings.

In 1952, more than &1°,000 people were operating individual businesses

10/
in urban areas, a rise of nore than 16C per cent over the previous year.™™

Unemployment of a frictional nature has also appeared as a rcsult
of recent policy reforms. The shift in nriority from heavy to light
industries, introcduced in 1773 and accelerated hy the investment cutback
of 19{1, entaile? structural adjustments. Similarly, the Zrive to improve
industrial efficiency has involved curtailment of employment in many ‘
enterprises. The joint effect of these two policies caused the closure
of 533 large~ and mediur-sized factories in 17E7, and of over 300 nore in
1981; 1in addition, thousands of small factories were also closed down

1]
during this two-year period.'-/

Because of previously very high birth rates, the rate of growth
in the labour force will continue at necarly 2 pcr cent a year in the
. 19808, and a major problem will be to provide socially beneficial employment.
The scope for expanding employment in agriculture is small, given already
high labouxr-land ratios. However, while the present proportion of

employment in industry is Jow, this will increase as the share of industry

/in

9/ A total of 9 million people were provided with jobs in 1780
and included those 'waiting for jobs" as well as nevw cntrants into the
labour force. China, S5tate Statistical Bureau, "Comruniqué ...", op. cit.,
p. 56, :

10/ Ibid. | |
11/ "China's angry unemployel, Agiaweek, C May 1901, citing
Liberation Army Daily.



In output expands and as the share in industrial output of relatively more
labour~intensive light industry increases. The very low share of .services

in total. output also can be expected to grow.

Between 1978 and 1580, China's economy expanded rapidly., Because of
exceptionally good harvests in 137¢ and¢ 1279, MMF increased at an average
annual realrrate of 9.7 per cent. In 130" it grew by 6.9 per cent.1 / These
rates compare favourably with thé dverage annual real growth rate of 5.4 per
cent from 1957 to 1979, Between 1937C and 1379, per capita NMP increased by
16 .4 per cent and in 1980 by 5.7 per cent.

The growth rate of NMP, however, fell significantly in 1981, The

‘ 1
planned rate of growth of gross industrial and agricultural output—l/ had been
set at 5.5 per cent (equivalent to 5.7 per cent in terms of NMP),l&/ but

actual results appear to be substantially lower, the preliminary estimate being
3 per eent or perhaps higher%ilThis would give a growth rate in NMP of about’
1.7 per cent and only a marginal increase in real per'capité inéomes. The

plan for 1982‘calls for grbss‘industrial and agricultural output to rise by

4 per cent.

The details of NMP and expenditure most recently available are for
1979, when NMP was 335 billion yuan.lg/ -0f total MMP in 1979, 38 per cent
originated in agriculture, 46 per cent in indusfry (heavy industry alone
contributing 26 per cent), & per cent each in construction and transport,
gpd 8 per cent in commerce. The most striking feature is the unusually high

share for industry.

Gross domestic product (GDP) has been estimated at 391 billion yuan
for 1979 and, as net factor income from abroad was only 9.1 billion yuan,
AGNP was virtually equivalent toc GDF, Making adjustrents for the relative
oyer-pricihg of industrial products and¢ for accounting conﬁentioﬁs in
China, the structure of GDP in 1373 showed two fifths originating in
indus;ry. one third in agriéulture and approximately one quarter in
sérvices. The contribution of industry to output im China is about

&

» /Table_ v.l.

12/ China, State Statistical Bureau, "Communiqué ,..", op. cit., p. 33.

13/ Gross industrial output exceeds value added in the industrial
sector because of the inclusion of inputs. Gross agricultural output exceeds
value added in agriculture because of the inclusion of inputs ané¢ the addition
of the gross industrial output of brigade enterprises,

14/ 1981 National Plan, as announced in August 1980,

15/ Statement of Prime Minister Zhao Ziyang to the National People's
Congress in late November 19¢1, ~

16/ The yuan/dollar exchange rate ‘has moved from 1,5193 yuan per
dollat in late 1979 to 1,7605 in June 1961,
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Table V.1, China. Net material product and expenditure
at current market prices, 1977-1930

(3:1lions of yuan and percentage)

1977 1978 1979 1980
Net material product by
sector of origin:
Agriculture 3.4 108.4 128.1 - 138.0
(37.0) (36.9) (38.0) (33.90)
Industry 113.7 133.5 155.0 167.0
: (45.0) (46.0) . (46.0) (46.0)
Construction : 10.6 12,6 13.5 14.5
(4.0) (4.0) - (4.0) - (4.0)
Transport 10.6 12.90 13.5 14.0
‘ (4.0) 4.0) 4.0) 4.0)
Commerce 26.6 30,1 27.0 29,0
: (10.0) (10.0) 8.90) 8.0)
Total 265.9 301.1 337.0%/ 363,02/
(100,9) (1060.0) (100.0) (100.0)
Net material expenditure
by type:
Total investment 83,2 108.7 111.3 108.9
(31.3) (3¢.13 (33.9) (30.0)
Fixed investment 64.9 73.2 34.6 .
(24.4) {28.3) (25,1)
" Inventory
accumulation 13.3 30,4 - 26.7 .
(6.9) (15.1) (7.9)
Material consumption 174.1 '185.0 219.9 .o
‘ (65.4) 62.3) (65.2)
Investment plus .
consumption 257.3 297.7 331.1 - ..
" (96.7) (98.9) - (98.2)
Material foreign i
trade (net) 1.5 -1.8 -3.5 cas
(0,6) (-2.6) (-1.0)
Residual error 7.2 5.2 ‘ 9.4 e
(2.7) (1.7) (2.8) .
Total 265.9 301.1 337,08 363.0%/
(102,0) (100.C) (100,0) (103,0)

'+ . Sources: - China, State Statistical Bureau; Ministry of Foreign Trade;
and Bank of China. : ) '

‘a/ Revised to 325.0 billiion yuan in State Statistical Bureau,
"Communiqué ...", on. cit., p. 34.

b/ Beijing Review, No. 32,. 1981,

/4P
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NMP ARD GDP

The concept of national income used in China is hased on the
Material Product System. Net material product (NMP) differs from the
concept of GDP, as defined irn the United Nztions System of National
Accounts, in that it excludes depreciation and meost non-material services,
including housing.

‘

Y

In China, material product includes the outputs of agriculture,
industry, construction, commerce, and transport and communications: non-
material production includes the services of party organizations, government,
. defence, education, banking and "finance, culture, health and management.
Calculation of NMP varies between sectors: in agriculture, it is the
difference between gross agricultural output and intermediate inputs; 1in
the other sactors, value added is the sum of wages, contributions to welfare
funds and to. enterprise funds, interest payments, taxes and profits.

In 1979, non—materlal services (excludlng rent of housing) were
approximately 6.5 per cent of GDP. This is lower than for most other
socialist economies because of frequent inclusicn of such non-material
factors as education, health and culture in NP, because of the under-
developed state of the non-material sector: and because many services are
subsidized or havé small profits and pay low wages. Housing services, :
including imputed rent of owner-occupied housing, average around 3 per cent
of GDP in developing countries. Thus. the total value of non—materlal
services amounts to approximatel 10 per cent of GDF'. : .

The value of depreciation is estimated at around 6 5 per cent of
NMP, and this is also low by comparison with other countries. It is :due,
in part, to the practice of assuming long~life spans for buildings and
machinery and to the OmlSSLQn of depreciation charges on urban residential:
buildings.

~

2

To compare China's relative sectoral outputs with those
of other countries, two ad1ustments would need be made to the GDP estimate
described above. First, conformity with conventional national income
accounting definitions requires reallocation of the output of brigade
industry from agriculture to industry, and of education, health and social
services provided by production uynits .to the non-material seryices
sector. Secondly, the relattive prices of Chinese industrial _goods are
‘junusually high and inflate the shere attributed to industry.

r o -
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the same as that for middle-income countries, but the share of agriculture
is more than double. The residual share of services appears very low,
whether by comparison with low- or middle-income developing countries.
One reason is the inclusion of services in other sectors; another is the

small size of the personal service sector,

The ratioc of total invesrment to Wet liaterial Expeﬁditure (NME)
increased to as high as 37 per cen: in 178, 1In terms of GDP, the ratio was
approximately 32 per cent in 157%, although this would have been less if
allowance were made for the over-pricing of industrial products. Nevertheless,
it is high in comparison with other low-income countries. One objective of
the changed development strategy already described was to reduce the share bf
investment in NME, and a combination of policy measures have seen it reduced
from 37 per cent in 1978 to 34 pervcent in 1579 and further to 30 per éent in
1980, although this reduction was less than targeted. Actual investment
exceeded planned investment by 3.5 billion yuan in. 1980 because of the unexpected
use by State enterprises of bank loans to sustain investment demand. The
Government's announced objective is to further reduce the ratio of investment
to NMP to around 25 per cent. Preliminary information suggests that, while
the absolute fall in investment expenditure will not be as large as announced

in early 1981, the level of investment spending will fall.

Unlike most developing couniries, China has financed its relatively
high investment in relation to GDP from damestic savings, the share of
total investment funds from domestic sources being approximately 97 per cent
in 1979. 1t appears, however. that considerably greater use has been made of

foreign capital in 1981.11/

The allocation of investment funds in the past has favoured industry
at the eXpenée of agricul&ure and, within industry, the heavy indust:y
sector. During 1977-1979, agriculture received one fifth of fixed investment
and industry nearly three fifths. The share of heavy industry in toétal
fixed investment during 1977-197% was nearly 50 per cent. In keeping with
new policy initiatives, the shere of investment alloczted to iight industry

and to the production of agricultural supplies will increase in 1981,

/Table V.Z.

7/ See pp. 238 and 240 below.
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Table V.2, <China. Allocation of fixed investment,
1977-1975 average

(Percentage)

Agri- Industry - Cther Total

gulture ‘
State capital éonstructién 2.3 29;9 : 12.8 45.5
Commune investument | 12.8 3.3 . 3.3  £1.3
Remainder _ | 5.0 216 6.6' 33.2
Total ' 26.6 568 226 100.0

Sources:' China, State Statistical Bureau; Ministry of Foreign Trade;
and the Bank of China.

From 1977 te 1379, 44 per cent of total investments were financed
from the State budget. Grants for fixed and working capital formation
from the State budget have financed the majority of investment in,industfy,
commerce and infrastructure and for a large amount in agriculture.: Other
sources inéludéd the after-tax profics of collectivg and State entexprises,
the revenues of brigades dnd commynes, and the éxtrabudgetaty incomes of
local governments. From 1979, however, State enterprises could finanée
mpch of their investment by bank lcans, so that the shares ofllocalities
and of State enterprises in the finance of State capital construction

‘sharply increased. : ' i ' L e

/5.
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B. AGRICULTURE

In China, the aljricultural sector accounts for approximately one third
~of GDP and employs nearly three quarters of the labour force. Although it
“has only 7 per cent of the world's arable land, China has become an important
world producer of many crops. It is the world's largest producer of rice,
with an output which ig’four times that of India, the next largest grower,

It produces about one sixth of the world's grain, one quarter of its tuber
crops and approximetely a tenth of its combined output of maize, sorghum,
soybean, cotton, groundnuts, rapeseed and tea, China also has the world's
largest stock of goats and the second largest of sheep, as.well as

two fifths of the pigs.

These achievements have been made possible by highly intensive use
of land, high concentration of labour, triple and double cropping, and
heavy ﬁée of both irrigation and fertilizers., Nearly half of China's arable
land is irrigated, doubie the average proportion for other developing

Table V.3. China., Comparative data on
agricultural inputs, 1978

Other
. . Developed
China developing
- countries countries
Proportion of arable land
irrigated (percentage) 45 / 17 8
Chemical fertilizers application : ,
(kg per arable ha) 90 25 - 110
Tractor mechanization
(arable ha per tractor) ) 180 40 270

.Sources: China, liinistry of Agriculture and other sources; other
countries from FAOC,
countries, Fertilizer application is three times above the average for-
other developing countries, and four fifths that of developed countries.
There is one tractor per 200 ha of arable land, compared to one per 300 ha
for‘developed countries and one per 50 ha for developing countries. China's
crop yields are thus well above those of developing countries and, in
certain instahces,(cereals as a whole, rice, sorghum and groundnuts) are

30-70 per cent higher than average world yields. :

/Table V.4.
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Table V.4, China. Comparative .data regarding crop
yields, 1977-197% average

{(ions/ha)

ohins  era Seeloed Developins
ALl cereels?/ 2,65 2.03_ 2,62 1.46
Rice: '~ 3.95 , 2,25 EET 2.10
Wheat 1.82 1.85 . 2.08 1,39
Corn | | | 2.76 3.12 " 5,09 1.39
Sorghum : 2.26 1.33 | 3.37 - 0.95
Soybean ' 1,05 1,85 2,02 L2
Cotton 0.45 0.41 .68 0,28
Groundnuts o 1.29 0,96 2.42 0.88
Rapeseed 0.71 0.98 1.43 ‘ 0.53

Sources: China, official estimates; FAO, Production Yearbooks,

a/ Excludes soybean and tubers,

During 1977 to 1979, gross agricultural output grew by about 19 per cent
with grain output in 1979 reaching a record level of production of 332 million
tons., This impressive performance was due to_favourabie weather conditions.
and to agricuitufal reforms. Tn 1980, however, adverse weather conditions

reduced growth in output to 2.7 per cent.

Droughts .in winter adversely affected some 13 million hectares in the
north, and unusually wet weather resulted in widespread flooding in the central
and southern regions. Grain oﬁtput fell by 4 per cent to 318 million tons as
the result both of climatic conditions and a reduction in grain acreage. Some
1.5 million hectares of rice, wheat and corn land were diverted to the production
of cash crops. As a consequence of growth in the latter a..d in livestock '
production, the reduced impact of the grain harvest on over-all agricultural
.production was more than offset. Output of cotton rose by 23'per cent, sugarbeet
by 103 per cent, oil-bearing crops by Z{ per cent and ﬁeat by 14 per cent., Had
it not been for its highly developed agricultural irdfrastructure, including
expanded irrigation facifities, the impact of the adverse weather on agricultufai

output would ha&e been much more severe,
/Table V.5,
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Chona.

(+illion tone)

Foodgrain and cash crop
production, 1977-«1983

1973

1980 output

1577 1979 1930 as percentage
‘ of world output
Foodgrain
Rice (paddy) 128.5 137.0 143,8 142,23 35.6
“Wheat 40,1 53.3 62.3 54,2 12,2
Corn - 49,4 56.0 £0.1 59,7 15.2
Sorghum 7.7 3.1 7.7 7.7 15,2
Soybean 7.3 7.6 7.5 7.5 9.5
Millet 6.2 6.6 6.2 ¢.5/ 20.1
Tubers 25.7 31,3 28,5 27.3 2148/
Other 15,5 3.9 15.5 15. ¢
Total ’
féodgrains  282.3 304.8 a22.1 318.72 e
Cash cropé

. Cotton .1 2.2 2.2 2.7 18.9
Jute .S 1.1 1.1 1.1 27.5
Mulberry 9.2 0.2 0.2 e e
Tussah - 0.1 0.1 . ‘e
Tea 5.3 0.3 0.3 0. 15,8
Sugarcane 17.8 21.1 21.5 22 3.1
Sugarbeet 2.5 2.7 3.1 6. 2.3
Fruits 5.7 6,6 7.0 7.2 .o
Vegetables 3.3 3.3 3.2 . ces

Sources: China, Ministry of Agricuiture; and FAO, Production .

Yearbook, 19580,

a/ Roots and tubers,,

[After
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Aflter the shortfalls in grain production in 128U, plans were made to
faise output to 343 million tons or by 7.5 ber cent in 1331, and the gross
value cf agricultural output was targeted to increase by 4 per cent, Current
indications are that, despite continuing adverse weather conditions in early
1981, the gross value of agricultural output grew by abéut 3 per cent in 1931
and that grain output again reached the record level of 1979 of 332 million tons.lﬁ/

Although there was a diversion of some acreage to cash crops, the early
rice crop was reported at around 50 million tons which was an increase of 2 per
cent over the 1879 harvest. Cther estimates suggest that the 1931/82’wheat
crop could reach 56 million tons zs compared with 54 million tons in 193(¢/81;
that coarse grain output for 1331/32 could be 82 millica tonz zné that cotton
production could be equal to the 1930 zecord level of Z.2 million tons, Cutput
of sugar ih 195G/81 is likely to approximate 3 million tcns and this is 20 per
cent above output in 1979/80. Most of the increase in output is due to the

growing of sugarbeet.

Agricultural output and food production in Chinaz are dominated by

population growth and climatic conditions. Betﬁeen 1957- and 1977, agricultural
~production per capita in China increased negligibly by about one fifth of 1

per cent per annum, Only in the last three years has there been any appreciable
change: output per capita growing by 6.7 per cent per annum during 1977-1979
and by 1,5 per cent in 1980. Grain prdduction per capita, after also growing
rap}dly by 7.1 per cent per annum in 1377-1979 to 274 kilograms per capita

per annum fell by 5.1 per cent in 1930, The imbalance between domestic supply
and demand for grain has been handled by the rationing of scarce supplies or

by imports which have been‘small, however, in relation to domestic production.
From 1957, grain imports have averaged around 2 per cent of domeétic consumption,

. with this figure rising to around 4 per cent in 1980.12/

[Policy

18/ <ctatement of Prime linister Zhao Ziyang to the National People's
Congress, in late November 19381, :

19/ The net figure is swmall, tut obscures the fact that substantial
exports of certain grains from some regions were more than matched by imports -
of basic consumer grains by other regions. Tespite the small net grain deficit,
China continues to suffer from chronic shortages of foodgrains in some regions.
" The value of imports of grain, moreover, are important in relation to the
availability of foreign exchange and the size of the international grain market.
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Policy measures are nearly as important as weather in influencing
fluctuations in the volume and composition of agricultural output. Policy
changes, since 1977, have emphasized an acceleration in the rate of growth
of agricultural output and a more diversified pattern of production, New
agricultural lands have been opened up and institutional reforms made to
increase grain output By relating rewards more directly to work performance.
From 1977, the system of distribution in agricultural production units based
on the principle of an eqﬁal per capita sharing of output was sharply critieized
and, fn order to meet the objectives of the new economic strategy, changes
have been initiated for the organization of communes and their management,
Communes have been allowed to choose, on an individual basis, a specific
form of internal organization and distribution; and the basic "accounting
unit" has been reduced to the level of the working team, the effect of which
is to give the individual peasant household full responsibility for its
production performance. A system of subcontract work has also been adopted so
that households, or small teams, can retain for their own use output in
excess of production quotas. Plots of land have been a2llocated to individuals
for household agricultural activities, znd side-line occupations have been
encouraéed to make fuller use of such plots, The limit on private plots has

been raised to 15 per cent from 7 per cent of the total cultivated area.

Collectives have been encouraged to distribute more of their output
according to work points and less ou a per capita basis. Restrictions on
the sale of surplus output in the free markét have been removed for a large
number of commodities, including grains. Furthermore, poweriful output
incentives have been created with an upward adjustment of agricultural
procurement prices, Higher State purchase prices, for instance, helped to
expand meat production by almost 12 per cent in 1978-1980; this performance
- was assisted by a greater supply of animal feed grains in response to more
fléxible priée policy. Such measures were expected to increase the marketed
supply of grains (without adversely affecting the volume of other cash and
industrial.crops), and to reduce the relative scale of non~marketed agricul-
tural production (which in 1980 was still more than 50 per ceat, and for

grain more than 75 per cent).zgl

Agricultural decentralization has meant giving production teams and

brigades greater power of decision over their production plans, and also

/encouraging

20/ H.E. Gianzhang, '"Newly emerging economic forms", Béijing Review,
No. 21, 25 May 1980, p. 18.




encouraging communes and State farms to méke more use of credit and so less
use of State grants for financing operations. All these changes are bringing
about more efficient use of capital, including working capital. To this end,
fthe Agricultural Bank was reactivated in 1979 and underwent cgnsiderable

expansion in 1380; there are plans for doubling its loan portfolio by 1985.

“Tne agricultural sector received only about a £ifth of the nation‘s
‘total fixed investment in recent years, a very small proportion compared to
its share in émploymént and total ocutput, znd over three fifths of this has
been financed by the communes' own resources. However, because of the recently
announced policy of extending theAperiod of readjustment of the economy
until 1985,gl/it appears likely that increases in the share of agriculture in
State capital construction expenditures, and of agricuiture support services

in total State expenditures could continue over the next few years.

~Agricultural policy reforms since 1980 have zalso conéernéd themselves
with cereal supply, Reéional specialization in various types of crops,
combined with more effective’conceatration of investment outlays, has been
selécted asvone‘Way ofbreducing the grain deficit. Accirdingly, a-decree
issued by the State Council in July 1980, designated the cxtensive plains
in the north-eastern provinces of Hailongjiang, Jillin and Liaoning for
developmeﬂt as a major 'grain base'. Because of the region's short growing
season and seyeré wihters,‘its vast agricultural potentizl can be utilized
only by considérable mechanization, it was thus planned to mechanize more
~than 70 per cent of the region‘svcultivated area by 1985:32/ Fulfilment
of this plén will depend on the country's capacity to increase its imports
of farm machinery and also on its ability tc expand the domestic industry
for agricultural dachinery. Such expansion has been plénned, despite the

genertl cut in the heavy industry sector,

Ngtwithstanding recent developments, the *agricultural sector COntiﬁugS
to face problems, many related to & shortage of trained manpcwér. There is
a shoftage of pérsonnel to plan and evaluate investment projects; and of ;
experienced technical personncl for engineering. Managerial skills afe also
lacking, Some critical inputs such as agricultural machinery have been found
to have. excessive production costs and/or inferior quality.. Others, such 88 chenical
"fertilizers, have often been used inefficiently. 1In ad&itioQ, physical probiems
related to land devélopment, suct as soil erosicn, siltation ‘and salinity, remain

" unresolved, ' . ' : , ‘ .
. . ; . ' . . . S /THE

21/ Statement of Prime Minfster Zhao Ziyang to’ the Ndtional People's
Congress, late lovember 1981. - . : o
22/ Asia Research Kulletin, June 1981,
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THEZ MONGOLIAN PRQPLLE'S EXPURLIC
The Mongolian People's Zepublic is the oldest centrally planned
economy in the ESCAF region or, for that matter, in the world outside the
I1S5R. From its inception, in 1924, +t has developed a socialist system with
assistance from the USSE, and retains strong links with it, It hes had much
land, a small population and a basically pastoral economy. In 1939 the
population was 1.7 million. The traditional econcmy is being transformed by
the development of agriculturd and incdustry. '
Agriculture has heen rdeveloper to produce fodder, wheat, maize,
other cereals, potatoes and vegetables, although less than 1 per cent of
the total land area has come under cultivation. Turing,the 1%76-1980 plan,
277,80¢ ha of virgin land was developed but animal husbandry is still the
dominant farming activity, and sheep are its mainstay. In the 1381-1935
plan period, however, it is plannéd to build new virgin land State farms
and to repair irrigation systems covering some 15,000 to 17,000 ha which will
help to expand sowing areas,

Agricultural output increased by 1,2 per cent in 1380, Grain
output was about 287,300 tons, according to FAD estimates, bad weather
bringing it 13 per cent below 1%73 output, The livestcck population was
greatly reduced in 1978 due to bad weather. 7The loss of 2.6 million snimals
was made up by a natural addition of 2,2 million in 1379, but later cold
weather in early 1937 reduced the natural increase toc 3.5 million. The
target for 19381 is for a ©,1 miliion increase, giving a £0C,000 increase in
net terms over 1980 livestocl: population, A rate of growth in agricultural
output in excess of 4 per cent is projected for 171,

Farmidg is dominated by large State farms, using mechanized
techniques, and by herding co-operatives, There were over &0 State farms
and “fodder farms" in 1930, and 255 herding co-operatives, some of which had
jointly set up 17 production co-operatives specializing in farm-related
outputs, A typical State farw might have some 16,000 ha of arable land and
use about 240 tractors of 15 hp, 36 grain harvesters and 39 trucks; a
typical co-operative might have 36 tractors and 15 trucks.

Mongolia's exports are largely from farming and, more recently,
miging, It has long produced some coal, gold and fluorspar, and is now
building successive stages of a large mining and ore concentration plant
for copper and molybdenum. This is a joint Mongolian-Soviet project. The
output of coal and lignite was 4,1 million tons in 1952, and that of
fluerspar 0.5 million tons, '

Most industry is concentrated around large towns, Their factories
produce bricks, sawn timber, cement, leather goods, woollen cloth and other
textiles, bakery goods and butter, Gross industrial output rose by 9.4 per
cent in 19580, a considerable increase but below the target rate of 11.3
per cent. ‘

/During
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During the sixth five~year plan, 1976-1280, output increases
resulted in per capita supplies increasing by 63 per cent for electricity,
40 per cent for coal, 8 per cent for leather footwear, and 7 per cent for
bakery goods. There were also increases for textiles, other leather goods,
and non-ferrous metals. Several large modern industrial establishments
were built and began operating.

During the same period meat production rose by 52,000 tons to
give an annual per capita consumption of 98 kg. Milk production rose by A
16 million litres, but the productivity of livestock, and the yields of crops,
did not much improve. '

Considerable attention was paid to transport. New railway tracks
were built and put into operation. Air services increased by 6 per cent
and were extended to cover three fifths of all local administrative units.

Mongolia's per capita income was $ 780 in 1979, which put 1t into
the World Bank's group of middle-income developing countries. Its real
GNP had grown At an average annual rate of 7 per cent between 1976 and 1980,
and 44 per cent of that growth came from industry. According to the
seventh five-year plan for 1981-1985, a growth of 41 to 45 per cent in GNP
is projected. The projected rate of growth for industry in 1981-1985 is
10.4 to 11.6 per cent per annum.

/C.
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C. INDUSTEY

China's industry in 1979 contributed 40 per cent to GDP and 46 per
cent to NMP, Its industrial output per capita was very hiéh compared with
‘other low-income countries, but low by comparison with middle-income countries
and very low by comparison with the developed economies. Because of its vast
size, however, China ranks among the world's largest producers in several
industrial products, It is the largest producer of.cotton yarn and fabric
and among the top 10 in the output of cement, coal, tungsten, sulphuric
-~acid, steel and electricity. In 1381 it was the second largest producer of

radioc sets,

There has been a rematkable transformation in China's industrial out-
put. First, an enﬁire atructure of modern industries has been established 80
that China has achieved a high degree of self-sufficiency in the production
of industrial goods, Secondly, therc has been an inteasive and guccessfui
effort to decentralize the location of industry to poorer regions and to rural

areas,

The rapid growth of industry; the increased level of self~-sufficiency
and the successful policy of dispersion have been the result of a central
command over resources, the zllocation of a large share of domestic savings
to industry and a preparednéss,to use whatever technologies were available

when access could not be had to more efficient technologies,

As a result of these policies, the growth in output secured
has been dee overwhelmingly to the increased use of capital and laboqr.rather
than to their more efficient use. Between 1957 and 1979, when the ratio of
investment to GDP fluctuated between 25 and 20 per cent, over 50 per cent of
these resources were allocated to industry. 1In 1979, about three fifths of the
sector's 935,000 enterprisés belonged‘to production brigades, one fifth to-
communes, cne tenth to urban collectives and the remaining tenth to the State,
State enterprises, however, predominate in terms of their contribution to.
industrial output, employment and cspital. The average State enterprise employs
371 workers, has gross fixed assets of zbout 4 million yuan, and produces goods
worth 4.4 million yuan per yeaw, The zverage annuzl wage in Ctate enterprises
is about 1,5 times mare than in urban collectives, and this reflects higher capitai—

labour ratios, All principal factories are State enterprises,

/Table V.6.
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ble V.6, Chinz. <Characteristics of industrial
enterprises, by ownewship type, 1979

. | Enterprises
' State- Urban Rural .
- . Brigades
i owned . eccligczives . commupnes

Number (thousand units) : 84 100 171 580
Per enterprise

Gross oitput (million yuanig/ Lob 0.6 0.1 : -

Net output (milliomn yuan)E/ i,k 0.2 0.1 -

Employment (number) z7l.a 133,90 52.0 "17.0

Source: China, State Economic Commission,

a/ At 1970 prices.
b/ At 1979 prices.

The majority of enterprises are light industries, but are far less
capital-intensive than those in the heavy industry sector, and account for
only two fifths of industrial output and employment. Because of earlier
concentration on achieving self-sdfficiency, China has a large sector
producing machinery and metal products, and this contributed 27 per cent
to total-industrial output in 1979, a percentage which is about twice as

large as India's, and three quarters that of Japan,

Between 1952 and 1978, net. industrial output grew at an average annual
rate of around 10 per cent. Heavy industry, however; éxpanded 27 times and
light industry only nine times., Heavy industry comprises mainly capital goods,
while lipght industry comprises housechold consumer durableé and hand tools.:

The over=~zll performahce in industry was exceeded during this period
by only a few developing couniries, including the Republie¢ of Korea in the
ESCAF regicn.

In 1980, the over-all rate of Industrial growth was 8.7‘pér cent,
exceeding the planned grow.h rate cf = per vant.  Although capital expenditure
covered by the State budget decrezsed Ty jearly 25 per cent, total capital
spending rbse by 7.8 per cent. T .¢ reason was pgrtly that State enter-
prises were permitted access tc bank credit to finance inVestment plans.

This impact of bank 1ending on industrial activity in 1980 was ‘reinforzed
by the positive effects o= output of various micro-economic measufes discussed
below, ‘ |

o /Initial
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initiél reaction in early 1981 to the unintended solid performance
of the industrial sector was to revise the plan for 1931 by scheduling a
large decrease in total investment of 42 per cent, mostly to be concentrated
on heavy industry., The revised growth tezrget for industrial cutput was only

3/

0.8 per cent, in contrast with the 4,0 per cent originally planned.z— It
appears, however, that this drastic cut iIn planned investment was further
reviewed following concern about the idle capacity it would create in

the capital goods sector, and the long-term impact it might have on capacity
constrgints to growth in certain industries. As a resuli, investment appears
to have been sustained at a much higher level than the revised plan originally
intended, as & result of foreign borrowings. Thus, {t is likely that

grdwth of gross industrial output, in 1931, will exceed the revised plan

4/

target of 9,3 per cent.z—

From 1979, greater emphasis was given to developing light industry,
and industry supplying the agricultural sector. This change in emphasis was
to be at the expense of heavy industry in general, and of the machine-building

25/

sector in particular.==" The new policy guidelines provideé for increased
allocations on a priority basis.of fixed and working capital, and of foreign
exchange, to light industry and producers of agficultural inputs. They also
receive priority in allocations of materials; fuel and power. As a result

of these revised priorities and of measures taken to improve efficiency, the
growth rate of gross light industrial output was 9.5 per cent in 1979 and

18.4 per cent in 1980, far exceeding growth rates for heavy industry of 7.7 and
1.4 per cent respectively. The share of light industry in total industrial
output thus increased to 47 per cent in 1980, four percentage points above its
contribution in 1975-1979. |

/Figure V.1,

23/ Yao Yilin, "Report on the readjustment of the 1931 national economic
plan and Ctate revenue and expenditure', Beijing leview, ilo. 11, 16 March 1981.

24/ Ia the first three quarters of 1981 gross industrisal output grew,
by 1.1 ﬁ;} cent in comparison with the same period ia 197(, light industry output
rising by 12.1 per cent and heavy industry declining by 7.4 per cent, . However,
there were expectations that, in the fourth quarter, there will be a considerable
increase of industrial activity. Gee Hlew China MNews Agency, 5 Gctober 1981,

2%/ Turing the period 1952-1378 heavy industry, which includes most
producer goods, mining and electric power expanded 27 times; light industry,
which includes manufactured consumer goods and some producers goods expanded,
by only nine times.
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Figure V.l. China. Industrial output
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The impact of these policy changes, and of various measures

adopted to improve efficiency, is reflected in the pe:formance of differeat
groups of industry. In the area ©of consumer durables output of radio sets,
in 1980, rose by 11& per cent, television sets by 88 ber cent, cameras 57
per cent, and sewing machines wrist-watches and bicycles each by approxi-
mately 30 per cent. These growth rates were all fat in excess of those for
1975-197¢. By contrast, except for motor vehicles and railway passenger
wagons, outputs of major machinery and transport equipment, and of mining
and power-generating equipment, railway freight wagons and hand tractors,

declined markedly below their output levels in earlier years.

In the engrgy sector; a number of problems affected production.
Coal dutput, which contributes 70 per cent of total commercial energy, grew
by 12 per cent in 1978, by 3 per cent in 1979, and declined by 2.4 per cent
in 1980. Immediate problems are the need to develop new mines and to
generally improve technologies and facilities to tramsport coal.
Output of electricity continued to rise at an annual average rate of about
10 per cent, but Sﬁortages ﬁave given rise -to excess capacity in many |

industries,

0il production increased by only 2 per éent in 1579, to a little
over 2.0 million barrels per day. .There was a slight decline in output
during 1980. The problem is that existing fields are being fully exploited
and other proven resources require éubstantial investment, with considerable
gestation lags. Both oil and coal production are being partly tapped for

export; and this has exacerbated domestic shortages. .

Production of chemical fertilizer has grown rapidly as a ;esult ,
of several large complexes, built in 1973-1974, coming fully into operation.
However, some factories ave still too small to capture fully economies of
scale, and there are continuing problems of matching'supplies with demands,
so that prodﬁction of nitrogenous fertilizer is too high and that of potash

too little.

. Together with sectoral restructuring through the investment
process, the Government's aim of raising industrial efficiency in State

enterprises was pursued by giving local units more executive authority.

/Table V.7.



Table V.7, China. Industrial output of major
products, 1980 and growth 1975-1%980

Growih rate (percentage change)

oizggt Average annual - 1980
- 1575-1579
fHeavy industry: _
Crude coal o . 620 million tons 7.1 ~2.4
Crude oil ' 106 million tons - 8.3 -0.2
Natural gas ' 14.3 billion cu m 20.6 -1.7
Electricity - 301 billion kWh 9.5 6.6
Pig iron 32 million tons 10.7 3.5
Steel : 37 million tons 946 7.7
Rolled steel 27 million tons 11.4 8.8
Coke 34 million tons 5.2 1.5
Cement 8C million tons 12 .4 8.1
Plate glass ' 28 million cases - 12.5 18.9
Timber 54 million cu m 4.1 ~1.5
Sulphuric acid . 7.6 million tons 9, 9.1
Soda ash 1.6 million tons 4.6 ' 8.5
Caustic soda 1.9 million tons 9.1 5.3
Chemical fertilizer - 12,3 million tons 19.4 15.7
Chemical insecticides U5 million tons 6.2 0.0
Plastics 0.9 million tons 24,5 13.2
Ethylene ’ 05 million tons 60.8 12.6-
Calcium carbide 143 million tons 54 8.0
Rubber tires ‘ 11,5 million 13.7 ~2.0
Power generating equipment & 193 MW : 5.8 -32.5
Mining equipment ' 0.2 million tons - 7.7 - v - -38.,3
¥Machine tools -+ 13 million =5.5 4.3
Motor vehicles ’ 0.2 illion . ST 19.4
Tractors : ‘ 0.1 million - 12,5 -22,2
Hand tractors N .2 million 11.0 - =31.4
Internal combustion eagines 25,4 million. hp 5.5 ' ~12.7
Locomotives _ © +512 : ' ; 2.2 $10.6
Railway passenger wagons 1 00z. ‘ . 1.6 17.1
-'Railway freight wagons 10 600 0.5 -34.1
Steel ships (ecivilian use) 0.8 million tons - 1.1
Light industry
Cotton yarn . 2.9 million tons 5.7 11.4
Cotton cloth o 13.5 billion metres 6.6 10.9
Gunny bags - 4533 million 15.8 25.9
Chémical fibres C.5 million tons 20.5 © 38.0
Television sets 2.5 nmiliion ©65.2 ' 87.5
Radios . 30 million 1G,2 117.5
Cameras 0.4 million 645 56.7
Bicycles : , 13 willion 12.8 29.0
Sewing machines 7«7 million 13.3 - 30.8
Wrist watches 22 million . 21.5 29.8
Synthetic-detergents 0.4 million tons 15.5 -1.0
Light bulbs 950 willion 13.1 11.8
Sugar . 2,6 million tons 9.5 2.8
Salt : 17.3 miilion tons 0.1 17.0

Spurce: ©China, State Statistical Bureau.
/MORE
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MORE ATTENTION TO HYDROPOWER

China's hydroelectric potential has been estimated at 370 million kW,
of which nearly one fifth relate to smell-scale generation and are found
mainly in the south and east, To date, only 5.4 per cent of this potential
has been tapped, One third of the total output of 20 million KW in 1980
was generated by small stations, each with an installed capacity of less than
12,000 k. There are about 90,000 small hydropower statioms in China.

Development of small hydropower stations has occurred, not only
because of the scattered distribution and small size of water resources,
but also by the country's policy of local (country-level) self-sufficiency.
Most hydrostations have been built by the peasants themselves for egricultural
-and light industrizl activities, and for household uses. The less demanding
requirements of small hydropower stations in terms of manpower, financial
inputs and technological know-how have made it possible for small rural
communities to build their own statiomns.

Government policies, too, have helped the constryction of small
stations, By directing that power stations be owned and managed by the
people who build them, a vested interest was introduced into the development
of hydroelectric power. To promote this development, a regional training
centre for small hydropower stations has been éstablished in Hangzhou to
promote tcchnical exchanges and co-operation with other countries,

The availability of hydroelectric power has, especially in the
mountainous regions, fostered agricultural mechanization and the development
of local small industry. Small stations have been assessed as more cost=-
efficient thon large stations in China; generation is about 25 per cent less
expensive than from the larger operations. Investment cost of $ 0.12-0.20
per kWh in small stations is almost the samé as in large ones, and thus
easily meets the internationally recommended feasible cut-off point of
$ 0.40. A major shortcoming of small stations, howaver, is their unstable
output levels, Because of the absence of regulation reservoirs to serve
most small hydropower stations, the generation of electricity fluctuates
with water levels. Under the influence of scasonal fluctuations, especially
in the monsoon belt, supply thus frequently fails to meet demand,

In view of increasing pressure on other energy sources (through
depletion of domestic reserves and rising prices on foreign markets),
China could well utilize more fully its hydropower potential. In fact,
it is paying growing attention to development of hydroelectric power and,
in particular, the construction of larger stations. The new hydropower
stations in 1980 had a total capascity of about .430,000 kW, and most of
them a capacity of at least 35,000 kil. Future plans include an additional
cupply of 1 million kW of hydroelectric power in 1981, an annual increase
of 1.5 million KWW for the rest of the decade, and 2 million kW through
the rest of the century, At this rate,” China's hydropower capacity would
expand sixfold between 1979 and 2000, :

[Once




Once production targets have been fulfiiled, operating units
have been permitted to produce in accord with market condittons.
Various types of companies have been set up as specialists in the produc-
tion and sale of marrow ranges of products, tc promote quality and cost
efficiency9 and to help reduce redundancy in investment. In additionm,
enterprises have been provided with expanded ovpportunities to market
their.own outputs; and there has been a reduction in the range of goods:
required to be distributed through the State purchasing and supply“

apparatus.

of pafticular importance is the major departure from former
procedures for financing investment. Virtually all capital acquisitions
had previously been financed by enterpris=s Lhrough State budgetary
appropriations. From 1679, loanable funds becamc available to industtial
enterprises through the banking system, individual enterprises being
allowed tovfinance their capital acquisitions on credit terms. As
investment funds became available on a costlbésis, ehterprises have been
induced to become increasingly cost-conscious, thereby improving the
efficiency of using capital, iﬁclﬁding working capital. At the same
time a profit retenticn scheme was intreduced, whereby. sone prbfitsAof‘

26/

enterprises can be retained to finance investment expenditures.—

Some 6,000 enterpriscs (out of a total-of about 400 000) acccunelng
for 45 per cent of the nation s gross industrial output (GI0), had, by
the close of 1980, localized their decision-making procedures and taken

21/

responsibility for their own Finances.= '

-This process increasad
manageriai.flexiﬁility at,tﬁe operating level, and ‘permitted local

' adjustments to incentives for achicving incrcased efficiency.2§/ One
result was that the v01ume‘of their market sales_rose, as a share of total

retail sales, to 35 per cent,

/Industrial

-

26/ Beijing Review, No..1l, 1981, p. 20,
27/ Beijing Review, No. 12, 1981 p. 24.
28/ Recent improvements in the performance of "indubtrial

enterprises in Sichuan Province are reported on in the Beijing Review,
No. 14, 1981. :
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Industrial expansion faces a number of constraints. The outlock
for energy output is one problem. 01l output has recently declined,
and increases in output up to 1985 may be difficult to achieve. Coal
is also beset with problems;and it 1s unlikely that the sonual growth in primal
energy until 1985 will greatly exceed 2.0 per cont, Electricity
generation, given the‘existing situation and production gestation
periods, can grow by only about 5 per cent per annum up to 1985. Thaese
rates of grqwth in energy output are well under half»éf those achieved
in the period 1952-1980. Beyond 1985, prospects for increased energy
supply are better but will depend upon increased capital outlays now, and
the energy sector already receives two fifths of industrial investment.

Vital investment in other sectors will, therefore, be compromised.

In these circumstances, the thrust of policies must bte té increase
supply and to conserve cnergy use. Fortunately, there 1s much scope
for this. The pricing of encrgy in the past has encouraged excessive -
use. Relatively inexpensive adaptation go existing equipment could
effect substantial economies,and there 1s need for the greater use cof
coal in heavy iﬁdustry. The shift to light industry from energy-intensive
heavy industry is already having a marked impact on energy use, although
a tinme will come when both need to expand in step and when the
development of new technologies in light industry could be more enefgy

intensive.

Another constraint concerns the availability of capital. A more
efficient use of capital than in the past is essential given a rcduced
share of investment in total expenditurc and an increased share of
investment in non-productive sectors. The increased cmphasis given light
industry will tend t¢ reduce capital-output ratios, but other reforms
relating to primary and inventory management are alsc vitally important

if excess capacity is te he reduced.

"Light industrial cxpansion is constrained already by shortages
of agricultural and industrial raw matgrials. To some extent, the
shortage of industrial raw materials can be cased by expansion of the -
metallurgical and petro-chemical industries and by, the greater use of
coal, Capacity constraints in agriculture will prove less tractable;

however, other remedial steps are increasingly to adopt measures which

{economize
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economize on the use of raw materials, to expand industries such as
electronics, which are less intensive in the use of raw materials, and

to continue the elimination of incfficient plants.

Industrial output has also encountered severe problems as a
result of often backward technology, poor product design and quality
control,’ Remedial measures already adopted include the provision of

incentives for innovation and for greater access to foreign technology.

Telecomnunications ére a problem area because ef serious
shortages of telex and telephone facilities 7n major cities. Within
China, long~distance communications reiy upon surfaée lines and
telephone exchanges in large- andlnedium-sized cities are inAneed of

expansion and modernization.

Rail transport is a vifal part of China's over-all transpor-
tation system. Despite the impressivé expansion of alternative trans-
port facilities, it continues to provide for nearly 50 per cent of

commercial freight movements. It is easily the most important manner
'in which bulk transport is carried out over medium—- to long-term
distances, espetially from north to south where thert are nc natural
waterway fecilities. In 1980, new track construction was approximately
900 km increasing total track to wore than 51,0C) km. At the moment,
cnly 2,000 km are clectrified, with 600 km having been added in 1980
and With a further E,OOO kr under construction'or scheduled for

‘

construction.

While the utilizatlon of railroad capacity is

efficient, capacity output is far below demand. Since lQSZ,the_voldmé,
_ of traffiq has increased more than ten times. Length of railway

tracks has only slipghtly more than doubled. Moreover, the building

of goods tracks has umtil recently coricentrated on reIativély under-

serviced areas. Since 1979, track comstruction has concentrated around

denisely populated cast-coast aréas,which.proviﬁe for around.80-90

per cent of total transport demand. A further probleﬁ is due to an

aexcess of_short—haﬁl traffic bgcauée of inadequate and relatiwvely

expensive road transport faci}ities.

 [New
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New regulations for the railroading of goods were brought
into effect in April 1981 in an attempt to further facilitate
rail transport. Containerization in rail transport is alsoc expanding
rapidly, with the freight volume in 1980 exceeding 2 millio; tons
and doubling the 19}9 figure.

China is now emphasizing the importance of water transport
as an alternative to rail and road transport. Navigable waterways
are twice as long as the rail network. Over the last three years,
water~borne transport has becn growing in volume terms by more than
20 per cent 5 yesr, and it now accounts for 40 per cent of total
freight shipment, with inland waterway shipping accounting for approxi-
nately 7 per cent and ccastal shipping, 10 ﬁer cent of over-all domestic

freight movements on a km/ton basis.

Inland waterway transport has decided economic advantages in
construction at the margin over other forms of tramsport,and is also
highly energy-cfficient on a tonnage basis once censtruction of the
facility has- taken place. In the past, inadequate co-ordination between
different administrations has required a great deal of trans~shipping,
but these problems are now being tackled ty the Ministry of Communicatioms.

Improved facilities are also being provided nt major inland ports.

«

Occan shipping has increased considerably. Over the last 20
years, the China Ocean Shipping Cempany fleet increased from 20 vessels
in 1961 to over 500 in 1980, The freight capacity of its flect in 1980
was approximately 43 million tons; Bulk cargoes domirate shipping
traffic, with ore and grain accounting for 34 per cent, cement and coel
and fertilizers 12 per cent and petrolcum for 18 pér cent. In part
this is due to the highly competitive rates offered by Chinese shippers
and, in part, tOxf¢latively under~-developed .contaiser services. . The
latter problem is being addressed and regular contziner services are
now being expanded. At the same time container facilities at Chinese
ports are being improved. The lack of.deep-water berths is still a -
criti;al problem,which has made fdr considerable congestion at existing
deep-water facilities. Congestion problems have oléo been aggravated by

inadequate management and operationaf techniques.

/THE
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THE DEMOCRATIC PEOPLE'S REPUBLIC OF XOEEA

This country occupies the mountainous northern half of the Korean
peninsula. Arable land is limited to less than a fifth of its total area,
but the country is rich in minerals - bhauxite, coal, graphite, irom, lead,
magnesite, tungstem and zinc. It has a relatively small population,
17.5 million in 1979, and one third of its labour force is engaged in
industrial activities which, however, contribute two thirds of its GNP,

The State is ruled hy the central committee of a single rarty, the

Korean Workers' Party, under the principle of Juche, or national self-
.reliance. The economy is largely naticnalized and centrally planned to
achieve self-sufficiency and growth. That has meant 2 build-up of heavy
industry, and one third of industrial output now comec from the engineer=
ing industries which, it is reported, had achieved fox the economy 98
per cent of :self-sufficiency i wachinery by 1978.

Durjng the 1770s, industrial output expande¢ at an average annual
rate of 146 per cent, and a little more rapidly jin 122C. This rate was
2.5 times the corresponding average growth rate for real GHP, which
indicates that the economy's dynamism cerives mainly from industrializa-
tiori. State capital expenditures for 1980 were to increase by 11.3 per
cent, but those for industry by 16.6 ner cent.

o More than half the production of consumer goo-ic comes from small-
to mediur-sized factories. ‘ecently, more attention has been paid to
consurer goods with the establishrent of a nev inistyvy of Food and
Daily Necessities. : ’

There has also been some velaxation of the nrinciple of Juche,
Export industries Have been actively rromoted, and enccuragement has
been ziven to joint ventures with foreign entervrimes, mostly Western.

v Agriculture has grown much less rapidly than industry. Its
average annual growth rate during the 1970s was 6.1 per cent, and this
fell to 2.4 per cent with the bad climatic conditions of 1930 in north-
east /.sia. Tood production grew more slowly still, by only 3 per cent
a year in the 1970s, According to FAC estimates, .5 million tons of
grains were produced in 128”7, the main crops being rice and maize.  1In
1230, some 352,000 tons of ricc and 217,700 tons of maize were expqrted,
anc $39,00C tons of wheat were imgported, '

The limited arablc area, and a harsh climate which usually
pernits the production of c¢nly one crop a year, have made it difficult
to attain self-sufficiency in fool. ~ince 1755 peasant farming has
been replaced by collective farms using £-10 tractors per 107 hectares.
Rice production is largely mechanized on some collective farms. -
Irrigation has also been develope” to the point of covering nearly
half the cultivated area, a higher proportion than the average for Asia.
Increasing size of farms has been counterbalanced by decreasing size-
of groups working the farms. These groups work on a subteam contract
system which allows the award of procuctivity bonuses to a team rather
than to individuals.

/Current -
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Current development plans for agriculture stress fruit production
and fishing. Orchards occupy 2.3 pcr cent of the total land area. Fish-
pond farming has already developed to vield ahout 3 rillion tons of this
major protein food. Deep-sea fishing provides ruch less than that, but
it was allocated the largest rate of increase, 70 ner cent, of State
investment expenditures under the 1280 hudget,.

Viost of the countzry's trade is with CVWEX countrics, but a recent
expansion of trade with non-comrunist countries, notably Japan, has
increased their proportion of trade with the DPRK to two Tifths. 1In
1972, total merchancise exnorts were probably about $ 1,507 million and
‘merchandise imports about $ 1,600 million. Minerals and metals were nearly
one third of exports, as were other prirarvy comrodities; textiles and
clothing, rachinery and transport equipment were each 5 ver cent, and
other manufactures the remaining 30 per cont. ibout one third of
imports are capital goods, one ©ifth vaw materisls, one tenth petroleum
and the remaining thir?d consume: goods of various kinds. Fhortage of
foreign exchange has been a major constraint on economic growth, and
this problem has been intensified by difficulties ’‘n servicing or repay-
ing foreign loans which, in 19L1, were estimated to have reaches
$ 2.1 billion,

/D.
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D. TFOREIGN TRADE AND PAYMENTS

China‘s t;adegg/ ﬁas grown quite spectacularly since the calculated
"opening up" of the economy in 1977. Between then and 1980, exports almost
doubled and imports (f.o.b.) slizhtly more than doubled in current value ‘
terms.ég/ Measured "as the difference between exports and imports (f.o.b.),
the balance of trade shifted from a surplus of 1.3 billion yuan in 1977 to
deficits of 0.4 billion yuan and 1.Z billion yuan in 1978>and 1972, and then to
a surplus of 0.56 billion yuan in 1939. The balance, when in deficit, never
exceeded 6.0 per cent of exports in any one year, and over 1977-1980 was in

slight surplus.
Table V.5. China. Intermational trade, 12977-1980

(Billion yuan)

1977 1978 1979 1980
Exports S 13.97 16.76 21.17 27.24
Imports (£.0.b.) ‘ 12.18 - 17.19 22.38 26.68
Balance of trade ' 1.79 | ~0.43 -1,21 0.56
Balance of trade as percentage
of exports 12.93 2.6 5.7 2.

. Source: IMF, International Financial Statistics, November 1981.

[Figure V.2,

29/ Data sources include China’'s State Statistical Bureau, Ministry of
Foreign Trade, and IMF's International Financial Statistics, November 1981.
Unfortunately, complete trade data are not yet available in China. The Customs
Administration recommenced data collection in 1680 but encountered processing
problems. Data are collected by the People'’s Bank of China on the basis of
payments transactions, and by the Ministry of Foreign Trade on the basis of
- reports -by foreign trade corporations. Discrepancies occur, among other reasons,
because some payments, notably in the case of Hong Kong, are not made through the
People's Bank of China, because trade data exceeds payments data due to the loss
of perjishable exports, and because of t1m1ng Jifficulties. On the import side,
discrepancies zlse exist between the People's .Bank of China reporting and that of
the Ministry of Foreign Trade. Payments generally are much in excess of imports
reported by forelgn trade corporations to the Ministry of Foreign Trade because
of imports by bOdies not required to report to the Ministry of Foreign Trade.

" 30/ The trade statistics have not been deflated to allow for price
changes. In the context of world inflation rates of over 14 per cent in 1979,
and of over 12 per cent in 198C and 1981, accompanied by significant increases
in prices of Chinese exports in the wake of domestic price liberalization, the
‘quantum rate of increase of trade would, of coyrse, be significantly lower.
Nevertheless, as compared with recent tr“de/experience in other developing:
countries (facing ths same world inflationary situation), China's record is
" impressive.
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Figure V.2. China. Ratios of exports and imports to nét
material ‘product
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As in most large continent2l countries, the contribution of trade to
GDP is relatively minor, élthough in:reasing rapidly from a low Initial base.
The magnitude of trade, however, must not be assessed in terms of its direct
impact on income generation, but rather in terms of the access Which‘it
increasingly. provides to sorely needed technology, of the competitive stimulus
-which it provides to the domestic economy, aua of the aécess to food, raw
materials, semi-processed commodities and capital equipment of vital importance
to the developmenf needs of the Chinese economy. The importance attached to
the expansion of trade is reflected in the freer availability of trade permits
and in the increased access to the foreign exchange reserves of local and
central agencies. There has also been greater decentralization of trade
authority to provinées and cities, which has eliminated previous bottlenecks,
although creating in some cases confusion for potential foreign trading

partners.,

In 1980, exports expanded by 2% per cent to a level of 27.2 billion yuan,
but preliminary data suggc.t a decline in the rate of increase for exports
during 1981 as exports, in the first three quarters of the year, expanded by

only 13.2 per cent compared with the same period in the previous year.

Rapid over-all growth was accompanied by considerable changes in the
composition of both exports and imports. ©n the export side, rising energy
prices and China's need for foreign exchange caused the share of crude oil,
petroleun producté and coal to rise from one fifth to over one quarter of total
exports between 1979 and 1980. Stagrating prices for other primary products,
however , reduqed the share of foad and.other.raﬁ material exports. The
proportion c¢f minerals and heavy industry produéts rose, in 1830, to 52 per cent
as against 44 per cent in 1979. The export share of light industrial products
was only slightly lower, with important ccntributions from handicrafts, catton

and silk thread, fabrics and garments.

The composition of imports in 1372 had reflected China's growing
interest in upgrading its industrial technology to world standards, as the share
of importé for machinery and equipment rose to one quarter; that for ceasumer
goods was held down to less “han one fifth, cereals accounting tor half of thenm.
In 1980, however, the share of consumer 2zo0de increcased from 15 to 21 per cent,
and that of raw materials for light induétry from 17 to 24.3 per cent,

reflecting the Government's altered development priorities.

/Table V.9,



Table V.9. China. Composition of international

‘trade, 1977-1980

(Percentage)

10¢.0

1977 1978 © 1979 1980
Imports
Producer goods’
Machinery and equipment 17.7 17.5 25.2 26.5
Raw materials for: heavy industry 32.0 38.2 32.9 20.7
light industry 19.6 19.4 17,3 24.3
agriculture 6.3 6.3 5.9 7.3
Consumer goods 23.9 18.6 18.6 21.2
Total 100.0 100.0 100.0 100.0
Exports
' Primary products
Mineral fuels, lubricants and 14.1 13.8 19.5 26.5
related raw materials _
Food 23.7 23.8 19.8 } 30.5
Other 15.8 15.9 14.3 *
. Industrial products
Heavy and chemical industry products 11.2 10.4 10.9 10.0
Light industry and textile products 35.2 36.1 35.5 33.0
Total 100.0 100.0 100.0

Sources8: China, State Statistical Bureau and Ministry of Foreign Trade. -

/There
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‘There were no significant shifts in China’s terms of trade in 1979.

" Although the increase in the price of oil raised over-zll export prices by

19 per cent, this was more than offset by 2 20 per ceat rise in import prices.
There was probably an improvement in 1280 as thz continued rise of oil

Prices more than offset increases in import pricas.

Rapid expansion of trade after 1977, and an associated change in the

composition of imports and exports, affected the direction of trade.

There have been pronounced shifts in the direction of trade since 1977
resulting primarily from the increased use of trade to upgrade industrial
technology. The share in total exports of the market economies increased from
83.7 to 86.7 per cent between 1577 and 1979, and within the market economies there
were marked changes.' From 1977 to 1979 the share of the industrial'cbuntrieS'in
China's exports increased from 36.3 to 42.3 per cent,and the share of the
developing countries declined from 46.8 to 44.4 per cent. The share of
Hong Kong in export trade between 1377 and l9801l/ declined from 25.4 to
2J.4lper cent. Between 1977 and 1380, the share in tsfal exports of the
United States more than doubled from 2.4 to 5.5 per cent; that of Japan
increased from 18.0 to 22.5 per ceant; and of the United Kingdom from 0.4 to

3.1 per cent. The share of the centrally planned cconomies in China's total

exports declined from 16.3 per cent to 13.3 per cent between 1877 and 1979.

On the import side, shifts in the compésition.of tfade were even more
pronounced. The share of th: market eccnomies in China‘s imborts increased
from 84.0 to 66.8 per cent between 1977 and 1379, the qhérb of the industrial
countries increased from 66.9 per cent to 72 4 per cent and that of the
devclop1ng countries decllncd from 17, 1 to 13.9 per cent during the same t1me
period. Strikingly, the share of the United States in total imports 1ncreased

from 1.6 per cent ia 1377 to 18.3 per cent in 198C.

.These shifts in the directidn of trade have brought about corresponding
Ashifts in trade balances. Between 1977 and 1979, China's balance of trade, with
éhé market and centrally .directed economies consiqefed separately, movad from
positions of surplus to deficit. Within the market economy gfoup; a net deficit
position with the industrial economies increased, and the surplus position with
the developing countries remained the same in proportionate terms. As far as
individual countries are concerned, there was a marked éhift from a surplus

position with the United States in 1977 to a deficit'position in 1879.

/Unfortunately

31/ References to 193C trade are based on the data for January-
September only. :
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Unfortunately, there are no official balance of payments data
available for China. Receipts from the activities of its merchant fleet and
from harbour dues have been increasing rapidly. Tourism has also developed
vigorously since the opening of the country to foreigners in 1578. Another
contributory %actor has been the activitics of the People's Bank of China and of
Chinese-owned banks abroad. Finally, on the receipts side, remittances from
overseas Chinese have been a large and growing item among invisible,tfansactions.
On the debt side, there have been rising expenditures as a result of the

increased number of Chinese residents travelling or studying in foreign countries.

It appears that China has had a deficit on invisible transactions
in recent years anad that this, together with the balance of merchandige trade,
resulted in current account deficits of increasing magnitude from 1978 to 1980.
The deficit in 1980 was proBably ardund $ 1,200 million, or about 6.6 per cent
of export receipts in that year. The balance on invisible transactions appears
to be determined by rapidly increasing expenditures on freight and insurance
for imports, offset partly by increases in service income from shipping,

tourism, bank interest and charges, and remittances from cverseas Chinese.

Fragmentary information suggests that, although China has exercised .
caution as a long-term borrower, it has made active use of short=-term
facilities provided b§ the People's Bank of China abroad and by Chinése banks
in Hong Kong. There were modest short-term borrowings in 1978, and more
extensive borrowings in 1972 and 1980 to finance the growing current:account
deficit in those years and to finance repaymeﬁts{ In recent years, there
have also been marked changes in the use of long-term capital. Ae usual, in
1977 and 1978 there were net lcng-term capital outflows to finance foreign
assistance abroad but in 1979, for the first time, there were net long~term
borrowings. These were $ 2.5 billion, of which $ 1.3 billion was Eurocurrency
borrowings and the balance mostly funding under compensation agreementé. Long-
tern borrowings in 1930 were around $ 2.0 billion, with the share of '

Eurocurrency locans falling markedly. Of particular note, however, has been

an increased recourse to long-term borrowing in 1981 for sustaining growth

/Table V.10.
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and maintaining external financial equilibrium. In 1381, foreign borrowings
reached a record level of €.0 billion yuan,which is 1nprox1mately equivalent
to $ 5.3 billion.

From IMF, China withdrew SDR 218 miilion from its reserve tranche
in late 1930. Then in early 1981, it took ocut the balance of SDR 15C million,
in addition to using the SDR 459 million standby credit faéility and borrowing

SDR 309.5 million from the Trust Fund,

There are not much data available concerning China's external debt.
Given that there was no long-term borrowing before 1979, and that repayments
to date have probably been small, the gross inflow of long-term capital of
about $'12.5 billion 1is a rough measure of such debt outstandiﬁg'at the end
of 1981. This would be egquivalent to around 49 per cent of exports . in 1281
(assuming an export grovth rate of 15 per cent for that yearh and is roughly
double & similar estlmate For 1980. The debt service ratio, of courss

would be only a small fraction of this figure,

The international reserve position appeared sound, the ratio of
reserves to impofts Being 0.5 in mid~1981; Total reservés (foreign exchange
holdings, SDRs, and gold at national valuation) ‘increased frem $ 2,141 million
ih 1978, to $ 3,116 million %n.lQBO; before rising to$ 4,337 million in the
-second quarter of 1581 as foreign currency was accuﬁulated in order to
liquidate trade debts.ég/ Gold holdiﬁgs have remained constant since 1979
at lZ.S,millioh ounces., The official foreign exchange rdte has fldctuated
only mildly, moving from 1.5550 yuan per $ in 1973 to 1.5487 as of January
1981, fqllowed by a decline to 1.7505 in June 1931. 33/

/NEW

32/ IMF, International Financial 3tatistics, November 1381,

33/ For domestic enterprises using accuaulated profits on deposit
with the Bank of China for 1mport purposes, however, the official exchange
rate in late 1981 was 2.3 yuan per $, with the rate rising as high as
3.2 yuan on the open market.k !
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NEW FORMS OF PRIVATE FOREIGN INVESTMENT

In order to speed up its modernization programme, China begen, in
late 1979, to promote inflows of foreisn capitsl. By the end of 1980,
nearly 1,200 industrial zgreements had been signed, with cepital commitments
of $ 1.4 billion., The 2grecments cover several new forms of foreign
participstion: ' equity joint ventures, contractual joint ventures,
compensation trade sagreemerits and procecssing or assembly contract agreements.

The most common type »f foreign involvement in China's industrial
activities is the processing or assembly contract arrangement. Under it,
China receives a fee for processing or assembling imported inputs supplied
by the foreign contractor. This involves short-term capital flows, but
not equity investment, Four special economic zones (SEZ) have been set up
ncar the borders with Hong Kong and Macau to accommodate enterprises working
under these contracts. Three (Shenzhen, Zhuhai and Shantou) are in Guangdong
Province, and the fourth (Xiamen) is in Fujian Province. ‘In addition,
within Shenzhen SEZ, is the Shekou Inductrisl Area, set up in mid-1979
(before Shenzhen SXZ) end managed by China Mercharis' Steam Navigation om a
25-year lease., The company is a Chiuzse enterprise, established and based
in Hong Kong over a hundred years sgn to attract foreign investment and
promote trade. Shekou currently has 17 foreign investment projects with
a combined cepital of $ 95.2 million. By the end of 1980, neerly 6,400
orders for processing and asscmbly work, velued at $ 990 million, had
been entered in Guangdong's SEZs. Outputs were produced with imported
equipment costing-$ 67 million. The bulk of these contvacts are with
Hong Kong and Macau (7C per cent) and Japen (20 per cent). A total of
470 export processing agreements,with capital commitments of $ 380
. million, had been entered into in the SEZs by the end nf 1980.

The second most common form of foreign investment is the com-
pensation trade agreement, by which the foreign partner supplies
equipment and technicel assistance snd itc repaid with part cf the
~annual output, The Chinese partuer reteins 100 per cent ownership
and control. Ey the end of 198G, a total of 362 agreements, involving
$ 254 million cepital, had been signed, Most projects exrc 2gain
undertaken with Hong ong and Mecau (60 per cent) and Japan (35 per cent).

The most commecn type of foreign partig¢ipation, in terms of
capital commitments, is the contractuzl joint venture, in the form of
either co-operative production or-joint »peration. Under the co-operative
production agreement, the foreign partner provides technical assistance
and capital equipment, has no equity share, 2nd is repaid with a
specified smount of output. The enterprise initially undertakes production
st the later stages of the manufacturing procese, importing most raw ’
materials, and gradually extends its activities backwerds until the
whole product is made from local inputs. One of the major co-operative
production projects is the manufacture of toys, and anothcr is in
petrochemtcals, Joint operation projects are a variation of the
co=operati-re production arrangement, wherebv the foreijzi. partner
supplies the equipment and the Chir.:se counterpart menages the enter=-
prise. Profits arc divided, but not necessarily in proportion to
equity shares, and the foreign capital i¢ repaid within ten years.

n
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In mid-1981, there were 5% equity joint ventures; of which 22
had operations in China. (The remaining 36, with capital commitments of
$ 83 million, were mostly trading corporations located abroad and handling
Chinese products.) The partners shar: equity and management. The capital
committed in the 22 projects totalled $ 217 million, of which 83 per cent
was foreign cepital, NMost projects are in tourism and light or handicraft
“industries, A majority of the foreign partners are overseas Chincse. One
joint venturc, considered to be an =xzmplary case of co-operation with
foreign industrialiste, is an :levator company in which China holds 75
per cent of the equity; 20-30 per cent of the output is exported.

Yet another now form »f industirizl srrongement with foreign
corporations is exemplified by an agroemsnt recently concluded with an
Americen company to work as portner in the menufacture of eight product
groups, ranging from diesel engines to road-building mnchines and buses.,
The American company will supply the technology, via a third partner,
distribute the products, and also provide foreign finance if that is
necessary, Two other such sgreements hsve been signed, involving railway
undercarriages and aircraft ports and frames. In effect, these are
trilateral arrangements whereby China has charge »f the manufacturing
process, and technology is transferred from 2 western enterprise,
identified by the American partner, who takes care’of marketing.

Preliminary ecvaluation of the=e various schemes of foreign investment
indicates that most o»f the foreign participation is from overseas Chinese.,
Few large multinationals, which could effect significant transfers of
technology, have been attracted to China, China is thus cponsidering how
to improve incentives fecr foreign investment, and to give greater prntection
to foreign interests. For instance, rules liberalizing industrial
activities in the SEZs may be ¢nacted and would probably allow foreign
investors duty-free imports nof raw materials, reduce by 50 per cent currcnt
taxes nm cigarettcs and liquor, lower the.rat: of tax on profits, or grant
longer tax holidays., Administrative procedures would be simplified, mwlti-
entry visas wnuld bz icsued, and foreign currencies might be permitted for
special transactions, although the renminbi would remain the dominant
currency. China-affiliated bankes in Hong Kong and Macau would be

"permitted to establish bronches, and the SEZs would probably be given full
autonomy to conduct foreign trade. In addition, frreigners might be
permitted to invest also in commerciel enterprises. Foreign employers

" could also be given the right to dismiss workers, and there are plans to

2lleviate labour shortages by bringing skilled workers from other regions
to the SEZs. There are discussions, toco, about making Shenzhen on
arbitration centre for scttling disputes between local and foreign
industrialists.

Uncertainty over China's treatment of forcign earnings was reduced,
in late 1281, by the zdoption of an income tax law for foreign compenies,
designed generslly to attract morc forecign investment. Though the law .,
imposes  an unexpectedly high maximum tex rate of 40 per cent, together
with 2 10 per cent local tex, the effective rates would be much lower
with tex exemptions. Roduced tax payments were also provided for firms

/investing




investing in industriee with low profit ratios but designated as operating
in priority fields. Moreover, some companies would be able to write off
their tax payments against home government tax credits, a provision that

has been seen as paving the way for American oil. companies. to participate in
offshore o0il exploration., Others could set up representative offices

which would then be taxed at the lower rate of 20 per cent, establish joint
ventures, or locate in SEZs to qualify for an even lower 15 per cent rate.

/E.




E. PUBLIC FINANCE AND MONEY

In China, the public sector is made up of local, provincial and central

governments and numerous State~owned enterprises. The State budee* ccazolidato«

the budgets of the public sector,and approval by the central Goverament of all
budgets included within the State budget is mandatory. At the ministerial
level, the budget of each ministry incorporates those of all departments and

other entities under its jurisdiction.

Until 1979, China generally mzintained budgets which were close to
balancing. 1In that year, however, and in 1980, there were considerable
deficits. A surplus of about 1 billion yuan in 19278 was followed in 1579
by an unplanned deficit of 17 billion yuan. 1In 1980, the Govermment plauned
to run an 8 billion yuan deficit, but it incurred an actual deficit of 12.§

. billinn yuan., These two deficits were equal to approximately 5 and 3 per ceut
of GDP., <Concerrn about tﬁis situation led the Government, in ite revised 1981
plan, to take steps to balance the State buéget at around 106 billion yv:n =znd,
towards the close of the year, it appeared that this objective would come

close to being met,

The 1980 budget deficit was partly fhe result of a variety of policy
measures affectingvboth revenues and expenditures. On the revenue side,
prefit remittances from State enterprises were reduced because of policies
which generally rvaised wage levels. Revenue was also affected ty the
relatively slower pece .’ the elLonomy's developmont iz 1977 ouf iﬁ?h, «pd
by the profit retention scheme meking for greater financial autonomy at locsl
and enterprise ievels. These conditicns, which are policy induced, ave likely
to continue and emphasize the importance of improving the sysfem of tax
collection,if budgets’ are to be balanced, On the expenditure side, the
deficit was affected by tax-relief programmes to s2id poverty-stricken arecac
ar.c DyAincreased procurement priées for agriculiural products. The gross
deficit of 13.8 billion yuan in 1980 was financed by a 12,¢ billion yuan
overdraft from the People's Bank of China, and by 1.0 b11110n yuan of foreiqi.

borrOWan (net of repayments).

Concerned about the appearance of inflation, and the sudbstantial
. -, 34/
budget deficits of 1979 and 1980, the Government, in early February 1981,~

. /Table 7.1,

34/ Announcemen:t at Natiomal People's Congress Standing Committee
in February 1981.
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pulled down Fiji's rate of population growth. MNatural rates of increase
have been recorded as 2.4 per cent in Fiji and, less certainly, as 2 per

cent or less in the other ccuntries mentioned here.

Employment statistics are not much better. Their chief defect
is in regard to subsistence agriculture which wholly or substantially
absorbs much the greater part of the économically active population. Some
subsistence farmers'grow cash crops or engage in casual‘labour or
marketing activities; demarcating them from purely subsistence farmers
is not eaay, and lines are not drawn unirormly by different countries,.
Table VI 1 therefore, for the distribution of sector employment, excludes
agriculture and so, regrettably, gives only a partial view of employment
in such Pacific island countries as have relevant statistics. An
indication of its partialness, and an indirect one of the subsistence
sector's importance, is the proportion of non—agriculthral labour to the
total population. This was about 6 per cent in Papua New Guinea and

Solomon Iélands, and 9-14 per cent in the other island countries.

Industrial activities are little developed outside Fiji. There
manufacturing provides more than a fif;ﬁ of non-agricultural employment,
but in the other countries 4~14 per cent, except>in Cook Islands
where\caﬁning activities raise it t6 16 per cent of a very small non-
agricultural labour force. !ining absorbs over & per cent in Papua-.
New Guinea only because of a single great mine at Bougainville producing
copper and gold; Fiji has some gold, too, but the mines there abéorb
little more than 1 per cent of the non-agricultural labour force. The
proportion for buildingﬁand construction is more uniform, ranging from -

6-7 per cent in Papua New Guinea and Vanuatu to 12 per cent in Fiji.

Most of the non-—agricultural employment in Pacific island
countries is provided within the services sector, -and more especially
by the Government. Pr0port10ns range from 5 to 14 per cent for transport
and communlcatlons, from 14 to 20 per cent for trade, hotels and
restaurants$ from 2 to 6 per cent for'finapce and other business serviceé,

and from 30 to 50 pér cent for government and personal services.

National account statistics also have their defects in these

island countries, but give a better idea of economic structure

-

/Table VI.l.



These island countries are ‘exceptionally dependent on exports
as, over 1973-1980, the proportion of domestic exports to GDP was about
one half in Kiribati and Solomon Islands, around two fifths in Papua
Hew Guinéa, about cne quarter in Fiji, and about one sixth in Samoa and
Tonga. Some are even more dependent on imports, as the ratio of import
payments to GDP was 35 per cent in Papua New Guinea, 44 per
cent in Kiribati and Solomon Islands, 52 per cent in Fiji, 65 per
cent in Tonga, and 75 per cent in Samoa. In Fiji, Samoa and Tonga
réceipts from tourism covered a considerable part of.the trade gap but
they, and other countries with large import surpluses, alsc depended

heavily on official aid flows.

kNevertheless, these countries appear to be within the World Bank's
category of middle—income developing countries with per capita GDP, im 1979,
exceeding § 370. Fiji led with $ 1,518, followed by Papua New Guinea with
$ 752. There are estimatesvfor only six other Pacific island countries;
Kiribati with $ 650, Samoa with $ 595, Solomon Islands with $ 589,
Tonga with § 461, Tuvalu with % 409, and Vanuatu with $ 530.  Papua New
Guinea’s average income would be somewhat inflated by the very much
higher inéomes of the relatively smell number of ex-patriates residing
in the country; and Kiribati's average income would have dropped sharply
with the exhaustion of phosphate deposifs on Panaba Island. Kiribati's
average income, moreover, and those of Samoa, Tonga and Tuvalﬁ include
a substantizl contribution from remittanées sent by workers in other
countries. Samoa, too, has sought speci;1 Urniited Nstions assistance as
a.”least developed" country, criteria fér which include, besides poverty,
heavy dependence on subsistence agriculture, little industry, very low.
rateé of economic growth and poor.development of expcrts. Other island o

 countries could also be put into this category.

: ' B.  EMPLOYMENT AND OUTPUT
Demographié statistics for Pacific island countries have serious
imperfections, but it would seew that population has recently beeﬁ zrowing
by over 3 per cent a year in Solomon Islands aand Vanuatu, by around
2 per cent a year in Fiji, Kiribati and Papua New Guineg, bué by only
about 1 per cent .in Saméa and Tonga. A reason for the low growth rate
in these last two countries is that many-of their pebple have gone agrqad to

work, mostly in Australia or New Zealand, atd s:~b migration has also

/pulled
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Fiji has a population of 630,000, about one fifth of Papua New
Guinea's total. It is considerably more developed, as manufacturing
contributed 12 per cent to its GDP in 1980, but a single agricultural
commodity, sugar, accounts for over half its cxports or about a third
of its GUP. <Coconut products are the next most important category of

exports.

Solomon Islands and Vanuatu occupy high islands that are deunsely
forested and well watered. They are more dependént on sutsistence
farming than Pépua KNew Guinea. About 90 per cent of Solomon Islands'
popﬁlation of 230,000 depends on subsistence agriculture and fishing,
Copra contributes about one quarter of exports, and three fifths of-it
comes from smallholders. Fishing, mainly commeréial, contributes nearly
another quarter to exports, as does timber. Vanuatu has about half the -
population of Solomon Islands,.and most of its people live by sub~
sistence farming. But there are considerablé plantations producing
copra, beef and small quantities of cocoa and coffee. Copra, fish and

timber are the main exports.

Kiribati and Tuvalu have very small populations of 60,000 and
8,000, respectively, scattered over many atolls. Kiribati used to derive
‘most of its export income from the phosphate deposits on Banaba (formerly
Océan)Island but these have been exhausted so that copra is now the
méin ekport, supplemented by a little fish. Tuvalu depends Wholly on
copra for export receipts and its people are almost all subsistence
farmers and fishermen. Nauru's sole basic resource 1is its rich
deposit of guano, which is expected to last until 1935, but income
from that has enabled it to have aﬁ“extensive‘welfare system for a
population of only 7,300, to buy real estate in Auétralia, and to acquire

both a shipping line and an airline.

Tonga with 100,000 people, and Samoa with 160,000, both depend
largely on subsistence farming with coconut products, bananas and
tropical root crops as major exports. Samoa also has government
plantations which grow cocoa.for export. Neither has more than 11 per
cent of its workfbrce engaged in any form of manufacturing or construction,
and both have had considerable migration of labour to New Zealand or

Australia.

/Figure VI.1.
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VI. SCUTH PACIFIC ISLAND COUNTRIES

Pacific island countries had come into economic difficulties during
1980. World prices fell for their major export cormodities with the
exception of sugar and, in that year, bad weather severely domaged the
sugar crop upon which Fiji depends very heavily for its export receipts.
There was some recovery in Fiji during 1981 due to increases of production,
and in Papua New Guinea due to bigger outputs from the Bougainville minc
and tnvestment activities connected with the new 0k Tedi mine. Commodity
prices continued to fall to the detriment of export receipts in all Pacific
i8land countries, and Kiribati suffered a big loss with the exhaustion of
the phosphate depoeit on Banaba island. Higher prices for oil and other
imports added to difficulties over balances of payments, as did the
stimulus to imports of consumer goods from high rates of inflation., Samoa,
despite a previous large devaluation, lost its free reserves of foreign
exchange, and Solomon Islands had to devalue its currency. Except in Fiji
and Papua New Guinea, inflation was associated with the financing of
budgetary deficits and ranged, during 1980, from 11 per cent ‘in Papua
New Guinea to 23-30 per cent in Samoa and Tonga. Inflation moderated in
1981 in Fiji, Papua New Guinea, Samoa and Tonga, but accelerated in Cook
Islands, Solomon Islands and Vanuatu. Conditions for the smaller island
economies have deteriorated, and Samoa has appealed for aid to the United
Nations Conference on Least Developed Countries, although some other igland
countries have no better economic prospects.

A. OPEN AND VULNERABLE ECONCMIES

The 13 island countries and territories of the South Pacific which
are members or associate members of ESCAP are more vulnerable
to external economic conditions than most other deveLoping country within
the region. A For theilr economies are very small and open, thay have almost no
manufacturing activities excebt in Fiji and Papua New Guinea, which do not
have much, and they are not selfwsufficientg_on present standards of living,
even in food. They have, moreover, the handicap of long distances separating
them from one another and, more important, from their principal markets
for both exports and imports. Lacking fossil fuels, they ére extremely

dependent on petroleum imports for their supplies of commercial energy.

Papua New Guinea, much the largest Pacific island nation, has
abundant forests and a large hydropower potential, a big copper mine amd
another one being developed, some other minerals which have yet to be
properly_éxploited, and a few light industries which employ less than 2 per
cent of an economically active population numbering about 1.3 million. Yet;
on the whole, it is a traditional economy with most of its‘people working
on subsistence far?s or cultivating, as smallholders, coffee, cocoa, cocoauts,

and a few minor cash crops like tea, rubber and palm oil.

/Fiji
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1972, wages in Stali:~owned and collective enterprises incraased by about 15
per cent. The offect of the decisicon made in 1979, to increase further the
wages of these workers, had an iméact on wages in 198¢, when the increase
probably exceeded 12 per cent. These increaSes-in nomiral wages were

still very substantial in real terms, given inflation-ratcs.

Rural incomes .in China are derived from collective income, distributed
to commune members cn a workpoint hasis, and from produce raised on private
plots of land. 1In 1279, the latter accounted for Z7 per cent of rural income
and its share is increasinu rapidly. 2t the same time, rural.incomes have
also grown rapidly; between 1977 and 1972, the average per capita collective
income of commune workers increased by around 13 per cent. Total annual
average per capita income in rural areas was about 1€0 yuan in 1979. This
was well below the average annual per capita income in the cities which, in
1272, was 336& yuan. The gap is dug to increasing differences.in capital/
labour ratios in rural and urban areas. Rural/urban income differentials
manifest themselves also in regional income differentials. In 1579, average
national per capita GNP was $ 256; it exceeded $ 1,000 in Shanghai and was

3€/

less than & 200 in Sichuan.—
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lews, Beijing, 6 September 1380. -
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Yrices in Chinz from 1957 to 1272 were very stable. The cnst-
of-living index increased Furing this perio& at an average annual rate of
around 1 per cent, In 1282, however, the cost-of~1living index and the
retail price index rose by & per cent and 6'per cent respectively, which,
although modest by international standards, was socially disruptive in
China. The rise in the cost-o<-living indéex wés a result partly of the
raising of the procurement prices of agricultural products; partly of the
increase in administered prices by up to 40 per cent, and of increases in
the cost of eight majnr foods (vegetables, eggs, poultry, aquatié products,
rilk, mutton, beef and pork):; and partly a result of the larger amount of

currency in circulation already discussed.

It is probable that these official figures understate the degree
of inflation because there have been unauthorized increases in administered
prices, which prompted the authorities to strengthen price controls in
December 1980, Among other things, the measures aimed at stricter controls
over credit and currency in circulation, and at a general tightening of the

administration ofvprice controls,

There are two other observations to be made about recent price
movements. ‘First, the steady historical irprovement in the rural/urban
terms of trade has been greatly accelerated by‘the increase in procutrement '
prices noted above, as well as by reduced prices for farm inputs, including
ingecticides, farm machineryvand chemical fertilizers., Since 1950, agri-
cultural prices have increased about twice as rapidly as industrial prices

and, from 1977 to 1979, the rural/urban terms of trade irmproved by over 21

per cent,

Secondly, the steep fall in rural fair prices during 1977-197%
probably reflects the increased quantities of goods sold from private plots

in these competitive markets.

In China, over-all basic wages are determiner by government decisions
about the size of the total wage fund. There are two categories of wages -
-one for factory workers and the other for professionals - and, in addition

to basic wages, there are bonuses, fringe benefits or subsidies.

During the Cultural Revolution, wages stagnated and it has been
government policy since 1577 to increase them so as to stimulate production

and to increase the share of consumption in total output. Between 1977 and

/1979,
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F. - PRICES, WAGES AND IKCOMES

In CHiné,there are two general rategories of rrices: those flxed by
the State, ‘normally ‘on the basis of oroductlon costs plus profltsq and those
set by the producing entlty or by regotiation between vendor and purchaser.
AAlthough recent . refocrms have increased the immortance of the second category,
whlch more closely approxlﬁ@tes mu:KLt coanditions, the price structu*e in
Ch1na remaius predominantly controlied. Cormodities whose prlces are
controlled by the State irclude railrezd, transportation, coal; basic chemigcal
materials, steel, iron cre, grein, cdible o®ls, cotton and cotton cloth, and

comprise around 70 per cent. of the total velue of all goods produced.

The influence of th: State cu price determination is particularly

strong in the 1nduutr1a1 sector althougn recant reforrs, which emphasize profits
as the key targe: f\f enterpris~s, have encovraged price consciousness on the
part of ente“prtqp ranage in selactainy concinations of productive factors and
téchniques. Prices ‘n the ipdustrial s2cters are fixed at the ex--factory9
wholesale and reteil levels arnd are generzl’y higk in weletion to pfoducticn

. <
costs to facilltate wveveauc colleciion by engnring high profits for tranmsfer to

“©

the central budget. Shiits iu the pricing ctructure zare intended'tobgoide
particular eptgrprises or industries, to genmerally cleuc marlets, ox. to.premote
distributional objective:. In narkets not iutended to be clearad by price
setting, as in the case of zssential commodities such as gzrain, edible oil,
kerosene, fish, e8es, Sugar, coap, wrist —wattte99‘sew1pa mathlnes, cotton ana
cotton cloth, comnodities are rationed. In othe: mar“ets, prices are set W1Lh
a view to clearing markets. Sonehimez, when this does not occur, the usual
phenomeoa appear: deviations froum “he cfffcial tvice, queuing,; stockpiling,
longer wailting times, non—-fulfilmentc of plan targets, ard larger than usual
increases of roney in circulation.

The role of the mirket 7n determiuing wrices is more importent in the
agricultural than the industrial sector. Recause cf (1‘°1cu1tlos in )
calculating costs of producticn, thz prownrement price of grain has been set
on the basis of past prizes cad vrices of other cush crops have been adjusted
to it., Prices for gcods produced 1n excass i quocias ars generallv higher
than procurement prices. Finally, there is the rapidly growing private market

in village fairs focr goods prcduced on pllvatn plots.

by

In China, ~*

-~ gare scveral. major price indexes, the most important
indicators of general price movenents being the cest of living index and the

index of Statc purchase prices for agricrltural products.

/Table V.14,
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Table Vv.13. China. Growth of monetary aggregates, 1978-1980
{Percentage change)

1978 1979 1080
Currency in circulation
(outaide banks) ' ‘ 8.7 26.4 29.3
Currency in circulation plus 7
deposits of individuals 10.2 29.3 29.0
Total loans 11.2 . 10.2 . 18.4
Industry . 8.6 ’ 8.7 19.5
Commerce 12.1 10.2 16.6
Agriculture 217 .3 19.1 - 28.6
R -4 o
Total credit—~ 11.2 16.3 26,1
Total deposits ) € .6 © 18.2 23.8
” State 14.0 1.8 21.1
. Enterprises -14.4 27.4 22.2
' 31.4

Individuals » 11.2 28.7

Source: China, Pepple's‘Bank of China.

a/ Beijing Review, 20 July 1981, p. 21. .
h/ Defined as total loans plus overdraft from the Petple's Bank of China
" tQ the Ministry ef Finance.

/F.
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and State purchaesec of farm products - are determined by cetting wage rates and
procurement prices. The savings of individuals can be saffected by manipulating
interest rates which, although low, have been resl, Finally, curr=ncy cen be

recovered by sales from the inventories of State enterprises, by receipts from
the provision »f public gnnds and services, by tar receipte and, very recently,

by open market operations.

In controlling the amount of currency in circulation,ihe normel target
appears to be to achieve a rate of growth of currency in circuiation slightly
less than the rate of growth for grose industrial znd agricultural output.

By this criterion, 1379 and 1360 were ycars in which the currency in circulation
wae exce€ssive, Adding currency in civciulation to the bank deposits of
individuals gives similar results, 1In 1278 and 1979, currency in circuletion
and the deposits of Individuals expanded much more rapidly than did gross

industrial and agricultural output.

Strong influenezs nn the growth in currency in circulation, in 1330,
were the excess of actusal over plénned invzotment, resulting in part from bank
loans and, in part, from the rise in both procurement prices and nominel wages,
The latter were 21lso 2 major determinant of & 29 per ccnt increase in savings

o)
‘deposits during 1975 and 1980.

One important aspect of the control of currency is that it makes also
for an effective monitoring »f the implementation of the financial part of the

nationel plan, by limiting transactions which are inconsistent with it.

The role of interest rate policy in this monetary environment is to
guide the savings habitc of the community and, more recently and increasingly,
to encourage enterprises to use capital efficiently and to adopé_efficient

management of inventories and work in progress.

The People's Bank of China has recently announced increeses dn interest
rates and expanded services in accordance with the Government's over-all policies
for‘economic reform. Interest retes on fixed-term depnsits and on. loans are
to be increased by 1 April 1382, The increase in tﬁ%‘deposit rates is of
’approximately 15 per cent, depending up~n the term of the deposit. The increase
in rates, at slightly more favoursble torms, 1is also available to overseas

.

nzir savings on fixed-term deposit with the bank in yuan.

Loan rates to itmdustry, commerce end z2nriculiure end to indivisual peasants

Chinese who place ¢

are also to be increased. The interect rote incrcasses are intended to encourage
accumulation and the more efficient use of funds and to decreace the amount of

cash in circuletion. The bank wiil also, for the first time, permit itc industrial
plants to hold fixed-term deposite and, in their case, is prepared to offer a

wider choice nf rates 2nd of time periods.
/Teble V.12.
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Table V.12. China. Loans, credit to Gevernmént,
deposits and currency in circulation, 1977-1980

(in billions of yuan, end of period)

1977 1978 1979 © 19802
Total loans 166.3 185.0 204.0 241.5
Industry 56.8 61.7 67.1 80.2
Commerce - 95.7 111.8 123.2 143.7
Agriculture ’ 9.8 11.5 13.7 17.6
Gross credit to Government 0.0 0.0 - 9.0 19.0
Total deposits ' . 106.4 113.4 134.0 165.9
State b/ 40.1 . 45.7 46.5 56.3
Enterprisesc 38.5 36.8 46.9 57.3
IndividualsS : 27.8 30.9 40.6 52.3

Currency in circulation ' o : 12.5 21.2 26 .8 34.6

Source: China, People's Bank of China.

a/ Beijing Review, 20 July 1981, p._21.

b/ Budget surpluses, budgetary appropriations for investment by enter=-
prises, deposits of government organizations.

c/ Private savings deposits.

/and
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directly controlled. These include flows from the househeld sector; surcharges,
levied by countries, which are not surrenderrd to thv central authorities " and
some funds retained by State enterprisos f01 their own use, surh as depreciatlon
and welfare funds and a small proportlon of the nroflts of State enterpris;

(on avcrﬂge 10 per cent).

Total loans extended by the bankinz system at the end of 1980 were 242
bllllon yuan, an increase of 18.4 per rent over 1979, This rise was far in
excess of increases of 11, ? and 10 3 per cent in 1978 and 1979, Loans to commeroe
accounted for 60 per cent of the total, these to industry for 33 pef cent, and
those to agriculture for 7 pef cent; the proportionsg were fairly constaht

between 1977 énd 1980.

Commercial enterprises rely more on loan faoilities than do industrial
enterprises; loans finance most of their working capital but, because there are
only short time lapses between obtaining and selling supnlies, these loans are
of oohsiderably shorter matufity Fhan are those to the industrialnsector. vApproxi—
mately'60 per cent of industrial loans went to heavy industry, but this proportion
canobe expected to decrease in keeping with'restructuring priorities. Similarly,
although thé-Qhare of agriculturc in total loans in 1980 remained abecut the same,
this share should increase in future because of the hlgher priority given to the

agricultural sector.

‘Credit extended to the Goverrment has an important influence‘on liquidity
in China. 1In 1977 and 1978, the State budget was in surplus but parf of the
budget deficits of 1979 and 1980 were finanded by loans from the Pecople's Bank
of China. 1In 1979, 9.0 billion yuan of the 17.0 blllxrn yuan deficit was financed
by loans and, in 1980, it appeared that the 12.8 billion yuan deficit was

financed in this manner.

The capacity of the central bank to lend depends on its role in mobilizing
the idle funds of Government and individuals. At the end of 1980, total deposits
with the bank were 165.9 billion yuan, of which publlc deposits accounted for

approximately 68 per cent.

Because the People s Bank of China controls the majority of financial
transactions other than private ones, measures for controlling liquidity are
different from those used in market economies. The main instrument is extensive
control cver currency. All State enterprises and institutions are permitted to
have on hand:only a limited amount of cash for workiné purposes. State enterprises
cannot normally LxLend credit; transactions other than those involving wages
_and purchases of consumer goods are overwhelmlngly financed by bank transfers;

and the two most important infusions of cash intc the economy ~ wage rayments

/Tzble V.12,
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because enterprices have been required to pay the increased prices for
agricultural raw matcrials, but have not been permitted t» pass thesc increased
costs along in terms of increased output prices., Ag a resﬁlt, enterprise
profits fell by & per cent in 1982, contributing t-» the & pef cent decline

in total State budget revenue. Six months' figurecs for 1321 indicate enterprise

profits will fall by a further 12,3 per cent over the same time period in 1980.

On the expendituve side, cepital construction increased to 44 per cent
of total expenditure in 1980, but in 1981 this share was expecfed to fall signi=-
ficantly as a result of the cancellation of a large number of industrial
projects in 1980, Industry has been the largest recipient‘of State expenditures
on capital construction,with a shnre of bver 60 per>cent in both‘1977 and 1978,

and of 58 per cent in 1979,

Local governments collected about 85 per cent of the total revenues
for the State budget, in the late 1970s, but disbursed only about 50 per cent
of its expenditures. In line with the State's distribution principles, less-
+developed and poorer provinces contributed = smaller shar:z >f their revenue to
the Stafe budget than richer and industriaiized provinces, Negative contributions
were allocated to the poorest provinces. Not only does tﬂe central Government
control the levcls of provincial expenditures, it also restricts their composition.
Even dufing recent periods of decentralization, local governments have had only
limited discraetionary power over their expenditures. The central Government
-has yet to find a means of providing incentives for better local utilization
of funds while retaining sufficient control to ensure co-ordination between

individual spending units and State policy.,

.

Unlike market economies, China has had 2 neutral monmetary policy in
the sense that its financial policies are designed to accommodate productinn
sectors, rather than to exercise a primary influence on the level of economic
gctivity. The major function of monetery policy has been to supply an cmount

. of liquidity cénsistent with planned objectives and stable prices. Emphasis
has been on controlling the amount of currency in circulatiom rather than the

supply of money, as conventionally defined, or the structure of interest rates.

The banking system is dominated by the People's Bank of Ching which acts
as the focal point for collecting and disbursing budgetary funds, receives
deposits at interest from individuals ond institutions, and makes loans to

trading'and prodhcing organigations to augment their budgetary allocatioms.

Although centrolized control end monitoring of financizl transactions
is » key element in economic menagement, there are flows of money which are not

/directly
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announced a revised budget which reduced over=~all expenditure from 120.5 billion
yuan to 105,5 billion yuan. Most of the reduction was in expenditures on
‘capital construction,uwhich were to be reduced from 55 billion yuen to 30

billion yuan. .
35/

More recently, arevised finel budgetr for. 1981 was announced.
There was to be a smell deficit of 2.7 billion yuan, and expenditure on
capital construction was increased ffom 30 to 38 billion yuan. Increased
expenditure was to be metched by 8 billion yuan of foreign borrowing., In
addition, the announcement indicated that reductions of military expenditures
had been much greater thén was originally contemplated. Current indications
-are that these budget targets will be realized., Of particular note imn the
1981 budget has been the use for the first time of open market operations

to finance the budget. Domestic bond sales were 4.9 billion yuan.

. Paradoxically, China's hervest in 1981, which appears to bs equal to
the record harvest in 1979; has creatcd problems for the State budget. The
increase in procurement prices for farm products in 1979 has meent that when
the volume of grain production incresses, the 3tete is bound to buy Ghatever
the pessants wish to sell including thé paying of a premium for above-quota
pr&duction. When the grain is resold, however, it is at a subsidized price,
to minimize increases in the cost of living. At the recently concluded
National People's Congress, it was disclosed that government price subsidies
for 28 items are expected to reach the equivalent of 32 billion yuan compared
with 20.8 billion yuan in 1980, 14,6 billion yuan in 1979 and 7.8 billiomn
yuan in 1978, This uncontrolled growth of subsidies has' limited expenditure

options in other aoreas,

While the State Budget deficit in 1981 has been reduced to less than
one quarter of- the size of the previous year's deficit by a reduction in
spending, if further small budget deficits are to. be attained, consi-
deration will need be given to either reducing the range of products to be
sdbsidized, raising production targets sn that farmers will find it morc

difficult to produce above quota, or setting ceilings'on subsidies,

At the same time the State budgect has also becen a2ff:cted on the
revenue side. Historically, the largest share of revenue has been derived
from enterprise profits and these hsve recently declined, among other reasons,

/because

35/ Final budget announced at fourth sess10n, fifth National People's
Congress, 5 1 December 1981.
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Table V.ll. China. State budget, 1978-1981

{Billion yuan)

1978 1979 198Q 1981

Revenue ’ ) 112.1 110.3 108.5 105.9

Domestic ‘ 111.9 106.8 105.3 97.9
Taxes : ‘ 51.9 53.8 51.5 60.2
State enterprlse profits 60.0 52.9 48.2 4.7
Other 0.0 0.C 2.6 2.3

Foreign loans 0.2 3.5 3.2 8.C

Expenditures : 111.1 127.4 121.3 108.6

Capital construction 45.2 51.5 53.9 38.0 a/

Agricultural support ) 7.7 9.0 7.7 8.4

Education, culture, health and services - 13.6 14.6 15.6 17.0

Defence i] 16.3 22.3 19.4 16.9

Other ‘ ‘ 27.8 30.0 24,7 28.3

surplus/aef101t

Official (net of forelgn 1loans) 1.0 -17.0 -12.8 -2.7

Gross (foreign loans as financing item) 0.8 -20.5- ~13.8 -9.7

. Financing (minus indicates credit)

'~ Domestic bank deposits drawn ~1.0 8.0 0.0 -2.2
Domestic bank overdrafts 0.0 9.6 12.8 0.0
bomestic bond sales 0.0 0.0 0.0 4.9
Foreign loans (net)C/ 0.2 3.5 1.0 7.0

Sources: Por 1978-1979, from China, Ministry of Finance and Beijing
Review, No. 22, 1981. For 1980-1981, from Report of Minister of Finance:

at fourth session, Fifth National People's Congress, 1 December, quoted

Far Eastern Economic Retview, 11 December 1981.

a/ Includes drought and flood payments of 1 1 billion yuan.
b/ Not including Mmost weapon procurement.
E/ Includes loans from and repayments to the Bank of China.

/announced

in
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%&gure VI.3a. Fiji and Papua New Guinea. Merchandise trade,
1971-1980 ' ‘

[/Figure VI.3b.
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C. TRADE AND FIUANCIAL FLOWS

It is evident from table VI.3 that Fiji is heavily depeﬁdent for
merchandise export receipts on sugar, although its relative contribution
is highly variable owing mainly to fluctuations of the world price,
Papua New Guinea is similarly dependent on copper and gold, both from a
single mine, but with substantial contributions also from coffee ‘and
cocoa. Solomon Islands is about equally dependent on copra, fish
and timber; Samoa is mainly dependent on copra and cocoa, and has
developed some exports of tropical vegetables to neighbouring countries.
Tonga's major exports were copra and desiccated coconut, but copra
were largely replaced by coconut oil, and an export of bananas to’

Wew Zealand is being revived.

World prices for most tropical broducts were satisfactory until the
first quarter of 1980. After that, up to the second quarter of 1981,
there were heavy falls in most of these prices; 9 per cent for copra,
12 per cent for coconut oil, 30 per cent for logs, 40 per cent for sugar,
36 per cent for coffee, and 29 per cent for cocoa. Copper prices also

fell by 14 per cent, and the price of gold by 12 per cent.

Papua New Guinea's exports, in 1980, fell in dollar value by 2
per cent, and in kina value by 3 per cent. A near doubling of the
world price of gold was offset by a 30 per cent fall in its volume, and
a 10 per cent rise in the world price of copper by a 17 per cent
fall in its volume. There was an 11 per cent fall in the price of
coffee and only a 3 per cent increase in its volume. Falling prices
for most export commodities, in 1381, reduced the dollar value of export
receipts by 16 per cent in the first half of the year, as compared with
the first:half of 1980, and no improvement was expécted in the remainder
of 1981. There were increases of output for copper and gold, but by no
means enough to compensate for falls in their prices. Coffee receipts
were affected both by falling prices and by the impoéitioh of a new
quota, set by the International Coffee Organization, which cut back

its export by one quarter of the 1980 level.

Fiji's export receipts had boomed in 1980 with world prices for
sugar and gold; recaipts from coconut oil fell but that is a minor
export. In the first half of 1981, however, sugar exports declined in

volume by 50 per cent, and in value by 46 per cent, as compared with

/Table VI.3,
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encourage greater production of traditional staples is made more pressing
by some adverse developments at village level., The ready availability

{ of imported foodstuffs has lessened reliance on locally grown food crops
and vegetables, and that, in turn, has blunted and diluted gardening
skills and knowledge, Permanent tree crops, moreover, are planted on

the best gardening sites near to villages or in the wake of moving food
gardens when these are left fallow, Soil fertility is seriously depleted
because the fallowing cycle is broken or because crop rotation is
prevented. There has, accordingly, been a reduction in the size or
quality of food gardens and often a progressive and complete disintegra-
tion of the village subsistence system. b/

B

b/ See, for example, B.R. Finney, "Economic change and dietary
consequences among the Tahitians®, Micronegica, vol. 2, No., 1, June 1965,
pp. 6-7; L.D. Michell II, Land and Agriculture in Nagovisi Papua New
Guinea, Institute of Applied Social and Economic Research Monograph No. 3
(Port Moresby, TASER, 1976), pp..121-127; and M.A. Bathgate, "The
structure of rural supply to the Honiara Market in the Solomon Islands",
Development Studies Centre Occasional Faper No, 11 (Canberra, Development
Studies Centre, 1978), pp. 61-€3,

/C.
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THE NEED TO STRENGTHEN SUBSISTENCE AGRICULTURE

The widespread popularity of imported white rice has led to
several attempts to promote local production of this cereal in the
South Pacific island region. These efforts, however, have by and
large been less successful than was expected, except in the case of
Solomon Islands. Success there depended on large-scale and capital-
intensive production which could be too expemsive for other island
countries lacking agricultural infrastructures and short of development
funds., These funds might well be better used for increasing outputs of
traditional foods, especially roots and tubers which are comparatively
much less demanding of land, labour and other inputs, and are evidently
much easier to grow and harvest.

Average yields of sweet potato (Ipomoea batatas) in subsistence
gardens of Papua New Guinea, for example, are between 15 and 20 tons
per hectare of land cropped. On the basis of milled rice equivalent,
three tons of sweet potatoes would yield the same energy as one ton of
milled rice or wheat flour. This root crop, which is a traditional
staple in several South Pacific islands, thus gives much higher returns
to productive inputs than rice. Average yields per hectare of other local
roots and tubers, in subsistence gardens, and of wild or cultivated sago
palms are also quite high; they are up to 10 tons for local taro
(Colocasia esculenta) and Chinese taro (Xanthosoma gagittifolium), about
12 tons for greater and lesser yam (Diocorea esculenta and D. alata),
over 20 tons for cassava (Manihot esculenta), and up to 10 tons of starch
for sago palm (Metroxylon xagu). a/

Another important advantage is that the required farming skills
and knowledge for traditional staples, which have been accumulated by
the indigenous people over centuries, already exist, There is also
evidence, in Papua New Guinea and in other larger South Pacific islands,
that the amount of roots and tubers required for compléte replacement of
imported rice, wheat and wheat flour could be produced competitively,
even within the labour-intensive smallholding system.

The feasibility of increasing production of staple food in urban
and peri-urban areas deserves greater attention; people in them consume
large amounts of imported foodstuffs. Higher food outputs in these areas
could be readily provided by present productive resources, and without
much extra public investment in transport and distribution facilities.

A fipal consideration is that import substitution, through greater
smallholder productien of roots and tubers, would generate considerable
demand for labour and so help rural development, Indeed, the need to

/encourage

a/ J.M. Macewan, "Subsistence agriculture' in D.J.R. Densley and
others (eds.), Agriculture in the Economy -~ A Series of Review Papers
(Port Moresby., Department of Primary Industry, 1978), pp. 49-50; R.M.
Bourke, "Growing food at institutions in the lowlands', Harvest, vol. 4,
No. 3, Third Quarter 1978, p. 141; and Pacific Islands Monthly, vol. 52,
No. 2, February 1981, p. 62.




gain from both spending on the Ok Tedi project and from some recovery
of world prices for Jts exports. Fiji expected a decline of condtruction
because ofAreduced government spending, and some contraction of égri— v
cultural production, in spite of continued high levels of activity in

. fishing and forestfy activities.

The recession of 1980 and 1981 has, of course, had its effect on
employment opportunities. Even before, there was a growing problem of
‘urban, and more particularly, youfh employment. In Fiji, for example,
the dnnual net addition to the labour force is over 9,000 But, betwéen
March 1979 and February 1980, the number of regular, paid jobs increased
by less than 1,200; and, for the year ending September 1980, this
increase was only 664. As haé been ﬁentioned, people have migrated to
.Australia or New Zealand in search of jobs, not dnly from Fiji but also
in considerable numbers from Cook Islands, Niue, Samoa and Tonga,
all of which have problems of employment. External migration has
relieved these problems, alfhough recently the .host countries have
tightened conditions for entry, There is, however, the traditional
"circular' migration of unemployed from urban centres back to their
villages, where they may resume subsistence farming, especiélly in the

bigger islands which still have adequate arable land.

Vanishing job opportunities in Papua New Guinea have been found
to slow down mérkedly previous'y high rates of migration to the towns; -
and a similar effect must prevail in other island countries. That. finding
strengthens fhe‘case for Governments to promote rural development
programmes. They would serve a double purpose of creating useful
employment in rural .areas and of reducing excessive demands for public
sﬁending on urban'infrastructure and facilities. Some South Pacific
island Governments have, thérefore;'made rural development a najor

objective of their economic policies or plans.

/THE
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~Figure VI.2. South Pacific island countries. Annual percentage
change 1in real GDP per capita, 1976-1980
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than do the employment statistics. Table VI.2 displays what are available.
The contribution of agriculture and fishing to GDP is large in Samoa and
Tonga, 4l to 52 per cent, and that range probably holds also for other
islands not included in thé table. The proportion is around one third

in Papua New Guinea and about a fifth in Fiji. 1In 19774 Kiribati appeared
to have the same proportion as Fiji but only because of the mining of

large phosphate‘deposits, now exhausted.

Manufacturing contributes about an eighth of GDP in Fiji, and
about a.twelfth in Papua New Guinea and Tonga, but only 2-3 per cent in
Kiribati and Samoa. In the smaller island countries building‘and
construction is more important, contributing 6-8 per cent of GDP, as in

Fiji and Papua New Guinea.

The service sectors are again more important with transport and
communications accounting for 3-9 per cent of GDP, trade for 9-~21 per
cent, finance for 1-16 per cent, and government, community'and personal

services for 16-23 per cent but in Cook Islands for over 30 per cent.

Figure V1.2 also shows recent changes in real GDP for Fiji,
Papua New Guinea, Samoa, Solomon Islands and Tonga. 1980 was a bad year
for all of them. 1In Papua New Guinea the decline of real GDP was nearly
3 per cent because of falling prices and aquantities for exports of
ébppef‘and gold. Fiji had a decline of nearly 2 per cent because bad
weather d§yaged.the important shgar crop. A decline of nearly 8
per dent invSOIOmon.Islands was caused- mainly by a fall ip copra prices

and quantities.

There was an improvement, in 1981, for Fiji and Papua New Guinea.
Fiji hgd some recovery of the sugar harvests, and increases of production
in the'fishing and timber industries; feal GDP was expected to increase by about
2 per cent in 1981, In Papua New Guineo there was some recovery of outputs from
the Bougainville mine, and a stimulus from initial invéstment in the Ok ‘
Tedi‘miﬁing project. - These are expected to reduce the decline of
real GDP to about 2 per éent in 198l1. Prospects for 1982 were hetter

for Papua New Guinea, but not for Fiji. Papua New Guinea expected to

/Table VI.2.
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) A steady increase in government tax receipts reflected, by and
- large, the expansion cf trade. Domestic inflation, which increased from
an annual rate of 5.5 per cent during 1576-197% (table VI.6) to 18 per
cent in 1980, resulted from tariff increases on & wide range of imports.
The second cil price shock, and a depreciation of the New iebrides franc
(NHF) . were alsc factors in the inflation. '

The NHF and the Augtralian dollar had bheen legal tender, but the
Central Bank cof Vanuatu, set up in the latter half of 1980, officially
assumed issue powers at the beginning of 1581. The NHF and the official
currency, the vatu, used to bc pegged to the Prench franc at a fixed
rate of one vatu cquals 0.061875 franc. This link was severed on
9 September 1981, since when the vatu has been tied to the SDR at the
rate of 106.20 vatu to one SDR. '

The Vanuatu authorities have adopted tight monetary measures to
counter domestic inflation and loss of foroign exchange. The rate of
interest was thus raised to 18 per cent in September 1981.

There is an offshore banking centre, the development cf which
was strongly encouraged in the =arly 1%70s. Tts business is conducted
by financial instituticns and service cffices. An associated new
development is the formation =f a maritime services company, which has
established a register in New York to enable shipuing to operate
under the Vanuatu flag.

Vanuatu. Balance of payments, 1976-~1979
(Million SDRs) '

1976 1577 1978 1975
‘Exports, f.c.b. _ 14.6 27.4 30.5 33.3
Imports, f.c.b. | —22.5 -27.2 -=-34.0 ~39.5
Sexvices (nat} of whi~zh -3.5 ~15.4 ~9.3 ~-5.6
Freights and insurance ~5.6 -5.8 -8.5 - -9.9
Time charters ~0.4 -1.2 -0.8 ~1.1
Private transfers (net) 0.2 0.2 0.2 ‘0.2
official transfers (not) 24.5  24.5 28.5 31.1
Current account bélance_ 11.7 9.4 15.9 19.4
Capital flows and errcrs and ‘ »
" omissions (nect) T =10.4 O.l_ -11.2 -13.4
Balance for Financing 1.3 9.5 - 4.7 6.0
Conversion rates (vatu per GUI) 53.3 . 8z.4 8R.0 85.6

- ~wr

Source: IMF Survey, 23 November 198%, p. 372,

a/ Balance financed by commercial banks and official foreign
assects. ‘ .

'/ than




THE NEW REPUBLIC OF VANUATU

New Hebrides became the Republic of Varuatu on 30 July 1980. The
country consists of about 7C inhabited islands in the south-west Pacific.
Its land surface of 12,189 scuare kilometres supports a population
of 112,596 (1%79), approximatcly 92 per ceat of whom are Ni-Vanuatu and
2 per cent, of European crigin. Topulation growth was quite high,
averaging 3.2 per cent a year between 1$67 and 1979.

About 80 per cent of the population is within the subsistence
sector. Formal wage employment, totalling 1G,500 persons in 1976, was
- divided between the public service (30 psr cent), acriculture (20 per cent),
‘commerce (10 per cent), transport and construction (° pey cent), manufac-
turing (3 per cent), banking (3 per cent) and household services (10 per
cent). Wage employment is cenfined largely to the two urban centres of
Port Vila and Luganville. There is an acute shortage of professional and
skilled labour in both the public and private sectors.

GNP per capita was $ 530 in 1278, and was cstimated as $§ 590 in
1279. The growth rate of real income per head averaged 1.9 per cent over
1570~1972. As in most other South Pacific island countries, export activi-
ties dominate the economy. Copra, plus a small amount of coconut oil,
provided half of exports in 1976-1280 and frozen fish two fifths. Beef
and veal contributed another 5 per cent, ané cococa about the same propor-
tion. Between 1876 and 1979, commodity cxports grew at an .average rate of
30 per cent a year. However the price downturn of 1980, among other
factors, cut merchandise exports by nearly one third.

Frarce took most of Vanuatu'’s expcrts (6% per cent in 1980),
followed by New Caledonia (7 par cent) and Japan (4 per cent). Merchan-
dise imports came largely from Australia (35 per cent), France and Japan
{11 per cent each), and Fiji and WVew Zealand (10 per cent each). The
relatively large share of food. beverages and tobacco in total import
spending, about 29 per cent in 1979, reflocted ropid urbanization as well
as indigenous preferences for imported stavles. Fuels, machinery and
transport eguipment accounted for another 32 per cent of imports.’

The trade and service balances of Vanuatu wore in deficit to
varying extents during 1976-1979; but they were morc than offset hy com-
pensating official transfers, so that reserves of foreign exchange
increased by $ 30 million, or just over cne £ifth of merchandise exports.

The budget, similarly,. had large cver-all surpluses from 1976 to
1980; they totalled 751 million vatu or about 4 per cent of expenditure.
Over the same period, public spending grew at an average annual rate of
6.5 per cent, against 7 per cent for governm=nt revenue. Foreign aid
provided 80 per cent of total fiscal receipts in 1976, and 70 per cent in
1980. British legislation had crcated a "tax haven™ status for Vvanuatu,
SO0 over 26 per cent of domestic tax revenue is derived from international

transactions.
. /A
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Figure VI.3b. Kiribati, Samoa, Solomon Islaﬁds and Tongé.
: Merchandise imports, 1971-1980
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AGING TREES

One of the most pressing agricultural problems in South Pacific

- island economies relates to the very large number of senile and uneconomic
coconut palms, and other perennial trees or plants such as cocoa or

coffee, a/ The problem of falling productivity can be somewhat overcome,
in the short—run, by bettey maintenance and/or harvest practices, especially
in rural smallholdings. Agronomists have estimated that, in Papua New o
Guines, improved husbandry could raise the outputs of export crops - such
as coconuts, cocoa and coffee beans - by between one fifth and one third.
But that improvement would require, among other - changes. a substantial
increase in extension and supervisory efforts at a grass~root level; and,
unfortunately, Governments have not provided them‘agequately.

In the longer-run, large-scale replanting with improved and/or
superior varieties would have to be carried out. These varieties, which
could treble productivity, might help growers to ride out comfortably
downswing phases of the commodity-export cycle. A systematic, ongoing
renewal programme would, however, be expensive and in most cases, would
involve a drop in output during the initial (gestation) stages. That is
not the only constraint. Stocks of improved and superior cultivars are
either insufficient or unavailable in most island countries. Hurseries
could be set up to provide improved budding materials within the
relatively short time of ‘a few years, but production of the superior
hybrid and clonal stocks which are most suitable to local climatic‘and
physiographic conditions would require several years of research and
development, and so very substantial outlays.

The2 appears to be considerable scope for regional co-operation ,
in this respect., For such co-operation would not only help lower the
costs to be underwritten by each participating country, but would possibly
reduce serious administrative delays and other difficulties in recruiting
ex~patriate personnel hav1ng the required skills and technical qualifica—
tions. '
' Another binding constraint is that replanting and redevelopment
on ex-patriate plantations have been retarded by uncertainties over '
tenure. This is a particularly acute problem in Papua New Guinea, where
the Government has tried various measures to deal with it. The
Plantation Redistribution Scheme b/ has, for all practical purposes,
been suspended since March 1380, after a review of its operation. In

-1

/September

a/ TFor example, had the cocoa industry in Papua.New Guinea been
able to sustain output and exports at the ‘1975 volume, growers would have .
received an extra $ 75 million over the booming period ‘from 1976 .tc 1979.
~ b/ The Land Acquisition Act and the Plantation Redistribution;
‘Scheme of 1974 were originally designed to take over ex-patriate-owned
agricultural holdings in land-short areas, and return them to customary
land~-owning groups. This would be done through negotiation, .or through
compulsory acquisition with financial compensation. However, strong .
internal pressures at grass-root level, together with. privately initiated
and voluntary sales/purchases of ex~-patriate estates bty communal groups
throughout Papua New Guinea, have, in effect, widened the Scheme to
include all agricUltgrél plantations under non-indigenous ownership.




—27.5f

Septewmber 1961, morcover, the Prime lMinister announced the re-issue and
guarantee of agzricultural leases t0 such ex-patriates as made a commitment
to redevelop their plamtations. c¢f

A major difficuity over village replanting is the extreme
reluctaiicc of indigenous smallholders to cut down and rzplace perennicl
"~ trees which are still bearing frult. znd hence yiclding cash incomes.
Such resistance, wiich is due largely to socio=-cultural factors, might be
overcome through concerted -xtension services. As already noted, however,
government resources and nanpower for such servicass appear, so far, to
have been insufficient. Furthermore remewal activities would involve
severe financial sacrifices for cultivators as, regrettably, assistance
to smallholders from domestic financial institutions and agencies has
usually not been available. When it has been, it was often very costly
and exacting, in terms of interest, service charges, ahd requirements
for repayment or collateral. WNor has it been adequate teo meet all’
tenewal expenses, and/or to replace income losses during the gestation
period. Cocoa redevelopment in Papua New Guinea has been held back by
such constraints,; notwithstanding an attractive "financial package"
initiated, and put together, by the Bank of Papua New Guinea in 198&0.

¢/ 1In comparison, all alienated land in Solomon Islands
was converted to 75-year fixed term leases at the end of 1977. The
lease period was to ensure financial viability through planting three
cycles of perennial trae crops. Alienated land will also be returned
to customary ownership in Vapuatu. However, cufrent occupiers will
have first right to apply for leases, or to enter into joint ventures
with local people. In Fiji the minimum period of agricultural leases .
was extended from 10 years to 30 years in 1977, with guaranteed
compensation for improvements.

./the




the first half of 198C. Since then sugar prices have also fallen. There
wae alec 2 first half year decline of one third for coconut oil, and a

15 per cent decline for gold.

famoa had gained frodm higher cocoa prices im 1680, and they raised
the dollar value of this expcrt by 30 per cent. However, the more important
copra export declined so that there was a fall of 6 per cent in the
dollar value of Samoa's total export receipts. Frospects for 1581 were not
good; prices were falling, and there was a big decline in the quantity of
copra exports in the first half of the year. That could have been partly
a result of a 12 week strike of public servants, which also affected

shipments of other commodities.

There were mixed changes in the exports of Solomon Islands
during 1980, and these had the net effect of keeping the dollar value of
its exports almost constant. Falling prices for copra went with a big drop
in ite quantity, timber exports were stable in both value and quantity,
fish exports declined in quantity but rose by more than ore third in value,

and palm oil increased in quantity but fell by more than one quarter in value,

Tonga's exports were also stationary in 1980, because lower prices
for copré were compensated for by the opening of a coconut oil mill which

geve higher added value to the copra output by processing it into oil.

The check to export receipts has hardly affected imports of these
countries, with the exception of Samoa. Their dollar value rose, in 1980,
by 19 per cent in Fiji, 27 per cent in Papua New Guinea{ 24 per cent in
" Solomon Islands and, 16 per cent in Tonga. Fiji and Papua New Guinea expected
a further rise of one seventh in 19C1, but no estimates were available

for the other countries,

Food and beverages account for a high proportion of imports, although
this proportion has recently been declining. 1n 198C, it was 15 per cent
in Fiji, 21 per\cent in Papua New Guinea, about 24 per cent in Samoa, l4
per cent in Solomon Islands, and 30 per cent in Tonga. Mineral fuels,
almost all petroleum products, have, of courée, become a bigger proportion
of imports)with the big increases of oil prices; 23 per cent in Fiji,
18 per cent in Papua New Guinea, and 14~17 per.cent in the other three

countries. Crude materials are a very small proportion in view of limited

/Table ¥1.4.
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[

manpufacturing activities, and chemicals are algo a small proportion in view
of limited use of fertilizer in larzely subsistence agriculture. Imports
of machinery and transport equipmernt are considerable; 23 per cent of

the total in Fiji, 2% per cent in Fapuaz New Guinea, 34 per zent in

Sclowon Islands, and 17-20 per cent in Samoa and Tonge.

¥iji, for some years, has had a large deficit in mefcﬁandise'trade,
which has been partly offset by a surplus for services, arising mainly from
tourism, and by net transfers which.include remittances from workers over-
seas as well as official grants, During the 1970s, services and activities
connected with tourism are thought to have accounted for about two fifths
of Fiji's GDP. From 1977 to 1979, the surpluses for services and transfers
covered about 70 per cent of Fiji's large trade dzficit, and the remainder
had to be covered by capital inflows. 1In 1980, they covered less than half
of a trade deficit which had increased by one thifd, and became equal to
three fifths of export receipts. HNet capital inflows, accordingly, rose
 from $ 24 willion to ¢ 81 million, about two fifths of which was direct

investment.

Papua New Guinea normally has a large trade surplus Because there
are 1arge pajments to be made to overseas shareholders in the
Bqugainville copﬁer miné and other comparies, and to the ¢onsiderab1e number
of ex~patriates employed by Government or engaged in businéss activities,
including plantations. Large transfers, however, have also been needed,
by far their biggest component:being-budgetary grants madé regularly by the
Australian Government., The export surplus and net transfers had been
sufficient to yield considerable current account surpluses until 1980, but
there was then a large current defieit of ¢ 25€ million consequent upon
the disappearance of the trade ‘surplus. Private capital inflows increased
to & 45 million, mainly because of the Ok Tedi project, and official capital
flows increased to $ €6 million, mainly through borrowing from private
sourczes. Nevertheless, Papua Vew Guinea's reserves of foreign exchange were
depleted by $ 81 million and reduced to a level which covered half a year's

imports.

Official estimates for 1561 forecast a large increase in the trade

deficit to ¢ 267 million, as exports were expected to decrease by 14 per

. cent and imports to rise by 13 per cent. Little change was expected in the

J/deficit
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deficit for sertices or in net transfers, =o that the' current balarce would
have a defieit of $ 520 million, twice the previous level. A big increase
bwas_expected in private capital inflows,bfrom $ %2 million to $ 25€ million,
because of Ok Tedi and projects for timber and fishing, and official capital
flows would increase from $ 7 million to $ 128 million, including $'60
million of cempensatory finance from IMF. Reserves, however, would

egain decrease, perhaps by é 121 ﬁillion. Prospects for 1982 were a similar
over-all deficit. of § 82 million, after a further government borrowing
abroad for $~97 million; and a reduction of reserves to a level whieh would

cover less than two months' imports of goods and services. '

.
i »

' Samoa has had very high ratios of trade deficits to exports; 3.7 in
1978, 3.1 in 1979 and 2.8 in.1980. The balance for net services is small,

- but net transfers have covered an increasing proportion of the trade deficit;
one third in 1972, one half in 1979, and‘three quarters in 1980. The
biggest part of transfers has bheen official grants, mainly from Australia
and New Zealand with some recently from the Federal Republic of Germany,

- and the Economic Develepment Fund of EEC, totalling ¢ 19 million in 1979.
Private remittances, in that year, mainly from workers in Australia or New .
Zealand, were about $-8 million, equal to one tenth 6f’import psyments .

Soft loans from ADB, IDA and other sources came to §$ 7.6'million, and other loans
to § 7 million. A small decline of foreign exchange reserves‘covered the

bdlance.

The large and persistent current deficits 1ed Samoa to devalue

1ts currency, in 1979, by 15 per -cent aga;nst the Hew Zcaland dollar which ,
itself depreciated agalnst the US dollar, so that Sawoa's effective de“&luétlon
against the US gollar was Z1.5 per cept over 1979. At the same time tariffe
were raised on some ‘non-food items, quantltative restrictions were jmposed

on other imports, and also imposed on outward remittances. Imports, therefore, .
‘decreased by about ome cixth in 1980, but exports also fell due to

world recession, so that. there was little qhahge in the trade deficit.

Not much change was expected in net services, so that trensfers

and nbn-monetary capital and other items would have been around. $ 45 million,'
"nA: much below the&r previouevlevel. Grants for capital prejects were |

expected tp be $§ 11.€ million, soft loans $ 5.8 willion, and other foreign .
, ‘ » - . . , . . .

/Table ‘VI.5.
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Table VI.5. South Pacific island countries. Balances
of trade g/ and payments, and exchange
rates, b/ 1976-198C '

($ million)

1976 1977 1¢78 1379 1980
Fiji | |
Trade balance : -859.5 -£7.4  -105.0 -154.6 -199.5
Services (net) 50.2 €£3.9 79.9 98.9 . 95.4
‘Goods and services.balance ~39.3 -18.% -25.0 -55.8 ~104.1
Transfers (net) ~3.5  ~1.0 -2.0 4.7 9.2
Current account balance -42.,9 19,5 -27.0 -51.1 ~94,9
Non-monetary capital (net) 12.8 28.8 8.8 . 34.2 81.4
Errors and omissions 3.3 7.3 .8 22.5 - 43.7
Over-all bhalance T ~26.9 16.6 ~2.4 5.6 - 30.2
.Exchange rate 1.111 1.0%0 1.181 1.197 1.223
" Papua Mew Guinea ~
Trade balance 1z22.4 135.2 84,2 228.3 -2.7
Services (net) ~]161.5 -173.2 -239.5 =309.1  =404.5
Goods and services balance -39.1 -69.5 ~155.2 -~-80.8 -407.2
" Transfers (net) 84.6 171.9 166.5 157.4 150.8
Current account balance | 45.4 102.4 11.3 76.6 -256.3
Non-monetary capital (net) 30.3 19.0 16.2 37.06 101.0
Errors and omissions -31.5 19.0 ~30.1 ~-5.2 74.1
Over-all balance 4c.2 139.0 -2.5 109.0 -81,2
Exchange rate 1.262 1.2646  1.412  1.405 1.492
Samoa
Trade balance ~22.59 -26.1 -41.3 ~56.1 ~17.9
Services (net) 1.9 2.8 1.4 1.3 -
Goods and services balance ~21.2 -23.3 -39.9 -54,7 .
Transfers (net) ¢/ 11.1 141.9 26,7 33.4 .
Current account balance -10.1 ~8.4 . =13.6 -21.3 ..
Non-monetary capital (net)— 9.0 14.4 11.5 14.6 .
Errors and omissicons 1.4 ~0.1 -5.7 4.8 eray
Over-all balance ~2.5 5.8 -7.7 -1.8 -1.5-
Exchange rate .1.255 1.271 1.259 1.220 1.038
Solemen Islands . , -
Trade balance -1.5 4.2 -0.3 11.4 . =-1.0
Services (net) ~9.9 -11.4 - -15.6 . ~19.9 -31.2
Goods and services balance -11.4 -7.2 -15.9 ~-8.5 ~32.2
Transfers (net) 13.1 13.0 119.2 20.1 19.8
Current account balance 1.7 5.8 3.3 11.¢ ~12.4
Non-monetary capital (net) 4.9 7.3 6.2 . 3.5 3.1
Errors and omissions ~%.8 5.3 5.7 7.6 -0.6
Over-all balance i.8 6.9 15.2 7.5 ~9.8
Exchange rate 1.225 1.109 1.145 1.150 1.201

/Table VI.5 (continued)
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Table VI.5 {continued)

137¢ 1977 1978 1579 1980
Tongas/

Trade kalance ~12.7 .=-10.6 -10.8 -16.3 ~16.7
Scrvices (net) 2.4 2.0 1.6 3.7 4.0
Goods and services balance -10.2 -8.5 -9.1 -12.5 ~-12.7
Transfers (net) 8.1 6.6 8.4 i0.2 11.3
Current account balance ~2.2 -1.a° -0.7 -2.3 1.4
Morn~mcnetary capital (net) 0.8 2.1 3.9 3.0 5.1
Over-all balance g/ 1.5 . 2.2 3.2 0.7 3.7
Exchange ratc g/ 1.370 1.091 1.117 1.094% 1.105

Sources: Official naticnal sources.

&/ Trade balances are not strictly comparable with commodity export and
import data due to time lags in actual dates of shioments or arrivals of the
relavant goods, relative to those on custcms warrants or letters of credit, etc.

b/ Period averages of US dollars per local currency units. The rates
for Cook Islands are 0.996 for 1976, 0.971 for 1977, 1.038 for 1978, 1.023 for
1979 and 0.973 for 1%30. ’ '

¢/ Estimates only.

d/ Unofficial report.

o/ Fiscal years cnding June.

f/ Including errors and omissions.
g/ FEnd of pericd rate.
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OK TEDI: A LODE OF GOID

The econcmic hope for Papua New Guinea during the 1980s will be
the huge Ok Tedi project. This high=-grade mine is located in Mount
Fubilan which stands withih a highly inaccessible part of the Western
Province. It contains an estimated 34 million tons of gold deposits
yielding 2.9 grams of gold per ton. Below this reserve are ancther
376 million tons of ores bearing 0.7 per cent of copper, 0.6 grams of
gold and about 0.14 grams of silver per ton. An agreement to develop
this great project was signed, in March 1981, between the Government,
which will take up a 20 per cent eguity, and a locally incorporated
company, owned by companies in Australia, the Federal Republic of
Germany and the United States.

The mine will be designed and built by a joint venture formed
between two groups of companies, one of which, in another joint ven-
ture had completed, in April 1972, pre-production and development woxks
for the Bougainville copper/gold mine ahead of schedule, and within .
the estimated bugget. Construction works at Ok Tedi include overland
and river transport facilities to shift the ores from the mine to the
coast, which is some 800 kilometres away. A township for 3,000 people,
and a hydroelectric plant of 46,000 kW, have also to be built. The
construction phase will require up to 3,500 workers, one fifth of whom
would be ex-patriates. The project is expected to be completed by April
1984 at a total cost of $ 1.1 billion at 1981 prices and wages. Gold
ores will be mined first, and copper deposits, two years later. The
mining workforce would be around 2,000.

The Ok Tedi gold/copper project resembles the Bougainville
project of the early 1970s in several ways. Both are large- ‘
scale, capital-intensive ventures, and, just as Bougainville dominated
Papua New Guinea's economy during the 1970s, so will Ok Tedi during the
1980s. Although no direct revenue would accrue to the Government until
at least 1985, the construction phase and the provision of ancillary
services are expected to raise the growth of real GDP by more than 4
per cent. Under its present wmining policy, the Government does not
insist on majority ownership, and its official equity participation in
Ok Tedi is at the same level as in  Bougainville. Instead, the
Government hopes to optimize and {tg revenue through the {mpo-
sition of excess profits tax. This levy carries a marginal rate of 70
per cent (inclusive of the standard corporate tax) and operates when
the internal rate of return exceeds a threshold level of 20 per cent,
or 10 per cent plus the annual percentage rate of interest on domestic
corporate borrowings rated AAZA in the United States. The choice of
threshold level has to be made and specified by the operating company
in avance of operations.
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loans § 3.8 million. Foreign exchange reserves, in the first quarter of
196G, had fzllen to the alarmingly low figure of $ 1,6 million ahd, if foreign
liabilities are deducted, to a negativye figure of $ & million. This, of
course, indicates a serious, not to say desperate position, in regard to

Samoa's externzl accounts. No later figures were published for 1980 or 1981.

Solomon Islands had comparatively large over-al% surpluses in its
balance of payments, between 1977 and 1979 mostly because of qfficial grants
and direct private investment. The trade surplusAwas large only in 1975, :
but even then sufficient to cover little more than half of a deficit of
$i20 million for services; 5freight and insurance charges .came to.§ 12 million,
charter of a fishing fleet to $ 7 million, and profit or’dividend payments
to § 4 million. Transférs, mostly official grants from thévUnited Kingdom,
were sufficlent to pay for the service deficit in 1979, and capital inflows

were small, Nearly $ 8 million were added to reserves of foréign exchange.

In 1980, the frade balance became slightly negatiye, wholly because
of an increase of imports Ey one fifth. 'Thelserviceé deficit increased by
one half, and there was a total current deficit of $ 32 million, equal to
one sixth of importé.‘ There was little change in transfers or in the small
;inflow‘of capital, so that reserves of foreign eichange declined from $ 34
miliion to $-24 million. The Solomon Islands dollar, accofdingly, was
deValhed by 6 per cent in March 1581, and several othef measures were
introduced to curtail imports of goods which wefe produced locally, or .

)

which were regezrded as non-essential.

Tonga has had persistent trade deficits‘which, between 1977 and 1979,
avefaged twice the value of e¥ports; 1in 1980, the deficit was 2.4 times export
receipts. There.have also been.surpluses:for services, equal to about one )
fifth of the trade def@cit. Iransfe;é, two thirds of which came from warkers'

bremittances, met most of the combined deficit for goods and services, so that
thére.were only small deficits on current account. Inflo&s of capitali‘
formerly mostly 6ﬁficia1 but lately dominated by 4nter-bank transfers, have thus

-abeen used to build up reserves of foreign exchange. These rose from, $ 7,1
million in 1978 to ¢ 11.0 million in 1980 when they would have covered nearly

" five months' imports. During the first haif of 198i, both exports and imports

were running at the same rztes as in 198C.
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LESSENING DEPENDENCE ON IMPORTED FISH

-Most island countries have also spent a great deal of foreign
exchange on fish and imports of canned and frozen beef, frozen pork
and mutton, The larger island countries have recently achieved near
self-sufficiency for poultry products and, in lesser and varying
-degrees, for pork and beef; but, although they now export much high-
value frozen and canned tuna, they still spend heavily on imports of
canned mackerel pike. This spending could be reduced by appropriate
technological practices and polic¢y measures, For example, up to one
third of the fresh tuna tends to be wasted in the canning process,
which thus ‘involves substantial loss of a valuable protein fooéd, ;
especially the dark flesh on the sides of fish. This flesh, although
perfectly wholesome and nutritious, commands low (export) market
prices, and is usually turned into pet food, In Solomon. Islands and,
- to'a lesser degree, in Fiji, part of this flesh is canned and marketed
internally as "flake tuna", a product which has become extremely
popular and replaced about 75 per cent of the tinned mackerel pike
imported into Solomon Islands, ‘

Substitution of canned flake tuna has potential value for
Papua New Guinea, which is to set up a tuna cannery in New Ireland.
Another potential relates to wasteful disposal of low-value '"trash
fish" caught, along with prawns, in trawling operations. 1In Papua
New Guinea, 12,000 to 15,000 tons of trash fish are discarded annually
but, with proper processing technologies, this valuable source of
protein could also be made suitable, and available, for human
consumption, '

/D.
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D, INFLATION 4AND PUBLIC FINANCE

Rates of inflation, as mcasured by changes. in index numbers of
consumer prices, have not been uniform in those Pacific island countries
which construct such index numbers. From 1975, aftéer the first il shock,
to 1979, on the eve of the second oil shock, the rise was from 22 to 40
per cent in Fiji, Papqa New Guinea, Solomon Islands and Vanuatu, but 52 to
381 per cent in -Cook Islands, Samoa and Tonga. [Curing 1580, consumer prices
rose by 11 per cent in Papua New Guinea, by 15-18 per cent in Cook
Islaﬁds, Fiji, Solomﬁn Islands and Vanuatu, and by 23-30 per cent in
Samoa end Tonga., In the first half of 1981, there was deceleration in
Fiji, Papua New Guinea, Samoa and Tonga, and acceleration in 4
Cook Islands, Solomon Islands and 'Vanuatu; prices, in this last country

were rising then by 33 per cent a year.

This inflation was a mixed result of increases of import prices,
notably those of petroleum products, and of intcrnal monetary changes,
including devaluations of some local currencies, Annual changes were also

affected by seasonal varistion in local food crops.

In 1980, import prices rose by 20 per cent in Fiji and by 22 per cent
in Tongé; there wos little appreciation of their currencies in that year
sgainst the US dollar. 0il was then 22 per cent of their imports
and the risg‘of its world price by about 7{ per cent is eostimsted
to have accounted directly for one fifth of the rise in Fiji's consumer
‘price index (15.3 per cent). The prices of imported food rose by 12 per cent
in Fiji during 1981, and 21l food and beverages, local 2s well as imported,
have a weight of 40 per cent in its consumer price index. Duriﬂg 1980,
the prices of all foods in Fiji rose by 16 per cent. In Papua New Guinea,
imported food alone has 2 weight of 23 per cent in the consumer price index,
and the prices of the main food‘imports - rice, flour,'sugar, fish and meat -
rose by 11-15 per cent. Drought conditions also rsised by 17 per cent the
prices of local foodstuffs, which have 2 weight of 18 per cent in Papua

New Guines's consumer price index.

The rise of o0il prices would obviously ﬁave affected inflation in
other island countries; in Kiribati, Sémoa and Solomon .Islands o0il accounted
for sbout 16 per cent of total imports in 19580, Food items w0u1d‘have
at lesst as great 2 weight in their consumer price indexes., In 1980, food

prices, imported and local, rose by 14-16 per cent in Cook Islands

/Figure VI.4.
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Figure VI.4. South Pacific island countries. Consumer
price indexes, 1976-1981

(December 1975 = 100)
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and Vanuatu, by 21-25 per cent in S2moa and Solomon Isiands and by 30 per
cent in Teonga. Two dspraciation: of tha lawoen 4dcller. by 10 per cent in
1672 and by 11 per cent in 1250, contributed a zood deal to inflation of

cther prices besides food.

 Wage adjustments followel piice rises and reinforced them, directly
or indirectly, although they were not usually sufficient to maintain real
wages, especially for the better paid weorkers. . Fapua liew Cuinea raised wages
generally by 7.4 per cent in March 1%50, by 4.% per cent in the following‘

September and by 5.8 per cent in March 1381

It has alsc had 2 policy of revaluing the kina in the hope of .
insulating the economy from external inflation. Soms research studies, however,
find little relation between the revaluaticns and local retail prices of imported
goods, partly because there is an oligopolistic structurs in régard to the
distribution of imported goods, and partly because the revaluations have had
considerably adverse effects on the eprrt sector and on local industries which
produce substitutes for imports. Such considerations have led to a revision of
the policy; no further revaluations were made in 1939 although there were then
renewed inflationary pressures, external as well as internal. The revised .
policy was associated with no greater rise than 3 per cent in the consumer price

index over the first three guarters of 1981,

A 12-week strike by public servants in Samoa, early in 1981, was
settled by salary iacreases ranging from 5 to 36 per cent. Tonga granted its
civil servants similar rises of 10 ts 33 per cent, and Solomon Islands granted
its civil.servants more moderate rises of & to 12 pe'f'cent° ‘No doubt these

increases spread from the public to the private sector.

Monetary data are available in a useful form for oniy four of these
island countries; Fiji, Fapua New Guinea, Samoa and Solomon Islands.  In the
former and two largest countries:‘monetary aexpansion; in recent yeafé, has been
comparatively =oderate, but considerably greater im the latter two smaller

countries.

Fiji's long succession of adverse trade balances was broken in 1230
by the sugar boom and, in that year, nearly $¥ 25 million was added to the
country's.net foreign assets, as compared with §$¥ 4 million in 1%79. Yet,
at the same time, there were reductions, of SF 13 million in bank loans to

the Government and to official entities, instead of a combined increase of

/Table VI.p.
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Table VI.&. South Pacific island countries.
Consumer price indexes, 1%57£-1381

{ December 1975 = 100)2/

1076 1977 19732 167¢ 1980 - 1981
(Dec.) {(Dec.) (Dec.? {(Dec.) (Dec.) (Jun.)

Cook Islends

Consumer price index 124 144 157 181 205 230

Food price index 124 14€ 152 17:% 202 225
Fiji

Consumer price index 109 11¢& 124 137 158 16¢

Food price index 106 110 176 138 160 168

Papua New Guinea

Consumer price index 104 111 117 127 141 . 144

Food price index 104 111 113 124 144 147
Samoa

Consumer price index 11z 126 129 1€0 208 227

Food price index 165 125 125 1€5 207 228

Solomon Islands

Consumer price index 105 118 128 140 163 178

Food price index 101 118 128 141 171 188
Tonga

Consumer price index 110 128 135 152 187 19€

Food price index 108 128 137 147 191 204
Vanuatu (March 197¢ = 100)2/_

Consumer price in?exgj 10¢ 114 118 122 144 166

Food price index®’ 197 110 115 121 149 177

Sources: ESCAP, Statistical Indicators for Asia and the Pacific,
variocus iseues; South Pacific Commission, Retail Price Indexes, 1979;
and Vanuatu, -Statistical Bulletin, various issues,

a/ Approximate equivalents derived by chaining to the preceding indexes
where applicable,

b/ The earlier indicator, the retail price incex based on the 1971
consumption patterns at Port Vila, was discontinued after June 1575 because
its validity was significantly affected by the imposition of selective price
controls, No attempt was thus made to link the present index to the cld one.

¢/ Low~income group only.
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. ‘ .
8F 12 million in 1279, There had, however, boen on increase ~f $F &1

million in bank loans to the private scctor during 1979, mzinly to finance
tooming exports of sugev, ~nd thic wes reduced o on incresre of $F 21
million during 1930, when the sugar crop was damaged by two cyclones 2nd

" then by <rought, [The net result was fhat monzy plus qQuasi-noney ineressd

by rather morc than one third between 12786 and 1::0. -

The »nuthoriciez decided that this cxpansion was excessive and took
stéps to reduc¢e it. In Auguét 1980, the statutory reserve doposit ratio
‘wae raised from I to 7 per cent and banks were esked to restrict loans to
o meximum ratio of 65 per cent of their deposits, The commercial rate of
interest wes also raised from 10.5 to 12 per cent. These measures‘weré only
pertly successful in checking expansion of credit to the private sector;
this hed incressed by $F 4C million In 1979 and by SF 21 million in 1980
‘but by $F 2&'million in the year ended June 1981,

Therc was, however, a dramatic change in Fiji's balancc of payments
during the first half of 1981 whon net foreign zssets decreased by $F 45
million., Government borrowiﬁg from the banking system also decreased, by
the small amount of §¥ 3 ﬁillion, but credit to official arntities increased
by SF 19 million, mainly due to threce major projects - 2 water supply scheme,
2 new highwry, snd s hydroelectric scheme. Increasing expenditurcs on
facilities for tourism.had elso stimulated bank lending.to the priveste
sector, in spite of official restrsints. The net'résult, for the year ending
June 1931, was an incxesse of mdney plus quasi-money of necarly 11 per cent, .
as compared with 19jper cent for the year onding June 1980, but the mein

factor was the heavy fall in net foreign assets,

Monetzry policy in Papua New Guinea hsd boen quite relaxed in 1979
and early 198D‘Because of optimism about export receipts and governmeht
revenueé, largely derived frowm them, Prices for copper and gcld were then
’at record levels and » substanti=l trade surplus. had helbed net foreign
assets to increase by 20 million kinn. At the same time, 2 reduction of
bank debt by export stabilization funds about ocffset an expansion of bank
credit to the Government by 21 million kina. All this led to an expansion
of money plus quasi-money of more then vne quarter in 1979. Continuing

optimism about immediate prospects led qhe suthorities, in April 1%89,

/Table VI.7.
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Table VI.7. ©South Pacifin islandé countries,
Changers in componente of monsy
plus quasi-movey, 1578-1981

(¥illion units of national currencies)

Net Claime on ' Money
fecreign Government Private Official Othér and quasi-
assets  sector sector  entities money
Fiji :
1978 ‘ ~7.6 17.7 7.7 6.0 “4.5 19.3
1979 4.3 5.7 4G.7 5.5 -5.7 50.5
1980 24.9 -€.3 20.2 -4.9 “b 4 36.9
January-June 1981  -45.3 -2.2 14,8 19.0 5.6 -14,1
Papua New Guinea e a/
1978 -48.0 10.2 43.1 7.8= .o 20.6
1979 : 89.9 21.4 43.1 =0.47) 0 -22.3 122,7 -
1980 ' ~77.6 -20.0 75.6 -1.22/ 4.6 ~18.6
Jenuary-June 1981 -110.9 60.5 36.5 0.0 5.1 -24.6
Samoa
1978 =5.1 3.2 4,0 s -0.3 1.8
1979b/ 2.3 4.0 3.8 cea =0.5 5.0
1980— -3.5 2.8 0.9 N 0.7 0.9
Solomon Islands
1978 13.7 ~2,2 6.2 cee 2.4 g.3
1979b/ 6.6 2.6 7.7 o -2.5 1441
1980 =5.7 2,3 243 .o 243 2.8

Sources: IMF, Internation2l Financial Statistics, November 1981, and
official national sources. )

a/ Financiel institutionms,
b/ As at June.
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to reduce the minimum liquid assets ratio from 25 to 20 per cent, and to
set up a facility for last resort lending in order to ensure continuity of

loans or advances during transient periods of tight liquidity.

The situation quickly changed for the worse. The balance of payments
suddenly swung from a huge surplus to a huge deficit so that, in 198C, net
foreign assets fell by 78 million kina. The Govermment was also repaying -
20 million kina of debt to the banking system, but credit to the private
séctor rose by alnost as much as the big reduction of net'foreign assets.
Although the vclume of money'and quasi~money was now decreasing, some
restrictive measures were taken: interest rates were lifted by 2 per cent
at the end of August 1980, and directives were issued to the banks gbout
the loans and investments. For 1981, the target expansion of the broad
money supply (MM3) was set at 9-11 per cent, ac compared with an expected
decline of real GDP by almost 2 per cent. After taking account of budpet
requirements and the projected deficit in the balance of payments, non-

seasonal credit from commercial banks was given a limit of 45 million kina.

As 1981 progréssed5 it became apparent that the deficit in the
balance of payments woulJ be larger than had been anticipated, owing to
further falls in the world prices of Papua New Guinea'’s export commodities
and the rise of world interest rates to record high levels. Within the
country, too, bank lending, mostly for purposes of consumption. was ntill
risipng. In March, local interest rates were raised by 1 percentage point,
and by a further 2 percentage poipnts in June. The liquidity ratio, hdwever,
was reduced by 2 per cent in July to assist finance of exports, although

the ceiling of 45 millior kina on other lending still applied.

For the year ended June 1981, bank lending to the private sector
increased by only 7 per cent, as against a rise of 33 per cent in the
previous Ju.e year. There was, hoyever, a big increase of bank lending
to the Government ; 61 million kina in the first‘half of 1981 as against
9 million kina in the first half of 1980. WNet foreign assets declined
by 111 million kina, and that change swamped expsﬁsionary influences
to reduce the volume of money and quasi-money by nearly 25 million kina.
Tight credit conditions were to continue throughout 1981 because of the

need to check imports and reduce inflation.

In Samoa, where published financial data are somewhat sketchy, it

appears that monetary expansion became rapid after 1977 as, between then and .June

—

/1980,
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1880, the volume of money increased by 79 per cent, as against 45 per cent
for ¥iji and 29 per cent for Pabua ﬁew Guinea. In spi e of substantiai
losses of net foreign exchange, expansion of bank credit to both the Govern-
ment and the private sector made for annual. increases of money plus quasi-
money cof 19 per cent in 1878, 43 per cent in 1979, and 24 per cent in the
year ended June 198(., Most of the bank lending to Government was for
finance of public works. Ultimately, the ability of the bankirg systam in
an open economy is constrained by its reserves of foreign exchange, and
Samoa's net foreign reserves fell from 2.6 million tala in 1977 to

~7.3 million tala in June 1980, so that external debt was incurred to IM?F

and other agencies in respect of this negative level.

Solomon Islands had even more excessive monetary expansion than
Samoa as, between 1977 and 198Q, ité volume of money plus quasi-nioney
increased by 96 per cent. The increase was 41 per cent ian 1975 and 49 per
cent in 1979, The main reason was large net increases df net foreign
assets in 1978, and a lesser increase in 1979 augmented by a big expansion
of bank credit to the private sectoy amounting to $SI 7.7 million. At the
same time, government borrowing frow the banks amounted to $SI Z.6 miilion,
whereas debt had been repaid in 1978. 1In the first half of 1980, there was
2 large trade deficit which reduced net foreign assets by $ST 5.7 million,
not completely offset in monetary effect by new loans ~f $SI 2.3 miillion vo the
Goverament and $ST 2.9 million to the privéte sector, so that the supplv of
noney plus quasimmbney now declined by $SI 2.8 million.

t

The CGove ‘ament’s resnonse was to devalue the Solomon Islands

dollar by & per cent against the basket of foreign curreficies *to which it is
adjusted. Import dutieg have alsc been raisad, scme to penalty levcin, and

.

buank leuding "as made more restrictive and expensive.

b

Fiii's current domestic revenues, plus small amounts from foreig

Iy

graats covered, on average between 1976 and 1930, 55 per cent of :c¢s current
and capital goverrment expenditures. External loans financed, on average,
lese than two fifths of the deficit, and the remainder came from internal

loans raised from the public or from the banking system. The 1%81 budger

/forecast
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forecast a rise bfbthe over-all deficit from $F 21 million to $F 54 million,
mainlyAbecausé of a rise in current expenditures, and proposed to finance
more .than three quarters of this bigger deficit from official sources plﬁs
some direct private investment. 1Im 1977 and 1979, credit had been raiéed
in the Eurocurrency market, totalling {F 4¢ million, but higher interest
rates and other difficulties in servicing this debt led the Government to

reduce further borrowing from international capital markets.

Papua New Guiﬁea had relied upon Australian budgetary grants for
35 per cent of its current and capital budgetary expenditures between 1976
and 1980, but this is to be reduced, in real terms, by 5 per cent between
- 1981 and 1966. Domestic current revenues depend heavily upon export receipts.
Over-all budgetafy deficits were small.up,to 1979, when they reached 13 per
cent of current. revenues. When small, they had been financed mostly from
domestic loans, bht9 iﬁ 1979 and 1980, foreign loans financed more than
half the over-all deficit. The 19f1 budget envisaged a 15 per cent increase
of tax receipts, a small increase of the Australian grant, a 5 per cent
increase of current expénditures9 a 10 per cent iIncrease of capital expendi~
tures, and a trebling of net loans and investments. That meant an over-all
deficit of about the same size as in 1980;§equai to one eighth of current
receipts, and with external loans financing only one quarter of it. Domestic
loans would have to increase from 31 million kina to 57 million kina, and

that could put more strain on the monetary sector. +

In Samoa, between 1976 and'l980, tax receipts and other domestéc
revenues both nearly doubled, and foreign grants declined to less than 1 per
cent of current revenue. Current expenditures also doubled, but capital
expenditures trebleé. The -over-all deficit, already at a high average of
72 per cent of current reveﬁue in 1976-1977, rose tec 105 per éent in 1973-1279,
and. to 111 per cent in 1980. .Most of the increase of developmeht spending
" went to a Rural Development Frogramme, and to improvements of igfrastructure. .
Multilateral agencies, providing such loans, have insisted more stréngly
that their aid will depend upon proper local identification of projects
and eﬁidence that these are financially viable and of national importarce.
Because of deficlencies of manpower for thid purpose, it is likely that
Samoa will receive less concessionary lo&ns during the period of its Fourth
Plan, 1980-1984. o |

/Current



Carrent expenditure tirebled in Solomon [slands between 1%76 and
1980, and capital expenditure fell from two fifths of total budget expendi-
ture to little mere than one thirdl. Tax revenues also trebled, and the (
over-all deficit fell 'a little from 73 per cent of current receipts to 70 per
cent. Most of this was {ijanced by development grants from the United
Kingdom, but the proportion dropped from 88 per cent in 1976-1877 to 53
per cent in 127%-1980. The gap wasz met by loans from Australia, Japan and
Neﬁ Zeeland, and also from internal sources, especially banks. In 1380,
these domestic cources were lending the Government almnst half ae much as
the United Kingdom was providing in devélopment grants, and almost as much
as the other three countries were lending bilaterally. The 1931 budget
enviscged a doubling of>capital expenditure, mostly for infrastructure
purposes, and the over-zll deficit would almrst double to $£T 70 million.
It was nov ' . be mostly financed by loans from cther sources than the
United Kingdom, whose development grants would increase very little to

$ST 10 million. Local scurces would provide another $31 &4 million.

Table VI.3 includeg data for Tonga, tut they are not complete in
respact of develooment expenditures tecause those which are made overseas
for purchasesn of‘equipment; aid-in-kind and services are not included in
the budget tables. Reo ceipts and gxpenditures both nearly doubled between
1976 and 1980 ard rhe a~parent cover--all deficit was quite small, less than
1 per cent of receipts in 1930. Inflows of ioreign cap1tal~were'recorded
as ST 15.9 miliion for hilnteral 2id and $7T 5.1 million for multilateral aid,
togethexr greater than racorded expenditure by two fifths. ihese aid flows
have dncreased very rapidly, frem 87 2.6 miliion in 16.6 te $T 7.0 million in
1978, and to ST 19.2 million in 1980. Sinc= 1975, the ranks of donors have
expanded from only the Uunited XKingdom and Wew Zealand to Australia, the

‘Federal Republic of Germary, EEC and ADB.

A final reflection on public finance ir these.Pacific island countries
is that, althouth there has been a relative sbift of spending from current’
to capital purposes, this shift has rot given them 4 strong impetus
for economic growih. Except in Solomon lelands. current government

4

spending has ror increased as rapidly as inflation; and so hag

declined i: real termus. Growing populationsz, accordingly, are getting less,

or pocrar quallity, oublic s2rvices in most areas. (4n example is the recent
suzpension of a prograrme for contrélling malaria in Papua New Guinea.)  In
regard to capital expend! ures, greatar care in plarning and control would seem
to be needed 7f ther are tu enhance productive capacities sufficiently for

attalning growth oI averagce real Incomes ané greater economic self-reliance.

/Table VI.8.
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South Pacific island countries.

Public finénce;

(Million units of national curxencies)

) Lo 1981
1 g o] . .
| 976 1977 1978 1979 1980 pudget
Piji
Receipts 122 134 157 194 222 240
Tax revenue 194 114 133 156 180 202
Non-tax revenue 17 18 20 31 34 32
Foreign grants 2 V3 4 € 8 6
Expenditure 147 1¢6 188 221 . 253 294
Current expenditure - 108 119 140 1€5 193 215
Japital expenditure 39 41 26 38 49 58
et lending T g, 11 17 11 22
‘Balance (- deficit) -24 ~35 -21 =27 . -31 -54
Domeatic financing 16 16 33 19 7 12
External financing 10 19 -2 8 23 42
Papua New Guinea
Receipts 393 390 445 4€0 519 580
Tax revenue 240 216 274 283 344 396
Foreign grants 152 175 172 176 175 184
Expenditure - 415 409 46, 524 597 €55
Current expenditure 370 3€3 414 481 528 553
Capital expenditure 45 46 41 33 56 65
Ket lendidg and investment = ... ces € 1c .- 13 37
Balance (- deficit) ©-23 0 -19 -16 -64 -78 -75
Demestic financing g 10 13 37 31 57
Overseas ' 14 9 3 27 47 18
Samoa o
Receipts 12.22 17.71  18.25 22.19 26.02 30.29
Tax revenue’ -8.70 12.19 14,64 1€.63 18.70 21,53
- Non-tax revenue 2.52 3.22 3,57 4 .44 6.77 8.61
Foreign grants 0.25 2.29 0.03 1.07 0.15 0.15
Expenditure 22.11 28,67 37.24 44,63 54,94  58.19
" Current expenditure 16.61 132.01 14,25 1€.85 19.07 21.4¢6
Capital expenditure 11.50 15.68 22,95 27.78 35.87 36.73
Balance (~-deficit) . ~5.89 -10.9%8 -18.99 ~22.,44 -28.92 -27.50
Overseas finzancing:
Project aid 4,27 5.90 8.5¢ 12.26 15.08 16€.42
Soft term loans 2,62 3,30 €6.13 6.20 11,65 11.48
 Others 2.9%  1.78 4.3 3.98  2.19  0.57

/Table VI,8 (continued)
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Table VI.8 (continued)

1976 1977 1978 1979 1980 1981
budget
Solomon Islands ‘
Receipts 10.23 13.93 17.18 23.89 28.00 35.00
Tax revenue ‘ 9.31 11.09 15,21 22 .45 27.50 35,00
United Kingdom budget grants 0,92 1.84 1.97 1.44 0.50 -
Expenditure 17 .74 21.79 31,61 37.30 47.57 70.48
Current expenditure 10.70 14,10 17.18 ~ 22.22 30.56. 35,50
Capital expenditure 7 .04 7.69 13,43 15,08 17.07 34.98
- Balance (- deficit) -7.51 =7.,86 =14,43 -13.41 -19,57 -35.48
United Kingdom dévelopment »
aid (grant) 7.20 6.36 10.39 7.93 9.56 9.94
Other foreign 2id G.13 0.35 1.€1 3.62 5.49  21.66
Internal sources G.18 1.15 2.43 1.86 £.52 3.88
Tonga
Receipts €.21 7.98 10.47 12.67 13.29 cae
Expenditure 7.31 §.,18 10.40 .11.58 13.42 ces
Balance (- deficit) -6.90 -0.20  0.07 0.51 -0,12 e
Aid inflows: ‘
Bilateral 2.08 3.50 5.0% 11.55 15.93 vee
Multilateral 0.52 0,81 1.95 2.30 3.05 “ee
Sources: Official national sources,
/VII.
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YII. SOME HUMAM PROBLEMS
The Survey comcludes with brief, current reviews of major social

probilems in developing ESCAP countries. Population pressures are still
heavy in most parts of the region, although there hqs been much recent
progress in reducing them, especially by measures of family planning.
Health problems, howevcr are not decreasing, and are strongly related to
- poverty through wide: pread malrutrition, and alse +%rough lack of access

by poor pﬂople and rural pcopZO to adequat& medical care.. There is a need
to reorganize health services so as to put more emphasis on preventave
measures, and en as to make curative measures more widely and readily
available in rural areas. Attention has also to be given, in this connec-
tion, to measures for arrestirg actertoratton of the physical and the
soctal enviromment., Although Asian countries have legislation against
economic exploitation of childrern, this continues to be wzdespread and
reprohensible - a dark aspect of industrialization and urbanization.
Economic medernization is also damaging the extended family system which
has traditionally cared for cld and disabled people, and the old are a
‘riséng proportion of the Dopulauion. Alternative care of the old and
disabled will inecreasingly vequire provision of approprzate measures of

soctal security. There hae been recent .arogress in reductng socio-economic
handicaps traditionally imposed‘cn women, but much remains to be done in
this reepect. Refugces have become another problem, scrious for those
directly concermed and an economic burden on the countries which have
first to reeeive them. If political tensions could be relieved, so would,
be these problems: for expendituves on defence and ormaments might then
be diverted to improving socio-economic conditiens.

A. POPULATICN PRESSURE AND GROWTH

» The‘ESCAP region embraces 39 member and assqciate member countries and areas
which vary in size of population from less than 8,000 in Tuvalu to over
980 millionvin Chipa. In 1980, the population of the whole region has been
.estimgted at 2,485;million, or well over half the world's population. Six

large countries, howeﬁer, have 85 per cent of the region's people -
China, India, Indonesia, Japan, Bangladesh and Pakistan. For demographic;
as for'other, purposeé it 1is convenient to break the enormously varied ESCAP

region into four major subregions, as in table VII,1.

t As well as being_vefy populous, if unevenly so, the ESCAP region
has rates of growth which are amoang the highest in the world. Notwithstanding
recent detlines of.fertility, the avefage annual’ growth over~1975—1980 was
1.79 per cent as againSt 0.94 per cent for north America, 0.40 per cent for
western Europe, and 0.94 per cent fof the USSR. 'A disturbing demographic
fgétdre, is that the most populous countries hgd highef.than average grpw;h

- rates over thisquinqueﬁnium;, only 1.3 per .cent in China, but 2.0

/Table VIX.1
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per cent in India, 2.2 per cent in Indonesia, 2.7 per cent in the
Philippines, 2.3 per cent in Bangladesh and 3.0 her cent in Pakistan.
Future annual additions to the region's population are bound to be very
large. Projections based.on current trends in fertility and ﬁorbidify |
Aput this population at 2.9 billion in 1990, and at nearly .4 billion
in 2000.

Yet good measures of fertility are lacking.v Only Japan and four
small countries or areas - Hong Kong, Singapore, Sri Lanka and Peninsular
Mzlaysia - have satisfactory statistics for registration of births.
Estimates for the region's.other countries and areas aré based on the best
available data (sample surveys,‘for example), and those for the Pacific
island countries- are mostiy-speculative because of incomﬁlete registration .

_of births and fluctuations in considerable migration streams.

'It would appear, froﬁ such evidence as is available, that, 1in the
1960s and i97053(fertility rates significantly declined in several countries
of the region; and in China, the Republic of Korea, Thailand and Vief Nam
that the decliné exczeded one fifth. Between 1965 and 1875, recorded birth
rates fell by between one fifth and two fifths in Tiji,FHong Kong,

Singapore and Sri Lanka; by one tenth tﬂAone fifth in India, Indonesia and

‘the Philippines; but hardly at all in Béngladeshg Burma,vIran and Pakistan.

East Asia (witk the exception of Mongo‘ia) has the lowest birth
rates in the developing ESCAP region. Gross reproduction rates in Hong
Kong, the RLpub11c of Eorea and Singapore are at a similar level to
those for ,the more developed countries in other'ro?ions. ~ Many condltions
have helped to lower fertlllty in cast Asia, including the spread. of

1
education and effective official precgrammes for reducing b1rth rates.—

“The highest fertility rates, around 45 per thousand, are in the
V'poor Musllm countries of south Asia - ~Afghanistan, Bangladesb and Pakistan,
India has a fertility rate which is clobor to that for east Asla than to

that of its Muslim neighbours.

/In

1/ +China's crude birth rate has bﬂen estimated at 18 per thousand
for 1980 and it is official poliey to reduce this to 5 per thcusand. by
1985, partly through a one-child family policy which provides both financial

_incentives and penalties for ?chieving this aim. '

. [
H
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In the small Pacific island countries data about fertility trends
are even more lacking than for population growth. Recent estimates,
however, point to some decline, which might be explained by a relatively
high age at marriage, and by a loss of vigorous males through sex-sélective

migration.

There was, from 1950, a general decline of mortality with variation
of this trend between countries., In some, it continued almost unchecked
until the position was reached that expectation of lifc at tirth exceeded
65 years. In others, the trend slowed considerably during the 1970s and,
in a few cases, appears to have become staticnary. in Rangladesh and India,
this slowing has occurred at high levels of mortality, and ir the

Philippines, Sri Lanka and Thailand at intermediate levels.

East Asia has the lowest mortality rates, and these are fairly
uniform over all its countries. South Asia has the highest rates, with the
notable exception of Sri Lanka. 1In such coﬁntries as Afghanistan, Bhutan,
Lao Peopie's Democratic Republic and Hepal crude death rates have been steady

at a high 20 or more per thousand.

Good data on infant or child mortality are limited to relatively few
countries of the region, but many have, in recent years, published estimates
of varying reliability;' they range from a low of 10 per thousand liQe
births in Japan to a high of 140 or more in Afghanistan, Bangladesh,

Lao Pgople's Democratic_Republic, Nepal and Pakistan. Infant mortality
is lower for girls than for boys in China, Indonesia, Malaysia, the

. Philippines, Sri Lanka and Thailand, but the reverse heclds for India.k

The rate of maternal mortality is reported by most countries as
exceeding 500 per 100,000 live births. A survey made of a rural area in
%angladesh found this rate t-~ ko 570 per 100,000 live births and, for the
youngest group of mothers, it was as high as 1,770 per 100,000. Another
survey made in Afghanistan put maternal mortality at 700 per 100,000 live
births, This mortality rate, like other ones, is highest among the poor,
and it is also greaﬁer for very young or very old mothers. Poor health
associated with low nutritional levels ic @ basic factor here, although the
main direct causes of death for younger mothers are complications of preg-
nancy, child birth and puerperium. The role of illegal abortions is well
recognized but difficult to estimate, even approximately, because of the

secrecy with which they are conducted.
/The



The mosf géneral, and a fairly sehsitive, indicator of health
conditions is the’ average expectation of life from birth. 1In easf Asia, this
expectation has risen to &4 years in China, and to 65 years in Mongolia, but
their rates are still well below Japan’s 76 years. In south-east Asia,
Malaysia and Sirgapore have similarly high expectations of life, and the
expectation has risen to above &0 years in other southwg;st Asian countries,
with the important oxcepticns of Burma and Indonesia. Their expectatioﬁs
of life are clése to the fairly uniform 50,years reported in south Asian
countries, and this level is only marginally higher than that prevailing in

south Asia during the early 1970s.

It has also to be recognized that life expectancies vafy considerably
within a country unless it is sufficiently small and homogeneous to avoid
that. Mortality rates are higher in rurﬁl than in urban areas for most
developing>ESCAP countries. In many, too, infants and old people have more
sickness and hcspitalization, and infant mortality remains their most

important determinant of life expectancy.

One area in which progress'has been made is family planning. By
1878, 25 of ESCAP's 39 regional member and associate member countries had
officiai population or .family planning policies. These 25 countries and
areas, together with another four which support or permit unofficial
activities for family planning, contain alﬁost 98 per ccnt of the region's
people. In Hong Kong, the Republic of Korea.and Singaporé, at least 40 '
per cent of eligible couples practisc family planning methods; in Maiaysia,
the Philippines, Sri Lanka and Thailahd this proportion,is at least 30 per’

cent; and in India, Indonesia and Iran it is about Z0 per cent.

Nevertheless there is a widc gaﬁ hetween current fertility levels
and those recommended for 1985 by ESCAP regional consultative meetings,
held in relation to the World Population Conference of 1974, Government
comnitment to family planning has increased markedly year by year; but
more substantidl budget expenditures are urgently required for this area,
and stronger political and administrative support given to it, if progress

is to continue at the desired accelerating pace.

[Figure VIL.1.
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B. HEALTH, POVERTY AND THE ENVIROMMENT

Informatior about the incidence and causes of morbidity is
deficient. Within the developing ESCAP region, thore appears to have
been little recent general progress in reducing the incidence or prevalence
of many diseases that have long éffectcd its people. Respiratory and
diarrhoeal diseases have been raduced in some countrieé but not in others;
‘they, with malaria, continue te have a leading role in morﬁidity trends
and appear to be again increasing in scuth Asian countrices. The eradica-
tion of smallpox was the major improvement during the 1970s, a brilliant
achievement but cne thaﬁ carnot be generalized because the disease has a
 very specific etiology. There hae been ro lesseping of the incidence of
such other common diseases as malaria, filariasis, cholera, leprosy or
tuberculosis, all of which may have increased; as have food-bornc and

sexually transmitted discases.

Health problems of mothers and children, and high levels of morbidity
and mortality, are largely due to synergistic effccts of malnutri;ion,
infection and uncontrolled fertility, themselves consequences of poor
environmental and socio-economic cenditions -~ including lack of health
care. In the more developed countries, malnutrition and infeetion,
parisitic and respiratory dis%ases have been largely eliminated; but they
are still the main sources of suffering, debility and death in the less

developed countries.

¥

It is of paramount importance to recognize the debilitating and
often fatal consequences of widespread malnutrition affecting the health of
children éndenmen of child~bearing age in most develcping ESCAP countries.
A rural nutritional survey made in Bangladesh during 1975/76 found that |
70 per cent of rural people were anaemic: for children younger than 5
years the figure was 22 per cent, and for pregnant or lactating women
it was 70 per cent, as against 62 per cent for men. In Thailand, protein
deficiencies were recently found to affect 53 P&T cené of newly born .
children. Ir 211 countries, chronic malnytrition and andemia are closely

linked with such .acute infections as malaria, infectious hepatitis,

urinary tract infections and pulmonary tuberculosis, .

Tt has, indezd, to be recognized that health depends very much on
nutrition. Estimates for Asian countries put the proportion cof children
‘ . - .. .
under 5 years of* age who* suffer from malnutrition, severe or moderate,

Jat
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at 15 to 80 per cent, and totalling about 7Q million over all these
countries. An FAO survey, published in 1977, found that almost 200 million

people in 11 Asian countriesi/ had an insufficient consumption cf calories.

Increases in the production or import of foodstuffs have not been
sufficient in'nine Asian countriesi/ to provide, even on average, enough
calories for their people. But the situation is worsened by marked
inequality in the distribution of household incomes. Studies made in India
have indicated that the 70 per cent of households at the lowest end of the
income scale get only 75 per cent of the minimal deily requiroment of
calories (2,20C}, in contrast to the 4 per cent of households at the top
end of the income scale who get 177 per cent of the requirement. Similar
findings have been made in some other developing countries, the genefal

result being that the poorest 20 per cent of houscholds have about half the

per capita intake of calories consumed by the top 10 per cent,

Malnutrition, or under-nutrition, is secldom recordad as a cause
of death; but an inter~American study has fcund that about half of the
deaths of children under 5 years of age are directly, or indirectly,

assoclated with malnutrition.

The situation regarding protein is somewhat different from that
for calories. 1In spite of a declining recent trend in the per capita
availability of protein in big countries,like Bangladesh and India, even
the poorest countries in Asia have sufficient supplies of protein for their
people - if these supplies were evenly distributed. They are not, of
course, anything like equally distributed, so that protein deficlencies

are suffered by the lower-income houscholds in most Asian countries.

' There are other nutritional deficiencies, particularly in repard
to vitamins and mineral trace élements, and these induce widespread condi-
tions such as anaemia pr-blindness. To gome extent, they are related to
the core nutritional deficiencies or are of lesser urgency, but are

serious enough.

[¥igure VII.2.

2/. Afghanisten, Bangladesh, Burma, India; Indonesia, Iran, Nepal,
Pakistan, the Philippines, the Reputlic of Korea and Thailand. -
3/ Those listed in 2/, except the Republic of Korea and Thailand.
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Environment also plays a bip role in health conditions. The
most obvious factors here are potable water and sanitation. Although
there have been marked reductions in general levels of mertality, most
Asians, and especially the’méjority whe live in rural areas, are exposed
to communicable diseases due to unsafc drinking water and an almost complete
lack of sanitary facilitiis. Even in Sri lanka, which has a relatively low
death rate, safe drinking wafer has been available to only a‘quarter of
the people. In most developing ESCAP countfiesp adequate sewerage does

not existeven insmall- or medium-sized towns.

One important aspect of the connecticn between environment and
health is the doubling of malaria cases, between 1970 and 14975, in 21
Asian countries, and especially in India which had close to 4 million cases.
In this large sample of ccountries, nine had a worsening trend of malaria
prevaleﬁce, four had a stationary trend, and . four an impréving trend.
A conference sponsored by the World Eealth Organization, heéld in 1976,
linked the transmission of malaria by mosquitoes to the maintenance of
primitive techniques of rice farming. These favour the multiplication of
mosquitoes, and the practice of sleeping by paddy fields their role as
vectors of the clinical parasite. There are pesticide sprays to reduce
the problem, and they were successfully applied,>on a large scale, during

the 1950s, Todzy their use has diminished owing to finatcial and such

operational constraints as lack of trained persomnel and equipment.

The envirommental conditions iust discussed are important aspects
of what has come to be cailed primary-health care, generally accepted as
an element of national &conomic plans by Asian countries. Other aspecté
of the problem relate to pollution of air, water ot s0il due to municipal,
industrial and agricultural effluents or activities, Mortality and morbi-
‘ dity rates are'especially high in Bangladesh, India, Pakistan, Sri Lanka
and Viet Wam bacause of water- and soil-becrne disecases, Air pollution, due
to motor traffic, chemical works and industrial fuels is also becoming a
health hazard in the larger citias, such as Bangkck, Pombay and Seoul, . There

has also been a marked deterioration of inland waterways and coastal watrers.

Less direct, or more long-term, aspects of edvironmental deterioration
have also to be noticed. Asia is losing its forests, and at an alarming rate
in Indonesia, Malaysia, Nepal, the Philippines, Sri Lanka and Thailand. If

present trends went unchecked, these countries could losc their entire

/ IMBALANCES



IMBALANCES OF HEALTE SERVICES

. Existing health services are very unevenly Jdistributed between the
larger urban areas and the rest of a country, so that most rural people have
very limited access to them. In India, for example, it has been estimated,
that about 80 per cent of hospital beds and over 30 per cent of physicians
are located in urban ateas. In Thailand, to take another example, there is
one doctor per 1,000 people in the capital, but only one doctor per 30,060~
50,000 people outside it. This kind of discrepancy is wider still for nurses,
.pharmacists, deptists and other health workers.

Uneven distribution of health services is bound up with an undue
emphasis on curative medicine at the expense of preventive medicine and
protective health care. The core of institutional health services, and
a good deal of private ones, too, has been the hospital. The result is
a highly centralized esystem with decision making, personnel and financial
managements located in a ministry. which is almost always in the capital,
and with operational facilities concentrated in a hospital network which
is readily available only to a minority of people. Experience has shown
that institutional services provided h»y well-trained professionals is 2
very expensive, and grossly inequitable, solution to the rroblem of health
care. It is also wasteful, in that many of the doctors and nursecs trained
to good professional standards, at considerable pubklic cost, find it easy
and advantageous to migrate to advanced countries where their services
are much better remunerated.

The alternative is well-known but ldcks practical recognition. If
the great majority of Asians are to have anyt' lng like effective medical
care, large numbers of people have to be quickly trained in basic and
technologically simple health skills, and chosen for that training on the
basis of cultural kinship with rural communities. Such a system has been
successfully developed ip China and Viet Yam, and siwmilar, much more
linited, experimente have been tried in India, Iran, Indonesis, Singapore
and Thailand with encouraging success. :

There is, accordingly, a developing new concept of medical care
as being grouped around, not a hospital, but a health centre which
emphasizes widespread distribution of health services, and theilr accessi-
bility: 1t would also be concerned with a preventive as much as with a
curative approach by way of ambulatory services.” This kind of health
centre should be the core of institutional health services, at least in
the rural arecas of Asia.

The World Health Organization and the United Natigons Children’s
Fund (UNICEF) have thus evolved a recommended approach te health services
which has been labelled primary health care. It means extending more or
less specialized health services tc people, especially rural people,
through outposts manned or managed by professionals, but more or less
peripheral to’'the central administration of health services. The basic
idea 1is that health workers should be at the centre of a rural community‘s’
life, and part of it. This seems to be the ofly practical dpproach which
is likely to provide ddequate coverage of health services in developing
Asian countries: but it has many difficulties to overcome - financial,
buteaucratic and professional. The Western apnroach to health services
has great merits and great advantages to those who practise it, or receive
it, but it'is grossly inadequate for most Asian countries at their present
stage of development. o ' '

/forests
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forests within two decades. Cr, to widcen the picture, the ESCAP region
could lose 70:per cent oE its forests by the turn of the century,
Deforestation has various cavses: collection ¢f firewood by rural
households,‘conversion of forests to arable farms, shifting cultivation
of the '"slash and burn' type, commercial logzing, and illegal logging.
Its consequences are accelerated erosion of agricultural land, siltation

of rivers and coastal waters, and shortages of water in dry 8seasons.

Another serious problem in large areas of China, India and Iran,
and in some parts of Afghanistan and Pakistan, is "desertification', a
name for a human or natural process which reduces the productivity of
land. This occurs in arid or semi-arid areas which have been over-
exploited for grazing livestock or for growing crops that exhaust the
soil. It has becen estimated that this deterioration threatens nearly
380 million people over an area of 31 million square kilometres within
the ESCAP region. That threat has obvious implications for food
production, nutrition and so hcéalth. During the late 1970s measures
were taken to deal with it, but the scale of necessary action, and the
lengthy time required for results, mean that no quick reversal can be

hoped for,

Notice has also to bve taken of a fundamental aspect of what car
be called the "social environment". That environment depends upon the
maintenance of law and order fer the protecticn of citizens, long
recgarded as a basic function of the State. Yet, in some developing
ESEAP countries, traffic accidents and murders have become leading
causes of death, and increasingly so. Firearms are far too easily
obtained, and motorcycles are ziving Asian criminals unprecedented
mobility to escape detection. The main requirements here would seem to
be strengthening the forces of law and order, improving dedication to
their basic social role, and gaining wider public co-operation for

their work.

x

/C.
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.. - DISADVANTAGED PEQPLE

Poverty is the underlying factor in most of Asfa's soclal problemu,
but these have other aspects connected with such c1rcumstancea as age,
sex and phy81cal or mental dlsabllltles. In some countrles too, they are'
connected with race, or w1th loss of c1tlzenship and reSLdence through people

becomlng refugees from their own countries.

1. Exploited children

) A conspicuous'problem is the unscrupulous‘abuse of child labour,
W1de1y practised in the poorer countrles of south and south-eaat Asia, as
well as in other large areas of the developlng world Many thousands of
children, some as yoyng &s 6 years, are virtually sold into annual or life-
time work in farms, homes, factories or brothels, They are often forced

to live under infamous counditions reéard&ng»diet, accommodation, work and
pay. Those consigned to fa¢tories may be kept in unhygienic'work places,
made to handle‘ddngerous machinery, chemicals or polluted materials, to
work long hours with very few holidays, to sleep on féctory‘floors, or to
eat unwholesome and scanty food. Those sold to brothels may be brutelized
into‘prostitution and deprived of llberty”along with self-respect;

In l9ol the Economlc and Social Council of the UnLLEd Nations

o 4f

.IECEIVGd a report='on this problem which contained some 1llus*rat1ve materlal

(a) In gome parts of Bombay, one quarter of children had begun working

between the ages of 6 and 9 years, and nearly half between 10 and 12,

(b) In Pakistan' there were 1,5 million children employed in carpet
weaving, many ‘of them from the age of 6 years, They worked 11~ 12 hours a day
for a monthly wage of $ 8 -6 12, These finure related only to those urban

factories which are subjecc to Government 1nspect10n.

.(c) In the Republic of Korea, there were girls, barely 12 or 13 years
old, who machined shirt collars and cuffs for a few cents an hour, seated’

-all day long on hard slats in poorly lit hovels.

/In

4/ A, Bouhdiba, Exp101tation of Child Labour paper preeented to
the United Nations, Ecomomic and Social Council, Commlsslon ‘on Hurian Rights,
Sub-Comm1331on on Preventlon of Discrimination and Protection‘of Minorities
 (E/CN. 4{Sab. 2/479), 8 July 1981, .
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In Thailand, a number of studies have been made., It is estimated
that one fourth of children under 16 years have to work, and that about
2 million work in factories, many of which are unlicensed. A considerable
proportion of these children suffer from malnutrition or from hazards
related to their work., Even in licensed factories, working and living
cqnditions are often poor, in spite of the existence of laws to protect

child workers.

Principle 9 of the United Nations Declaration of the Rights of
the Child states: ’

"The child shall be protected agzinst all forms of neglect, cruelty

or exploitation., He shall not be the subject of traffic, in any

form., The child shall not be admitted to employment beifore an
appropriate minimum age; he shall in no case be caused or permitted
to engage in any occupation or employment which would prejudice

his health or education, or interfere with his physical, mental or

moral development'. :

Most countries have laws conforming to this principle, and labour
inspectorates for monitoring their observance. Yet, in 1975, there were,
according to a United Nations estimate, nearly 42 million children under
the age of 15 years, working in south and south-east Asian countries. The
demand side of the problem is that child labour, although unskilled, is
appallingly cheap, and uneducated children make a more easily controlled
labour force than adult workers, The supply side is the poverty of parents,
and the blandishments, often dishonest, of procurers of child labour from
rural areas, There are also the formidable difficulties of enforcing labour
laws by limited inspectorates, handicapped by inadequate training or

information, and restricted by various modes of self-interest.

2. Neglected old people

Falling rates of natural increase and rising expectations of life
are leading to a more rapid growth of people agéd over 60 years than of any
other age group in Asian populations, This means fhatvthe proportion of
old people in the population will increase quite rapidly, especially in east
or south-east Asia where average expectation of life has risen move than
in south Asia., 1It has been estimated that, bty the end of this century,

. the population which is 60 years or over will double in scuth-east Asia,
and increase by about four fifths inwsouth Asia. Over the same two decades,

the whole population of Asia would iﬂcrease by one half,

/Table VII.2.
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As people age they usually become less fit for work, and have
increasiﬁg ¢ifficulties in retaining or finding employment, Their health
also Becomes &t greater risl, znd so their need for medical care, 1In Asian-
societies care of the aged was traditionally accepted as a rcsponsibility
by younger, economically active members of an extended famiiy. Yet, 'just
as the proportion of the population which needs such care increases, the
extended family'system is wezkening through the physical separation of relatives
that comes with economic modernization and associated personal mebility.
In some villages of Malaysia, the Philippines arnd ‘Thailand, so many ybunger
people have gone that the old are left almost alone with little support.
Asian societies have some ambivalence -about caring for old people; traditional
values place this responsibility on their families; but economic change

is making thet less usual or less comprehensive,

Social care for the old has been slow to develcp. DNost aged péople
are in rural areas and belong to the poorer social groups. They have héd
little hope of accumulating savings, from low or irregular incomes, to meet
their needs in old age, Unless they have been pubiic servanﬁs, they do not

receive pensions. Nor,

, as most medical and hospital services are concentrated

in cities, can they expect much in the way of public health care for the ills

that increase with age.

Most old people in urban areas have similar problems over income, and
perhaps worse problems over housing. Not many déveloping countries have -
extensive schemes of public housing and, even in Hong Kong or Singapore,
many elderly people do not qualify for such housing. keéideﬁtial or nursihg

#

homes for the elderly are even less widespread.

Much more attention will, in the next decades, have to be paid by «
developing ESCAP countries to the worsening plight of the increasing number
and proportion of fhein people who are passing beyond working age. That
must put a strain upon their resources, which could be relieved only by

achieving adequate and equitable econowic growth,

/YOUTH
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¥oUT:i POLICLIES

One fifth of the ESCA?2 f-,pon 's Uvoplf are within the age group
of 15 to 24 years. It is a oarticularly importent age group. Its
members have often been active in forcing pollt‘ch changes or in )
supporting those who seek them. Hore fundamentelly. it is members cof
this zroup who receive hizuer educetion, academic or technical, and so
will soon become the educaved or skilled personnel needed for modern
economic progress. .

Fducation has thus become a high priority for most Covernments.,

There is, however, concern about its effectiveness. Rurzl areas have

been disadvantaged in regard toc the provision of educational, as well as
health, services because of over-con¢entration of expenditures on urban
centres. Curricula, moreover, have neglected courses sulted to rural
neeas and over-emphasized those which lead to white-collar employment.
There has, accordingly, been a neglect of the important needs of
agriculture, an inadequate gearing of education to available and emerging
"job opportunities, and a good deal of white-collar uvnemployment. Another
consequence has been a growing migration of young people tc cities.
attracted not only by the hope of better paid jobs but by the facilities

which cities offer for recreaztion, sport and.social life.

.

.

In recent years, various forms of national youth councils have
been 'set up to reflect government recognition of the social needs of
young people, and their role in national develapment. These. councils,
however, often lack sufficiently comprehensive appreciation of the
' needs of youth in regard to education, employment and recreation, or
effective co-ordination for this purpose between ministries, agencies
and voluntary organizations. In particular, more fccus is needed on the
provision of youth services in country areas, including the provision
of sporting and recreational facilities. '

/3.
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3. Underprivileged women

More atzention lias been paid to the leoag tradition of women's
socio-economic inferiority, and some progress has been made in reversing
it., 1In recent yzars, women's participation in the labour force of ESCAP
countrieé has teen Increasing, both as a proportion of the female population
and as a proportion c¢f the labour force., There is also a promising trend
in the growth of female earolments at all levels of formal education in
most ESCAP countries. The United Nations Uecade for Women has had some
effeet in accelerating various official measures for improving the status
and participation of women in socio-econcmic life, Ministries or bureaus
have been established by many Governments in order to promote women's welfare

or to deal with women's affairs,

Nevertheless, such organizations have had a low priority, and very
much remains to be done. In regard to employmént, about half of the econo-
mically active women in Asia are in agriculture, one quarter in industry,
and one quarter in services of various kinds. The organized or modern
sector thus absorbs a minority of women workers, and those within it encounter
discrimination in regard to the range of jobs available to them, &and the
terms upon which they can work or be remunerated. Women have so far obtained
only a small share of managerial or professional jobs, and tend to concentrate
in a limited number of occupations, demanding little education or skill,
and involving routine work at low wages. Such discrimination is becoming.
less tolerable now that increasing conjugal separation is meking for more
households headed by women, and that the extended family system, which

cared for divorced or bereaved women, is becoming weaker.,

In regard to education, there is a bigger proportion of drop-outs
from formal courses for women than for men, and women have a much-lower
rate of participation in adult education programmes, including those which
offer voeational and téchnibal courses. That, of course, has some effect

in keeping them to lower paid jobs,

Although most ESCAP countries have laws which give women equal

education and politics,

cpportunities with men in regard tc cmployment,

women are far from full achievement of such opportunities. Zeasons for
this state of affairs lie in economic constraints and traditional values
relating to women, These constraints and values have been slow to change,

partly because they are widely accepted by women themselves.

.

/4.



4, Disabled pecple

»

Perhaps one in 10 of the ESCAP region's people is disabled,‘suffering
from blindness, loss of one or more limbs, some form of paralysis; or a
chronic and disabling disease, Beggars arc a tco common sight in Asia,
and, in some countries, children are purposely maimed in a horrible way
so that they méy contribute to the family income by begging, Often begging

is the only way genuinely disabled people can support themselves.

Most-di°abled pecple, however, live in rural areas where the extended
family system gives them nore support. They are ﬁsually extremely poor, '
and almost cut off frof médiéal services which could preveﬁt their disability,’
at an early enough stage of diagnosis, or prevent it from becoming progressively
worse, Nor can they obtain much‘helb for the sort of rehabilitation that
would enable them to live more coﬁfortably, or even earn some income to

support life in a self-respecting way.

Effective belp for the disabled has three main facets. The first
‘requirement is extensién of health services in rural areas, desirable on
a number of grounds, but needing, in this respect, medical pegsoﬁnel and
facilities for early deteg¢ticn of conditibns'leading to a disability, care
or arrest cf these conditions, £ that is possible, and, if not, help to A

minimize the physical a2nd mental consequences of the disability.

An associated requirement is the -identification or. creation of work
opportunities within the potential of a diszbled person, and training to
realize such a potential. 3pecial types of vocational training, that is,

should be provided as well as rehabjilitative medical care.

Another requirement, perhaps less essential, is provision of
accommodation and work places adapted to the physical limitations.of the
- disabled so as to help Ehem live or work more safely and comfortably, This
bas been particularly stressed by the 1976 United Nations Conference on
Human Settlements, whiéh.paid special attention to the needs of the disabled,

It showed that much could bé,done, especially in rural areds, without gréaé

coet,

Few would quarrel with the three-pronged programme just described ~
on other than economic grounds. - There is no doubt that it would involve
considerabie<cost, as would the provision of better health care in rural
areas and decent provision for the aged. A4ll of these should be regarded as

constituting an important aspect of redistributing income to relieve poverty. .

/1t
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It would then become an important question how far redistribution coculd go
without checiing economic growth to the pcint where less actual resources
were avallable for rellev1ng of poverty - and the various kinds' of suffering

which 1t entalls.

5. _Refugees
At the end of 1980, the United Nations High Commissioner for Refugees
(UNHCR) was. helplng, in A31a ‘over 2 nllllon people who had fled from their
homelands to nelghbourlng countrles because of polltlcal troubles or persecutlon.

5/ Thalland
had over. 261 000 refugees of whom 105 OOO were from Lao‘“ People s Democratic

Paklstan was shelterrng about 1 400 000 refugees from Afghanlstan.

Republic, 147 000 from Democratlc Kampuchea, and 9 000 from Vlet Nam. There
;ere also refugees from Viet Nam in cther developlng ESCAP countrles and areas'
263 000 in China 30,000 in Hong Kong, over 8,000 in Indonesia, 11,000 in
Malayala, nearly 4,000 in the Philippines, and about 1,000 in Singapore.

Lao People's Democratic Republic had, itself, over 10,000 refugees from
Democratic Kampuchea, and Viet Nam about 33,000 of them. Papua New Guinea had

about 1,000 refugees from Indonesia's Irian Jaya,

These counts relate only to refugees remaining in the countries first
receiving them at the end of 1980, Many had left for permanent settlement in
third couhtries"Or had returned to their own countries. By this date,

187,000 people who had fled from Burma to Bangladesh were back in Burma again,
.-Some 310, 000 Kampucheans had also,' by thls date, returned to their own country,
as had 73,000 Lao, About 157,000;V1etnameae were also settled in third

countries during 1980, Many more, of course, had been resettled in previous years.

“'In co-operation with governments and charitable organizations, UNHCR has
done much fo assist these people; to help maintzin them in the countries to which
they fled, to train thew for a new life abroad, and to find permanent settlement

for them in third countries. In 1980, it spent $ 268 million for these purposes.

| It cannot be doubted that refugees, even i£ generoualy aséiated;"
face many hardships and frustrations before being resettled or repatriated, Nor
can it be doubted that many who were resettled in advanced countries would sooner
or later have better economic conditions than they had left. Yet, separation‘
from a native country, relatives, friends and a customary way of life and work,
_1s usually a lasting hardship, not measurable in economic terms. It is a serious
defect of our socio-political systems that millions of people, in other contine;ts
as well as Asia, have been, and are being, exposed to such hardship and disruption,

/ARMAMENTS

- 5/ Report of the United Nations High Commissioner for Refugees, General
Asaembly, Off1c1a1 Records' Thirty-sixth session, Supplement No. 12 (A/36/12)



ARMAMENTS AND DEVELDPMENT

The thirty=-sixth sescion of the United Wstions General Assembly
received a report from the Secreteriat on the relation between dissrma-
ment and development. The report found that "it would bte virtually
impossible to dispute the cdesirability of révérsing the arms race in
order to speed up the process of socio-economic development'.

Two striking comparisons are made to emphasize this point. For
many years, total worid wilwtvary spending Lias exceeded the combined
national incomes of all countries in Africa and Letin America. These
expenditures, too, are about 1% times as large as all the official develop-
ment assistance from OECD countries to poorer countries, Or, to take a
micro-illustration, the World Health Organizstion spent less than $ 100
million over 1C years to eradicate smallpox, about the same sum and
period that omne country spent on improving a small air-to-air missile.

A So much secrecy attaches to military spending that it is impos-
sible to reach accuirate =zctimates of its cost. But the report, after

careful study, thought that $ 500 bHillion would not be an underestimate

of world military spending in 13%00. That sum would be about 6 per cent

of world GNP, equsl to $ 110 for every person on earth, and roughly

equal to the combined expenditures by all developing countries on their
own gross capital fcrmation. Global expenditures on research and develop-
ment for military purposes is ot least six times greater than all research

and development expenditures in developing countries.

Asian countrics, in ‘1980, had about a & per cent share in global
military sper:ling, but this shere had risen from less than 2 per cent
in 1955, or from Z.5 pev cent in 1970. For zll dcveloping countries,
military spending rocse, as a proportion of GNP, from 3.2 to 4.2 per
cent, The share of devzloping couniries in world trade in ermaments,
moreover, has been around thres quarters during the 1970s, mainly because
they lack industries for producing the most expensive types of armaments.

The following table gives some necevssrily imperfect indications
of the relative importan.e of military spending in 13 devéloping ESCAP
countries, It appears, from this data, ‘that the proportion of military
spending to GNP is not far from the world averzge of 6 per cent in
Indonesia, Pakistan, the Republic of Korea, Singsgpore 2nd Thailsnd. It
also appears that military spending much exceods receipts from foreign
a2id in these countries. and also in India, Malaysias, and the Philippines.
Nor are the comparisons generally favoursble against central government
expenditures on health and education.

It would seem that, if measures for dicarmement became practicable,

even within the ISCAP region =2lone, much could bz done to meet the urgent
economic and social needs discussed in this final chapter of the Survey.

/Defence
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Defence expenditures, health and education
expenditures, and foreign aid, 1973-1981 a/

/

(Percentage of GOP at current factor cost)h

1973-1975  1976-197%  1oo0 1903 1981

average average
SOUTH ASIA AND IRAN
Bangladesh
Pefence 0.6 1.5 1.5 1.5 1.2
Health anq cducation 1.1 / 1.3 1.6 1.5 1.5
Foreign aid 5.65 3.5 10.3 12.1 10,0
India
Defence 3.6 3.5 3.3 3.4 3.15/
Health and education 0.4 0.6 G.6 0.6 0.5—/
Foreign aid e/ 0.8 1.1 0.4 0.5 1.3%
Iran
Defence 16.0 13.4 o ces ces
Health oand education 6.3 6.6 “se soe e
Nepal
Defence 0.6 0.2 0.9 cee oo
Health and education 1.4 2,1 2.2 con oo
Foreign aid 2.3 3,5 4.7 5.7 one
Pakistan
Defence 6.6 6.3 5.7 5.9 5.6
Health and education 0.1 ) 0.1 0.2 0.3 0.3
Foreign aid 4.6 4,6 2.5 2.7 1.4
Sri Lanka
Defence 1.4 1.4 1.7 1.6 ces
Hez1lth and education 4.0 3.9 3.6 3.5 .es
Foreign aid 2.8 6.0 9.1 2ed sas
SOUTH-EAST ASTIA AND
REPUBLIC OF KOREA
Burma £/
Lefence 3’7E/ 3,6 2.5 tes ves
Health 2né¢ 2ducation 3,0¥/ ' 2.5 2.6 2.5 2.6
Foreign aid 2.1 2.1 6.9 2.5
Indonesia ‘ /
De‘fﬁnce 2.5(:/ 3.9 4.4 5-5 / co e
Health and education 1‘OE/ l.4 1,6 2.0 “ed
Foreign aid 1.3— 0.7 0.3

/Malaysia




1673-1875  1976=1978 o0 1980 1981

average average
Malaysia
Defence £.8 4,5 Q.l 4.1 .o
Health and education 6.2 6.4 5.7 6.1 .
Foreign aid 1.9 1.6 1.6 0.7 R
Philippines
Defence 2.5 2.7 1.7 1.6 .
Health and education - 2.6 2.6 2.8 2.3 e
Foreign aid - 1.7 1.0 0.3 " 0.6 ..
Republic of Korea :
Defence _ : 4.6 6.7 6.1 7.2 can
Health and education 2.6 3.3 3.6 4,1 .o
Forelgn aid .7 1.8 150 0.7 ’e
Singapore
Defence 5,6 6.4 5.8 6.3 -
Health and education  « 3.7 3.6 3.8 4.2 e
Thailand”
tefence ‘ 3.8 4.5 5.5 5.0 .o
Health and education 2.0 2.6 2.7 2.8 eee
Foreign aid c.3 0.9 1.9 1.5 .

Sources: World Bank, World Development Peport 1931; IMF,
Government Finance Statistics Ygarbook 1981 and national sources.

‘a/ VYears are end of fiscal years exeept for Sri Lanka, Indonesia,
Malaysia, Philippines, Republic of Korea and Singapore where years are
calendar. Expenditures include onliy disbursements by the Central Govern-
ment. Foreign aid here means net disbursement of grants and loans made
* on concessionary financial terms by multilateral agencies, members of the
" Development Assistance Committee of the OECD and wmembers of the Organiza-
tion of Petroleum Exporting Countries.

b/ GDP at current market prices for Burma, Indone81a, Malaysia and
-the FPhilippines.

¢/ 1974-13975 average.

- d/ The 1980-1381 GDP in current prices hazs been estimated by
applying a 20 per cent growth factor, calculdted by the National Council
of Applied Eeonomic Research, to the previous level.

e/ For 1980-1981, including ®s 5,410 million from IMF Trust Fund.

£/ + Fiscal year 1974/75 only.

gy The 1980 GDP in current prices has been estimated from data
. about changes in price and real GDF.
W/ 1975 only.






