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I. TEE 'I-70RLD ECClJOMY 

The Third United Nations Development Decade has be~1un in the unfavourable 
aircumstanoes of a. world depressio~2 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 fa'l Zing prices for primary commodities$ in spite of zuorZ.d inflation3 and by 
reduced demands for manufactured exports. These two features have adversely 
affected developing countries 3 although growth rate of real income ha..c:; 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 bA~g 
increases in the price of oil.~ 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. capital markets . 

. Inflation has reduced the real burden of their past debts, but the rv~se of 
world interest rates to extraoY!dinariZ.y high 'levels is adding to the real 
burden of loans raised currently. Very disappointing progress has been made in 
regard to international commodity agreements3 or a Third Arrangement for the 
Multifibre Agreement which governs most of the world 7s trade in textiles~ in 
which some developing countries have come to participate substantially. 

A. OUTPUT AND PRICES 

During 1980 the rate of growth in the world 1 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 cl.o not 

point to any general improvement having occurred in 1981, n9r 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 ac~ount for t"1o thirds of its trade flows a,nd 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 1981, and is expected.to rise further to 8,0 per cent in 1982. Japan, 

however, had actual a!ld expected growth rates for output which are at least twice 

the average for the Organisation for Economic Co-operation and Developm~nt (OECD), 

and much lower unemployment rates. In 1982, its real output is expected to grow 

by 3.8 per cent and its unemployment rate to be only -2,3 per cent. The United 

Kingd9m of Great Britain and Northern Ireland, at the other extreme, had 

negative grow'l:h ra.tes in 1980 and 1981 with unemployment rising to 10.5 per cent 

of its labour force; hardly any growth of output is expected in 1982~ and the 

rate of unemployment may reach 12.0 per cent. 

/Figure I.l. 

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

(Percentage) 

Item and country group 
1971-
1980 

1976-
1978 1979 198#1 1981E_/ 

Gross domestic product~/ 
World 

Developed market economies d/ 
Centrally planned economies
Developing countries: 

4.3 

3.5 
5.5 
5.7 

Net energy-exporting countries 5.8 
of which~ 

Capital surplus countries 6.1 
Other countries 5.6 

Net energy-importing countries 5.6 

Agricultural productio~/ 
World 

Developed market economies 
Centrally planned economies 
Developing countries 

Industrial productionf/ 

World. 

Developed market economies d/ 
Centrally planned economies
Developing countries 

2.4 

2.0 
2.6 
2.8 

4.3 

3.3 
6.6 
4.6 

4.8 

4.4 
5.5 
5.3 

5.2 

4.3 
5.9 

5.4 

3.0 

2.0 
3.0 
3.5 

·5.6 

5.4 
5.9 
5.6 

3.8 

3.7 
3.3 
4.8 

5.5 

4.0 
6.5 

4.3 

1.0 

2.5 
-1.0 

4.4 

5.0 
'~ .1 
2.4 

2.2 

1.5 
3.1 
3.9 

4.0 

o.s 
6.1 

3.9 

-2.0 
1.0 
2.5 

1.5 

0.4 
3.8 
1.8 

2.0 

1.5 
3.5 
4.0 

6.5 

4.0 

Source~ United Nations, World Economic 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 .._.,hich jointly account for mor.e than 90 per cent of the 
population and for 95 per cent of the aggregate gross. domestic product of the 
group. 

b/ Forecasts. 
c/ Net material product in the case of centrally ·planned economies. 
d/' China, Eastern Europe.and the USSR only. 
;/. Based on gross output indexes prepared by FAO. Data for 1980 are 

estimates as of December 1980. The 10-year growth rates reflect growth trends 
obtained by fitting·regression lines to the data points. 

f/ Based on indexes of value added, except in the centrally planned 
economies for which the indexes are' based on g=oss output at constant prices. 
The coverage is International Standard Industrial Classification cat~gories 
2-4, that :ls 9 mining, manufacturing, and electricity, gas and water. 

I Associated 
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Associated estimates made ~y 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 less than 

developed market economies; for, in 1980, their growth rate of output was 3.9 

per cent and their estimated growth rate in 1981 is 4 per cent, twic..:: 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. In 1980 and 1981, the latter had the same growth rates as the 

averages for all developing countries, but those oil exporters which are not 

capital surplus countries had rates which were about 50 per cent higher. Capi~al 

surplus oil exporters had a low rate of 0.5 per cent in 1980, and could expect 
~ 

little in 1981; 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 ir1flation, 

which most regan~· as the prime target for corrective policy. The GDP deflator-. 

a general measure of price inflation, increased by 9.0 per cent in industrial 

countries ~uring 1980, as against an average of 8.3 per cent for 1975-1979.1/ 

Oil prices were 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. That. in itself, means some relie£ of adverse pressures 
, I 

upon the world economy. Yet,according to the above forecasts, the relief will 

,not have peen sufficient to overcome the repercussions of the preceding jump 

in real oil prices, and other unfavourable influencest before the end of 1982. 

These forecasts, of course, rest on estimates and interpretations of 

current facts, and assumptions about future even~s. Two favourable facts are 

the fall in real oil prices in 198L· -and the relative buoyancy .of business 

fixed investment expenditures .. during this recession as compared with 197j. 

Three optimistic· assumptions are that real oil prices will continue to fall 

throughout 198~~ that exchange rates are held constant, and that fiscal and 

/Table I .2. 

11 IMF, Annual Report, 1981, p. 8. 
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Table 1.3. Annual percentage change in world prices 
of commodities, 1976-1981 

1976-1978 1979 1980 

Food -2.7 14.1 34.1 

Beverages 45.8 5.8 -12.2 

Agricultural raw materials 11.7 22.0 4.1 

Metals 6.3 29.8 10.6 

All commodities 9.8 16.4 9.7 

Manufactures 9.22-1 14.4 10.5 

1981 
(9 months) 

-24.9 

·25.5 

-11 .. 0 

-13.2 

-19.4 

10 .OE-1 

Sources: I!1F, International Financial Statistics, Nove~ber1981 and United 
Nations, World Economic Survey, 1980-1981, p. 59. 

a/ 1975-1980. 
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 dis-tortions. 

Inflation haG been, in a variety of ways, a major factor in the recession 

which spread from the developed market econom~es to the rest of the world after 

1979. In the OECD countries, the average annual pe~centage increase of private 

consumption deflators rose from 7.2 per cent in 1979 to 11.3 per cent in 1980, 

may have slackened to 10 per cent in 1981, and is forecast at 9 per cent in 1982. 

Only a gradual improveme~t. therefore, is likely. Japan, yet again 

with the highest growth rate for output. among t~ese countries, and the lowest 

rate of unemployment~ also has ·the lowest rate of inflation - 5.5 per cent in 

1980 and a predicted 4.8 per cent in 1982. These are h2.lf the rates for the 

United Kingdom. 

Prices of manufactures entering world trade are strongly influenced by 

inflation in developed market economies because these dominate world trade in 

manufactures, and adjust prices largely on a cost plus basis. Prices of 

primary commodities depend mostly upon the bala·nce between world demand and 

world supply~ ana hence upon demand and, mar~ especially supply. ·conditions in 

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

Prices of food and agricultural materials thus depend upon harvest condi

tions. Harvests were good in 1976-1978 and food prices fell by nearly 3 per . 

/cent. 
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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 
I 

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 

countries. Such activity was relatively high in 1976-1978 and did not fall 

seriously in 1979, when world pr,ices 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 much less strongly; in 

1981, they slumped. 

Taking primary commodities as a whole, it 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 ~irst three quarters of 1981, were 

falling ot a high rate of 14 per cent. 

Figure 1.2 shows annual rates of change in consumer prices for major 

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. In the non-oil developing countries, however, rates of 

inflation were much higher, and were still increasing 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 high rates of inflation 

because of domestic policies and conditions. In the non-oil developing 

countries of Asia, in~lation was much more moderate, in fact 1 below the rates 

for industrial countries. 

E • TRADE 'AND PAYMENTS · 

Divergent price movements for different groups of commodities and 

countries have naturally led to chan~es in the terms of ~rade between exports 

and imports. Between 1976 and 1979, they had declined only slightly both for 

developed market economies and the net energy importers among developing 

countries, while. improving appt:eciably· for net energy exporters. In 1979, 

ho~ever, the Organisation of Petroleu~ Exporting Countries (OPEC) made a second 

large .increase of oil priqes so that the terms ef trade declined for developed 

market ~conomies by 3 per cent, and by 7 per cent in 1980 .. For net energy 

importin& developing countries they declined by 5 per cent in 1979 and by 7 

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

/Figure I • 2. 
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oil developing, countries have thus had tc, suffer~ from 1979 to 1980 ~ the 

depressing effects of a wo1ld 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 migh~ have compensated for slower growth of export volumes, that oil, 

which is a large part of 
1
their imports~ became ao much dearer as to prevent 

any improvement in their terms of trade. 

The direct benefit of. trade to a country depends, of course, upon the 

volUme of its exports 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 of world exports were a fairly steady 5-6 per cent 

between 1977 and 1979, as were those of its largest component, th~ exports of 

developed market economies. The growth rate for non-oil develop'ing countries 

was less steady but at the.same average level of 7 per cent. That rate also 

held fur the centrally planned economies of Europe. It was less than 2 per 

cent for capital surplus oil exporters, mainly because of e~onomic disruption 

in Iran. 

After the second major rise of oil prices; the rate of increase for 

the volume of world exports dropped to 2 per cent in 1980, and rather lower 

than that in 1981. Paradoxically, the biggest c'rop was in the oil...,exporting 

countries, partly because of the war oetweeri: Iran and haq, which, for a time, 

ha~ted their oil exports, partly because conservation measures~ developed 

since 1974, and the onset of world recession reduced demands fer oil (see 

table I .4). To som·e extent, therefore, the OPEC cartel had misjudged the oil 

market. 

In developed market . economies,. and also in the. centrally planned 

·economies of Europe, grm·7th in the volume of exports was halved in 1980 and 
' 

fell further to about 2 per cent in 1981. A recovery to 5 per cent is predicted 9 

by the United Nations Secretariat, for develo?ed market economies in 1982, but 

none for the centrally planned economies. 

The non-oil developing countries have been less ~everely affected in 

this respect. The rate of grouth for their volume of exports dropped from 9 to 
. . . 

5 per cent in 1980, and then to 4 per cent in 1931. The' impl:ication of this, . . ' 

and of the changes in their terms of trade~ is·that the import-value bf their 
I ~ 

exports, after rising by 4.5 per cent in 1978. and. by the lower rate of 2.7 per 

cent in 1979, then fell by 2.5 per cent in 1980 and by another 1.3 per cent tn 
1981. 0ver the last two· years there vms abo\lt the same decline in ·the import 

/Table 1.4. 
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Table I.:',. War ld trade. Annual percentage change in volumes 
and prices, by country groups, 1976-1982 

(Percentage) 

1976-1979 1978 1979 

VolUme of exports 
World 

Developed market economies 
Developing countries 

Capital surplus countries 
Other net energy exporters 
Net energy importers c/ 

Centrally pl~nned economie&--

Volume of imports 
World 

Developed market economies 
Developing countries 

Capital surplus countries 
Other net energy exporters 
Net energy importers I 

Centrally planned economie~ 

Unit value of exports 
Market economies 

Developed market economies 
Developing countries 

Capital surplus countries 
Other net energy exporters 
Net energy importe'rs 

Unit value of imports 
Market econo~es 

Developed market economie$ 
Developing· countries 

Capital surplus countries 
·other net energy exporters 
Net energy importers 

Terms of trade 
J)eveloped market economies 
Developing countries 

Capital surplus countries 
Other net energy exporters 
Net·energy importers 

6.7 
7.0 
5.6 
1.8 
6.2 
8.9 
7.0 

6.9 
7.4 
6.0 

12.8 
5.2 
4.5 
5.2 

g,g 
. 9.2 
11.9 
15-.0 
12.9 
,8.6 

9.7 
9.7 
9.1 
8 :; 
9.0 
9.3 

-0.5 
2.6 
6.0 
3.6 

-0.7 ·' 

5.1 6.0 
6.1 6.5 
2.1 4.5 

-3.'! -2.1 
3.4 7.8 
7:6 8.8 
5.5 5.6 

5.8 
5.4 
6.3 
1.3 
4.4 
8.9 
8.3 

10.1 
13.2 

2.1 
0.7 
1.2 
3.6 

9.7 
9.? 
9.0 

12.0 
11.4 
6.9 

3.0 
-6.3 

-10.1 
-9.1 
-3.1 

5.6 
7.3 
1.5 
2.4 

-3.3 
3.3 
2.1 

19.2 
15.5 
30.4 
48.9 
36.2 
12.6 

18.7 
19.3 
16.7 
13.6 
14.9 
18.E 

. -3.2 
11.7 
31.1 
18.6 
-5.1 

198~/ '198lb/ 

2 
3 1/4 

-2. 1/4 
-11 
-2 1/2 

5 
3 

1 1/2 

6 1/2 
12 
15 

1 
2 3/4 

20 1/4 
13 1/2 
40 1/4 
66 1/2 
49 3/4 
13 3/4 

21 1/4 
22 
18 3/4 
13 1/2 
14 
23 

-7 
18 • 
46 3/4 
31 1/2 
-7 1/2 

1 3/4 
2 
1 

-4 
2 
4 
2 

1 1/4 
-3/4 

7 1/2 
15 
15 

1 
'2 

11 3/4 
10' 
16 1/4 
25 
20 

6 

11 1/2 
12 
10 1/4 

9 
9 

12 

-1 3/4 
5 1/2 

14 3/4 
10 
-5 1/4 

Source: United Nations, \.J'or1d Economic·Survey 2 1980-1981, p. 56. 

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

a/ 
b/ 
S:_l 

Preliminary estimates. 
Forecast. 
Centrally planned economies of Europe only. 

/value 

1982b/ 

5 
5 1/2 
4 1/2 

2 

5 
4 1/2 
8 ... 

3 

... 

... 

... 
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value of exports for developed market economies. These changes indicate a 

massive transfer of resources to the major oil-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. 

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 value 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 oil prices involved 

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

Table 1.5 shows current balances of payments less official transfers 

for major groups of countries in recent years; negative figures indicate an 

ex.cess of imports over exports for goods and services, and positive figures 
4/ a corresponding excess of exports.- It can be seen that these current 

balances, after 1978, became negative for developed market economies and still 

more so for non-oil developing countries. There were corresponding and huge 

surpluses for the capital•surplus oil 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 pe:.r cent. 

In 1981 the rroportion may have falle.n to under 3 per Cc3nt for developed market 

economies but probably rose to over 25 per cent for non-oil developing countries. 

Trade imba.lances had never been greater, nor the problem of recycling "petro

dollars" more acute. 

It can be seen from table I .6 that the non-oil developing countries 

have not had to reduce the1.r 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. Official transfers have also increased but, in 

1980, financed only an eighth of the combined current deficit as against nearly . ,• 

a fifth in,l979. Allocations of Special Drawing Rights (SDR) from IMF 

also decreased in 1980, when they financed less than 3 per cent of the deficit. 

Net direct investment i~ 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 la-rger def_icit. The greater part of the recent 

/Table I .5 . 

. !}-j This statement has to be qualified in respect of private transfers, 
which have become substantial for some AsiaB countries because of large numbers 
of their nationals working in other countriesj especially those of the Middle 
East. 
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Table 1.5. Balance of payments on current account,~/ 
by country groups, 1978-1981 

($ biliion) 

1978 1979 19sd:-1 1981~1 

Developed market economies 32.8 -7.4 -47.2 -39 1/2 

Major industrial countries 36.2 3.5 -17.9 -8 
Other countries -3.5 -10.9 -29.3 -31 1/2 

Developing . d/ 
countr~es- -30.5 15.4 35.0 37 1/2 

Capita 1 surplus countries 20.[j. 70.4 108.5 125 
Other net energy exporters -22.1 -6.8 -1.5 -4 
Net energy importers ~/ -28.8 -48.2 -72.0 -83 1/2 

Centrally planned .· e/ e conom~e s- -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 balance!/ 3.5 -7.9 8.8 -:3 1/2. 

Source: United Nations, World Economic Survel::z 1980-1981, p. 54. 

_Note: Fractions appear here instead of decimals so as qot to exaggerate t~e 
accuracy of estimates. 

a/ Excluding government trans~ers. 
b/ Preliminary. 
c/ 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 I .6. 
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Table 1.6. Non-oil de~loping countries. Current account 
financing, 1975-1980 

($ billion) 

1975 1976 1977 1978 1979 1980 

Current c:Jeficit 46.5 32.9 28.6 37.5 •57.6 82.1 

Official transfers 7.3 7.4 8.2 7.8 10.4 10.6 

SDR allocations etc.'a/ -0.7 -0.·3 1.0 1.2 3.0 2.1 

Net direct investment 
etc. 5.3 4.8 5.4 6.2 8.2 7.9 

Net long-term borrowing: 
From official sources 11.7 10.8 12.5 14.3 14.5 21.0 
From private sourceg 14 .• 9 19.0 21.3 27.0 33.1 27.2 
From residual flows b/ 0.1 -1.6 -6.1 -6.1 -2.9 -0.1 

Reduction· of reserves 2.5 -12.5 -12.1 -'15.8 -10.1 -1.2 

Net short-·teizu 
borrowing s:/ 10.1 8.6 -1.1 1. 7. 7.8~ 14.6 

Residual errors -4.7 -3.3 -0.5 1.2 -6.3 . . 

Source: IMF, Annual RePQrt, 1981, p. 32.· 

y Includes valuation adjustments and, gold mor.etization. 

Proportions 
1980 

(per cent) 

100".0 

12.9 

2.6 

9.6 

25.6 
33.1 
-0.1 

-1.5 

17.8 

b/ 'lbese comprise (1) net 'changes in long-term external assets of non-oil 
deve],oping countries; and (2) residuals and. discrepancies fro.m mismatching 
creditor .. soilrce data, from debt reccrds, with capital flow data from national 
balance of payments records. 

£1 Includes use of reserve-relatea credit facilities,'i.e. use of IMF 
credit and short-term borrowing by monetary authorities f·rom other monetary 
auth'ori ties. 

/deficit 
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deficit had thus to be financed by long-term borrowing; 59 per cent .in 1980 f.lS 

against 78 per cent in :1979, but the proportion had also been around one half in 

~.975 after the first oil shock. There also appears to have been, in 1980, a 

sharp increase of short-term borrowing~ includi~1g transac:tions between central 

banks. That was required by a fall in the amount of net long-term borrowing 

from private financial institutions from $ 33 billion in 1979 to $ 27 billion 

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

Net official 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. In 1980, the World Bank began a programme of 

lending for structural adjustments, so that disbursements by it and the affiliated 

Intez:natio~l Development Association (I:DA) increased by $ 1. 0 billion to $ 5. 8 

billion in 1979/80, and by a further $ 6.9 billion in 198,0/81. The IMF increased 

its stand-by and extended credits and other commitments from $ 5.4 billion in 

June 1980 to $ 11.6 billion in june 1981, all of which went to developing 

countries. Loan approvals by the Asian Development Bank (ADB) increased from 
l 

$ 1.3 billion.in 1979 to,$ 1.4 billion in 1980. 

There were also substantif.ll increases of net long-term borrowing from 

governments or official nationai agencies. Net disbursements of ()fficial 

development assistance increased from $ 30.2 b;illion in 1979 to $ ~5. 4 billion 
I 

in 1980. Disbursements by centrally planned economies were small and stationary 

at $ 1.8 billion~ but those by the Development Assistance Committee (DAC) 

countries rose from $ 22.3 billion to $ 26.6 billion, and those by members of 

OPEC from$ 6.1 billion to:$ 7.0 billion.2/ 

During 1981, there was, contrary to widely held expectations, some 

improvement in the ability ~f developing countries to raise privately financed 

loans from' international banks and money markets. These souDces had been 

Stra~ned, but not disrupted, in 1980 by demands foT finance tO meet big. 

increases of current deficits in balances of payments. A decline in their new 
. . \ 

loans.appeared to indicate that some ·developing countries had reached limits 

of commercial credit-worthiness, and that some international financial insti

tutions had reached limitr· of prudent lendin,g to them. 

These fears proved to be weak, as there was no world shortage of 

liquidity in 1981. Reserves of foreign exchang~ (less gold), after.in~reasing 

by 19 per.cerit in 1980, increased by another 7 per cent in the first half of 

1981. The world volume of money (Ml) similarly increased by'lo per cent in 

/Table 1.7. 

11 Wor~d Bank. Annu~l Report, 1981. p. 26. 
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Table L 7. Itaports <ind international reserves, 
by country groups, 1976-1981 

Imports 

World 
Industrial colli~tries 
Developing countries 

Oil-exporting countries 
Other 

Asia 

Reserves less gold 

SDR 
Reserve position in HiF ·· 
Foreign exchange 
World total· 

Industrial countries 
Developing countries 

Oil-exporting countries 
Other 

Asia 

(Values in billion of SDRs) 

-1976-::1!178 

. 879.1 
635.6 
236.0 

65.5 
170.5 
58.1 

8.3 
. 16.9 
195.0 
220.2 

. 118.3 
100.8 
53.6 
47.2 
17.2 

1979 

1 156.8 
867.7 
308.1 

74.8 
233.4. 

89.2 

12.5 
11.8 

247.9 
272.1 
153.0 
118.0 

55.0 
63.0 
22.1 

Ratio of reserves minus gold to imports (per cent) 

World 
Indus trial countries 
Developing countries 

Oil-exporting countries 
Other 

Asia 

:Hemorandum items 

Gold (million ounces at SDR 
35 per ounce) 

$ per SDR 

25.0 
18.6 
42.7 
a1.s 
27.7 
29.6 

1 025.2 
1.22644 

22.9 
17.6 

·38.3 
73o5 
27.0 
24.8 

943.1 
1. 31733 

1980 

1 505.5 
1 073.5 

418.3 
104.6 
313.7 
117.9 ·. 

11.8 
16.8 

294.8 
323.4 
183.8 
137.9 

72.2 
65.7 
23.8 

21.5 
17.1 
38.0 
69.0 
20.9 
20.2 

949.2 
1. 27541 

Source~ IMF~ International Financial Statistics, October 1981. 

~/ First quarter. 

/1980 

1981 
(half year) 

384': # 1 

570.0a/ 
113.1;_, 
29.4-, 
83.7a 
68.5 

16.5 
IS. 7 

310 . .2 
345.4 
189.8 
:1.52.7 
85.8. 
66.9 
25.8· 

87.#1 
33.3 I 
128.2~ 
274.1~/ 
76.9~./ 
37.7 

952.4 
1.15060 
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nearly 8 per cent. This surge of liquidity is .:2.levant tn the rsencral st.gte 

of inflation~ ev-:._;r. if that ~-1as modt~rating. It is also ::.·ei·:.vaat tc th':' 

avail<J.bili ty of c.otl111'.ercial credit to non-oil develoninf. countries. 

Indias Indcn;:;sia, l'lalaysiv, thf: Philippines and the Republic of Kore."l 

were all able~ in 1981, to secure large·new loans in the Eurocurrency market, 

·and on !'ather narrower spreads of interest than previously. Developing 

countries generally i~creascd their borrowings from international capital 

markets during the first seven months of 1981 by.20 per cent as compared with 
. 6/ 

the first seven months of 1980.- Their bond issues were $ 2~436 million in 

1980 and $ 1, 766 million in the. Iirst seven months of 1981; their Eurocurrency 

credits were $ 33,326 million in 1980 and $ 20~226 million in the first seven 

months of 1981. This unexpectedly favourable development was associated~ 

not only with the growth of world liquidity, but with worsened prospects for 

investment in industrial countries and participation by new regional banks 9 

notably Arab ones, in Eurocurrency syndications. Short-term commercial credits 

have also been available - at the price of the higher interest rares ruling 

in 1981. 

There has, then, been less trouble than.was expected in arranging 

immediate finance for the large current deficits caused by the sec~nd rise of 

oil \rices. Nevertheless there are grounds for concern about the consequent 

increase of external indebtedness in non-oil developing countries. 

Between.l978 and 1980~ the disbursed debt, public and private, of 

developing countries had incrcesed by nearly a ~hird to reach $ 416 billion, 

and that of A?ian and Pacific countries by over a fifth to reach $ 91 billion. 

For all deve:Jping countries debt service rose from.$ 52 billion to $ 76 billion~ 

equivalent to 9 per cent of export receipts from-goods and services for low

income countries and to 10 per c<:::nt for middle-income countries .. 

That, of course} is a heavy drain> ·-particularly when account is taken 

of the very considerable proportion that oil imports now bear to export 

receipts in the non-oil c.ount:ries. One favourable and strong effect of 

inflation. however. is reduction in the r•;,al burden of past debts; borrowers 

gain at the expense of creditors in respect of previous loans. If, then, 

dearer ·oil made for big ne'v debts, inflation meant a substantial real reduction 

/Tai.He r.s. 

!:_/ IMF, IMF Survey, 17 August 1981. 
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Table I.8. ·Developing countries. Public and private debt, 
1970-1980 

($ million) 

Disbursed debt outstanding by re~ion 

More advanced Mediterranean 
countries 

Africa south of the Sahara 
North Africa and Middle East 
East Asia and Pacific 
South Asia 
Latin America and the Caribbean 

Total 

Disbursed debt outstanding 

Official sources 
Private sources b/ 

Total 

Debt service 

Official sources 
Private sourc~ b/ 

Total 

Net disbursements 

Official sources 
Private sources 

Total 

End 
1970 

9 193 
7 028 
4 263 
8 836 

11 961 
21 163 

62 444 

End 
1975 

29 114 
14 989 
13 884 
24 623 
20 686 
64 843 

168 139 

End 
1978 

56 085 
27 164 
35 677 
45 711 
28 895 

123 362 

316 894 

34 877 74 241 122 189 
27 567 93 898 194 705 

62 444 168 139 316 894 

1970 

2 519 
5·329 

7 848 

3 862 
4 147 

8 009 

5 481 
18 712 

24 193 

12 '208 
20 445 

32 653 

1978 

9 168 
42 723 

51 891 

14 711 
38 557 

53 268 

Source: World Bank, Annual R~port, .1981, p. 24·. 

Note: Details ~ay not add to totals because of roun4ing. 

a/ Estimate. 

End 
1979 

69 309 
32 326 
42 202 
51 920 
30 116 

143 308 

369 180 

End I 
198# 

79 000 
38 000 
4'6 000 
58 000 
33 000 

162 000 

416 000 

136 177 154 000 
233 003 262 000 

369 180 416 000 

11 480 
55 704 

67 184 

15 152 
18 185 

53 337 '· 

198#1 

14 000· 
62 000 

76 oo·o 

18 000 
35 000 

53 000 

b/ Includes some lend~ng by official sources that is not guaranteed by a 
public body in the borrowing country. 

/of 
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of past debts. 7/ For low-income countries,- 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 1981, from IMF for a 

loan of $ 5.8 billion, the largest single loan which ll1F has ever made. 

For middle-income countries debt service has risen, over the same 

period, from 8 to 10 per cent of export rec~ipts, but that development is in 

line with th~ir general economic progress. Their total·external debt, at the 

end of 1979, was esti~ated at$ 212 billion, 70 per.cent being due to private 

creditors and only 15 per cent having ~een 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. 

/VARIABLE 

II Low-income countries are definei by tke World Bar~ as those which 
had, in 1979~ a GNP per capita ot less than $·370, and middle-income countries 
as ~hose develop!~ countries which had a GNP per capita above tbis leve~. 
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VARIABLE EXCHANGE RATES 

Since 1974, members of the International l'!onetary 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 fixed tie 
of their currencies to the United States dollar,AI to some other 
major currency .such as the French franc or pound sterling, to the 
"IMF's new Special .Drawing Right (SDR),.l:~/ or to a "basket" of other 
currencies.£/ European Economic Community (EEC) countries have co
operative arrangements over exchange rates under their European 
Y.onetary System. Other countries now have either floating exchange 
rates or elae arrangements which do n~t fit exactly into any of the 
above categories.~/ 

The resuit has been considerable variations of exchange rates 
between one currency and another. This variation became stronger from 
the middle of !980 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 ~n average of s.os per cent in 1976 
to 19.10 per cent in June 1981, and a rapid appreciation of its dollar 
in terms of other currencies. For the year 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 ,own interest rates so as to 
reduce the initial differential for the American rate. That could·.have 
only a depressing effect on investment spending and so on economic 
activity.. The appr.eciation of the US dollar, and the relative appre
ciation of the yen, also tended to aggravate "t-7orld inflation by 
increasing the cost of imports from. Japan and the United States, and 
also the cost of oil; for the. price of oil is fixed in terwB of 
US dollars. 

/Indexes 

AI Including, in the ESCAP region, the Lao People's Democratic 
Republic, Nepal and Pakistan. 

~/ Including Bur~, Iran and Viet Nam. 
£1 Including Bangladesh, China, Fiji, Malaysia, Papua New Guinea, 

Singapore and Solomon Islands. 
&I Including Afghanistan, Australia, India, Indonesia, Japan, 

t~aldives, New Zealand, the Philip{'ines, 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 ~ountries' 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. 

/C. 
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C. POLICY ISSUES 

January 1981 was tne opening month of the Third United Nations 

Development Decade, one for which an International Development Strategy (l~S) 

was adopted in th.e 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 investment 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 ce.nt 

for east and south-east Asia. 

It is evident that the Decade did not begin well.. In 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 t'he 

target set. The real export growth rate for these countries, in 1981, 

was also about 4 per cent and their real import growth rate was only 

1 per cent - far below target. They may have been much nearer t_o the 

target for investment as, in 1979. the ratio of gross domestic 

investment to gross domestic product was 26 per cent, for both low- and 
.ddl . d 1 1 . S/ m1 e-1ncome eve op ng countr1es.-

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 

good harv~sts 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 -.;v-as only 3.9 per cent in 1980, but had reached 

9.4 per cent· in 197-8 and 6.6 per cent in 1979. On the other hand, some 

countries were badly affected by the 197~/80 rise 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 •10./ World recession 

/has 

8/ World Bank, \o1orld Development Report, 1981, p. 142. 
~/ 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 

oilsr 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 

canno,t be reached unless there is a·reviv<:il of the world economy. That 

revival depends upon the success of devel~ped market economies in breaking 

out <?f 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. It also depends upon adjustment between countries which export oil 

and those ¥Jhich import it in regard 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 of developed market economies has 

become a general and persistent problem for most of them, associated with 

institutional or political developments which are .not easily reversed or 

corrected. These developments, which involve both excessive demands and 

deficit supplies, have the following general aspects: 

(a) High levels of government spending, finan~ed by taxes at high 

marginal rates, funds diverted from private capital formation, and monetary 

creation; 

(b) Strong resistance by farmers, trade unionists, companies or 

receipients of social security to decreases of real incomes or employment, 

although such decreases may be inevitable in a country where real GDP 

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! 

I (c) 



- 24 -

(c) Declining growth of productivity due to fiscal d~sincentives~ 

industrial disputes, structural imbalances, distortions of investment, and 

dearer energy; 

(d) Consequer.t development of inflationar~ 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 

thaJ: such contraction cannot be adequately successful unless progress is 

simultaneously made in cverco~ing the varied resistances to changes in 

real incomes, and in improving productivity by suitable structural adjustmer.ts 

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 rather than towards 

import substituion; and these problems would obviously be eased by 

complementary adjustments to the structure of industrial economies. World 

recession, unfortunately, has revived pressures for prutectionism especially 

against manufactures from developing countries, and, to the extent that such 

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

The problemof 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 "petro-dollars"ll/ to help 

C.efi~it countries maintain their imports. Another has be~n the recent 

success of Saudi Arabia'~' policy of unifying OPEC oil prices and securing 

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

/THE 

1!_/ About or.e half of the ~ 665 billion net extern:.ll assets acquired 
by oil-exporting countries in 1979 and 1980 was deposited in banks. See 
Wo'rld Bank, World Economic Survey, 1981, p. 22. 
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THE DANGER. OF PROTECTIONISM 

In 1980. cQuntries began to put into effect the agreements reached 
at the Tokyo Round of multilateral trade negotiations held by the General 
Agreement on Trade and Tariffs (GATT). This was the seventh "round' 1 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 1981. 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, 

·l recourse to non-tariff barriers has grown. A recent study a/ found that, 
I 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 expc·.:t 
restraints" or other euph~misms for quantitative restrictions. 

As world recession set in after 1979, there have been increased. 
pressures in developed countrie.s for protectionism. These pressures have 

'been strongest in regard to the penetration by Japan of markets in north 
America and western Europe. Restrictive actions have also been taken 
against manufactured exports from develop-ing countries. During 1980, for 
example~ the United States cf Ameri~a ·put 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 nsensi-. 
tive 1

; products which are exported by developing countries and subject 
to tariffs or quotas. It also increased from 136 to 184 the similar number 
of 11semi-sensitive 11 products which are subject to ceilings Qnder the EEC's 
General System of Preferences (GSP). 

These problems received attention at the Tokyo Round in conne.ction 
with codes on subsidies, countervailing duties. dumping~ technical 
barriers to trade, impor~ licensing procedures etc. Developing countries 
were disappointed that no agreement was reached on a proposed 'text about · 
safeguards against protection. "Voluntary :~xport restraints" etc. can 
thus continue. 

· :;1/ S.D.B. Page, _The Management of International Trade (London, 
1979). Quoted in United Nations, World Economic Survev, 1980-1981, p. 71. 

/the 
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the rest of the world for some breathing space to recover from 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 

oil and substitute sources of energy, to diversify their sources of 

energy 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, baa also proved useful in a number of countries. Development of 

domestic sources of energy is necessariLY much elower; 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 important part of · IDS is an Integrated Programme for 

Commodities, the key instrument for which is to be a Common Fund to finance 

international commodity agreements. The Agreement establishing the ~~nd 

was adopted in June 1980 and, by October 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 signed by 90 countries, a'ccount~ng for at least 66 per 

cent of the capital. There seems little likelihood, accordingly, that the 

Fund will come into operation before 198~. 

Two main accounts are envisaged for the Fund. One of $ 400 million 

~11ould co-ordinate national stocks within a framework of international 

commodity agreements so as to stabilize prices. The other of $ 350 million 

would seek, through research and development activities, to increase 

efficiency in producing, processing and. marketing commoditie~. 

Operation of the first account depends, therefore, on capital 

subscriptions, renegotiation of existing commodity agreements and 

development o~ new ones. Unfortunately; little progress was 'made in 1980 

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

to be assoc'iated with the Fund', a new International Natural Rubber 

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

operating buffer stocks within an agreed price. range. 

Two existing agreements were added to the Fund. After earlier 

attempts had failed, the sixth International Tin Agreement was approved 

in October 1981 by all 30 members of the International Tin Council 

but not subsequently ratified by the United States or Bolivia. It 

raised both the floor and ceiling prices. for buffer stock operation by 

6.8 per cent, a· lower increase than the 12.5 per cent sought by producers. 

A third International Coffee Agreement had been made in 1976 for a 

seven-year period, but ceased to operate when coffee prices rose above 

the intervention ceiling. Prices fell by one third in 1980, and the 

Agreement was then reactivated with a new intervention price range of 

115/120 to 150/155 cents a pound and a global export quota of aP0ut 

59 million bags • 

Attempts to renegotiate other commodity agreements failed. The 

International Cocoa Agreement ·expired in March 1980; a basis for a new 

agreement had been reached in the preceding November, but the Ivory 

Coast, a major producer, refused to sign because of dissatisfaction with 

arrangements for automatic price adjustments. The effectiveness of the 

International Sugar Agreement, made in 1978, remains doubtful because the 

European Economic Community (EEC), an important exporter; has still 

refused to sign it. Releases of stocks held under this Agreement had 

little effect on prices during 1979 or 1980. 

Discus~ions have been going on for an international tea agreement 

since 1978, but were frustrated by failure to agree on export quotas. 

The problem is not eo much allocations for existing producers, but 

those for new, often lower-cost, producers. No progress 1 similarly, can be 

·reported on a proposed international cotton agreement, about which 

discussions have taken place under the auspices of the United Nations 

Conference .on Trade and Development (UNCTAD). 

A very important agreement for ESCAP countries which have developec 

. exports of manufactures .is the Hultifibre Arrangement (MFA) made under the 

General 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·another four years from the beginning 

of 1983; but no agreement was then reached about conditions and procedures 

for this third' Arrangement. Developing countries proposed modifications 

to make the Arrangement more liberal; stricter definitions of "market 

disruption'' and "minimum viable production" in developed countries, elimina

tion of a clause about "reasonable departures", special treatment for "new 

entl:ants" among developing countries to textile exporting, time limits on a 

programme for "adjustment measures", and progressive elimination of import 

·restrict~ons. These proposals were resisted by developed countries which 

emphasized current depression and unerrployment in their own textile industries. 

At its meeting in November, the Textiles Co~ittee agreed to a new Arrangement 

which gave a general_guarantee that each develcping country could increase 

its textile exports by 6 per cent a year, but leaving to bilateral renego

tiations arrangements for quotas or limits, and giving EEC countries powers 

to reduce quotas in respect of "sensitive products". 

/THE 
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.---------------------.. ---··-----
THE INTERNATIONAL DEVELOPMEnT ST:c:~:.TEGY l<ND GLOBAL NEGOTIA'.l'IONS 

The International Development Strategy ac.o;:te~~ by the General 
Assembly in Dece~be.r l98n rrovioes chc euirt staterr:ent concerning 
over-all developreent policy ;;::b:>ut ··~:1ic'1 t~1e internations1. connunity 
has reached consensus in recent yea:-s. HowE:ver, althouf"1 the Strategy 
specified goals and objectives in quantitatiVE· and (_!Ualitative form, • 
and set out required policy ncasuree, it c'!i,-l, not provic.e a fral!'et·Jork 
for ireplementing the Stratecy. ':lot>Teve-r, the n: goti£>tions r.1h;ich final
ly resulte<" in the adoption of the Strategy also dealt r.1ith the 
launching of a global round of negotiati0ns to iMplement the inter
national measures which it containec. So far, nothing very r.uch has 
been achieve(' in this regard. 

At the tine the Strategy was a0opted there was disagreement 
concerning the procedures for ne~otiations, ana the content of the 
agenda. 

Some progress was made "in nar::owing· the differences about 
procedures. It was, for instance~ Eenerally agreed that, in its 
initial stage, the global conference should establish objectives and· 
provide guidelines on the agenda Hems; that these items. should then 

·be referrN1 to specialize~ forums for negotiation or, where such 
forums do not exist, as in the case of energy, to special ad hoc 
groups. The outcorr.es of these ne~otiations would be reported to the 
global conference which woulo assemtle a package agreement for 
approval. It is the last stage where disagreement exists. Potential
ly, a conflict of viet-JS could arise bett-7een the specialized body, 
t-rhich would have different met:bership, rrocedures and voting arrange
ments fran the globa 1 conference, anc: there was no agreem€nt l)n how 
to reso'l ve this problen. 

In regard to the agenda, itens not fully agreed upon ·concerned 
energy and international r.loney or finance.. In the case of energy, 
there was dispute whether the ~redictability of supplies and the 
pricing of oil should be explicit agenda items. SimHarly, in the 
case of t:1oney and finance, the~c was 1'.ispute whether the functioning 
and reforn of the international financial system should be liste~ 
explicitly. · 

The long-awaitcc: meeting of 22. !:Ieac's of State and Government 
at Ca~un in Y..exico in October did little to break the deadlock. 
The United States of Ancrica inii.icater, that it woulC. be prepare~. to 
go ahead with global negotia~ions, but ma~.e it clear that this would. 
be on the basis of prior agreer:Jent that the outcome of negot·iations 
should not disturb the final (1ecision-making authority of existing 
institutions, such as the Horld Bank and the International Nonetary 
Fund. Moreover, ·other than issuing a bland comnunique and discussing 
important issues such as energy, food supply am1 international ct"\pital 
flows, the Cancun meeting had nothing to say about the next steps to 
be take.n towards global negotiations. Thfs, of course, wa,s not 
surpr~sing because it was not a decision-nmking bo~y, and had no 
links with established internationni forums. 

/II. 
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II. tA"..AJOR CONSTRAINT;; ON REGIONAL PROGRESS 

Three maJor cdnstr>aints on the econorm:c progress of most developing 
Asian countries have been food supplies) energy resov~ces~ and means of 
paying for necessary 'imports. Notwi 7;hstanding somt: successes in food 
production~ associated mr.?l''e pm?tiCfi).Z.arly ,.:ith the rrgreen revolution 11

3 

there has been little general irrrpl'ovement in food production per capita over 
recent years, and r;hat can be halted or reversed by adverse weather condi
tions. Most countries, hm.Jever., had a good recovery in 1981 from preceding 
bad harvests. Non-oil developing countries, .stiU adjust1.:ng to the quadrupling 
of oil prices in 19?3-19?4 3 had a fitrther economic s17:ock from the 80 per cent 
rise of oil prices in 19?9-1980. Measures for conserving oil and for switching 
to alternative fuets helped the1:r Bituation; and the real priee of oil 
deelined somewhat ·in 1981. Some of these eountries., too_, have taken vigorous 
measures to find or exploit no:::v) deposits of oil or natural gas_, and to 
develop other sour•ces of energy. Oil-exporting countrEes, of eourse, gained 
from dearer energy., but were eoncerned about prospective depletion of deposits. 
The terms of trade for non-oil developing countries of tt~ ESCAP region 
deterioratedby almost one fifth in 1980~ and trading conditions did not 
improve for most of them in 1D81. They had large deficits in the-ir eurrent 
balances of external payments, caused by the rise of oil prices., falls in 
the priees of other primary commodities:; and depressed markets for exports 
of manufactures. These dej'ieits were .finanecd by larger drawings upon IMF., 
bigger loans from the rlorld Bank and ADB5 by larger borrowings on interna
tional capital mal'kets.~ and by of.fieial financial- f1ows 3 mostly from DAC 
countries. Official finanC1:az flows may have declined:; in real terms, but 
there were large increases in the resources of multilateral ageneies, and 
cornmereiaZ loans were unexpectedly large_, although at the cost of mueh 
higher interest rates. · 

A. FOOD 

It has become increasingly recognized th9t agricultural progress is 

important for general economic progress, and especially in the larg~r or poorer 

. f A ' l/ h 1 f 1 b countr1es o s1a,- w ere so_ arge a proportion o the a our force is 

engaged ,in agriculture. An improving agriculture can provide more work for the 

labour force as well as more food for rural and urban workers~ supply more 
' materials for processing industries, ~ncrease export earnings or release 

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 industrializations as then agriculture employs 

more than half the labour force 9 and especially important for large countries , 

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

the domestic market. 

/Food 

JJ World Bank,· yJorld Development Report 1979, p •. 61, and 1981, p. 100 
and United Nations ESCAP, Economic and Social Survey of Asia and the Pacific, 
1979 7 pp. 83-84. 
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Food accounts for more than four fifths of agricul~ral production 

in the world as a whole and for more than that in the ESCAP region. It is 

thus overwhelmingly important for ~griculture's contribution to economic 

progress~ and not only in a quantitative sense. A basic, long-term view is 

that adequate nourishment is needed for effective use of human resources and 

also for their improvement in diet-deficient countries. A shorter-term view 

is that deterioration in food supplies can make for the kind of social unrest 

which disturbs economic life along 'N'ith that confidence in its future which 

is necessary for development. This consideration, of course, points to the 

desirability of a proper allocation of food supplies as well as to an adequate 

level .for them. 

In Asia cereals are by far the greater part of food production, and 

especially paddy rice, wheat and maize. 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 1979, were·a~out 5 per cent of its total cereal production, a 

rather higher proportion than in 1970. More than that;. cereal production 

variec with climatic conditions, decreasing .. for example=· by 3 per cent in 

the bad year of 1972 and increasing by 6 per c~n~ in the good year of 1978. 

Compensating variations in net imports of grain did not do much to steady 

per capita consumption of cereaJ.s against these fluctuations in production; 

nor did they do much to improve per capita consumption of cereals) which is 

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, howcvers a notably more rapid growth, and lesser variability, 

in wheat production. This 1Jas 15 per cent of the regionvs cereal production 

id 1970 rising to 19 per cent in 1?80. 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 the expense of millet, oats, sorghum and other cereals. ~~eat produc

tion increased most in China, India~ Iran and Pakistan,- being .associated with 

those agricultural improvements which have been hailed as a ngreen revolution". 

More recently Bangladesh has begun a similar expansion of its quite small wheat 

crop. Only in Burma~ China and Pakistan, however, did this green revolution 

lead to significant increases of over-all production of cereals per head of 
• 

population. 

/Table II.l. 
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Tabl-e II .1. ~e·..;~:;loping :·~sCAP countries. Cereal 
" ::'upplies, 1970-1:38;,:-

Production Exports Imports a/ Supply- p 1 . b/ opu atlon- Pr d · c/ o uctlon- d/ Supply-
per capit~ per capita 

---- .. ·--- (million metric tons) ------- (r:Ullion) (kg) 

1970 449 6.7 22.4 466 1 884 238 
1971 448 7.2 21.5 462 1 ')23 233 
1972 434 7.5 24.2 451 1 963 221 
1973 480 7.5 ~.0. 7 503 2 003 240 
1974 477 7.8 '.:.0.7 500 2 043 2"'':1 J.J 

1975 518 6.7 ' 29.8 541 2 CJBS 248 
1976 521 8.0 27.'2 541 2 122 246 
1977 529 8.3 29.2 550 2 160 245 
1978 563 8.2 32.3 588 2 196 256 
1979 570 10.0 26.4 596 2 235 255 
1980 585 . . . . .. 2 285 est. 256 est • 

Source: ;:;:scAP, fu!ndbook o_n Agricultural Statif'tics for Asia and the 
Pacific, 1980. 

a/ Supply = production - export[. + imports. 
b/ The trend for this var:i.<?ble i < • Ln y 7.525 + O.Ol90t. ~ . 
-;; The trend for this variable is ~ Ln y 5.422 + O.Ol17t. 
~I The trend for this VL'lriable is: Ln y '- 5.458 + O.Ol27t. 

(kg) 

'247 
240 
230 
251 
245 
260 
255 
255 
268 
267 . .. 

The recognized bacic difficult i_ef' 'Jf . '.mp:.. ov\ng nutriti0n in developing 

Asian countries are high rAti.oc of population to useful land, high n1te8 of 

population growth, low yi2ldJ, and condcerebL annual variation of harvestt;. 

Over the past two decades thP- PhLlipp:i_nes, Sri_ Lenk<" end Thailand have increased 

the ana of their arable land by 40 per cent O\ more, ~nd Hongoli.? by nearly 

70 per. cent. But in India and Iran· th5_s inc;:r:>ase was 2-5 per cent, in 

, Pakisten 11 per cerit and Incionesia 16 per c:=nt. Some of thece increaseE, and 

much of the improvement in yi~lds, was due to i~rigation; the proportion of 

irrigated to arable land did n'Jt rise much .in Indonesia, Malaysia,· the 
' 

Philippines, Sri Lanka or Thailand, but considerably increased in India, Iran, 

Nepal, Pakistan, the Republic of ~area, and Viet Nam. 

Strenuous effort8, then, have been made, and continue, to increase areas 

of useful land, although Thailand, at least, cannot go much further in that 
~ 

respect. Some success, too_, hds be~n had in s'lowing down the. growth of population. 

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

/Figure II.l. 
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RICE IN A PACIFIC ISLANI; COUNTRY 

The techniques of the green revolution 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 a per capita consumption 
of 29 kg. The company which was responeible for this harvest had experi
mented with dry· farming, but then switched to irrigated fsrming and, by 
1974, had planted 428 hectares. In that year, its rice farming was taken 
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 tons 
anJ exports 2,700 tons. The yield reached 3.1 tons per hectare in 1980 
- one half above the level f,or Burma, Sri Lanka or Thailand, and about the 
same as that for Indonesia. 

Rice is a popular food in the Pacific islands and, as it is al~st 
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 smallholdero end 
upland areas with the result that yields have been uneconomically low. 
Effective involvement of smallholders in paddy productic;m would mean 
substantial changes to traditional lifestyles and work patt~rns. 

The new development in the Solomon Islands shows that good quality 
r.ice and high yields of paddy can be obtained by large-scale and capital
intensive cultivation requiring controlled irrigation, extensive 
application of chemical inputs, 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. · 

/brou~:,ht 



- :'f -

2 per cent, but' :,fghanistan, Banglace.sh, Iran, Pakistan and the Pl:J.ilippines 

still hav~ rates abov~ £.5 per cent. T;ese rates contrast with the trend growth 

rate of cereal production in tl:lc Cleve loping ESCAP reci..on of 3.1 per cent a year, 

about two fifths of which cal"'le :f:roc (~xpansion ')f t1:1e arable area an.-1 three 

fifths frO!!! ir.:provement ·of yield. 

IrnprovePent of uer capita foo-:3 supply cannot be at all rapid in rrost 

of Asia. In large, densely populate.-· countries, especial!.y Chin<' an0_ India, 

the most hope'~ul way is to i!'.'f'~ove yields hy recistributing arable lan0 oo as 

to get mor<: efficient sizes of -r:ams, t;ivirig cultivat-"Jrs better incentives and 

·security, improving T·•ater supplies an.-'i in~rastructurc, -~'ostering better methods 

of farming, an" increasing the availa"J::J.ity of improvef sef'::ls, ~ertilizers or 

ti 'c1 " • • 1 ' • 1 r1 ; • 11 . pes c~ .es. ,_,etter 1ncent1ves Hou_._r- 1nc u.e pore econor.:n .. ca_. ___ y arprorr1ate 

prices fm~ farr.ing outputs ani:-i inputs, an(l accf'"ss to :c-ural crec~it on trore · 

reasonable terns. 

More shor.t-term !T!easures are needed to inprove :Eo0d security by 

protecting households !1gainst bad harvests. These IT!easures include arrangements 

for building stocks of cerealz and ot~er non-perishable foodstuffs for release 

in periods of shortage, anc/or arrangements for quiclr. i._tn?OJ."t of .needf!d 

foodstuffs. Both sets of arrangements require effective dictribution to 

households of sup~lies releasee fror: stoc~rs or cor:.ing frorr inports. In this 

connection, ir.qrovements to transpr)rt of farning outputs anc inputs are 

particularly important. 

India is one country which has recently been able to improve food 

security. Like sone others it 1.w2 bt-::en badly hit by the world food crisis of 

1973-1974, and had another bad year in 1979 when its mm rice hartrest fell hy 

one fifth. Then, however, acute shorta0es were prevented by releases from 

grain stocks t-Jhich the Government "'1a<l built up by local, procurements from the 

better harvests of 1975-1978 an•1 fran consi0erable in:ports of wheat. In 1980, 

wheat production dec1.inerl by onE: te-nth, but rice rroduction rose by nearly one 

third so that total procuction of ;:0o,.-1crains rEcached 2 ·reco-rd lcV€1. During 

'1981 ~Jhellt rec0veref anc there 1-Jer.e. goo" ;q:-os;_KC ts frn~ ~(iCC SO that production 

of foodgrains surpassed the 1980 reco':<: 1ev~;:l. Nevert'"1eless tbe Government 

c:!ecifle to import ur to j rcillion tons of·u~eat fron the United States because 

of unsatisfactory proburements frorc f.arrr.ers or nerchants an~ a consequent rapid 

depletion of official stoclrs. If: the 19C1/C2 harvest£: are as gooc as is 

expecte0., the Governnent cou·!.:-l recoup rmch of the fore i;;n exchange cost by· 

exporting rice, or cyen t~heat, e!)Decially if better nrices are ?aic 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 populatioA, in mid-1979, was put at 965 .million on 
an area of 960 million hectares, givin; a population density which is 
three times the· world average. Ov>:~r the past two c~ecades great areas of 
arable land have been taken out of cultivation in order to provide horr.es 
for peasants and growth for towns. Only constant ir:1pr'ovements i.n 
agricultural yields prevented a food crisis, but they were not enough to 
improve per capita food supplies between 1957 and 1977, for a population 
which increased by 275 ~illion. Authorities are worried by this shrink-
age of farm land and are seeking to halt it. 

I. . In India, scarcity of land has been manifested by large and 

I 
continuous migration of landless, underemployed people from rura 1 areas 
to badly overcrowded cities. During the 1~70s, the urban population is 
estimated to h~ve increased by 38 per cent although nearly three·quarters 
ofindia's.people still llve 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 t0 see how farm employment can keep pDce with 
population growth in a country which has very limited possibilities of 
increasing arable land. Vigorous measures for renewa 1 rJf old towns and 
for development of new ones in rural areas seem necessary - even if 
that means some further encroachment on arable land. 

/Table II. 2 • 
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Iangladesh has serious problems of food security, arising from 

EXtL:m~=- weathe;~ conditions, switching of farm producti')n between cereals and 

jute according to their relative pric 0 ch~n[e~, Pnd r rationing 

system for ccceals whL~h has workeC: ;:-dversely for farme:r:E. These problems, 

mo~eover, sre SU?•Sd.mposed on P. si tuntion wl:erE. food shortager- .9re usuelly 

~:~cute because of high population density, limiteci land .:>nd poot· fArming 

techniques. During the 1970s imports of cereals bad nveraged 8 per cent of 

their supply, much of them bt-:in[; firwnced by foreign .<-id. There was a short

fall of 2 million ton~/ in 1974. An official targ€t of 1.5 million tons was 

thus set for government grain s tockE' al.though stornge in public silos or 

godowns was only 1.2 million tons. Another bad year c8me in 1976/77 when 

gfain output fell by 7.5 per cent; 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. Cereal production, 

however, increased by one tenth in, 1980/81 to reach a record level of 15 million 

tons, and that ~aused probl~ms of storAge and tr$nsport. Public storage 

capacity became fully utilized and, nlthough some use w8s made of privatt.: 

warehouses, grain had also to be stored in the open. Danger of deterioration 

led to a repayment of 150,000 tons to India for e 1979 loan, ~nd plans were 

~de to sell grain abroad. Port congestion also led to the commercial re-export 

of 100,000 tons of fertilizer, to Fekistan and Sri Lank9. Nevertheless, $ 250 

·million was spent on grain imports during 1980/81 and continued imports of 

grain are envisaged, elong with aid to finance them, in order to·stabiliz~ 

supplies and make provision against enother harvest failure. The World Bank 

has recommended that there should be a commitment to supply 1.8 million tons 

in 1981/82. Recently the Government began to construct more godow?s for 

storing food, and has ~ medium-term food productiorl plan for Pttaining self

sufficiency in foodgrains. 

PakistAn has been more fortunate. Its totel output of wheat, rice 

and maize rose by 6.2 per cent in 1979/80 and was expected to rise by about 

3 per cent in 1980/31t decreas8s for rice being outw~ighed by increases for 

whe~t, the major crop, and maize.· If present favourDble trends iL yield can 

be maintained, Pakistan should soon reach self-sufficiency in food. In 1979, 

/Table II.3. 

~ 

11 Figures £or cereals arc given on n net or clean 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 Afgftanistan have both suffered internal strife, and Iran 

is still involved in a border war with Iraq. The generally poor performance 

of Iran's agriculture over the 1970s seems to have worsen~d· Recorded prod~c

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, not\vithstanding the high 

priority given to attaining self-sufficiency in food. 

In Afghanistan, internal disorders together with the emigration of 

thousands of people, many tak:l.ng cattle wit~ them, must have damaged food 

product~on but also reduced consumption demands. Reli<'~1le estimates cannot 

be obtained, but official figures indicete 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 p:.:oduction made no progress in Nepal during its five-year plan 

for 1975-1980 and, in 1979/80, a disastrous ·tall of 16 per cent made necessary 

an appeal for international emergency food aid. There was more than full 

recovery 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 h~ 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 count~y, having to ~mport about one 

'"' third of its requirements of cereals. A 5 per cent increase of paddy output 
/ 

is expected for 1982. 

Burma, on the other hand, has a net export of ce~eals, one that 

declined for two decades but has recently revived. Its output rose very slowly 

up to 1977 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 iD 1979 they were below the 

level for 1970. Provisional estimates for 1980/31 point to a 23 per cent 

increase of cereal prQduction so that there could well qe a marked increase 

of Burma's rice exports. F~rther progress depends upon extending irrigation, 

/which 
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which now·covers only.lS per cent of paddy land, and the Government plans to 

increase this proportion quite substantially. 

Preceding high prices for rise and maize stimulated their production 

in Thailand. Official expectations were that riee.output would increase by 

10.6 per cent in lJB0/81 and maize output by 7~& per cent, much above the 

increases of the previous year which had represented little more than recovery 

from bad harvests in 1978/79. By mid-1981, it was expected that rice exports 

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

Democratic Kampuchea, the Lao People's Democratic Republic and Viet 

Nam resemble Iran and Afghanistan in that they are suffering or recoveri~g 

from the consequences of armed strife. Between 1976 and 1979 per capita 

production of cereals fell by one sixth in Viet !Jam, by more than one half 

'in Democratic Kampuchea, but had recovered from a previous severe setback in 

the Lao Peo:ple' s Democratic Republic. In 1979, accordingly, ·Viet Nam had to 

rely upon imports for 13 per cent of .its cereal supply; the Lao People's 

Democratic Republic for 6 per cent, and Democratic Kampuchea for 2 per cent; 

but consumption per head in Democratic Kampuchea was at half the level for 

Viet Nam or one third ·that for Th.ailand. · In 1980/81 the progress of Viet 

Nam'1~r rice· crop was reported· to be going reasonably well, in spite of early 

cold weather in the north followed later by drought conditions in five 

provinces; yet, in April,' Viet Nam appealed through the United Nations for 

384,000 tons of emergency food aid until the current harvests were in., plus 

100,000 tons for labourers qn irrigation works. Democratic K.ampuchea is 

reported to have doubled its 1979 rice area. in 1980, and plans to increase 

it from 1.5 million to 1. 7 million hectares in 1981 - about 70 p~r cent of the 

1970 rice area. In the' Lao P~ople's Democratic Republic p~od~ction of cereals 

had slumped from 936-000 tons in 1975 to .%5r000 tons in 1977 but then rose 
. . '·~ 

tb 1,052,000 tons in 1980, and rice imports were halved to 60,000 tons. At 

a conference held in April, a plan was proposed for modernizing agriculture 

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

Indonesia qpd Kalaysia are net imyorters of foodgrains - rice, wheat 

and maize ~ and have had little success in redYcing dependence on such imports. 

From 1970-19'72 to 1977-l~H9 Indqnesia increased dec. production by, 28 per cent 

but uet im~ort~ of rice rose fro:m 1. 6 to 7.0 per cent ~f its. total supply. 

Ma'laysia's rice production, over the same period, rose by only 3 per cent and 

net imports of rice from 14 to 15 per cent 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 9 per cent. In H.alaysia 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 importe.r 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 extensions 

were made to irrigation facilities. The rice crop increased by less than 3 per 

cen:t in 1980, and there was no comp~nsating gain by other crops. In 1981, 

higher prices for fertilizers clirtailed their use, but rio decline of 

rice production seems to have occurred. -The Republic of Korea, normally self-sufficient in rice although not in 

other cereals, had, in 1980, to import one eighth of its requirements for rice 

and became, next to Indone~ia, the regio~'s largest importer of this basic 

cereal. Its production of cereals fell by 2.7 per cent in 1979 and by 26.3 

per cent in 1980, when rice imports became 13 per cent of the rice supply. 

The cause was exceptionally cold and damp weather which made harvests the most 

disappointing ever. Prospects for 1981 did not begin well with poor rainfalls 

delaying rice planting in some areas, but ric!?. production \vas expected to have 

regained normal levels by the end of the year. 

China was more badly affected by adverse weather in 1980 and 

had to appeal to the United Nations for substantial food aid. 

During the 1970s, its pro~uction of foodgrains had kept pace with population

growth and .a rationing system prevented different areas from suffering acute 
.,. 

food shortages, although per capita consumption does not appear to hav~ 

regained the 1931-.1937 level.-3/ Harvests were re.latively satisfactory between 

1977 and 1979 as production of foodgrains, soybean and tubers, increased from 

283 million tons to 332 million tons, or by 8 per cent a year. However .. ,_ 

during 1980, severe drought in. the north-east and serious floods in the centre 

of China brought production of foodgrains down to 318 million tons. The 

consequence was that perhaps 27 million people suffered serious malnutrition, 

and $ 1. billion wortb of damage was done to dykes, livestock, farm build'ings 

or equipment and houses. The Unit~ Nations estimated that at least 1. 6 million 

tons of foodgrains was needed for relief as well as other assistance amounting 

to. $ 700 million fo:L seeds, fertilizet;::;, medicines 9 clothing etc. The 

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

/farmers 

'J./ Vaclov Smil:. 11China's food'i~ Food Policy, Hay 1981, p. 70. 
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farmers to produce~ cash crops~ and also to increase investment in agriculture. 

In 1981, hoT...rever, recovery Qf agriculture was threatened by exceptional and 

repeated flood~ along the course of the Yel1Crt•l River, Even in 1979, net 

imports of cerecls had averaged 4 to 5 per cent of cereal production~ and had 

trebled ln quantity since 1976. Such dependence increased in 1930 Hhen grain 

imports reached 11 million tons. and a higher import of 15 million tons was 

planned for 1981. Nevertheless the Government decided not to ~equest further 

food aid.· 

·Foodgrain production in Mongolia declined from a peak of 482;000 tons 

in 1975 to 330)000 tons in 1979, and was only 287~000 tons in 1930, a level 

much below the target of 560,000 tons, because of three successive years of 

, poe~ weather. There ~as~ too, a 5 per cent decrease in the output of potatoes. 

Mongolia is a regular net importer of cereals, 56,20Q tons even in the record 

year fot' production: 1975, and 81;300 tons in 1979. As in China and Viet Nam, 

the Government has taken recent 'steps to improve rewards to collective 

farmers and to increase the efficiency of State farms. Virgin land is being . . 
brought unde-r cultivation, and n.echanizeu husbandry is being rapidly 

developed. 

The Democratic People 1s Republic of Korea mqde good economic. progress 

Ui_:~ to 1977, when it again became a net exporter of grains, According tc estinates 

by the Food and Agriculture Organization of the United .Nations (FAO) ~ its produc·

tion of cereals rose from 6.5 million tons in 1974 to 7.3 million tons in 1977 

but) in 1978, there was a slight fall. Under a new seven-year plan (1973-1984) 

paddy output w<•S to reach lC rnilliun tons and '!.>Tas reported to be 9 million tons 

for 1979. Preliminary targets have been announced for a subsequent seven-year 

plan (1984-1990) ,. including a grain target of 15 million tons, ,.,;rhich indicates 

.some o_ptimism about agricultural pros\'ects • 

• Th~ general situation of developing ESCAP countries in regard to food 

production is summarized in tab'le II.4~ which reproduces FAO's per capita indexes 
• I 

of .. food production, although FAO production data does not exaetly coincide with 

some ~orresponding ng.tional data. It is clear that~ in 1979 or 1980~ harvests 

were poor.for most of these countries, 1979 for Bang~adeqh 9 Burma~ India, 
i. 

Indonesia~ Nepal and Thailand: 19.30 ~or China~ and both years for Afghanistan, 

Bhutan, Democratic Kampuchea~ Iran 9 Hongolia, the Philippi_nes 9 the Republic of 

Korea, and VietNam. In all cases the causes were climatic. Yet 19S0/81 was.a 
. . 

much better year for most countries,. a~ .the preceding discussion has shown, the 
' 

major exceptions being China~ Iran and ~1ongolia. 

/Table II .4. 
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Ta"Jle II. 4. Developing E3CAP countries. FAO indexes of 
food production per capita, 1975-1930 

(1969-1971 ~ 100) 

1975 1976 1977 1978 1979 

South Asia and Iran 
Afgb:.nistan 103 107 92 96 93 
Bangladesh 97 89 94 94 88 
z~~l~ ·i:r..n 101 100 ':9 100 100 
India 102 98 105 106 97 
Iran 112 12.0 113 113 110 
Nepal 99 96 90 91 83 
Pakintan 99 101 102 99 101 
Sri Lanka 109 112 113 119 121 

South-•east Asia 
Burma 94 94 95 98 98 
Democratic l{ampuc~ea 59 61 6!. 52 33 
Indonesia 107 104 lOQ 110 110 
Lao People 1 s Democratic 

Repu0lic 91 9" 75 89 97 
Malaysia 109 111 110 106 118 
Philippines 110 117 115 115 114 
Thailand 117 120 118 138 120 
Viet Nam 99 1()6 lOS 106 109 

East Asia 
China 109 111 1()9 114 121 
Democratic People's ~public 

, of Korea 121 128 13l~ 131 135 
Mongolia 115 103 93 101 98 
Republic of Kc.:ea -nc 125 135 138 13Q 

Memorandum items 
Asia 106 105 106 10& lWj 

, World lOl} 104 lOS 107 .106 

fo,_-.rce: FAO, .!:!Q.n.!:hly Bulletin of Statistics, July-August 1981. 

' 1980 

92 
97 
99 

101 
106 

90 
101 
128 

106 
39 

112 

103 
12l! 
114 
125 
107 

119 

135 
95 

121 

108 
105 

On a larger perspective of the previous five years~ the picture ie not 

generally encouraging. For Asia as a whole~ which~ in the FAO classification 

includes other west !~ian countries than Iran, food production per capita was 

virtually statiop.ary between 1975 and ·1980. There \>lOUld have been a marked 

improvement in 198ls although the favourable climatic influences of that 

year in south and south-eact Asia ·vtere exceptional in regard to food production. 

/B, 
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B. ENEJlGY 

During the 1950s. and, 1960.s the growth of the T,ro:rld econorry· was 

exceptiofi.alandm.Uch assisted by the cheap and' abundant energy that resulted 

 f~.om discover.ies. of new deposits of oil and natural gas, notably in the 
4/ 

. Middle East. Between 1950 and 197~, therefore, the real price of petroleum-. 

nearly·halved and, petroleum displaced, to a ·considerable extent, coal or 
. . 

other ~ources of primary energy in provid~ng_the power required for modern 

economic activity. By 1970, the share o~ petroleum in total consumption of 

all COTf!IOOrcial f.orms o£ p~imary en~rgy had become 70 per cent in developed 

market economies, 40 per cent in the centrally planned economies of Europe, 

58 per _cent 'in.l).on-oil deyeloping countri.es, and 53 pe:~ cent in developing 

Asian countries~ 

· The worlc energy situation·dramaJ,:ically changed in 1973-11)74 when 
. . . 

the me~bers of QPEC succe~ded in q~adrupling the noffiinal price of oil •. That. 

proved excessive as, over the next five years, the real price o£ oil declined 

by about one ·quarter to keep the output growing by 4 per cent a year. The 

revolution in Iran then reduced the t-rorld supply of oil by 6 per cent, arid 

so enabled OPEC, in 1979-1980, to reisc the nominal price o£ oil by 8Q per 

cent and its real price by 67 per_ccnt. Consurr-ption of oil,.in 1980, 

declined by 7 p~r cent in develope9 F.'.ar~~.et economies but by only 3 per 'cent 

in the.world as a whole, due to a c9rrespondi~& rise of S per cent in develop-

. ing countries and one of ·3 per cent in centrally planned economies.. If~ 
" ' 

in 1980, demand. and supply were in equilibriurc :!:or oil, the equilibri.um 

was p~ecarious.· It depended on wor1d recession, measures of conservation 

in developed marl{et econorr.ies, large external borrowings o:t aid receipts by 

non-oil developing countries, and stability of production in oil-exporting 

countries. 

Nominal prices for oil were held nearly constant from January to 

October 1981, and were then rai.sed by 6. 7 per cent in terms of the US dollar. 

In real terms_, and over calendar 1981, they PUSt have declined. by about 7 per 

cent, a ~·relco6e, if partial, relief to oil-ir.:;porting countries. They torould 

have had some further relief from a fall. in tanker freights t-7hich beg en in 

early 1980. No recent ~igures for such freig~ts in the ESCAP region are 
.. 

available to the secretariat, but European tanYer freights fell by about one 

eighth during 1?80 and the fall continued up to mid-19i:L. If OPEC holds to 

its deci.sion not to raise oil prices before 198~, the pr.ospect is for a further 

decline i~ real p~ices, perhaps hy one tenth, in 1982-~ 
/Table II.S •. 

' '!_! Following United Nations. usage, petroleum is used to mean crude 
petroleum plus natural gas.· 
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Table 11.5. Commercial primary energy production and 
consumption, by country group, 1970-1990 

(Millions of barrels a day oil equivalent) 

Country group 

Industrial market economies 
Petroleum 
Natural gas 
Solid fuels 
Primary electricity 

Non-market industrial economies 
Petroleum 
Natural gas 
Solid fuels 
Primary electricity 

Capital-surplus oil exporters 
Petroleum 
Natural gas 
Solid f1.1els 
Primary electricity 

Developing countries 
on exporters 

Petroleum 
Natural gas 
Solid fuels 
Primary electricity 

Oil importers 
Petroleum 
Natural gas 
Solid fuels 
Primary electricity 

Total world 
Petroleum 
Natural gas 
Solid fuels 
Primary electricity 

Bunkers and others 

Total world 
Petroleum 
Natural t,;as 
so:.id fuels 
Primary electricity 

1970 
Pro
duction 

43.2 
12.7 
13.0 
13.0 
4.5 

28.8 
8,0 
3.8 

16.1 
0.9 

12.8 
12.7 
0.1 

13.7 
12.7 

0.7 
0.1 
0.2 

4.7 
1.2 
0.3 
2.3 
0.9 

103.2 
47.3 
17,9 
31.5 
6.5 

Con
sumption 

60.6 
29.9 
12.8 
13.3 
4.6 

27.6 
7.2 
3.8 

15.7 
0.9 

0.3 
0.2 
0.1 

2.8 
1.8 
0.7 
0.1 
0.2 

7.8 
4.2 
0.3 
2.4 
0.9 

99.1 
43!3 
17.7 
31.5 
6.6 

2.9 

Pro
duction 

50.6 
14.5 
13.8 
13.9 
8.4 

45.2 
13.7 
7.7 

21.3 
2.0 

18.6 
18.3 
0.3 

16.7 
14.2 
2.0 
0.1 
0.4 

7.5 
1.5 
0.5 
3.5 
2.0 

138.6 
62.2 
24.3 
39.3 
12.8 

1980 
Con
sumption 

72.4 
35.0 
15.0 
14.0 
8.4 

43.0 
13.1 
7.0 

20.9 
2.0 

0.9 
0.7 
0.2 

5 .5. 
3.t 
1.4 
0.1 
0.4 

13.7 
7.3 

-o. 7 
3.7 
2.0 

135.5 
59.7 
24.3 
:2 ~. 7. 
12.8 

3.1 

1990 
Pro
duction 

64.3 
16.4 
13.2 
20.4 
14.3 

63.4 
17.9 
12.6 
29.8 
3.1 

21.7 
20.4 
1.3 

25.2 
18.3 
5.9 
0.3 
0.7 

15.1 
2.8 
1.6 
5.6 
5.1 

189.7 
75.8 
34.6 
56.1 
23.2 

Coo
sumption 

87.0 
37.4 
16.2 
19.1 
14.3 

62.1 
17.3 
12.3 
29.4 
3.1 

1.7 
1.1 
0.6 

10.0 
5.5 
3.5 
0.3 
0.7 

24.3 
11.2 
1.6 
6.4 
5.1 

185.1 
72.5 
34.2 
55.2 
23.2 

4.6 

Average annual growth rate of 
world supplies 
(percentage) 

1970-1980 1980-1990 

3.0 
2.8 
3.1 
2.2 
7.0 

3.2 
2.0 
3.6 
3.6 
E.1 

Source: 1rJorld Bank, World Development Report, 1981, p. 36. The 1990 projections 
are the World Bank 1 s "best judgement of the likely 'ievels 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. 

/Figure II.3. 
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1>1orld production of oil fell by 5 per cent during 1980 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 conserving or econor>izing uses of energy, and in developing al·terna-

tive supplies of primary energy. Conservation measures t-lere the quickest to 

have effect; the \;Jorld Bank estimated that "two-thirds of t~e adjustment to 

the slowdown in oil production h~s taken place through curbing demand growth 

and only one-third t'l-trough accelerating pr<Oduction of other energy supplies•<.!/ 

The reason for this disparity is that long lead times are involved in exploiting 

the important alternative sources of energy- co~l, hydropower or·nuclear 

power. The World Bank, howeve~, expects that the share of solid fuels in 

world supplies of pri~ry energy will increase, bet~en 1980 and 1990, from 

28 to 30 per cent, and that of hydro- or nuclear electricity from 9 to 12 per 

cent_, without allowance for any decrease in the 3.1 per cent world growth rate· 

for primary energy consu~ption. 

It may be noted that non-oil 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 worlG primary energy rose from 8 to 

10 per cent over the 1970s, ancl is expected to rise further to 13 per cent in the 

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

Table II.6 shows the recent position of developing countries in regard to 

production and consumption of the main sources of commercial primary energy. 

It· gives a necessarily incomplete picture because good estimates a~e lacking 

for firewood, dung and other traditional fuels upon which rural populations 

depend heavily for cooking and hea.t;' the World Bank thinks that such fuels may 
i . ... 

account for about one quarter of total energy supply in non-oil developing coun-

tries. Population growth has long put pressure ort forest areas for arable or 

pasture land, and deiT.ands for fuel have added to that pressure. Nepal, among other 

Asian countries, is facing a serious erosion of hillsides because of rising demands 

for foqd andfuel from its predominantly rural and expanding population. For 

many developing countries, the energy erisis relates more to a growing scarcity 

of .traditional fuelS than to high prices for commercial energy. 

There is good information only ab~Jt Qonmercial sources. The table 

shows that seven developing ESCAP countries have a net surplus of energy from 

domestic resources. Afghanistan exports more energy to the U~SR as natu~al 

gas than it imports r!s oil. Brunei is ,a sU'.al:!. petroleu:m-rich country almost 

wholly dependent on exports of oil and natural gas. Burma exports much less 

oil than Brunei but two thirds more than 5.t uses do"ClCstically. Malaysia 

has come into a stronger position as it exports over 10 times as much oil as 

/Figure II.4. 

11 World Bank, World DevelopMent Report, 1981, P• 38. 
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Burma, although only half as much as Brunei,and has no export of·natural 

gas. China is the region 1 s biggest producer of both coal and oil but- its 

domestic energy requirements are also vast; it has beer.. expo:;~t:i.ng about a 

third of its oil output and very little of its coal output. · Indonesia ar1.d 

Iran came about seconn equal to Cb~_na as ESCAP oil proc1.ucers and export 

about three quarters of their outputs. 

India has long been a big pro~ucer of coal, and has recently become 

a substantial prorlucer of oil; nevertheless it st1.11 hss to import nearly 

two thirds o{ its oil requirements. Pakistan has, large deposits of natural 
' \ ' 

gas, ~.:rllich suyply around three quarters of its ueeds for comoercial energy, 

but has to import by far the greater part of the oil it lises •. The remaining 

countries of the developing ESCf1P region are all l:lighly depe-ndent .on tmported 

oil for supplies of commercl.al energy. Bangladesh has sot!'.e gas bu-t oil imports 
,. 

account for more than half ot its commercial enersy. For. Nepai, the proportion 

is four fHths, and in Sri Lanka nearly nine tenths.. Democratic Kampuchea, 

Hong Kong, the Lao People i s• Democratic ;Republic, the F~1.ilippi~es, Singapore, 

Thailanc· and all the Pacific island countries have been almost wholly dependent on 

oil imports for commercial energy. Mongolia and the P.ep'!blic of Korea ~a-ve 

sone coal, but oil imports supply one third of corr.rercial energy in l-1ongolia 

and t~ree fifths in the· ::lepublic o£ J'.:•Jrea •. Viet NaG, llowever, uses domestic 

resources of coal to keep the contribution of iMporter1 oil do~m to one quarter. 

Not all recent difficulties over- energy are attributable ~o dearer 

oil. Coal provides nearly ttv-o thirds o:i Innia' s comrnercial energy, and · 

coal-fired stations about the same proportion of its electricity. Hydro• 

stations pro.vide another: quarter of fh~. electrici.ty. 3ince 1975, there 

have b'een shortages. _of electricity averaging 12 pe;r cent of estimated demands. 

Admittedly demands have been inflated .by State Govet'nnents which have 
. ' . 

kept the price of electricity to consu~rs at lat·r, subsidized or capital .. 

erosive levels. Yet there have also been serious deficiencies on the supply 

side. Generating stations have been inadequately maintained, thermal stations 

have lacked ad~quate and regular deliveries of coal, and hydrostations have 

been adversely affected by drought· condi.tions, which ~re acute in l')Tl. In 

the near cris_is year o_f 1979/80, energy shortages were largely responsible for. 

a necLine of nk~nufacturing production by more than 2 pet cent. The outp~t of 

coal has bee~ ad-.,4ersely affected by labour trottbles and, in a feedback way, 

hy shortages of electric:i,ty. · The main problem- for the thermal stations has . ' . 

been the failure of the railways to make"adequate and regular deliveries of 

/CONTRASTS 
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COUTRASTS IN ENERGY CONSIDJ:PTION~_/ 

There was, during 1979, a very wide range in developing Asian 
countries of per capita use of energy, measured in kilograms of coal 
equivalent. The figure for Singapore was (,,2J.l 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 
i.n Asia is as p;Jor as Bangladesh, Burma or Nepa 1, a 11 predoninantly rura 1 
and all relying far more on such traditional fuels as firewood, charcoal 
or dung than on commercial forms of energy. 

Yet Hong i{ong, which is about as industrialized and pt·osperous 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 
~emocratic People's Republic of Korea, yet had an average energy 
consunption of 1,642 kg as ag-ainst one of 2,846 kg for its neighbour. 

China and India mal<e another contrast. China's average energy 
consumption was 835 :-cg, more than three tir.:es India's but its average 
income, $ 260 was only one third higher. Sri Lanka, however, had almost 
the sane average inco:-r~e as China but little nor~ than h<'llf India's 
average energy consumption. 

Two further contrasts relate to Falaysia and hongoli.:1. Maleysia 
has about the same average incoBe as the Republic of Korea but only half 
its average energy consunption. Mongolia has about the same average 
energy consumption ns the Republic of· Xorea ~ut its average income is 
50 per cent less. 

If, as can hardly be doubted, ~conomic progre.ss 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 primary energy, to the c fficiencies of converting primary to 
secondary energy and of using both for work .or heat, to economic. 
structure, to incone distribution ~nd to differences in climate and life 
styles. 

,· 

a/ The figures for•per capita income and energy consumption 
are from-the ~Torld Bank's ~~orld :Development Report, 1981. The consunption 
figures are somewhat different in 'the United Nation's World Energy 
Statistics. 

/coal, 
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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 ~vhole situation with a view 

to overcoming key deficiencies which threaten the progress of its new 

Sixth Plan. Already there has been some improvem~nt; in 1980/81, coal 

output rose by 10 per cent and electricity output by about 6 per cent, 

due to better rail transport and better r~infalls. 

Sri Lanka has also suffered from power shortages and.power cuts. 

There hydrostations supply 94 per cent of electricity and~ in 1981, they 

were severely affected by drought conditions. In February. public sector. 

industries were to close for one day each week, in March a general five

hour cut 1~as imposed each 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 t0 be lifted in June, but 

the Government went ahead 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 restrained, and conser-

vation 'encourageds until 1984 when new hydrostations associated with the 

great Mahaweli scheme should be completed. Meanwhile small gas turbine 

plants are 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. In 

Nepal, electricity is supplied to only 3 per cent of households and to 

industrial or corrnnercial enterprises in a few towns:: even then oil-fired 

plants supply one thi:r:-d of this electricity and oil accounts for four fifths 

of total corrnnercial energy. Yet commercial energy is perhaps only one 

seventh o'f total energy used in Nepal, firewood, dung and crop residues 

being far more important, Bhutan's position is similar. Afghanistan's 

large deposits of natural gas yield about nine tenths of its energy 

supply, but,as has been mentioned above, most of it goes to the USSR in 

exchange for petroleum and other imports. It also has coal deposits but 

has not made much use of them as.only 115,000 tons were produced in 1980/81. 

Ther~ a~e plans in all three of these countries to tap more of their hydro 

potentials and, in Afghanistan, to exploit more of the eoal deposits. 

/Bangl.adesh, 
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Bangladesh~ India and Pakistan all have substantial deposits of 
' 

natural gas, but only India has found large deposits of oil, The search 

for such deposits \vas naturally intensified as. petroleum became much 

dearer, as did efforts to conserve t"hese sources of primary energy. Bangladesh 

discovered two new land fields of gas in 1981, and completed a pipeline 

which is to assist productJ.~n of fertilizer. It :Ls also to extend its 

single refinery as much of the present iuport of crude petroleum is sent 

to Si;:tgapore for refining. Pakistan more than doubled its/output of 

natural gas during the 1970s through disc.overies of new fields and greater 

exploitation of old ones. It also built a nuclear povJer station with an 

installed capacity of 125,000 ki\J, and, in 1981. 1\'as considering a further 

one with a bigger capacity of 610:000 kJ..J. Chinese experts had also recommended 

a thermal station of 30"000 k~v using Baluchistan coal. 

India already has a nuclear station of 640,000 kW capacity but, in 

1979, it supplied less than 4 per cent of generated electricity. After 1974, 

outputs of both oil and natural gas were doubled. The oil output has 10 

times the energy c.ontent of the ghs output, and together they contribute 

about one seventh of India's total production of energy. The two State oil 

companies are conducting further offshore exploration and 14 foreign 

companies have also been admitted to the se.arch, Offshore production 

reached 5.2 million tons in 1980/81 and the Plan contemplates that this 

might reach 13 million tons by E'84: that would mean an addition of about 

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

self-sufficient in this fuel. 

Burma also doubled its output of oil 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. In 1980, however, 

production slumped by 4 per cent and, stronger domestic economic growth 

increased local demands for oil. The fall in production was said to be 

due to mismanagement of the field which is operated, under contract, by a 

Japanese cor,:pany. 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.companies 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, llfalaysia ~ are net exporters 

of oil 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 al~o. Proven reserves of crude 

petroleum are about 20 times apnual output iri 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. Both, of course, make much use of traditional fuels; 

Indonesia is thought to derive about half its total energy consumption from 

them. 
I 

There has been concern in Indonesia about a prospective loss .of 

export revenu.e, 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 consumption. 

Production, however, after decreasing by 6 per cent between 1977 and 1979, 

·appeared to be rising again after the first half of 1980, 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 one tenth by 1924. Exports, however, could not increase so 

much if the policy of heavily subsidizing domestic consumption of petroleum 
6/ > 

products continued.- The Government, accordingly, has ber;un to stimulate 

development of other sources of energy, Tb.e third Repelita (five-year plan) 

allocated 7.5 per cent of development funds to the electric ·power sector 

an:d,.in March 1981, the World B?nk granted a loan for a hydrostation of 700 MW 

capacity to·be built at Sagaling. Japanese interests are to help expand the 

Bintarrg plant for liquefying natural gas, three existing refine:::-ies are• 

to be expanded, and a fourth one is to be built near Jakarta. More refining 

capacity would rP.dut:e the need to import large quantiti~s of middle distillates 

from othet countries. 

· Malaysia w s pdsition in regard to oil is somewhat peculiar. Its 

·output of light superior cru-::1~ is mostly exported ·and 'large imports ot' 
cheaper Middle Eastern crude directly supply about three quarters of dome'stic 

n~eds for.ene!'lgy. The Government, moreover, introd'!car1 an oil depletion policy, 

in 1979; for res'tric ting output from an.ite resources t.:rhic-11 might. not last ,very 

lo.ng; output had been 1,122,000 tons in 1979 but was only 1,096,000 tDns in · 

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

/so 
·. 

·§j The 19.82 budget announced in January :i.982 has decreased subsidies 
on Some pretroleum products. 
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so as to reduce dependence on oil~ Large deposits of natural gas have been 

discovered anJ the Bintulu field is expected 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 3,7'70 HW to 6~090 11tv. This is to be done by 

building 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 comprehensive national energy policy is being formulated 

so as to co-ordinate developments in.this field with the objectives of an 

Outline 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 electricity plants, 

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. Electricity is also to be 

boosted by greater use of local lignite and imported coal? as well as by a 

doubling of h7dro-capacity,l/ A pilot plant is under construction to test 

use of oil shale in generating electric power. Altogether these developments 

should add 7, 700 Mt-l to present capacity of 3, 595 l1H. Meanwhile conservation · 

measures are being attempted to hold dovtn growth of energy consumption. to 6 

per 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 94 per cent of total energ~ consumed to 49 per cent by 1989. 

That hope was strengthened, in November, by the announcement of a promising 

discovery of· oil in an exploratory well in nort~east Thailand. 

The Philipp~nes is likewise attempting to lessen a heavy dependence' 

on.imported oil by developing the alternatives of hydropower, geothermal power 

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

/The 

1/ In September 1981, the large multi-·purpose Fattani dam began a 
contribution of 200 million kvJh per year to Thailand's hydroelectricity supply, 
an addition of about 8 per cent. 
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The hope here is to reduce the shar~ of oil in energy consumption from 92 

to 41 per cent by 1985. Nuclear power. an option whose consideration bas 

been postponed in Thailand until 1983, is also b3ing examined by the Philip

pines. Most importance is being given to geothermal stations which 

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

a producer of such energy. 

Singapore has no indigenous energy resources and so must rely upon 

diversification and conservation to alleviate its dependence on oil imp?rts. 

Nuclear power is regarded as too risky in such a small, densely peopled area 

.so that imported coal is the main alternative to oil. Vigorous conservat.ion 

measures already taken include world pricing of energy, upgrading the 

system of public lighting, restricting the use of air-conditioners and 

improving the thermal efficiency of. power generation. 

Hong Kong is, of course, in a similar energy posir:ion to Singapore. 

It has let a contract for a large,·second thermal power station in the New 

Territories, and is also negotiating with China for a joint venture in 

nuclear power generation, a likely site being at Day'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 primary commercial energy some anthracite; hydro

electricity and nuclear power. In 1979 they could together supply less than 

two fifths of the country's energy requirements so 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 oil are being diversifiec away from the Middle East~ and 

offshore drilling operatio'ns arc under way in conjunction with .Yapanese 

interests. In 1980, a. large new oil-fired plant and q, novel pumped storage 

hydro-plant came into operation; together with a number of smaller additions, 

they raised total generating capacity by lG per cent. Construction was also 
' continui.ng on four giant coal.:...fired stations and on slx nuclear generators, 

all due to come into operation by 1987. !1uch effort, moreover, has been 

put ir.to a wide range of measures for conserving energy, mainly by improvirtg 

efficiency of gen~ration, 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 wh~ch it was 
11-12 per cent, and India, Pakistan~ and the Republic of Korea, for 
which it was 7-8 per cent. By 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 18-19 per cent for Pakistan 
and the Republic of Korea. The second large increase of oil 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 seriously 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 1980t 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 19 per cent, 
for Samoa from 4 to 17 per cent~ for ~olamon 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 

equivalent, and non-commercial energy, mainly firewood, crop residues 

and animal wastes, at 250 million tons of coal eq~ivalent. Coal supplied 

70.per cent. of commercial primary energy, oil 25 per cent, natural gas 3 

per cent and hydropower a little more 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

tion has slowed to 5.6 per cent a year and its production actually fell in 

1980; by 2. 4 per cent for coal, 0. 2 per cent for cr~de oil and 1. 7 pe_r 

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

Known reserves of coal and the pote~tial for hydroelectricity are 

very large, as may,be deposits of oil and gas, but geographical difficulties 

have l,imited the development of many energy reso"!rces. Oil production has 

d~celerated owing to a low rate of discovery and the backward technology 

used for kno~ resources. Methods of using energy in industry also appear 

to be less efficient than in other developing countries, and incentives to 

conservation haye been lacking. 

A few years ago it was expected that oil would, besides making a big 

contribution to China's own needs for energy., provide a substantial part of 

export income. Its contribution-to primary en~rgy consumption did rise 
' . 

from 1.3 per cent in 1952 to 24.1 per cent in 1961, and it also contributed 

18 per cent of exports in 1980. Oil output, however, peake~ at 106 million 
' tons in 1979 and is projected to be around 100 million tons in 1985. Only 

8.1 million tons out of a contracted delivery of 9.5 million tons could be 

sent to Japan in 1980, and no more would have been sent in 1981. Oil's 

contribution to export income has been further reduced by a price decline 

consequent upon the recent world glut. Some oil is p.roduced from China's 

large deposits of sh9le but that output dropped from 514,000 tons in 1975 

to 315,000 tons inl979, and there do not appear to be plans for increasing 

it.. Natural gas has 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 1980 and was. expected to drop further. It is us.ed~ among other 

/purposes, 
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purposes, to produce more than half of China's electricity, the output of 
Q 

which 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, ~t has been decided that hydro

~lectrical capacity should be rapidly increased over the next decade. 

A good deal of attention is also being paid to biogas •. By 1979, 

China had som~ 7 million digesters supplying household needs for energy in 

cooking, heating and lighting. The digesters were more efficient and less 

costly than in most other countries. 

It would appear likely that China could become a 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. De~lining oil · 

production and continued growth of demand are the major factors here, 

although the picture could be brightened by more active exploration for-

energy resources, more efficient utilization of them for secondary energy, 
41 

and stronger measures to conserve energy over all its uses. 

Pacific island countries have no knowtl resources of fossil' fuels to 
, 

relieve their extremely heavy dependence on imported petroleum products, and 

only Papua New Guinea is thought to have reasonable prospet:ts of discovering 

commercially significant deposits of oil or natural gas. The larger high 
•' 

islands have forests, used for firewood, and a potential for hydropower which. 

is little exploitedi attention, however, is now being paid to hydroelectric 

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 of low grade heat. 

Ih Fiji and P•pua New quinea most recent attentiorl has been paid to 

the energy possibilities of biomass. Fiji has a big Stigar industry which has 

lo~g used the waste, bagasse.;' to generate ste'ampower and elect:ricity_, 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 {rom · 

cassava, to yield an output of ar9und 20 million litres by 1984; that could 

replace one fifth of oil imports. Papua New Guinea has a.n 'advanced project 

to farm cassava in the Western H~ghlands as th~ major input for.an alcohol 

commercial de:monstration plant having a capacity to produce 2 million litres 

a year. Biogas projects are also being considered in these.two countries; and 

in the.Cook Islands, Solomon Islands, Ton&a and Vanu?tu· 

/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 2.1 per cent in Australia end 30 per cent in Japfin. 2./ 
The consequence is that their economies are now more suscep~ible to 
changes in domestic manufacturing activity, whether induced by local 
or wo;r1d .conditions. That is particularly the case where ,growt;h rates 
for rea~ manu.facturing output are high, and the growth rate averaged, 
for 1975-1980, 11-12 p~r cent ~n Malaysia and Singapore, and nearly · 
17 Pet: 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. In 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 I~dia, 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 export markets, from which 
east and south-east Asian countries gained so much during the 19iOs. 

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 rai.se their 

. per capita GNPs, are not classed among the least developed countries. 

Bad harvests in 1979/80 in some parts of the region, or 
recession of world export demands, slowed down, or reversed, the 
expansion·of manufacturing real output in India, Malaysia, Thailand, 

I · and in some other countries, although there was no such check in Pakistan 
or the Philippines. That has had some effect in +educing 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. 

/More 

• 
~/ In 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 growing recognitipn 
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 elemen~s, it was felt, were not adequately 
recognized in existing plans. 

/Biomass



Biomass projects are, of course, not confined to Pacific island 

countries. Indonesia has built an ethanol plant in Java to produce 5 million 

litres of ethanol a year from manioc and sweet potatoes. The Philippines 

has a 10-year p:cogramme for producing e:.1ough ethanol from sugar and other 

plant materials to replace 30 per cent of its present oil imports. Thailand 

is considering a similar programme to rGplace 20 per cent Of its annual 

consumption of r:;asolcne. There are still doubts about the cor:::par.::tive 

economic costs of producing ethylene, and there are alsoworries thet new, 

large-scale production of cassava or sugar wouid reduce land availeble for 

more urgently needed supplies of food. 

C. FOREIGN P£SOURCES 

D~veloping countries need imports to supply rriachinery and transport 

equipment and, in Asia, such countries devote one quarter to one third of their 

import payments to these capital goods. They are needed for mechenizing 

agriculture, equipping mining and manufacturing, and improving transport 

and communications. Oil-deficient Asian countries had, in 1930, to allocate 

about the same proportions of import payments to ~rude petroleura or p~troleum 

products because modern methods of pr~duction require much commercial energy~ 

Food-deficient countries have to allocate another substantial proportion of 

import payments· to cereals 1 although one which naturally varies with their 

own harvests; 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 comprises 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 
1 

developing Asian countries, for sustaining and increasing 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 becc::me stationary, 

.and a bigger proportion of them had t"o be devoted to petroleum. But, as the 

real _price of oil fell from its 1974 peak, the volume qf 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 effec~ the. volume of 

imports again became stationary. That cessation of growth in imports, and 

the associated rise in the proportion devoted to pe-troleum, vras, in itself, a 

marked check to the economic growth of developing ESCAP countries. 

/Tatlc II. 7. 
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.. )un.ng c.he l.-?Os, merchandise exports :Lrcm non-oil developing 

countries in the ESCAP region paid for ;:,[)OUt nine tenths of their imports. 

There was thus a sul::.stantial import surplus which hc:d to be financed in 

od:er v.mys and, as table II.P. shows, the surplus was highly variable. In 

1973, it was 16 per cent of export receipts, rose to 28 per cent in 1975, 

averaged 8 per csnt be::weer. L76 and 1)79, and rose to ll:- per cent in 1980. 

The tvro big 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. It,appears from the later figures that China has also 

suffered large trade deficits in recent years. Although its exports rose 

by 143 per cent between 1977 and 1980, its imports rose by 173 per cent, 

so that there has been a trade deficit 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 imports appeared to change little but that 

only meant continued depression of the terms of trade by falling prices 

for primary exports instead of by·rising prices for oil. From mid-1980 

to mid-1981, oil prices were stable or falling slowl~/ and world 

prices of primary commodities, also expressed in US dollars, fe.ll 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 arid plywood. There 

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

According to I~W estimates, the combined trading deficit of non-oil 

developing countries in As~a (including China) ~ac $ 30 billion in 1980, 

$ 14 billion in the first half of that year~ and~ 18 billion in the 

first half of 1981.~/ This would seem to be further det~rioration in 

line with an IMF forecast that the combined current external deficits of 

all non-oil developing countries, aftor rising from$ 29 billion in 1977 

to $ 82 billion in 1980, would rise further to $ 97 billion in 1981.2/ 

/Table II.8. 

8/ IMF, International Financial Statistics, November 1981, pp. 46-47. · 
"'jj IMF, HfF Survey, 20 July 1981, p. 215. 
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China 
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Exports 
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Table II.8. Developinr; Asian countries. 'rvterchandise 
exports, imports and trade balances, 
1973-1980 

($ billion) 

l'J 73. 1J74 1}75 19/6 Fill 1::78 

c.i.f. 32.6 49.2 52,5 62.0 67.4 84.3 

f.o.b. 26,1 42.1 41.1. 59.6 61•. 5 75.0 

~4.5 -7.1 -11.1~ -·2 ·. 4 -2.9 ~9.3 

c.:L.f. 7.1 11.1 

f.o.b. 7,5 10.0 

0.4 -·1,2 

. b/ 
1.tems~-

Unit value of imports 60 93 100 99 102 111 

Unit value of exports 73 lC7 100 104 117 128 

Terms of trade 130 115 100 105 115 115 

1979 

109.0 

S8.9 

-10.1 

l.J.7 

13.6 

.. 2.1 

131 

152 

116 

Source; IHF ~ _International Financial Statistic~) November 1931 and 
Yearbook, 19!31. 

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

1980 

141.8 

124.0 

-17.8 

19.4 

18.2 

-1.2 

170 

169 

99 

/Figure II.5. 
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Figure II. 5. Developing Asian countries. Exports, 
'imports and trade balances, 1973-1980. 
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TRADE STATISTICS AND FLOATING EXCHANGE RA.TES 

Those who are at all familiar with methods of compiling foreign 
trade statistics know that these have nothing like the precision of 
physical measurements. In Asia, and elsew-here, 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 ¥lith a corresponding inport of another country 
because of time lags associated with transport and warehousing. 

Floating exchange rates ha,Te ~~ncr eased the. difficulties over 
valuation, and in t1..ro ways. The first is that there could be a 
variation of the exchange rate between a national currency and a 
foreign currency in which an export is .invoiced between the times of 
dispatch and arrival. That would artificially inflate import values of 
countries whose currencies were depreciating and) to a lesser extent, 
export values of countries whose exports were ap~reciating,.both 
values being in terms of the foreign currency. Since 1~72, therefore, 
unit value indexes, whether expressed in US dollars or in national 
currencies, have become a bit less reliable. 

The second complication from variable exchange rates is that 
the US dollar, which is thE": most widely us·ed 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 2. per cent up to the end of 1980. From 
January to August of 1981 it suddenly appreciated against the SDR 
by nearly 13 per cent. The result has been that the unit value of 
world exports appears to hav2 increased, bi:::ween 1971 and 1980s by 
263 per cent if measured in US dollars, but by only 103 per cent 
if measun~d in SDRs. 

. . 
The second complication, however, does not affect ratios of 

valu€8 such .as the terms of trade or the imrort value o'f total 
exports. 

/Results 
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:1esults in Asia ~1er.c rather mixeC: in the ?:trst part of 1981, as 

table II.9 incicates. 

1980 

1981 

Table II.9. Non-oil developing countries of Asia. Ratio oi': 
merchandise t;~ade deficit to merchandise exports, 
1980 and 1':;1~1 

(Percentage) 

Republic 
India }1alaysia Pakis- Philip- of Singa- Sri Thai-

tan pines Kq_rea pore Lanka land 

76 -16 104 45 27. 24 B" (..• 42 

76!!/ _z!!l 64p_/ 3#1 zsfd J:J!-1 1oz:S-1 4r}l/ 

1\11 
coun-
tries 

28 

2ff:-1 

Source: IMF, International Financial Statistics, November 1981, pp. 46-.!.;7. 

a/ First six months. 
b/ First seven n.onths. 
~/ First five months. 
~/ First eight nonths. 

In south Asia, India showed no improvement, as indicated by change 

in the ratio of the trading deficit to exports, Pakistan a considerable 

improvement, and Sri Lanka some deterioration. In south-east Asia, there 

was a small improverent for the Philippines, little change for Thailand and 

an apparent deterioration for Singapore. Nalaysia 1 s export surplus decc-eased· 
\ .; 

relatively from 16 to 2 per, cent of e.~~porto in the first half of the year. 

The Republic of Korea 1 s position was little changeri. For non-o:!.l developing 

countries of f,sia as a whole, the ratio hardly changed from 28 per cent 

in the first five months of 1981. 

Net receipts from services and transfers pay for a 

considerable proportion of the trading deficit. According to l}m estimates1Q/ 

for developing Asian countries, including oil-exporting Indonesia' but 

excluding China, ~heir trading deficit, on a strictly f.o.b. basis, 

averaged $ 0.7 billion a year between 1977 and 1979. Net receipts from 

services and privatE: transfers avetaged $ 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. Net borrotving 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. As these averaged $ 1C.4 billion a year, developing 

/Asian 

10/ IMF, World Economic Outlook (1980), p. 99. 
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Asian countries had an over-all surplus of $ 5 billion a year, permitting 

some handsome additions to their reserves of foreign exchange and notably 

for Burma, Fiji, Malaysia, Pakistan, the Philippines and Singapore. 

Data available to the secretariat111 about finance of the current 

deficit in the balance of payments is fragmentary for 1980, and still 

more fragmentary for 1981. There seems, however, no reason for pessimism 

about finance of these two deficits. Combined foreign e~change 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 1980, 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 198C, and were $ 4.9 billion 

in the first half of 1981. Eurocurrency credits, after falling from 

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

$ 4.7 billion 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 6 per cent in 1980 

but were almost as high in the first half of 19i31 as in the whole of 1980. 

There are reasons, too, for thinking that DAC official loans, which 

had provided 45 per cent of net financial flows to developing Asian countries 

in 1979, inereased substantially in both 1980 and 1981. The total of DAC 

official assistance to developing countries increased from $ 22.3 billion 

to $ 26.6 billion in 1980.121 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 United States; but OPEC and Scandinavian 

countries have maintained their aid programmes, arid Canada, the Federal 

Republic of Germany, France, Italy, Japan and Switzerland have indicated 

increases. Even if there wqs little increase of official and bilateral 

capital !lows during'l98ls it seems likely that increased multilateral 

flows and Eurocurrency credit could have ensured a major addition to 

total financial flows. 

/ASIAN . 

11/ In December 1981. 
12/ ~orld Bank, Annual Report, 1981, ·P· 26. 
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ASIAN INVESTMENT AND TRANSNATIONAL CORPORATIONS 

A transnational corporation (TNC) is a private enterprise 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 tra~sferring capital, technology and 
business skills, as well as by helping to open markets for Asian exports. 

Up to 1970~ TNCs based in the United States and the United 
Kingdom had been responsible for most of the direc~ foreign investment 
in developing ,\sian countries. Their investments were mainly in such 
traditional areas as plantations~ mines, raiDvays 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 assetB were in developing countries, and only 4 and 9 
per cent of then were in Asian developing countries. 

During the 1970s, Japanese TNCs became che 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-economic11 ,-concerned \~ith 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 \vithin 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 countries totalled $ 13.2 billion, 
more thf.ln four times the correspondb.g totP.l for 1967-1971. Indonesia 
had received 32 per cent of this total; Halaysia 14 per cent; Hong 
Kong, the Republic of Korea A.nd Singapore 8·-9 per cent each; and 
India 6 per cent. South Asiais share has been small, but it is growing 
more rapidly now tha:t Bangladc.:sh; India and Sri Lanka have begun 

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

Transnational corporations' involvement in Asia goes well 
beyond the direct investment activities just mentione'L This involve
ment increasingly takes the form of ~:artial and non-equity agreements 
between a TNC and the Government of a ~1ost country, a State enterprise 
or a local private enterprise. There are various types of production
sharing agreements: contracts for v10rk; service contracts in the 
mining and petrolemr, activj_ties of Indonesia, Halaysia and the Philippines> 
joint vent•.1re arrangements for manufacturing·· non-ec;uity contracts for 
technology, management or marketing·" sub·-contracting arrangements in 
export processing zones; turn-key.projects: and compensatory trade 
agreements or arrangements -to buy back products. 

One other spectacular development has been the rise of trans
national banking (TNB). Because of ito TNC lendins to developing 
countries has jumped from about $ 5 billion in 1?.70 to about $ 36 billion 
in 1976; and the share of this lending in total capital flows from 
TNCs to developing countries rose to 28 per cent~ as against 12 per 
cent for direct investm'.mt by DAC countries. 

It seems unlikely that the current world recession will check 
the expansion of TNC investment in thP developtng ESCl1.P reg:i,on. 
Japan, 'the leading investor. has strong reasons for continuing the 
virtual export of labour-intensive or polluting industries to the rest 
of Asia~ and also has the econonic ability to continue ';>rith this 
policy. Under the present Government of the United States, strong 
encouragement is being given to the use of private enterprise for 
promoting economic aid and economic development. Nor are there signs 
of any slackening of intraregional foreign investment from such middle
to upper-income countries as Bong Kong 9 :"1alaysia, the Republic of 
Korea and Singapore. 

/IIL 



III. SOUTH ~,SIA AND IRAN 

l'.!'uer; better harvestsp ·in 1980/81, helped India to make a fuZZ 
recovery from th=o economic set-baal<: of -the pr31J{ous yea.r ~ u.ihcn 1:ts real 
GDP .feU by more than 4 per cent. '11c.ey also eave considerable relief to 
Bangladesh and helped Nepal to recover from its rrevious crop fa·Zlw•es. 
Pakistan and Sri Lanka~ however, had somewhat .sZower qrou.,th of reaZ GDF51 

although their rates were stiU comparatively high. Pecovcry did not maan 
progress~ as improvement of real ineomes per CIXJ:'"~ita is stiU disappointingly 
.slow in south Asian countries; and five of them - Afghanistan, Bangladesh 51 

Bhutan, Maldives and Nepal - hm;e been classed as 11least developed'' 
countries, r.eeding fm• more economic m:d to break out of low-level economic 
sta()'nation. Current d-ifficulties are pe1?hars most acute 7Jith regard to 
balances of payments. Dear oil and domestic inflations have pushed up import 
bills, and world recession has impeded export growt;h. India~ late in_ 1.981, 
obtained a record credit of $ 5. 8 billion from IMF:; nearly half of which 
is to be used for 1:ts 1980/81 deficit. Pa7:.istan has had to seek debt relief..· 
and Bangladesh, like India and Pakistan$ haa had to raise expensive loans 
on international capital mcrkets. Inflat-ion has not been much worse than in 
the r-est of the world, and has shown signs of abating~ . but 1:s a further 
problem because of its effects on external trade, production, and the dis
tribution of incomes. Abundant liquidity has been generated by large 
demands made on the ban7<.ing systems by Governments or official entities:- and 
by excessive credits to the private sector in nearly all these countries. 
Steps:.; however:; are being taken to tighten Ci'edit conditions; to rationaZize 
interest r"-tes.:; and to reduce fiscal deficits:; at least in the l-arger 
countries. 

A. BASIC PROBLEMS 

The countries of south Asia - Afghanistan, Bangladesh, Bhutan, India, Nepal, 

Pakistan an9 Sri Lankn - have serious economic problems ~Jhich seem to yield 

only slowly to measures of economic planning. They are among the poorest 

countries of Asia, with per capita incomes v1hich ranged, in 1979, from $ 100 

in Bangladesh to $ 270 in Pakistan, and so populous ·~-hat they contain more 

than a fifth of the world's people. Poverty is worst in rural areas, and 

the proportion of people employed in agriculture ranges from 50 per cert in 

Sri Lanka to 94 per cent in Nepal. In the_l970s, a definition of poverty 

used by the International Labour Office put the proportion of rural people 

below the poverty line at 48 per cent in India, 62 per cent in Bangladesh and 

74 per cent in Pakistan._l/ 

Poverty is basically low productivity of labour - low real income 

per capita. It is aggravated, however, by marked inequality in the distri

bution of real income between householc:ls. The richest fifth of households 

is thought to receive about 59 per cent of total household income in Nepal, 

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

/Australia 

_!! Asian Development in the 1980s, p. 9. 



Australia and Japan are 3~: and 41 per--cent. Or. to look at the other 

end of the scale, the share of th8 lo~est 40 per cent cf the population in 

GNP, about 1975, has. beeT."'. estimate;:' as P, per cent for Ira.~. 16~17 per cent for 

India and Pakistan, and 19-?0 ~;er cent for Bar;::;lacesh and Sri Lanka.2/ 

Grmv·th rates for real income p_er ca.pi.ta ar-e also ];)t-7 in south Asia 

During the 1970s, the rate was 0.3 to 0,5 r•er cent for Ilangladesh and Nepal, 

1.3 to :!..4 per cent for India and Fakist<m, 2.nd 1.0 to 2,1 per cent for 

Afghanistan c..m.d Sri Lanka. These rates cc~,_trast rdth averages of 2. f. per cent 

for 2ll loP-inccnne develorling countries and of 3.1 per cent for all other, med tum

income, developing countries except the oil exportars. 

P.overty and slovl/ grol,:th of real inconef: have been associated r-1itb 

widespread anc:: persistert unemployment or anderem;:>loyme:1t of labour. :?ir:'l 

estimates are hard to come by in these countrJ.es as so large a 1)art of the 

population is in rural areas, Esti~ates for ~~ri Lar:,k'l put unemployment at 

15 per cent of th~ labour fore~ in 1973, but it had been as hig~ as 24 per 

cent in 1974. No estimates of total emrloyment have br"en. made in India for 

.3ome years Jl and une:nployment 3tatistic::• r.eJ.at;.~ only to urben an~as; but an 

~ffic:ial cotl"lmitte .... estimat;2d t.f;.~t, in 1971. India had 9 r.tillion uner:1)lcy~d 

and another 24 million iWrking les8 than 2F1 hours ~- ~.;reek out of a labour force 

of 180 million. In Pakistan, about h~lf the labour force is thought to ba 

affected by either unemployment' or un-:eremploy'Tient. The prc""?ort~.on me.y be 

even higher in. Bangladesh as recent •2stio::J.t0:; su;;>:gest that one third of its 

labour force has been unemployed or underemployed. 

Another common feature of t 1wir e,.cin0mic situation is continuous· and 

substantial r.;:liance upon fo!'eign aid :in order to finance inports and do:nestic 

capital formation. Such aL:., in 197S$ came. to 14 per cf:nt of GNP in 

Bangladesh, e to 9 per cent ia 1TeiJal anct Sri Lanka •. anc1. about 3 per cent in 

Afghanistan and Pakist:an. It came/ to o~1ly 1 t~er' cent in India but. th.:1t 

country, because of its size., receiw;d.abc•t·l: one third of all aid flows to 

south Asia and that t:'-,:ird, o;:; a 11:2t b~si.s ~ came t0 15 t·""~ cent of. its import 

payments. 

Iran is the only ESCAP country. vrhir:h i"> in r,o1cst Asia. Up to 19~'·? 9 . it 

could be ranh~d as a middle-income ~nd capital-.. surp.b.lo oil-eyporting coni). try. 

/However, 

!:_/ World ,Dank, F'c.r-lCi Develo;....rr;ent P.epart, 1981, tabl2 25. 



However, revolutionary change, continuing civil disturbances, and a war 

with Iraq have greatly worsened Iran's economic conditions. Its per capita' 

income has probably been reduced by one quarter between J.977 /78 and 1980/81 

to a current level about $ l, 9~0; that level, hot·7ever, j_s still well above 

south Asian average incones. 

Afghanistan has experienced radical political changes and strong armed 

resistance to it. The Horld Ban)~ puts the decline in Afghanistan's per 

capita income at about one tenth bet~Jeen 1977 and 197} nnd, notwithstanding 

guerrilla activity, the r.~vernrnent 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 w~ich 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 growtb in Afghanistan, Bangladesh or Nepal, and bas 

barely kept pace with it in India or Pakistan. Only in Sri Lanka was there 

a substantial rise in food production per c·apita during the 1970s, and this 

country has still to import a good deal of rice. Afghanistan, Bhutan and 

Nepal are norrr~lly self-sufficient in regard to cereals, but Bangladesh, 

even in 1979, had to devote one tenth of its inports 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 1979/80. 

Over-all,· the ILO has estinated that, in south /.sian l'larl<:;et economies, 

the average consumption o£ calories -~.eclined from 2, O~lr; to 1, 990 per day 

between 1960 and 1974, nn·:1 that o~ ~rotein from 54 to L~9 grams per day. Nor 

did the dietary position improve in the late 1170s. Yet south Asia is not 

near tn using its full potential cor food production. Rice yields are about 

2.1)00 kg/ha in all of them save Pakistan, where the yield is about one fifth 

higher; but in the Republic of Korea it reache~ over 6, 000 kg/ha between 

1977 anc! 1979. Inadequacies in regard to land rerorm, irrigation or water control ·. , 
fertilizer application and use of improved seed and faruing techniques are 

the major impediments to realizing south Asia's potential for food production~ 

/These,. 
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These, then, arc the basic ar.1 stubborr. problems of economic develop

ment in soutL Asia; poverty. slow growth of rc."ll incom,-::s, serious lnck of 

employment, and chronic balc:mce of payments difficulties -;.rhich are partly 

connected with inadequate food sun!_1lies and 9 nore recentlyc Hith energy 

shortag~s. The following ser.tions eonsider infcn"':.ation about the ;;.rays in which 

they, and related aspects of south Asian economies have change~ during 1980 

and 198L 

Ind:l.a, with 72 per cent of scutl-. Asia's population, :ts much its 

largest country. It has brought the annual growth of 'population down to 1. 9 

per cent a year but still has serious problens over employment. In the 

organized (non-rural) sector 9 ·2mployt.~ent has been rrovdng more rapidly than 
j 

population, by atout 2.5 per cent a year, but this sector employs less than 

one tenth of the labour force and its grmvth bas not been sufficient to 

absorb a ~uch !'lOr<~ rapid grouth of urban unemploym12nt. ·Registered unemployed~ 

in mid--1930~ were 19 million or 7 -:;>er cent of the labour force and more than 

11 millicn were c~ronicnlly unemployed. UnGer measures of the prev~ous five

year plan 9 1973-1983., it haC:. been hoped to stimul~tc ir::.vestDent so that 

production would absorb, not only the increase. of tb.€:' labour force~ but also 

a substantial part of the un;:;mployr.1ent backlos. Employment in th,; o·rganized· 

sector did inc!ease by 3.3 psr cent in 1978/79 and also in 1979/30, but the 

target growth rate here is 4.2· per cc·nt a ye~r. 

Bhutan and Nepal are also reco'rded as having brought down annue'!l 

rates of population grm•'th to nearly 2. :;>er · c•:;nt, and SrLLanka tr 1..7 ::-er 

cent. Little is Y.:no':m- ah::mt Enplc.,ynent in Rhutan although the Gov~rnment is 

planning to reduce the ris1:: or unenph>r:~cnt while incrensing the number engaged . . 
in non-rural activities. In i1e~Jal, th~re is cor . .s:iderabl~; une!':lployreent and 

' . 
underemployment in rural areas but this hes not been •J1Jantifi~d ~ steps, 

however, sre being taken t.o .:ase a shortage of r.1ore 'skilled urban labour. 

Sri Lanka had a recorded unemploynent rate of 1'1 per cent in 1978 and, hot 

surprisingly, the Government hns ckclPred an ::im of creating one million new 

jobs a year u;; to 1982. It appe!'lrs to have had some-success in that regard 

during 1979 and 1980; an offici,ql esti1:1ate put t 1·e unemployment rate for 

1980 at 12.8- per cent, and the number of m:~v jobs cr~ate,J since 1978 at 278,000, 

/Table III•: l.. 
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an increase of employment by 7 per cent.. About 50,000 workers had also 

gone to construction jobs in the Nirldle East, but this aggravated local· 

shortaGeS of skilled labour. 

Bangladesh and Pakistan have fdr:h rates o·( populatinn increase, around 

3 per cent a year, and their labour forces appear to be increasin~ at the sar~e 

rate. Growth of emnloy8eht, however, hrts been at 4.5 per cent in 

Baneladesh but open nnd disguised unemployment ·hoa been put at over a 

third of its labour force. In Pakist~.n urban unemployment has been officially 

recorded at 4 per cent of the urban labcur force, and underemploymet'l.t at one 

sixth of the rural labour force~ these figures Reem to be considerable 

underestimates. Both countries, like In?ia an~ Sr.i Lankas have obtained minor 

relief by migration of peo?le to 1..rork in oil-rich Niddle Eastern countries. 

Pakistan was sencl.ing over 118,000 in 1979 and WlS est ina ted t:o have 1. 8 

million workers thE:re in 1980. Bangladesh expected to send 43,600 each year. 

The 1978-1980 Two-year Plan for Bang~adesh had emFhasized the importance of 

effectively using the country's vast hum:1n resources; and the 1980-1981 

Annual Plan for Pakistan had also emphasized development of human skills. 

1979/PO. r,.zas a: year of mixed economic fortunes for south Asia. Real 

GNP declined by 4. 5 per cert t in India, and by 1. 4 peer c~n t in Nepal .• 

Elsewhere it increased but the r[lte of increase was below· thl: averace for 

the previous three years in Bangladesh~ 4.4 per cent as af.ainst 5.5 per cent, 

and about the sance as that average, .:·.6 per cent~ in Sri Lanka •. Only in 

Pakistan was the 1979/80 ratz of incre·ase j 6. 2 per cePt, above the previous 
J 

three-year average rate of 4. 7 per cent.. The posit :ion in :\f~hanistan and 

Iran is obscure but declines seem to have !Jeen inevitable. 

Officia.l indexes of product.iorY fr)r Afr;hanistg:~ ·shm..r a c:ecline 9 in 

1980, of .13 per cent in industrial productiGn and one of 9 per cent in mineral 

production. The Government, neverthel::·ss. ha~ announce~ that economic progress 

was satisfactory in 1980/81~ and especiRlly f()od in a:_rriculture HherA, prices 

of key inputs had been reduced.~ Yet H also. announ~ed that 375~000 tons of 

wheat would be imported from the USSR~ equal to about one eighth of the 

19-78/79 crop~ and wheat has not been a normal import for Afshanistan. 

Lat2 in l":t.rch 1981. a presiden.tiP..l state.nent <1SSl~rted that Iran's 

agricultural output had become stationary, and th&t its industrial outnut 

had fallen by P..t least nne third during th£ past year. Partly because of 

/Figure III.l. 



Percentar;e 

lCl 

8 

4 

0 

-4 

" , 

r 
I 

I 

' 
' I 

1976 

• 

1977 

... / ........ 

1978 

... " ....... 

Indi 

Nepal. 

Pakistan 

Sri Lanka 

························ 

-- --

1979 1980 

VL;;urc~'ITLl. South Asian countries. Annual percentage 
ch~r~e in real GNP per capita 1976-1980 

/Table Ill. 2. 



A
fg

h
an

is
ta

n
 

19
76

-1
97

9 
(N

I 
F

Y
 

19
71

/7
2 

M
P)

 
.1

98
0 

B
an

g
la

d
es

h
 

19
76

-1
97

9 
(G

D
P 

F
Y

_1
97

2/
73

 ~
~)
 

19
80

 

In
d

ia
 

19
76

-1
97

9 
(N

N
P 

F
Y

 
19

70
/7

1 
FC

) 
1

9
8

0
 

T
ab

le
 I

II
.2

. 
S

o
u

th
 A

si
an

 c
o

u
n

tr
ie

s 
an

d 
Ir

a
n

. 
S

ec
to

r 
c
o

n
tr

ib
u

ti
o

n
s 

to
 r

e
a
l 

G
D

P,
 

19
76

-1
98

0 

(
P
e
r
c
e
n
t
a
g
~
 

~
1
a
n
u
£
a
c
 tu

-

A
g

ri
-

ri
n

g
, 

T
ra

n
s-

c
u

lt
u

re
 
M
i
n
i
n
g
,
e
l
e
c
t
r
i
~
 

C
on

s-
p

o
rt

 
T

ra
de

 

e
tc

. 
e
tc

. 
c
it

y
, 

sa
s 

tr
u

c
ti

o
n

 
e
tc

. 
e
tc

. 
an

d 
w

at
er

 

5
9

.2
 

--
-

2
2

.0
 -

--
-

4
.9

 
l~

. 
2 

8
.2

 
. . .

 
. . .

 
. ..

 
...

 
5

2
.6

 
--r

 1
0

.5
 _

,. 
__

 
3

.3
 

6
.8

 
1

3
.2

 
49

.2
" 

--
-

1
0

.7
 -

--
· 

3
.7

 
7

.1
 

1
4

.4
 

4
3

.8
 

1
.0

 
1

6
.3

 
5

.3
 

5
.6

 
1

2
.3

 
3

9
.5

 .
 

1
.0

 
1

7
.6

 
5

.1
 

. 
5

.9
 

1
3

.4
 

F
in

an
ce

 
P

u
b

li
c 

(b
an

k
in

g
, 

ad
m

in
is

-
in

su
ra

n
ce

 
tr

a
ti

o
n

 
O

th
er

s 
an

d 
re

a
l 

an
d 

e
st

a
te

) 
d

ef
en

ce
 

-
-

1
.5

 

0
.8

 
2

.6
 

1
0

.3
 

0
.9

 
2

.8
 

1
1

.2
 

5
.5

 
5

.8
 

4
~
4
 

6
.0

 
6

.8
 

4
.6

 

Ir
a
n

 
19

76
-1

97
7 

?
t6

 
--

-
1

3
.5

 -
--

-
5

.0
 

a
/ 

--
--

--
--

--
--

--
--

7
1

.9
=

 -
--

--
--

--
--

--
--

-
(G

D
l? 

FY
 

19
74

/7
5)

 
. 

N
ep

al
 

19
7§

-1
97

8 
-6

4
.9

 
0

.1
 

. 
4

.3
 

6
.7

 
5

.6
 

3
.4

 
8

.3
 

--
-

6
.4

 -
--

-
(G

D
P 

19
7!

~/
75

 
FC

) 
19

79
 

6
1

.9
 

0
.1

 
3

.5
 

8
.4

 
7

.1
 

4
.0

 
8

.8
 

--
-

6'
. 2

 ·
--

--

P
ak

is
ta

n
 

19
76

-1
97

9 
3

2
.6

 
0

.5
 

1
7
.
~
 

5
.1

 
6

.6
 

1
3

.8
 

2
.8

 
1

0
.0

 
1

0
.9

 
(G

D
P 

F
Y

 
19

59
/6

0 
FC

). 
19

80
b 

1 
3

1
.5

 
o.

s 
1

8
.6

 
5

.3
 

7
.0

 
1

3
.9

 
2

.6
 

1
0

.2
 

1
0

.5
 

1
9

8
1

-'
 

3
1

.1
 

0
.5

 
1

9
.3

 
5

.3
 

7
.0

 
1

3
.9

 
2

.5
 

9
.9

 
1

0
.5

 

S
ri

 L
an

ka
 

19
76

-1
97

9 
2

5
.7

 
3

.5
 

1
5

.7
 

4
.5

 
9

.4
 

1
8

.9
 

1
.8

 
4

.9
 

1
5

.8
 

(G
D

P 
C

Y
 

19
79

 '
FC

) 
19

80
 

2
4

.3
 

3
.5

 
1

4
.8

 
5

.5
 

9.
4.

 
1

9
.7

 
2

.0
 

4
.9

 
1

5
.9

 

S
o

u
rc

es
: 

A
D

B,
 

K
ey

 
In

d
ic

a
to

rs
, 

A
p

ri
l 

19
81

; 
In

d
ia

: 
N

at
io

n
al

 A
cc

ou
nt

s 
S

ta
ti

st
ic

s 
19

70
/7

1 
to

 1
9

7
8

/7
9

, 
Ja

n
u

ar
y

 1
98

1;
 

Ir
a
n

: 
E

co
no

m
is

t 
In

te
ll

ig
e
n

c
e
 U

n
it

, 
A

nn
ua

l 
S

u
p

p
le

m
en

t,
l?

Q
1

; 
N

ep
al

: 
N

at
io

n
al

 s
o

u
rc

es
; 

an
d 

P
ak

is
ta

n
: 

P
ak

is
ta

n
 

Ec
on

om
:S

c 
S

ur
ve

y 
1

9
8

0
/8

1
. 

a
/ 

O
il

 
(I

ra
n

ia
n

 s
h

ar
e)

 
an

d 
se

rv
ic

e
s.

 
li!

 
E

st
im

at
ed

. 

/T
ab

le
 I

II
. 3

. 

0
0

 
a-

, 



- 87 -

Table III.3. South Asian countries and Iran. Annual 
percentage growth rates for indexes of 
production, 1976-1980 

Aariculture Mining Manufacturing Electricit::t 
1976-1979 1980 1976-1979 1980 1976-1979 1980 1976-1979 

Afghanistan 0.3 0.8 -2.6 -8.6 10.1 -12.6 8.9 

Bangladesh 3.7 2.4 • • • . .. 6,0 17.2 12.6 

Bhutan 1.9 1.6 • • • . .. . • .. • • • • • • 

India 6.5 -15.5 3.8 -2.6 5.8 0.8 8,8 

Nepal -0.8 -13.0 • • • • •• . .. ... 15.3 

Pakistan 4.1 9.6 . 5.1 6.1 6.5 . . . . ~ . 
Sri Lanka 2.7 \.7 ... 4.9 s.o!l 8.0 9.2 

Sources: United Nations, Monthly Bulletin of Statistics, November 1981; 
ADB, Key Indicators, April 1981 and national source for Sri Lanka. 

~/ 1978~1979 only. 

deliberate policy, the .output of crude oil, much the n:ajor 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 one tenth in 1980/81, and that 

it was then about four fifths of the 1977/78 level. 

1980 

6.9 

... 
••• 

2.2 

19.4 

• •• 

8.9 

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, 

accordingly, fell by 4,5 per cent and prices rose by 21,4 ~er cent. Much better 

weather 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. 

Agricultu~e has contributed rather more than two fifths to India's 

net national product and about one third to its expo~ts besides absorbing, in 

some degree, nearly three quarters of the labour force. There has been a 

recent trend towards higher ~nd less f~uctuating yields because of wider use 

of fertilizer~ better seeds and extension of irrigation systems to cover more. 

than one thirc of the cultivated area. However, improvement in rice yields 

has been largely confined to the Punjab. Haryana and Uttar Pradesh~ ·and the 

improvement in wheat yields appears to have slackened. No great,advance has 

been made in regard to coarse grains, pulses or oilseeds, and the production 

of sugarcane has continued to fluctuate because of wide swings of price and 

variable weather conditions. Over-all, agricult~ral production has had a 

trend rate of growth of only 2.8 per cent from 1967 to 1979, well below the 

draft Sixth Plan's target of 4 p~r cent. Attention~ therefore, iS being 

given to accelerating improvement of yields for Hhich there is a potential 

acknowledged to be larse. A major problem in that regard is to give adequate 

irlcenfives to farmers; a t:ise in procurement prices means J:oigher prices 

for urban consumers or bigger subsidies from government budgets, which are 

already badly strained. 

F0odgrain outputs recovered. in 1980/81, to 130 million tons and~ 

in spite of dry conditions in north-western states, Here expected to reach 

135 million tons in 1981/82, an increase of only 1.5 per cent. Prospects 

were better for oilf:eeds; thej_r output had increased from 8.'1 million tons 

~o 10.2 million tons in 1980/81 and was ex~ected to reacQ over 11 million 

tons in 1981/82. A large increase w..<ls also expected for sugarcane because 

previously high prices had led to a bigger area planted and th~re were good 

rains; the crop may thus increase from 154 million tons tq 180 million tons 

in 1981/82. 

Processing of food accounts usually for 8 per cent of industrial 

production~ and the manufacture of textiles fo-: over 17 r:er cent. Both 

recovered along with agriculture. TheJ;e, and other industries, •.:rere also 

qelped by :i,mproved supPlies of ;,>ower and tr-:-nsrcrt, as \Jell as by the better 

labour relations which reduced ·the number o! man-days lost in strikes from 

a r,ecord 43~9 million. iJi 1979 to 12.9 miil:i.on in 1980 .• Industrial production, 

in the f~rst half of 1981, was near~y ll per cent above its corresponding 

level in 1980. 

/The 
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The supply of elcctricity 9 both tl-,errnal and hydro, began to improve 

in the second half of 1980 and, in the first half of 19Bl, was 14 per cent 

above the level for the same period in 1980. Th~re ha-:1 been 2. large addition 

to generating capacity i~ 1980/81 but, as most thermal stations were operating 

well below capacity s the main factor vms an improvement in deliveries of. coal. 

The railways had been able t0 move so limited a quantity of coal that~ by 

Harch 1981, the ritheads had stocks of 18 million tons, equal to two months' 

output. Reasons for this stpte of affairs included a 23 per cent short~ge 

of wagons belmo1 requirements for thu!l, bad labour troubles, and deficiencies 

of management. Hopeful of imrrovement in these rr.::spects 9 the Government set 

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

cent above the 1979/80 output and, in i980/81~ the output reached. 114 million 

tons. The improvement in coal outrut went 11Iith one in railway freight. After 

declining from 213 million ton-1~ in 1976/77 to 193 million ton-km in 1979/80, 

this might have risen a little to 195 nillion ton-km in 1980/e·"; but comparison 

of .the second halves of 1979 and 1980 shO\led no inprovement. 

Other services than transport accounted for 31 per ceut of India's 

net natiocal product jn 1979/80. The draft Sixth Five-year Plan (1978-1983) 

had set a target growth rate for them of 6.0 per cent a year. Trade~ restau

rants and hotels accounted for 44 per cent of these other services in 1979/80~ 

finance and real estate for 19 per cent, an0. public Administration plus defence 

for 22 per cent. In the first ye.:1r of the plan, the only major change in 

respect of these services ·~ms a d.s:::: .in the share of public administration 

plus defence from 5. 8 to t·. 8 per cent of net national product. 

The National Council of Applied Economic Research (NCAER)..l../ has 

recently empha~ized the dependence of industry and services, in India, upon 
' the performance of agriculture. A scenario which .3ssumcs normc.l rainfall~ 

• and so an increAse of agricultural production by 4 per cent. leads to the 

r:-.-:mditional forecast that, in 1931/82~ the !"wt cutput of industry would increase 

by 7.0 per cent and that of services by 4.9 per cent. But an alternative 

scenario, Nhich assumes such poor rainfall and power shortages thet aE;ricul

tural outrut incn~ases by orrly 1. 6 per cent, leads to the conditional forecast 

that the net output of industry wouJ.r) 'increase by 5.9 per cent~ and that 

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

/INDIA'S 
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INDIAY S NEH SIXTH PLP ... N 

A draft sixth plan had been published in 1978 as a framework for 
flexible anr.ual plans over the usual five-year period~ during which the 
annual groFth rate of real GDP was to be 4. 7 per cent. The Planning 
Commission ~vas 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 .: . 20 pe·r cent for real 
GDP, associated ;d.th sector rates of 3.8'3 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 manufacturing, and .5.10 
to 5,46 per cent for construction, transport and other servicts. Output 
of foodgrai.ns, hm:.rever, is to rise only f.rot.l 149 million tons to 154 million 
tons-

R 1 ~/ . 9 'd 1 . ,ea export growtL~ ~s put at per cent a year an rea ~mport 

gro·wth at 9. S per cent a year. Net capital inflows, over the five years, 
are projecteci as Rs 120 billion (at 1978/79. prices and gross of an expected 
loss of Rs 29 billion from further deterioration 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 toge'ther \·!ith commercial inflows, and 
the remainder from depletion of foreign reserve&. 

Total investuent expenditures over the plan would be Rs 1,587 billion 
(at 1979i30 prices) so as to raise the ratio of gross capital formation 
to GNP from 21.8 per cent to 25.1 per cent.· Public saving would finance 
2L5 per CE'ont of this investment, private saving 72.7 per cent, and foreign 
capit~l inflows the remainiJ?.g 5.7 per c;::nt. In a~dition, Rs 135 billion. 
would be spent within the public s<;;ctor for current '-'cvelopment acthrity. 

The basic aims of the: plan, as of its predecessors, are to 
reduce poverty, generate err.ployroent, and promote tr~chnical and economic 
self-sufficiency. Acceleration of over-all economic growth is regarded 
as necessary .for realizing these air.1s, but special measures have also to 
be. talcen to inc~ease "trickle do"'-n'" effects b~! rnising the share of 
poorer peopV~ in aggregate consumption. The urgency of such lJ.easures is 
in·~:Lcatea by estim.stes that 11 million people between the ages of 15 
and 59 years suffer·long-term unenlployment, and that half the rural 
population, or more than a third of the urb&!J. population, fall below an 
all-India poverty line. 

The tH-o important 'policier-; here are an integrated rural develop
ment progr.arrmc and a minimum needs pro,grannnc. The forqer is to complete 
enforcement of legislatic.n ·for land ceilings, to' distribute surplus land 
to landle.ss families, to provide improved catth:, agricultural inputs and 

/equipment 

!}:_/ This is to b•-' fostered by allowinr 100 per cent export zones 
w·ith duty-f'·ee' privileges for imports, to be located an)iwhere in India. 
Export production, moreover; is no longer to have.it.s 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 
education~ rural health and '\vater supplies, rural roods, electrification 
and housirlgrsupplememtary nutrition for pregnant women and nursing 
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 also to be helped by 
employment on wo1ks for improving sanitation, slum housing, tree 

1 planting and other ~eatures of the environment. 

! ~illst of the poorer people are in. rural areas, and the plan 
novcs co increase the annual growth rate for agriculture from the 
2.8 per cent average achieved between 1967 and 1978 to 3.8 ?er cent. 
That ~v-ould be a substi:mtial 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 self-sufficiency in foodgrains before 1985. 

Strong emphasis is given to energy in view of the present 
strain of oil imports on the balance of pa1ments, and the prospective 
grcwth 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 hydrO'power only one tenth of 
which has been harnessed, and modest deposits of oil and natural gas. 
Denv~nds for oil are to be more strictly controlled~ and general 
conservation of energy promoted. Greater attention is to be paid to 
new a~d renewable sources of energy, and research 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. Indi~'s 
energy situation, however, is not expected to become at all comfortable 
by 1985; "maintaining ,3. reasonable balance between energy require
ment and energy availability will ••••• pose serious challenge in 
the coming decades11

• b/ It is not expected that the ratio of oil 
1 ioports to oil consumption will fall more than from 70 to 45 per cent. 

Transport has been ~nother bottleneck which has sev~rely 
affected, at times, distribution of coal, fertilizers, cement and 
oG-.~G: :;_ey commodities. Some Rs 51 billion is to be spent on railways, 
Rs 46 billion on roads and road 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 i.mport substitution, up to 1965, the annual growth rate 
::':or industry had averaged a fairly steady 8 per cent. After that the 

/rate 
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rate fluctuated a good deal, but averaged only 4 per cent during 
the 1970s. Over one quarter of Industry~ including key' industries~ 
comes under public enterprisess 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 to the restoration of an industrial 
growth rate of 8 per cent a year. Eigh priori~y is still accorded 
to steel, non-ferrous metals, capital goods and fertilizers 
but th~ leading roles are assigned to cher:ri.cals and electronics. 

/increase 
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it would be only 3. 5 pr=r cent o 

cent in real t~ryp th!!t yt-•;.-tro I~anufnd:uring' s con cributior: is only b,. per :::ent 

of GDF 9 and it abscrbs about 1 t:''.·r c:ent r:f the lahour f~.rce" Outputs nilturally 

fell for agro-industries, ~nd es~ecially for those pro~ucing jute fOods. 

stra-;,r boDrds and supar ~ but most.: oUwr industries continued tr: expand their 

-outputs. 

The production of cereals more than recovered in 1980/31 5 although it 

was less than 4 per cr"nt above the pre-droupht 1978/79 level~ and 2 per cent 

below that for 1975/76. Paddy, 1:1uch the most important crop, inc·reased by 

one fi.fth, and there 't>mre also substantial gains for maize and wheat. Sugar

cane and oil seeds~ among the casb crops. 1:-,oth had increases of one quarter, 

but jute declined by onF: eighth. Durin;:; the 1970s. a8ricultural 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. Greater use is teing made of better seeds 9 

commercial fertili?.ers and irrip.ation fncilities~ but on too small n scale as 

yet to have any marked general effecc on agricultural outputs. Livestock 

and dairy fr!rming an: be.inp: cncourar,ed io hilly country which is not suited 

to crops buts in some areas9 forests have b£::en over-exploited for firewood. 

and soil erosion has become a major nroblem. A forestry development scheme 9 

therefore, was beeun in 1930 'IIlith help from the United Nations Development 

Programmf~ 9 the Hcrld Bank and 'lAO. 'fhere is also a new policy to develop 

production and export of· timber. but L1 a conservationist vJay. 

Manufacturing is mostly snaJ.l-scale and based on agriculture with 

iute goods, le.ather, sugar, beer 9 bisc·~its ~ tea and soap the most important 

products. The larger establishments had b1:!c.m started in the public sector 

buj: 9 in Harch 1981, a nev7 ,industrial polj_cy was announced for encouragin[ 

private and foreir,n investment in ;:>.ny manuf.:lcturint~ industry. 

Bangladesh 1 s Second Five-year Plan began in 1930/81 with a striking 

recovery from .the severe t.:conomic str;3ins of the two preceding years? which 

had made it nec"essary to import a rec.ord 2.8 million tons of cereals in 

1979/80. Production of foodgrains increased by 1.4 million tons in 1980/81, 

/or 



or by over ~ne t~nth, and there ~~re also hi[ ~ains for potatoes, sugar and 

tea. Fc>t\-12rd estinatcs ;-'Ut .<13riculture 1 s ::ontributic;J tc CDP 11s ris::Le1;; by 

7 per r·c~r.t to be:c ·:me 55 per cent o£ GDP. JV~..:nufacturinp,: s contribution ie also 

expu~t8d to have increased by 9 per cent to reac't 8 ::,;er cent of G~li', but the 

cont::ibution rf con~otru,:tion would d2cline 11y over 5 r-er cent. The combined 

effect of these ~nd other changes is to give n projected increase 0f 5.2 per 

cent in Bangladesh's real GDP for 1980/81. 1hat would bring it one quarter 1 

above the 1975/7~ level. 

The somewhat paradoxical effGcts of a lnmper ccre<.:l harvest on the 

food situation hay.:: already been discussed (see chapter II, section A).. Jute 

is the najor cash crop; raw jptc provides about one·sixth of cx~ort receipts 
I 

and jute goods over one half, The yield of jute has been fai:dy constant 

sir.c£ 1976, but its acreage has varieC. 2ccording to the relative attraction 

of growing this cro? instead of rice, and, ·in. 1930/81, its output fell by 

17 per cent.· The acreage under su~arcane, however, has been f2.irly ·constant 

and its yield has been loH e.nd declinint: until the 1980/81 harvest? \vhich 

brought the yield ba~k to the level cf rhe early 1970~. 

Dev2lopment of ar:;riculture has. necessarily oad the highest priority in 

the Government's policy, which has aimed at expanding irrit;ation, distributing 

improved seed and. commercial fertilizer, and stabilizi;-~.g stocks and· prices 

by a systen of minimum r:maranteed prices. In re3ard to irrigation, emphasis. 

has been put on short-term methods, especially usE: of low~-lift centrifugal 

pumps. A wide procramme was launched_in 1979/BO, under presidential leader

ship, for voluntary labour on 2. network of 'canals for ir.ri)]ation and dniinage. 

Between 197B/79 and 190C/81 irrigation w~s thus proviried for another 2.1 

million acres, cne tenth of the cultivated area. The new five-year plan hopes 

to increase· trhe irrigated area to 7. 2 millirm ~cr2s by 1_935 in order to reach 

a food 1)roduction t::1rget of 20 million tons; almost 35 per .c'ent T'1ore than 

in 1980/81. Progress in regard to seed ancl fertilizer has been slower; 

distribution of improved-seed has increased sarkedly only for wheat, a minor· . 
crop in Bangladesh, an.::1 distr:fbution of fertilizer increased fl;om a small 

'base by only 3J per cent bet\<<::en '1977 /78 and 19150/81. 

TlJe share of PJ.anufe.cturinr, in, GDP has. hardly incrt:ased over the past 

decade, and there 'ims littlE. Drogress in suc_h oider industries as j-ute and 

cotton textiles, paper, tyres ~nd tubes, cigarettes~ saf~ty natches and soft 

/THE 



E!.F. KTrc;·cv OF 1HUTA7':; 

Bhtltan, a lar:Jd~lockecl r;w·mtain state h.s.s a sc:lall po;;u.lat:!.on of 
"1 .~, ru.illi~)Tl a.r:.d. a per capita. inc.orr~.e arour1d ~~- 1G5.. r·k1st of tb.e. KJ.rtgc:orl 
is fon:sr or \vastclar;.ci so that only a ten:..h of L.:s area is cult'ivatcd. 
About r;: pe:v: •::c:nt of: the· people ~.c;pend on agricul tur-2, ani<'tal hud:sndry 
or forecst;7 for their livelihood,. and these activities provide ::t·out 54 
pEr cont of GiJT',. Manufacturh:?, and mi:zli;lg account for aboat 10 per. 
ce~:t, Goverm;'.(:nt frn· 12 ;'cr ccn.t and ot.hc:r se':vic.;~s for 15 ~:er cent. 

Bhutan has a considerable ccononic poten'tial for improving 
its agriculture? an ~·7C:ll as for developing· forestry and hydroelectri
city. Yet, although once self-sufficient in fooC., it has come to 
import up to 15.000 tens of cereals a year. It_uses migrant labour~ 
too, for fo11r fifths of empl:Jyment in non ... agricultural production. 

India ·is Bhutan's major trading partner, and their common 
frontier is so wide open th_at trade cannot be properly recorded, and 
there is virtually an informal monetary union with trade conducted 
mostly in_Indian rupees. It would st:.eru that nearly all of Bhu.tan 1 s 
exports are ra\~ materiais, as are most of its :.i.<nports. Other imports, 
in order of value, arc. manufactured consumer goodsJ plant or equipment, 
and petroleut:J products. 

A fifth plan for 1980/81 to 1?86/87 has begun, aiming at better 
use of hur.1an a1;1d other indigenous resources so as tc increase real : 
GNP by about one ha.lf. If that could be achieved, per capita income 
would grow at the respectable rat;? of 6 per cent a year. It is 
hoped to increase the share of manufacturing in real GNP from 10 to 
15 per cent, and that of other than government services from 15 to 
2l per cent, partly by developing tourism. Agricultur£ would. then 
grow at a ~lower rate of '.5.5 per Ce~nt a'year to c'ontribute 46 per 
ce:1t qf real Gl!P, instead of 54 per cent. Eopefullys Bhutan would 
again become self-sufficient in foodstuffs. Transport would be 
extended~ and hydroelectrical capacity would be increased from 4.4 
HP to about 270 HW and yield an export surplus. 

It is recognized that the biggest difficulty in carrying out 
the plan is the serious lack of technic3l expertise a:1d skilled labour 
in a country where the literaey rate is only 22 per ce:1t. Much ·· 
emphasis, therefore~ is to b..: put on educaticn and vocational training. 
External financie.l requirements vmrc put ·at a modest $ 68 million, 
and it was hoped'that they would be Droyided by ::nultilateral agencies 
or other bilateral donors besides India, previously the only source of 
external aid ,and st5.11 to be tt.e main one. 

/drinks, 
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drinks, most of which have excess ca:cacity. The grot.oring manufactures have 

been ceJDent, iron and steel~ fertilizer and industrial chemicals. Bangladesh's 

first five-ye2r plan had aimecl at broadening the industrial base~ partly to 

create mo~e er~loyw.ent, but realizations fel~ far short of tgrgets) except for 

suga~. Inadequate transport~ power failures, labour troubles and deficient 

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

The second five-year plan, 1980/81··1985/86~ has target annual growth 

rates of 7.2 per cent for real GDP, 6.3 per cent for agriculture and 8.6 per 

cent for manufactt•rinc. For 1981/82 they have been adjusted to 6,4 per cent 

·for agriculture and to 10.8 per cent for manufacturin~:,. These rates appear 

to be high relatively to the previous performance of the economy, but have . . 

been set with a view to increasinG real GFP per capita by about 4.5 per cent 

a year. Thl'lt would bring rea1 GDF rer capita to $ 125, still much be1ow the 

1979 level for any other Asian country, except Bhutan and Nepal. 

Sri Lanka's c.ccounts "'-re on a. calendar year basis anrl had shown fairly 

strong growth of real GDP in 1978 and 1?79, averaging 7.3 per cent a year. 

In 1980, the rate fell to 5.8 per cent la.rg~ly because drought conditions 

had reduced outputs of the important cash crops; tea by 7 per cent, rubber 

hv 13 per cent and coconuts by 15 per cent. Industries 11rocessing such 

I'roducts had; .'!ccordingly~ a decline of 10 per cent in output. The rice crop, 

however, increased by 11 per cent~ sufficiently to ntis; the general index 0£ 

agricultural produc tio11 ?Y J per cent. Factory indus tries other than those 

engaged in processing had a general expansion of 6 per cent in the public 

sector. entirely due to expandP.cl capacity of the oil refinery, and "ne of 

4.5 per cent in ·the private sector. l'ht're was some decline of output for 

cement aad fabricated metal products~ because of a slowdown of cQnstruction 

activity, an~ a considerable decline for textiles! because nf thE. effect of 

previous trade liberalization. Th:~rc was, however, a 31 per cent increase of 
output for petroleun products ~nd, notwithstanding ~ower cuts in the second 

q~arter of 1980 3 substanttal incrt;ases fr>r 8<1.rments. t.omod products • basic' 

metals and rubber products. Outr:ut in the mining a:Qd quarrying sector rose by 

!} per cent.. There vlnS ,1lso growth iD th!! Sf,rvices sector~ ranging from 7 

pEr cent for transport to is p<:T cen.tJor bankinp· and other fine.ncial services. 

Dry vrcnther condit·inns, continued in the first half of 1981, badly 

affected. th€ output ·of hyclroclectricity, and co~tinued to affect rice and 

rubber outputs. !?onethelcss ~ teP. rroducticm was expected to increase by 8 per 

/THE· 



THE REPUBLIC OF THE MALDIVES 

This country of 1,000 coral islands, 208 of vJhich are inhabited by 
150,000 people, has been politically· independent. since 1965 and a republic 
since 1968. Its people live mainly by fishing, collecting coconuts and 
raising millets, tubers or tropical frUits·on very limited arable soil. 
About a quarter of employment, ho1vever, is provided by cottage or small
scale industry \vhich makes mats, lacquer -.rare, cad jan products, etc. 
The Government employs about 8 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 sourc,e of foreign exchange. 

Income per head was estimated at $ 158 in 1978, about the same 
level as in Burma, and was thought to be gr~Jing by 6 per cent a year. 
Contributions to national income and employment are indicated in the 
following table for 1978. 

Value added Em12lo~ent 
MRs Percentage Thousand Percentage 

(million) 

Fishing 40 20.1 27.2 45.1 
Other primary production . 39 19.6 6.3 10.5 
Secondary production 12 E.O . 15.9 26.4 

Tourism 23 11.6 0.4 o. 7 
Gover rlffient 25 12.E 2.2 3.7 
Shipping and other services fG 30.1 7.8 12.8 

Total 199 100.0 60.3~./ 1oo.o!!/ 

Source: National sources. 

~/ Including other employment not stated. 

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

The ~mldives Shipping Line Inc. had 37 ships engaged in inter-. 
island and international trade. It used to make substantial contributions 
to State revenue and had a peak i?rofit 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 pric<as 
as, between 1978 and 1981, fuel costs rose from 30 to 65 per cent of 
gross earningD. 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 fo·r over 95 per cent of merchandise exports, most 
of which go to Japan (70 per cent) and Sri Lanka (20 per cent). Rice, 
wheat flour and other foodstuffs account for almost half of import 
payments, and petroleum products for over one tenth. Other producers' 
requisites accounted for only 4 per cent of imports in 1979. 

Tourist earnings of $ S .8 million in 1978 had grm.m large 
enough to ·cover the merchandise deficit and add something to reserves 
of foreign exchange. Net receipts of official aid from market economies 
averaged $ 5.1 million between 1976 and 1978. i?et external debt service 
was only $ 78,000, but was projected to rise to $ 1.8 million by 1985 
under a first. five-year plan (1980-1985). 

Th:i.s 'plan sets a target growth 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 i.mproving education and 
health services, and to redress socio-economic i~balance between Male 
and the other islands. In spite of current difficultizs 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 \.Jere badly affected 

by power shortages in the fi:.:-st half Gf 1981. For the first four months 

of the year, pubU.c sector industries had a decline of. 13 per c2nt, largely 

due to a shutdown of the petroleum refinery for repairs and maintenance. ~vork 9 

and there were also Tiarked declines for food processing, fabricated metal 

products, wood products and ?aper. Textiles, clothing and leather goods~ 

howe:ver~ increased their outputs o.s did non-metallic mineral prod'JCts. :For 

1981 as a '~hole~ the general index of factory producticn ~1as exrc.~ctcd to rise 

by 10-11 per cent-

Official projections hav,:e put Sri T ... anka 1·S growth of real GDP at· 

4. 3 per cent in 1981 g with sector ·ir1creases of l~ to 6 r;er cent for agriculture~ 

4.2 per cent for mining, 5.3 per cent fer manufacturing, 7 per cent for 

construction~ and 6.7 per cent for electricity, gas and water. 

Pakistan had the most s~tisfactory economic ryerformance of any s0uth 

Asi.?.n country in 1979/80? with ei. i;,ro·11th of 6. 2 per cent in n?.nl GNP, but a 

lower rate of 5. 7 per cent was forecast for 1980/81. It was .expected that 

the growth rate for af!riculture would fall from 6.9 to 4.4 per centt .that 

for manufilcturing fro111 9.5 to 9.2 per cent; and that for services, other -than 

construCtion services, would declin~ from 5.6 to 5.4 per cent. 

The five-year plan (1978--1983) had given an annual gro¥rth target of · 

6 per cent for agriculture so that actual performance ir1 1979/80 was above. 

target, and projected perfomance in 1980/81 ,.,as Lelow it. Wheat. is the major 

crop and its yield has bee71 increasing. fror.1 1,316 }~g/ha in 1977/78 to 1,563, 

kg/ha in 1979/80, its output had increased by 3.6 per cent in 1979/80 and 

was expected to_irrcrease by 5 per cent in 1980/81. Rice production, however, 

declined by nearly 2 per cent in 1979/80, and vJas expected to dec1ine by 

0~er 4 per cent in 1980/81. Hheat "Jroduction, however~ is three times that of 

rice. Other important crops are sugarcane and cotton, botb with very fluctua

ting outputs. The output of sur;arcanE. fell by 9.1 per cent in 1978/79, 

inereased by only 0,6 per ce:1t in 197';/80, but w-as expected tn increase by 

16.9 rer cent in 19GC/8l. Cotton declined by 17.7 per cent in 1978/79, increased 

by 53.9 per cent ~.'1 1979/80~ and was cxpcct.ed to bE. nearly constant in 1980/81. 

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

/The 
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The fairly satisfactory ?~rfor.."~Tiance of Pakisttln1 s agriculture reflects 

government policies which give it h::.i;L priority and effective promotion. 

M:easurcs have included subsidized distribution of improved seeds and cor.uner

cial fertilizers, aids to plant protecticn. extension of irrigation facilitiGS; 

liberal agricultura.l credit cnc! firn support prices trJ give -farmers incentives 

for production. 1fechanization hns also reen encouraged. Between 1976 and 

1930, agricultural credit doubled 9 usc of chemical fertilizer per cropped 

hectare increased by 75 rer cent, omd availability of water at the £arrogate 

increased by 10 per. cent. 

In 1979/BC agriculture hafl contributed 30 per cent to Pakistanvs 

real GDP, and manufacturinll 19 per C•2IJL · The target gro,vth rate set by the 

fifth plan for manufacturing was 10 per cent a year; this ~,1as exceeded in 

1979/80, after a decline to less than 5 per cent in 1978/79. due. to the bad 

harvests cf that year. Chemical fertilizers increased by 25 per cent in 

1979/80 and there were substantial incxeases also for ci~;.?rettes ~ cotton 

yarn, jute goods, cycle tubes; cr~ment, soda ash, and iron or steel outputs, 

but declines for sugar and paints~ and little change for cotton cloth_, cycle 

tyres or parer products. Provision;;>.l fir:ures for the first 9 months of 

1980/81 indicate large increases for sup,-c.r, l.'rea fertilizer, bicycles, and 

jute goods, but with a substantial decline for cotton cloth, due to trade 

barriers in developed market countries; e.nd also for electric fans. l'iany 

industries h~ve corisicerable excess capacity, and it has been govert1Ilent 

policy to improve the situation by liberal provision of credit and imports 

for modernizing and balancing plant or machinery. Private industrial invest

ment seems t(l have responded well to these incentives. 

/LONGER:..TERM 



LONGER-TEFH PLANS OF THE LEAST DEVELOPED COUNTRIES IN SOUTH ASIA 

The least developed countries (LDCs), numbered at 31~ are so 
classified by criteria which appear, to some extent~ arbitrary~ a GDP 
per capita~ in 1980? below $ 200 9 predominance of agriculture at a 
subsistence level, limited manafac turing activity, lov1 levels of 
education, extremely limited health services~. n:alnutrition etc • 
Five of these poorest countries are located in south Asia~ Afghanistan, 
Bangladesh~ Bhutan, the }fald.ives and Nepal. Althoush there are big 
economic, social and 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 consiciera.ble help from the whole international 
connnunity. 

In September 1981, a United Nations Conference on the Least 
Developed Countries was corivened with the purpose of finalizing, 
adopting and suppor.ting a Substantial Ne¥7 Programme of Action for 
them. The five from south Asia presented individual country reviews, 
including data on financial n~quirements for their development plans 
over the 1980s. These plans appear ambitious, because target growth 

' raLes for GDP or GtW were put at 5 per cent for Afghanistan, 7.2 per 
cent for Bangladesh~ 8. 5 per cent for Bhutan~ 8 per cent for the Maldives 
and 4. 3 per cent for Nepal. Their corresponding ·actual growth rates, 
during the 1970s, were perhaps only 1 per cent a year. 

As indicated in ti:oe accompanying table, these five LDCs · 
give most importance to the agricultural sector, exp~nditures . 
on it being from one fourth to one thirG. of total ~llocations. 'Most 
of them emphasize projects for achieving self-sufficiency in agricul
~ural and livestock products; improvement of irrigation, better use 
of fertilizers and land. other improvements to agricultural producti
vity. forest rehabilitation and conservation (Bhut2n and Nepal)? 
aud reorganization o.f fisberies (the Maldives). It is emphasized that 
success here requires autonomous rural development and; in the 
view of the Minister of finance for Bangladesh, "rural aevelopment 
is the cornerstone of all d'~velopment strategy'~. · 

Alt1:pugh tl}eir industrial sectors are, as yet? little 
developed, these countries have a considerable industrial potential 
from natural resources and ra~7 materials \<.rhich~ ·if well· utilized, 
could allow substantial development of industry. Allocations for 
industry arc thus bet1-reen 8 and 17 per cent of t0tal outlays~ but 
orientations differ according to each country's potential. Afghahistan, 
Bhutan and Nepal hope to set up labour-intensive manufacturing and 
small-scale processing plants bas~d on indigenous raw materials. , 
Bangladesh hopes to develop agro-b~sed·and agro-sapport industries, 
especially in rural· areas. All five seck to extend L-nport 'substitu
tion and to diversify industrial outputs, partly by a;:Jpropriate · 
transfers of foreign technology t~rough multilateral rather than 
bila tcral channels. · · 
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Summary of financial requirements by sectors in 1980-1985 

Afgha
nistan 

Bangladesh Bhutan Haldives Nepal 

-------,---·------- (percentage)----------------

1. Agriculture and related 
activities 

- Agriculture 
- Animal husbandry 
- Fishing 
- Forestry 
- Irrigation 
- Land development 

2. Industry and mining 

3. Trade and tourism 

4. Energy 
• 

5. Transport 

6. Communications 

7. Social 

- Education 

} 
1 
J 

- Health and population control 
- Housing, sewage~ water supply 
- Social welfare etc. 

8. Others 

Total 

24. 15 

51.9 

8.5 

15.0 

100.0 

29.1 

17.1 

11.4 

14.5 

3.3 

19.4 

3.7 
[,. 8 
8.7 
2.2 

5.2 

100.0 

23.6 

14.2 
3.8 

10.6 

8.4 

5.0 

7.5 

18.9 

4.4 

23.8 

10.2 
5.7 

4.3 

100.0 

28.5 

2.7 

16.8 

23.2 

.. 
49.1 

33.5 
4.7 

10.9 

6.2 

1.00.0 

35.1 

11.6 

4.4 
14.1 

5.0 

7.8 

17.5 

17.8 

1.6 

17..1 

7.6 
4.9 
4.6 

3.1 

100.0 

Total financial requirements 
(in $ million) 2 160.0 17 330.0 330.8 121.7 1 812.0 

Finance (percentage) 

- Domestic resources 
- External aid 

External assistance (annual 
average in 1980 $ per capita) 

-· Net flows 1979 
- Projected net flO\·rs 1981-1985 

37.0 
6'.3.1J 

9.8 
15.5 

45.8 
5I+. 2 

16.0 
24.1 

15 .8· 
83.1 100.0 

43.1 
161.3 

Source: United Nationa, Conference on the Least Developed Countrias, 
September 1981. 
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There is also concern with energy conservation and fuel effi
ciency. E;.: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 ulant. 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 s for t.hat purpose~ about one four-th· of total ou.tlays 
is devoted to transport and_communications. The different plans 
propose better use of existing facilities, a more critical screening 
and programminp.; of ne~.v transport investment> and reducing competition 
between transport modes. De:~elopment of this sector has become very 
important for countries such as Bhutan and the Maldives because it is a 
precondition for expanding 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 needs. 
Improvements in literacy rates and increase of skilled'personnel are 
common objectives 5 and even a necessary condition for improving 
economic balance (Bhutan and the Maldives). Formulation of appropriate 
population policies is' a main concern of Bangladesh;_ besides efforts 
to promote family Pfa~ninG~ there are proposals for extending primary 
health care, and for providing housing and related services •. 

. The. programwes are by no means extra-...+agant in terms of hum.B.n 
needs. Yet there are questi9ns about the capacity of Bangladesh 
and Nepal to rais·e domestic resources equal. to 46 and 37 per cent of 
proposed d(.velopment expenditures, and a douot, 'too, about the. 
ability of the Maldives to absorb the foreign aid by '1hich it 
hopes to 'finance all of its development cxpenditurE:s~ 

The Conference ended without any substant,ial comm.itme:J.t from 
potential donors beyot1d agreement that' a larger proportion of aid 
funqs should go to tpe least developed countries. 

/C • 
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C. TRADE AND FINANCIAL FLOWS. 

Petroleum 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 importers 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 Nepa~, fish in the Haldives; and tea, rubber and coconut products in 

Sri L.anka. Bangladesh depends mainly on jute and jute goods, with hides, skins 

and leather goods as important subsidiary exports~ but light manufactures, 

in.cluding jute and leather goods, are almost t\-JO thirds of its total exports. 

A range of primary commodities make up over one quarter of India's exports; 

tea, spices, coffee, sugar, fishs wheat, nuts and iron ore. But India has 

developed a strong industrial base, which includes sophisticated h~avy indus

tries, so that textiles, clothing, leather goods and other light manufactures 

make up over a third of its exports, ari.d metal products 0 machinery, transport 

equipment and chemical procucts. about one eighth. In Pa~istan, rice, fish, 

raw cotton and other primary commodities are a third of exports, the remainder 

being light manufactures in which textiles, clothing and leather goods 

predominate. 

Afghanistan, Bhutan and Nepal have depended a good d.eal upon their 

large'neighbours, especially the USSR or India, for both export and import 

markets. But Bangladesh, Pakistan and Sri Lanka se~d little more than a tenth 

of their exports to ~outh Asian countries or Iran~ and.for India the proportion 

is half of that. Nor do they export much to other developing countries of the 

ESCAP region. Most exports of Bangladesh 9 India, Pakistan and Sri Lanka go to 
L . 

advanced countries 9 so that their ~xport receipts ·tend to vary with the general 

conditions of world trade. ~hese four countries also derive 75-85 per cent. 

of their imports from non-Asian sources. as does Afghanistan, and for Itan the 

proportion is even higher. 

After the first oil shock, the volume of world trade had increased by 

around 5 per cent a year, and its value by around.l5 per cent a year, indicating 

the persistence of world inflation at e high annual rate of over 10 per cent. 

Oil prices then increased by one third in 1979 and by a f,Jrther two thirds in 

1980, with the result that the unit value of world exports rose by one fifth. 
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Growth in the '.rolume of world exports slo"t<Ted from 7 to 2 per cent a year~ and 

became negative in early 1981. t-1orld rec2ssion had sur·ervencd upon world 

inflation as the industrial countriGs~ anrl some developing ones, became mal

adjusted to changes in the world economy~ znd.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 trading situation of south Asian countries. 

In Bangladesh, exports, after-rising in US dollar value by 25. per cent 

in 1978/79 and by 2f.1 per cent in 1979/80, were t:stimated to have fallen by 9 

per cent in 1980/81. The main cause l4!8S a decline·, after 1978/79, in the 

production of raw jute by one quarter~ tog2ther "lvith a fall in its price by 16 

per cent in 1980/ zn. Hence expor~s of jute goods, which account for one half 

of total e.xports~ after doubling in value during 1979/80, were expected to fall 

by 5 per cent in 1980/81. Geod rice harvests decreased the need for cereal 

imports, but higher prices for oil lifted it from 16 per cent of 

total im":Jorts in 1979/80 to .an expected 19 per cent in 1980/81. There ruas 

also a sharp increase in imports of machinery and transport equipment. The 

result was that the import surplus increased from $ 1,077 million in i979 to 

$ 1 9 590 million in 1980 9 and was expected to be abcu~ $ 1,800 million for 

1980/81. 

India's trade balance had dctariorated aft.:~r tte first quarter of 1980. 

Already in 1979/80 world recession had reduced its exports of iron and steel~ 

and, in the second half of that. year, there were large declines for such primary 

exports as fish~ spices and sugar, and for such manufactures as jute and coir 

products, garm•;;:nts, leather goods. metal products. gems and handicrafts. Some 

of these declines owed more to internal constraints.on supplies than to· 

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

A Committee on Export Strategy-was, accordingly, set ~p to make recom

mendations for the 1980s. Its interim report stressr.;d the need for a grcmth 

of real export receipts by 10 per cent a year and~ to help·achicve that, 

advocated better incentives and finan~e to all exporters, actual or potential 

and also better access for theill to su:rplies of raH materials and components .. 

/Imports 
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Imports of cereals dropped by_ . ..cne quart2r in the second !1alf of 1980 

because of the go~d harvests, while depressed activity in the textil':o industries 

ended imports of raw cotton and reduced those of syuthetic fibres by one third. 

But imports of petroleums oil and lubricants rose in value ty 80 per cent in 

1979/80, aad by 90 per cent in th~ second half of that year to become t¥70 

fifths of India 1 s ioport pAyments. There 1•1ere also large increases for imports 

of metals, paper, chemicals and fE.rtili:~ers. The result was that the import 

surplus leapt from $ 962 million in 1979 to $ 4,578 in 1980~ equal to about one 

half of export receipts. It continued to run at hi~h levels in the first half 

of 1981, and is estimated to have reached $ 6?944 million in 1920/81 as against 

$ 3,192 million in 1979/80· It is projected as $ 7,386 million for 1981/82. 

Nepal 1 s exports decreased by over one quarter in US dollar value during 

1980 as a heavy decline of foodstuf:s outweighed a substantial increase of 

light manufactures. Recovery was slow from the severe drought of 1979 and~ 

in some areas, a third year of bad rvee.ther reduced crops of rice) maize and 

tobacco. Yet the main deterioration in the trade balance came from an increase 

of imports by ever one third. Oil imports, in 1979/80, rose from 8 to 12 per 

cent of total it;Jports, and therE! was a big general rbe 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 connected with a change, made in 1978, to 

arrangements for trarle 'ldth countries which$ unlike India, have convertible 

currencies. A previous export bonus schene was abolished and a two-tier 

-exchange ratP was instituted; the rate of Rs 12 = $ 1 continued to apply .to 

Hwisible trade and to petroleum products, cement and chemical fertilizers, 

but a nE:w rate of Rs 16 = '~ l ::~pplied to all other trade. Between 1977/78 and 

1979/80, accordin8ly, India's share of Nepalvs exp~rt trade fell from 48 to 

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

Pakistan had a less marked riS:e of its import surplus from $ 1,652 

million in. 1979 to $ 2~268 million in•l980~ or tc a forecast of $ 2,230 million 

for 1980/81. Export perfcrmance was better than expected due to a spectacular 

increase for raw cotton and substantial increases for rice and fish. In 1980, 

export receipts thus increased by 27 l_)er cent 9 and were expected to have 

increased by 25 per cent in 1930/81. Imports 9 hovever, increased mor~ rapidly 

by 32 per cent in 1980, and their exrected increase for 1980/'31 '"as 14 per cent. 

/Table III.S. 
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The biggest increases were for crude p.etroleum 0 pe:troleum products, chemicals, 

fertilize:rs a<ld transport equipment. Petroleum and its products became 22 

per cent of imports in 1979/80, and were expected to become. 29 per cent in 

1980/81. 

Sri Lankn had begun to libcraTize imports and to rationalize domestic 

prices in 197l3, thereby giving a dramatic stimulus to investm~nt and production. 

But it also gave a strong stimulus to imports which rei~forced the effect of 

higher oil prices. The value of imports thus rose from ~~ 1,302 million in 

1979 to $ 1,786 million in 198C, and petroleum 9 s share rose from 17 to 24 per 

cent; it was expected to rise further to 30 per cent in 1981. Food impor~s. 

however, were reduced from 28 per cent of total imports in 1978 to 21 per cent 

in 1979, and to 18 per cent in 1980. Exports rose much more slowly, by only 

10 per.cent in 1980, mainly because of lagging production of tree crops whose 

share i.n the total declined from 62 to 55 per cent, Industrial exports, 

however 9 increased in valu,_ by ne11rly. one half to become 32 per cent of total 

eXports; the major gains were for textiles, garments and petroleum proaucts. The 

import: surplus rose from $ 320 million in 1979 to ~ 709 nillion in 1980, equal to 

two thirds of export receipts. Measures were being taken to strengthen policies 

of export promotion~ to improve yizJds of rubber and coconuts, and to adjust 

import duties. Exports were ex?ected to increase~ during 1981, by 12 per cent~ 

gains being s •.:ronges,t for agricultural crops, except rubber, and for textiles. 

Imports were exrected to grow by only 5 per cent, but the trade deficit would 

not change significantly. 

·Although India had a very larg•::: trade deficit in 1980 it may have had 

only a small deficit, or even a small sur~,lus, in its current balance of 

payments. The last published figures for 1973/79 show a trade deficit of 

$ 2,300 million beinz offset by positive items of $ 843 million for net services 

(airways, shipping~ 'insurance, touri_s!11 and investment incoMe) and of $ 1,667 . 
million for net transfer payments, of 'VJhi~h $ 1,288 million were remittances 

from Indians working in oil-exporting countries of the Persian Gulf. The resu~t 

was a current account surplus of $ 2J5 million, but a doubtful one,because there 

was another positiv,:?. item of Q 733 I'lillion for errors and omissions in the 

currtnt account. Net invisible recei~ts are thought to be increasing fairly 

rapidly, b;lt India 1 s Ecor:omic Survey 2 1?80-81 warns that net pn.vate remittances 

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

/A 
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A U<RGE UNRECOR)bD EXPORT 

India used to have ~s per cent of the world's legal production 
of opium, but the competition of other countries .reduced this share to 
50 per cent. The :..lleg:1l tr[~d·e i.a opium and heroin, its more dangerous 
and expensive derivative, hos long been mucn bigger. In recent years 
it may have accounted for something J.itze? 1.6 billion, on an "f.o.b." 
basis; and so could represent about 1 per cent of all recorded exports 
from developing Asian countries. 

During the late 1J60s, the so-called Golden Triangle of hill 
country on the borders of Burma, Lao People's Democratic Republic and 
Thailand is ~nought 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 to suppress poppy cultivation and opium 
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 ~t 
500 tons; there it is mostly controlled by communist forces in areas 
which are largely beyond the centra 1 Gover'nrn:ent' s rule. 

The declining output of the Golden Triangle gave a atimulue for 
that of the Golden Crescent, meaning the bordering areas of Afghanistan, 
Iran and Pakistan. In 1979 their output vas !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 a bad harvest and stronger 
measures of suppression. 

That increa~ed pressures or inducements for an Indian corttribu- · 
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 cultivators 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 sud~enly become an important staging p~st in the flow of 
opium from south-east Asia to north America and western Furope. New and 
stronger attempts are being I!18de i_n most countries, producing and 
consuming, to suppress a traffic which inflicts so much damage on 
individual health anrl social crcer. 

/This · 
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This Economic Survey gives figures for official gross and net inflows 

of external finance: 

(Hill ion :\:) 1978-1"?79 1979-1980 1980-1981 est. 

Authorization 2 ~ 8tiLf 2,289 3,198 
Gross disbursements 1,54.2 1,682 2,917 
Debt servicing 1 > 07tf 1,088 1,099 
Net disbursements !~6~::. 59lf 1,818 

Even with •a current suq:·lus and. net aid, India's reserves of foreign exchange 

(less gold), after reaching a :Jeak 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 fertilizl2rs 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 ~orld recession and the associated 

strengthening of protectionism in advancr=d countries, Policies had thus to 

~e implemented for energy conservation~ for substitution of oil imports by 

domestic sources of energy, for import substitution Rlso in steel, cement, 

non-ferrous metals and fertilizers, and for cx~ort developmen~ • 

. India's external public debt,:in 1979, sto0d at $ 15,641 million (on a 

disbursed basis). In 1980, a further loan of ~· 6E3 million was obtained from 

IMF and, ')Vercol'!ling previous reluctance to borrow commercially, India 

raised $ 61 million on the Eurocurrency credit 1'12-rket. Further loans of $ 923 

million were raised on this market in the first 10 nonths of 1981, and also 

further credits of $ 937 million fro~ I~W. In Ndvembe·r, India received 

a record IMF loan of SDR 5 billion ($ 5.7 billion) to be spread over three 

years. It was said that $ 2 ~ 500 .mill ion of this ~..rould be used to finance a 

balance of payments deficit incurred in 1980/81, and the remainder for later 

deficits associated with various development projec.ts under the new sixth 

f~ve-year plan (1980-1985). This plan foresaw balance of paj~ents problems 

as being acute, and so as requiring innovative approaches to cop~ with the gap 

between external payments and external receipts. The cumulative deficit from 

1980 to 1985, at constant 1979/"80 prices, was put o.t Rs 91 billion or more 

than a fifth of projected export receiptso 

/Table III.6. 



Table III. 6. South Asian countrit-.s and Iran. Current balances 
of r,Jayments, 1976-1980 

($ million) 

Merchandise 
Net Net Current 

trade 
Exports Imports services transfers ba1a'1ces 

Afghanistan~ 
1976-1979 average 293 -459 
1980 481 -681 

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 -9 132 803 1 653 214 

Iran, 
1976-1978 average 20 436 -22 075 4 076 2 437 

Nepal 
1976-1979 average 96 -198 39 59 4 
1980 92 -335 78 108 -57 

Pakistan 
1976-1979 average 1 408 -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~ U1F, International Financial Statistics, November 1:981; 
ADB, Key Indicators, April 1981; and "!conomht Intelligence Unit, Iran, Annual 
Supplement, 1981. 

~ Year ending March of the following year. 
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Pakistan's large trading dLfi.c.it did not chang2 much in 1980/81. 

Me.rchandise exports rose in US dollar vqJ_ue by one qc<>rter to ~) 2, 960 million 

and merchandis;;, imports [.y r>n2 seventh to ~·. S J·Of; million. Net invisibles, 

including hi;;hE:r remittances 'If $ 2, ~3[, r~illion frow \,1orkers abroad 9 largely 

6ftset the deficit for trade and ~crvices ao that the current account deficit 

was reduced to $ 949 million 9 one sixth b·.2lot1 that fer the previous fiscal year. 

Disbursements of foreign aid, boHever. t}n;:re 30 per cent lower. The net capital 

inflow was $ 818 million, including a private inflow of about $ 455 million, and 

there was an SDR allocation of $ 37 million. Officinl short-term finnnci ng and 

other capital transactions brought tl-:e whole account into a small surplus which 

permitted addition of $ 49 million to reserves of foreign exchange - $ 406 

million less than in 1979/BJ. 

Since 1978 Pakistan has had tiY face a problem of servicing an external 

public debt which is now about half its GDP. Debt servicing in 1980/81 was· 

$ 684 million including estimated relief from agreenents 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 1981 and July 1982. 

Banglades_h" s external posiliofi continued to be most critical, notwith

standing good harvests. The trade deficit of $ 1~590 million for 1980, twice 

export receipts. was expected to become ~ 2,040 million for 1980/81, A small 

deficit for services Hould be swamped by private transfers of $ 228 million 

from workers in the Gulf states so that the current deficit would be$ 1»728 

million. Net official loans c.nd r:rm:ts were to provide.$ 1,329 million, 

IHF another $ 232 million, and short-term loans plus other capital inflows 

about $ 56 millior:. Reserves would then increase by a very modest $ 105. million. 

In September~ it was reported-that Saudi Arabia was to make Bangladesh 

a grant of $ 100 million for food aid. In the :)revious Sonth a United Nations 

confer:ence. was informed that Bangladesh was preparing a 10-year action 

programme~ 1980-1990, ·in an atte"1r"t to s;:,lve. its '1overwhelming ~Jroblems of 

poverty, unemployment~ illiteracy nnd malnutrition•·;. The plan would cost nearly 

$ 56 billion; 4E. per cent of this ¥muld be met from domestic resources and 

Bangladesh ,.1ould hope to ·obtain the remaining $ 30 billion from external grants 

and loans. External financial requirements fflr 1981-1985 were put at $ 11 

billion which, averaged at$ 2,2 biilion a year, would be about one half above 

the 1980/81 level _of external aid. 

/Sri Lanka's 



i1'1ports had suq;ed under· the pressures of an investment b(,'11:1 9 a large. budgetary 

and lur2e privnte r2~itt~nces c~~sct 0 173 Milli0n nf the trade deficit to 

1'1ake the current d0ficit ~ fOC Gillion. This was Rl~ost triuJ.e the previous 

current deficit 8.nd n record level. It lvas financed mainly by 'l.n increo:~se of 

public: and privatE: borrowing fro;r. Rbrot=:c. Direct inv::!Str.tent and borrmdng by 

thE: privrcte sector came tc ~ 220 nil1ion 9 net long-term official borrm-1ing to 

$ 145 million, and drawings from Ii1F to ~ 14 million. These capital inflows, 

although large 9 were not enough to prevent d~plction of reserves by $ 165 

million. 

One remedial ncasure '-n1S an aajustment of the Sri Lank2n·rupee. In 

1980, 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 appreciated a little against 

the SDR but had A further depreciation of 15~3 per cent against the dollar. 

Multilateral agencies successfully pressed the Government to take associated 

measures for curtailing clevelopmcmt· expenditures Rlong vlith bank finance for 

them. Domestic and foreign borrowings were also to be restricted. 

An expert analysis concluded that there could be a small improvement 

in Sri Lanka 1 s current account deficit in 1981, but increased private and 

official capital inflows might not be enough to ~ov.::r more than three fifths 

of this deficit plus debt repaymsnts. F.;reign exchange reserves could ~hus 

be furth~r depleted. Nor did it seem likely that external difficulties would 

lessen much in the next five years because of the sap between levels of 

imports and exports and the slower rate of growth for exports. Official 

Sri Lankan proje.ctions for 1981 pointed to little chan}0e in either the current 

balar.ce or in reserves of foreign exchange. Substantial increases were 
I 

expected in private remittances" mostly fros !'fiddle Eastern countries, and also 

in official transfers and external public borrowing. 

D. INFLATION ANU PUBLIC. FIHANCE 

All south Asian countries and_Iran had, in 1980., serinu~ problems of 

inflation continuing in':o 1981; the highest annual r.<!te of increase in the 

consumer price index was 26 per cent in Sri Lanka and the lowest 12 per cent 

in.botb· India and Pakistan. For E~nrladesh the rate had been 13 ner cent 

from 19/P,, It rose, between 1978- and 1980~ from 3 to 12 per cent irr India· 9 

from 12 to 21 per cent ir.. Iran, from 6 to 17 per cent in Nepal, from 7 to 12 

/per 
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per cent in Pakistan, and frot:l 12 to 26 per cent in Sri Lanka. Ex~ept in 

l.ran, Nepal and Sri Lanka, these ;atE:s do not compare badly with a rise in 

th0 annual increar:;.: of c.onsur~re:r prices for industrial countries as a ,,;.-h0le 

from 7 per cent irr 1978 to 12 p~r cent b1 1S80, but that is only to say tha~ 
. 4 I i_:n.fla::ion was c: serious problclil for the worlc economy.-

The cor.sumET price index is, of course, onlTOC"le indicator of inflation, 

anc ~- :pa-.ctia1 one ~-Jh~ch can be affected by government ;ric12 control::; s· 

subsidies, or adjustinents to administered prices. In Iran, wholr::sale prices 

moved closely \<lith consumer prices; in India and Sri Lanka they increased 

more rapidly than consumer prices; and in Bangladesh more slowly. These 

divergen~es could be connected, not only with time lags, but with differences 

between the two indexes in regard to the \veights a~signed to important commodity 

groups, especially food and petroleum products. 

Su~h differences might also help to explain the more rapid rise of 

import prices than of either wholesale or _consumer prices 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 

thel?e countries, except perhaps in Iran \vhere 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 rea.l wages appears to have been greatest in 

Iran, where they may have doubled between 1975 and 1980. There were also 

~arge increases in Sri Lanka between 1977 and 1979, and in Bangladesh for 

skilled ~vorkers .during 1978/79,, there was a smaller but marked increase in 

India during the same year. 

In Bangladesh inflation seems to have resulted mainly from changes, 

not steady or coincident, in food prices, import prices and administered 

prices. In 1979/30 food prices rose exceptionally because of the drought 

hut came down with the good crops of 1980/81. Non-food pricesj however, 

then rose steeply because of increaE"es in import prices for petroleum, ferti

lizer and materials, and upward adjustments of administered pr:i.ces, ttemselves 

partly the result of dearer imports ·~nd higher wages. There was some slackening 

/Figure III. 3. 

4 I· In Afghanistan, it is reported that "inflation has not been a 
serious problem". The official consumer price index for Kabul, after rislng 
by·l2 per cent in 1978, and by 5 per cent in 1979, rose by less than 1 per 
cent in 1980. 
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of consumer price increases during early 1981 until unseaso.nable rains 

made some agricultural products scarcer. 

The upsurge of prices in India from early 1979 had been a mixed result 

of agricultural shortages through severe drought~ and of excessive liquidity, 

both aspects of ~xcess demand, r"-inforced by the cost-push influence of 

imp9rt prices which rose by 29 per cent, largely because of the higher cost 

of petroleum. Wholesale prices increased by 20 per cent in 1980 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 typically lag behind 

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 uncertain 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 shortages 

as it has had a fairly satisfactory growth of agriculture in recent years, 

but it has, of course~ beenaffected 'bY rising prices for imports of petro

leum and other goods. In l98C, the u~it value of its imports.rose 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 deficit financing of pUblic ~enditure. 

Sri Lanka's case was similar except that, unlike Pakistan, H: suffered. 

in 1980, from bad harvests which sent up thecost of both domestic and imported 

cereals. The unit value of imports increased by no less than 43 p~r cent in 

1980, 'partly because of a devaluation of tqe Sri. Lankan rupee. Wages 

had risen steeply, by 45 per cent in 1978 and by 25-27 per ceflt in 1979 and 

1980. Administered prices also rose sharply, reflecting efforts to reduc~ 

food subsidies and to price petroleum products more in line with world levels. 

Yet here 9 too, there was abundant liquidity from deficit financing to promote 

inflation. In the first half of 1981, how£:.ver ~ fiscal. and monetary restraints 

reduced the annual rate of iricrease in consumer. prices 'from 24 to 18 per cent. 

/Figure III.4. 
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Figure 111.4. South Asian countries. Annual percentage 
change in ltquidity, 1975-1980 

/Table III.8. 
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Table III.8. South Asian countries. Money, liquidity 
and GDP, 1974-1980 

(Billion units of national currencies) 

Afghanistan 
Honey 
Quasi-money 
Liquidity 
Percentage increase 

Bangladesh 
Honey 
Quasi-money 
Liquidity 
Percentage increase 
GDP 
Liquidity/GDP 

(percentage) 

India 
Honey 
Quasi-money 
Liquidity 
~ercentage increase 
GDP 
Liquidity/GOP 

(percentage) . 

Nepal 
Money 
Quasi-money 
Ltquidity 
Pe=centage increase 
GDP 
Liquidity/GOP 

(percentage) 

Pakistan 
Money 
Quasi-money 
Liquidity 
Percentage increase 
GDP 
Liquidity/GOP 

(percentage) 

Sri Lanka 
Money 
Quasi-money 
L~.quidity 

Percentage increase 
GDP 
Li ~1uidity/GDP 

(percentage) 

1975 

14.43 
3.12 

17.55 ... 
8.28 
6.46 
14~74 
5.4 

125.74 

11.7 

122.,33 
84.39 

206. 72 
13.3 

741.62 

27.9 

1.33 
0.85 
2.18 

11.8 
16.57 

13.2 

25.62 
12.18 
37.80 
21.2 

111.13 

34.0 

3.06 
1.65 
4. 71 
4.7 

26.58 

17.7 

1976 

19.48 
3.90 

23.38 
33.2 

9.22 
8,26 

17.48 
18.6 

107.46 

16.3 

152.77 
104. ~·3 
257.35 
24.5 

805.94 

31.9 

1.64 
1.17 
2.81 

28.9 
17.39 

.16. 2 

3L;. 04 
15.92 
4-9.96 
32.2 

. 132.05 

37.8 

4.13 
2.12 
6.25 

32.7 
30.20 

1977 

22.93 
- 4.43 
27.36 
17.0 

11.67 
9.94 

21.61 
23.6 

105.36 

20.5 

178.50 
128.17 
306.67 

19.2 
902.13 

1.93 
1.47 
3,40 

21.0 
17.28 

19.7 

39.97 
18.97 
58,94 
18.0 

149.45 

39.4 

5.33 
3.30 
8.63 

38.1 
36.41 

23.7 

. 1978 

27.22 
4.59 

31.81 
16.3 

14.64 
12.67 
27.31 
26.4 

130,29 

21.0 

217.12 
154.85 
371.97 

21.3 
977. OL; 

38.1 

2.20 
1.87 
4.07 

19.7 
19.60 

20.8 

47.19" 
23.44 
70.63 
19.8 

173.67 

40.7 

5.90 
4.91 

10.81 
25.3 
42.67 

25.3 

1979 

34.20 
5.12 

39.32 
23.6 

18.36 
15.05 
33.41 
22.3 

144.77 

23.1 

229.75 
. 207.59 

437. )t} 
17.6 

1 085.46 

40.3 

2.53 
2.18 
q .• 71 

15.7 
21.15 

22.3 

56.83 
27.29 
84.12 
19.1 

195.88 

42.9 

7.64 
7.31 

14.95 
38.3 
52.39 

28.5 

Source: INF, Inter.national Financial Statistics, November 1981. 

a/ March to September. 
~/ First five months. 

1980 

20.00 
20.38 
40.38 
20.9 

163.32 

24,;7 

205.83 
301.01 
506.84 
15.9 ... 

·• ..... 

2.86 
2.66 
5.52 

17.2 
23.87 

23.1 

66.89 
31.03 
97.92 
16.4 

235.53 

41.6 

9.33 
10.38 
19.71 
31.8 
68.53 

28.8 

1931 
(1st ha1.f 

... } -

20.79 
21.59 
42.38 
5.0 

b/ 
224.83b/ 
324. q.9-f 1 

549.32.£' 
B.t.!_l 

~ b/ 
.j, 3.5-i·/ 

L' 

2. 9~b/ 
6.3~·· 

14.r1 

72.73 
·31. 26 

103.99 
6.2 

•• c 

8.99 
12.55 
21.54 
9.3 

/There 
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There ate different opinions about the causative role of money in 

general inflation of prices and incomes, but widespread a~~eement that 

inflation cannot proceed far or last long without increases in the supply of 

money. Opinio~s also difff~r, in this context, about the appropriate defini

'tion of money. It seems most convenient~ for international comparisons at 

least, to use the monetary data published by Il~. This distinguishes 

between "money", defined as currency outside banks plus the private sector's 
l 

demand deposits, Ml, 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 IHF usage is followed in 

calltng Ml money, but~ for convenience, M2 will be called 11 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 1980. In Bangladesh, this ratio more thari douqled, in Nepal it 
• 

rose by three quarters, in Pakistan by two thirds, in India by about one 

half and in Sri Lanka by more than one fifth. Percentage changes in the ratio 

of liquidity (M2) to GDP are the resultant of those in liquidity, prices 

~nd real GDP for: 

Percentage change in the ratio of liquidity to GDP 
. . 

= percentage change in liquidity 

percentage change in prices 

percentage change in rep.l GDP 

and there were variations in these components, part}Y as a result of 

the inflationary process itself. 

In India and Nepal, the annual percentag~ growth of liquidity slowed 

down after 1976; in Bangladesh, it rose bet~een 1976 and 1978, fell in 

1979 and r~se again i~ 1980; in Pakistan 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 developments of the late 1970s and _ 

1980. 

Table III. 9 t~rows some light upon annual changes in liquidity for these 

five countries. In Banglade~h, the,major components of liquidity change were 

ban~ credits to official entities (State enterprises and local governments) 

in 197.8 and 1979, to the private sector in 1979 and 1980) end to the central 

Government in 1980. Early in 1981, however, there was a marke~ tightening of 

/Table III. 9 • 
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credit to all of them in consequence of an IMF standby arrangement, which put 
J 

phasea ceilings on credit to the public sector and on total domestic credit. 

The authorities relied upon direct controls over public sector borrowing and on 

directives 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 1980 

and other interest rates were simultaneously raised and rationalized to attract 

savings. Unexpected difficulties associated with higher o'il prices, lower 

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

to agreed levels in the second half of 1980. Petroleum prices were then raised 

to limit losses of the Petroleum Corporetion, but the good harvests of 1980/81 

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

In India, the major factor in growth of liquidity ~as 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 

widening gap between public investment expenditures 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 p~ivate sector, raised interest rates of corril:nercial banks ·and 

other financial institutions, and also raised· prices charged by public enter

prises, including prices of coa'i, steel, fertilizers and railway transportation. 

The minimum cash ratio of the commercial banks was also raised from 6 to 7 

per cent. Previous attempts to ~educe excess liquidity were hampered by 

the availaqility to traders and companies of "black money", i.e. money which 

represents tax evasion or illegal transaction~ and kept o_utside 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 1981. The annual rate of 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 cent. 

Although'; then, reserves of foreign exchange fell heavily, there was no 

reduct~on in the rate of increase for liquidity. 

In Nepal the major part of credit expansion went to the private sector. 

There has also been increased bank finance fo~ the public sector and foreign 

exchange reserves· have increased, so that easy IDOiletary conditi.otWl C!l1ntitwed t:o 

/prevail 
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prevail' in 1980/81. Cheap credit \vas _being used to Dromote developi!1~nt of 

· agriculture and. small-scale industry together •11ith the imports needed for 
., 

that purpose:. 

Pakistan had incurred large budget deficits up to 19,7'8/79 because of 

a steep rise in expenditures on defence, d.-~bt servic~' and subsidies •. and, 

because of a decline in net foreien finance available for budgetary purposes. 

Bank credit to the public eector_ therefore, sharply increased, as.did 

credit to the Drivate sector. Foreign exchange reserves also increased, and 

added further tc monetary expansion. Steps were taken in the following fiscal 

year to increase tax. rcv2nues and to curb both curre.nt and development expen

ditures, with the result that the over-all deficit fell and, with it,. 

governnent demands on the banking syster:. Credit to the ')rivate sector was 

also restricted but liquidity continued to have a high, if slower, rate 

of growth. 

Sri Lqnka's budgetary situation badly deteriorated in 1980 so that 

there was a massive increase of bani: credit to the govern,"ll.er.t sector. 

lhere was also a further considerable increase of credit to the private 

sector with t:h~ result that total liquidity increased by more th<"..n one thi.rd 

in a single yea~. Foreign exchange reserY~s fell from $ 517 oillion to 

$ 246 million., partly because IMF froze further releases from an Extended 

Fund. Facility of ·SDR ?.C.E r.J.illion •. The· facility was restord in ~-':irch 1981 

after agreement on m0netary a.nd fiscal. changes. These included suspension . . 
of. new projects, a 10 rer cent, cut.in d~partmental expenditures, ceilings 

o~ domestic a~d foreign borrowL1g ~ a. ban on. banking credit for public 

expenditures, and a downwarc adjustment of the Sri Lankan rupee coupled wit~ 
. ' . -. \ .. . ' . . . 
the ending of a dual rate system. The rupee had already depreciated by 

11 per cent during 1930 and, up to S~ptember 1981 0 by a further 15 per cent. 

The goyernment deficit WRS being held steady, and the proportion financed 
' 

by the·banking systeM wa~ being reduced fra~·one half to' one quarter. · 
1 

Budge!.':ary cond:i.tions iu these_south Asian countries are broadly 

'indicated in table III.lO. Current revenues !:lore than sufficed Jio finance . . 
current expenditures, during 1980/?l~......except in S·ri Lanka where't'!lere was a 

small current def:ft:it. In tho:: ~ther countri"'s, the curre9t budget surplus 
' 

· (government.saviug) sufficed~ again in 1980/81. to cover oply a part of 

development ~enditures; about one quarter in Bangladesh and Nepal, a!ld 
'· 

:: som~thing,.over·one. hidf: in· India and 'Pakistan. Bank credit. financed arot,md 

/Table III.lO. 



Sources: National sources. 

~/ Budget estimates. 

one quarter of the over-all deficit in Bangladesh; .Pakistan and Sri Lanka, and 

nearly one half in India. Fc:reign resources financed around two thirds of 

development expenditures in.Sri Lanka,·aver oi,le half of them 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 1980/81 than it hac anticipated. and·so had to cut back 

pr~posed development spending from $ 1. 65 billion to $ l.l}S billion. 

/ ISLAMIZATl0~1 



ISLAMIZATION OF J:~CONONIC LIFE 

Islam is a 1·eligion \.,rhicil prescribes its own socio-economic values 
and practices, and at:temp:::s have recently b.~en made to apply them more 
strictly to economic activities. That has been happening in SOiile oil
exporting countries of the. hiddle East, and also i.n those predominantly 
Islamic countries of tne !::SCAP region which are strengthening cultural 
and economic ties with the Hiddle East. 

Iran, itself a HiddJ.e Eastern country_, has become politically 
transformed into a kind of Islarr:ic 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 mqst notable features of recent Islamization have 
been levies irr.posed for charitable purposes (Zakat), and replacement of. 
fixed interest payments or charges by arrangements for profit sharing. 
Some Arab banks have been founded, or changed~ in accordance with this idea 
of profit sharing. 

Pakistan began, in 1980 9 a three-year programme for Islamization 
of its econo~y. The first step ~vas 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 institutions; others 
were required to make a similar self-assessment. Provision was also made 
for a 5 per cent levy on agric~ltural produce (Ushr) to come into force 

von a date \vhich the Government would announce. ~ proceeds of Zakat are 
distributed among the needy by local committees, which come under provin
cial committees, and these under a central committee. In the· first nine 
1nonths of the reform) Rs 814 million (~ 82 million) had been collected and 
distributed among orphans, v7irlo"~>JS, disabled or handicapped people, and 
students. · 

Interest is regarded as potentially exploitative and so contrary 
to Islamic principles. In 1979, two steps were taken to reverse its 
widespread use. Nationalized banks and co-operative societies were 
required to make interest-free loans to small farmers for seasonal purposes; 
and, a year later, the requin.ment was extended to small fishermen.. A 

·.bigger step was to abolish -fixed interest payments or charges made by the 
National Investment Trust, t~e House Building Finance Corporation, and 
the Investment Corporation~ and to substitute arrangements for profit 
sharing. · 

A further step was taken in the 1980/81 budget. Banks and 
·busitlesses which replaced interest by profit sharing, and which had been 
certified .by religious authorities as being in accord "tdth Islamic 
princij)les, cou~d be registered as HoJeraba companies. An associated 
innovation in regard to corporate finance was the introduction of a 
'
1participation term certiL.cstc" to replace debentures; it involves 

investment for a limited term of up to lO years, security by way of ·a 
mortgage OVer a COlllpan:/ IS C!SSetS, f'.Ud . :·of it ShareS instead Of intereSt 

/charges. 
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charges. From January 1981, moreov;er, special co11nters were opened in 
all branches of the nationalized commercial banks to ?ccept interest
free, but profit sharing? deposits. Eventually no other deposits will 
be accepted from the public. 

' 

Malaysia has not gone nearly so far as Pakistan in these respectsQ 
Zakat is collected in only a few strongly Muslim s.tates like Kedah an:.! 
Kelan~an. Banks stil.l pay interest, but s1wing in return for dividends 
h~s bee:1 promoted by a Pilgrim' 3 Fund (Ta0ong Haj i) and by a bumiputra 
unit tYust (Pernodalan Nasional). There hav;e been some pressures in 
Indonesia for the establishment of Islamic banking, cut they have been 
resisted by officials and disputed by some mod~rnist Muslims. 

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

/IV. 
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IV. SOUTa-EAST ASIA~ HOfiG KONG AND 
THE REPUBLIC OF KOREA 

The five ASEAN count·t'ies and Burma had strong rates of econof!Jic 
growth during the late 19?08 , at Zeact twice the average for advanced 
countries~ and Hong Aong and the Republic of Korea had even stronger 
growth rates. In J980 these rates :jlcre ma·intained or 1:mproved" except 
in the Philippines and Thailand where they nevertheless remained 
high~ and in the Republic of Korea .. where disastl'ous harvests and 
other troubles Zed to a decline of over 6 per cent in real GDP. 
Although worZd recession in i9Bl reduced the average growth rate for 
advanced countries to less than 2 per cent_. growth rates in these 
south-east and east Asian countries and areas ranged from 5 per cent 
in the Philippines to over iO per cent in Hong Kong:, despite faUs 
in the prices of leading export commodities and greater difficulties 
in marketing exports of manufactures. Economic conditions aZso improved 
in Democratic Kampuchea .. Lao People's Democratic Republic and VietNam. 
There were.~ however.!! some troubles over the balance of external payments 
in the Philippines., the Republic of Korea and Tha·iland:; and these 
last two countries had to devalue their currencies. Indonesia and 
Malaysia had reduced export surpluf?es .. but not enough to cause 
serious trouble. Except in Burma" inflation was a problem with rates 
ranging~ in 1980, from ? to 9 per cent in Mala.ysia and Singapore to 
29 per eent ·in the Republic of Korea. Nor was there rmwh reduction 
of inflation in the first half of 1981. There were large increases 
of liquidity to fuel these inflations~ although monetar>y restraint 
was being attempted in most of these countries during i981, together 
with efforts to reduce large over-all fiscal deficits. . 

A. GROWING Alm OPEN ECOl:~Oi-fiES 

The greater part of south-east Asia is comprised by th~ five 

member countries of the Association 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 •lp 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, New 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 classed, in 1979, by the World Bank as middle-income 

developing countries. Indonesia's l-'er capita GNP, in 1980, was $ 428, 

well above the south Asian level, and grew by 5.3 per cent ~ year during 

the 19708, mainly because of the country's fortunate position as a major 

oil-exporter. Thailand, with a per capita 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 year, and that of the Philippines 

wa$ 3~6 per cent, largely because these 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 contributes over a fifth of GDP and has been growing by 11 per cent 

a year. In Ihdonesia, 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, bas been helped by 

discoveries of oil and natural gas, and, like the Philippines and Thailand, 

is vigorously industrializing. Manufacturing contributes one fifth of 

its GOP and has been growing by over 12 per cent a yerr. 

Singapore, formerly very reliant on entrepot trade; has rapidly 

developed manufacturing and a wide range of servicing activities.to attain 

a per capita GNP of $ 4,323 which has grown by ~early 7 per cent a year. 

Manufacturing contributes 27 per cent of its GDP, and services 67 per 

cent, both largely export-oriented. It has, indeed, been so successful 

economically that it is passing out of the ranks of what can properly 

be called developing countries. Already its per capita income is 

almost level with those of Ireland, Israel and Spain, and not very far 

below that of Italy; given continuation of recent trends'· Singapore 

shoul.d also have a higher per cafJita income than New Zealand before 1985. 

/These 
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These countries obviously have achieved a remarkable economic 

dynamism; 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 foreign trade and investment, and with a 

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 ratio 

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 cent for Indonesia, and 65 per cent for Malaysia. It 
I 

was 229 per cent in Singapore and 92 per cent in Hong Kong, but their 

figures are inflated by the large entrepot trade which is still an important 

feature of their economies. Import ratios were somewhat higher because of 
~ 

foreign capital inflows, 26-32 per cent for Indonesia, ~'he Philippines and 

Thailand, 66 per cent for Malaysia; they were 1G5 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 

growtp rates. for exports about as high as oil-rich Indonesia's 6.5 per ~ent, 

and the share of manufactures in their. exports rose, between 1960-1978, from 

6 to 21 per. cent in Malaysia and from 4 to 34 per cent in the P~ilippines. 

Thailand had a faster rat'e of 12 per cent for export growth, and a rise in 

the share of manufactures fr9m 2 to 25 per cent. In Singapore the growth 

rate for exports was 11 per cent, and the share of manufactures (including 

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

There is no s1,1ch quantitative ittdex for degree of market-orientation. 
' 

But openness to foreign trade and investment, particular.ly if these grow 

rapidly, mean~ 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 economies allows market forces 

unfett·ered s'Way. They have national economic plans, general con:trols 

beyond monetary and fiscal measures over macro-economic activity and 

investment projects, and s~me public enterprises t~yond public utilities. 
' 

However~ all give wide scope to private enterprise and the search f.or profit, 

seektng to harness~market forces, within and without their ~ountries, 

for 'purposes of economic development. 

/FURTHER 
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FlJRTHER ASEP.N ECONOMIC co- OPE!LATION 

During 1980 and 1981 there were a number of.· important develop
ments for increasing economic co-operation at:tong ASE/,N countries. 

A basis for co-operation in the newly important field of. 
energy had been lai~ by the ASEl\N Council on Petroleum and Energy,, 
formed in 1975. 1\zt it was not until September 1980 that a 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 regard to oil, natural 
gas, coal and power utilities. Short-term neasures include emergency 
arrangements for sharing petroleum, and bilateral assistance in regaril 
to other schemes for p~troleurr 0:: natural gas. 

Five regional inoustrial p:::-ojects haC! been i2entified for joint 
government sponsorship in 1976, and Japan hac offered $ 1 billion in 
soft loans to help finance then. Progress, however, lilas stalled by 
unexpected difficulties in regard to feasibility studies and other 
matters, so that it was not unt:f.l Ap::-il 1981 that· construe tion began 
on the first project - a regional urea fertilizer ?lant in Indonesia. 
A.few months earlier, arrangements outside the 1976 agr.cement had 
been completed for another regional fertilizer plant in east Malaysia. 
In January 1982, ASEAN econOmic ministers agre~d to establish three more 
of these projects; n ·:~',pper snel ter in the Philippines, a motor gear 
f.actory in Singapore ani! a soda ash plant in Thailanc., together 
involving an estimated cost of $ 760 million, and all to be conpletcd 
by the end of: 1986. 

Trade preferences were fu':ther extended, in May 1981, by the 
-eleventh meeting o£ ASE/;N economic ministers. , The number of ite!"s 
subject to preferential traning arrangements was increased to 6,581, 
of which 4, soe hacl ir.-~port values bclov; $ 50,000 in 1978.. At the 
same time, the ceiling value was raised to $ 520,000 for items which 
automatically received a 20 :ocr cent preference rJargin (subject to 
exclusion lists). 

Two other developnents involved private sector interests. 
The t.SEAN :Banking Council decided to forn an ASEAN Finance Corporation 
to help finance ASEAN-baser, investment projects, and agreed that the 
banking sectors of the five member coontries should have equal parti
cipation in this project, on an equity basis. In l%1 p::-ivate organi
zations within the automotive industries also agreed to an industrial 
complementation scheme for autOl'!lotive parts. 

/This 



- 140 -

This chapter considers their recent economic fortunes together with 

those of Burma, Hong Kong and the Republic of Korea. Thailand's neighbour, 

Burma, is usually 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 economy. 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 

proportion 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 just above 6 per cent, but largely because of a 

big improvement in the important rice harvest. 

Hong Kong, like Sint;apore, is an urban economy which had earlier 

made a successful transition from heavy reliance upon entrepot trading~ 

most of it with China, to become an important exporter of manufactures 

arid 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 GDP was 

except~onally high at nearly 8 per cent a year. That brought its 1980 

per capita GNP to $ 1, 509, about the same level as r1alaysia 1 s. Exports, 

in 1979, were one third (,;:: GDP, and manufactures· 89 per cent of exports; 

the growth rate for exports, in the 1970s, \vas·. 26 per cent a year, and 

that for manufacturing industry 18 per cent a year. 

Except, perhaps, for Burma, these countries have strong economic 

similarities and strong interests in the world econo~y, notwithstanding 

big differences of size in terms of land area or population. Indonesia, 

with a population of 147 .million, in 1980, had thn:.e tin\es as many people 

as the Philippines or.Thailand, four times as many as Burma or the Republic: 

'of Korea, and eleven 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 42,persons per 

square kilometre in Malaysia to ?,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 LetwE:.t:ci 2 .. :i.. 

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 is even lower at 

1. 2 per cent. Hong Kong v·s rate averaged a rather high J. 4 per cent between 

1976 and 1980, but only because of considerable migrations, illegal ;Jr legz.l, 

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

Although Indonesia has slowed down population growth, its people arc 

very unevenly distributed over the land area. Two thirds of them are 

concentrated in Java, whic~ has only 7 per cent of the land area and so 

a very ~igh density of population. Yet, in the other islands, there are 

big t:;_·acts of land which are lightly peopled or still uncultivated. For 
. ' 

decades, the Government has sought to telieve overcrowding and poverty in 

Java by having people move to these other islands, but organization and 

financial deficiencies have inhibited success. Recently the oil boom has 

much increased public revenues so that Repclita III (the third five-year 

plan for 1979-1984) has an aim of moving hal£ a million people to 250 new 

settlements in Sumatra, Sulawesi, Kalimantan or other islands. 

Singapore excepted, comparatively high per capita incomes in ASEAN 

countries do not mean that serious problems of widespre: .. d poverty, especia: ; :~ 

in rural areas, have been solved, or perhaps even much reduced. A recent 

survey has estimated that 41 per cent of the rural population in the 

Philippines is below a poverty line of $ 200 per capit~, and ~2 pe- cent 

of th~ urtan population below a poverty line of $ 266 per capita. lillother 

recent survey for Inoonesia found that, in Java, :51 per cent of rural peoph:: 

were below a poverty line of $ 98 per capita, and 28 per cent of urban ?eople 

were below a line of $ 119. In "t-1alaysia, it has been estimated that 36 per 

cent of rural and 13 per eent of· urban households are below an official 

poverty line; gnd, in Thailand that 34 per cent of rural people were 

below a line of $ 110 and, 15 per cent of urban people below one of $ 115 )._1 

/The 

11 This data comes from World Bank, Social Indicators Data 
Sheets, May 1981; except for Malaysia for which the .Fourth Malaysis 1?lan 
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. TI1e latest estimates of income distribution available to 

the secretariat for these countries puts the poorest 40 per cent of the 

population as receiving only 15-20 per cent of total household income in 

Indonesia and the Philippines. 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 and the Philippines. 

The positi~m in Singapore is less clear in this respect. A 20 per 

cent sample of households in the 1980 census revealed that one quarter of 

them had an annual income below $ 2,800, about half had less th<Jn $ 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 household income and the lowest 20 per 

cent received 6 per cent as against 8 per cent in Thailand. The richest 

5 per cent in the Republic of Kore~ 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 in 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 less.in reducing 

ineq9alities. For that reasort, national economic plans now give 

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. EMPLOYMENT AND OUTPUT 

Indonesia has about two thirds of its labour force engaeed 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 

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

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

/irrigation. 

11 ILO, Asian Development in the 1980s, p. 13. 
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irrigation. Any expect&tion that these developments-would increase rural 

employment have been disappointed partly because of associated use of more 

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 devei.oping market economies of Asia, give 

urban unemployment at 6.9 per cent and urban underemployment 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, ¥~laysia 

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 recorded 

rates of 2.8 per c~nt for Hong Kong,of 3.8 per cent for the Republic of 

Korea, and of 3.4 per cent for Singapore in 1980. 

In Burna, 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 the various sectors of the economy. Urban unemployment 

is a serious problem in both countries, especially as it is worst 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 labour from 

agriculture, forestry and fishing to industrial and service industries. 

/Table IV .1. 
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THE SULTANATE OF BRUNEI 

Oil and natural gas give Brunei, a country of only 5,765 square 
kilometres and 213,000 people, a higher per capita income than Australia 
or Japan. In 1979, this :.ncomP v1as $ 10, 630; and nearly nine tenths of 
it was de.rived f:::om outpnts oi 254,000 barrels of crude oil and over 
8 billion cubic metres of natural gas, Some crude is processed in a 
local refinery, which j:s being ext:ended, but most of it is sent to two 
refineries in neighbouring San:.wak, Brunei, however, has the world's 
largest liquefaction pJ.ant for natural gas, capaole of producing 6 million 
tons of liquid gas a year. By far the g!:eate!" part o.f its output goes 
to Japan under a 20-year contract·. 

Although the pe.::roleum indEstry ·f?rov:!.des nine tenths of Brunei's 
income, and almost all the cxports 3 it empJoys ~.ess than e tenth of the 
wo:tk force. Agriculture does not absorb more, producing only enough rice 
for about h~lf of domestic requlrem:=nt, some cassava, sweet potatoes, 
bananas and a declining output of rubber. - only 600 tons in 1979~ Manu
facturing outsiqe the pet:r.cleum indL:st.ry, is very Httle developed. Yet 
import_s, in 1980, were only or,_e n:Lnth of exports and the trade surplus 
was $ 2,024 million, permitting another large addition to reserves of 
foreign exchange which had rea.ched ~: ?., 830 mill ion in 1979. 

. Government revenue, sil:lilarly, far .exceeded government expenditure 
a~ much the greater part of revenue com~s from oil ancl natural gas. In 
the biidget for 1981, it \<laS anticipated that revenues :-.muld be $B 7.6 .billion 
and current expenditures only $B 1.3 billion, of which one third would go 
to defence and most of the remainder to education, health, police and 
public works. 

Some attempts are being made to diversify the economy in anticipa
tion of the exhausticri: of petrol~um resources. The third five-year plan, 
for 1975-1979, had allocated $B 760 milliAn· for development spending, 

··m~inly in education, h2alth, communications and agriculture. Brunei now 
has ·a modern seaport, a rnoaern 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 been given to ways of increasing the 
production cf rice, livestock and food for livestock. In 1979, a Japanese 
company began a large project ~0r breeding cattle, and a Hong Kong firm 
has followed w·ith .a large fig> farm to raise pra~rw and eels. But a 

· 1,250 acre paddy scheme was set:bc>.ck by bad lveather, and another one was 
also halted. · 

The fourth plan, for 1980-198'"'", has increaseci development spending 
to $B 1. 7 billion, Ho.n o': it has been allocated to facilities ·for road, 
sea and· air transport, postal services and telecommunications, electricity 
and water services, scl:ools anO. "i:ospit · ;.s, 

---------------------------------..1 
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A drift of labour from rubbt.r este.t_es, for example, has added to their 

problems in improving rubber output. Employment in manufacturing has 

increased by nearly 8 pe:r cent a year in the 1970s, 2.4 per cent. more 

than the corresponding rate of increase for the labour force, ant~ there 

are·labour shortages in the country's e}(port processtng zones. Labour 

shortages have also recently become acute in construction activities, and 

have been partly filled by migrants from Indonesia. 

Migration accounted, in 1980, for more than a tenth of Singapore 1 s 

labOur force because of rapid economic grm¥th and. a marked decline in the 

rate of natural incr.ease for its own population. Subsidiary factors were 

the policy of wage restraint that, after the 1973 world oil crisis, checked 

growth of real wages and so improvement of labour productivity. A reverse 

policy was introduced in mid-1979; it proviQed for accelerate~ increases 

, of "1ages over a three-year period in order to reduce excess denands for 

labou:, to encourage growth of productivity, and to p:omote a redistribut-ion 

of labour towards skill-intensive ~or middle technology indust,ries. In 

1980, partly as a result of this new wage policy, growth of employment 

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 Hqng Kong, by contrast, unemployment increased, in 1980, because 

immigration and other factors raised the annu~l growth rate of the labour 

force to nearly 9 per cent a year. In March 1981, unemployment was over 

4 per cent of the labour force. Nore than half' of employment is in 

manufacturing, which had sluggish growth in 1980, and more sluggish g~owth ~ 

in 1981, because the-world recession adversely affected Hong Kong 1 s export 

markets. The most rapidly expanding demands for labour have been in 

finance and business services. 

1980 was also a bad year for employment in the Republic of Korea. 

Poor harvests accelerated a rural-urban drift, but industrial employment 

did not inc.reaf,le much 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. Conditions 

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 the 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 1979, 

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 une~ployment increased to 5.4 per cent in 

1980, and was worsening in 1981 due to many shutdowns and retrenchments. 
3/ In l'letro-Hanila, unemployment was especially severe,- although about 500,00 

Harkers had gon.e to overseas jobs, mainly in the Niddle 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 Government 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, 11alaysia, the Philippines and Thailand. In 1980, Burma's growth 

rate improved from 5.4 to 8.3 per cent beeause 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 Singapore. Forward 

estimates for 1981, point to only small' falls in the rates for these last 

three countries. 

The Republic o.f Korea had a sharp fall, in 1980, from a positive 

growth rate of 7.1 per cent to a negat.ive rate of 6.2 per cent, although 

it recovered in-1981 to reach 6.5 per cen,. Bad harvests were 

partly to blam1= for the decline. Thailand had a decline to .6 .3 per cent 

in 1980, and exp8cted·a small recovery in 1981 to 7.0 per cent. In the 

Philippines, there had been continuous decline from the average rate of 

6 ."7 ·per cent for 1977-1979; that for 1980 was 4. 7 per cent and the official 

estimate for 1981 v7aS 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 weather 

conditions. Severe drought in.l979/80 had checked. a favourabte growth 

/trend 

11 According ~o one authoritative estimate the rate reached 26 per 
cent in the fi~st h~lf ot 198}. 
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trend that ha.d resulted from a shift of government policy, in 1975, to 

increase production incentives and the scope for private enterprise. But 

there was a good monsoon in 1980/el, and real GDP increased by 8.3 per cent. 

Other favou!"able influences the.n the monsoon included extension of the 

area under high yielding varieties of rice, an 11 per cent increase of 

manufacturing 1 s contribution to GDP, increased activity in forestry, and 

some recovery of the· neglected mining sector. 

The area under high yielding varieties of ric~ more than doubled 

s.fter 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, espe.cially to industries processing rice, jute and sugar or 

providing urea fertitizers 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· problems in regard to equipment, transportation and 

processing facilities. These became so serious in 1979/80 that teak 
\-

exports fell from 180,000 to 10:?,000 cubic tons. But in 1980/81 forestry 

production was expected to maintain the 6 per cent annual rate of grot-7th 

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 

of oil increased by one half and that of natural gas doubled. Other mining 

outputs include tin, the most impqrtant one, antimony, copper, iron, lead, 

zinc, gems, ~old and silver; in 1980/81, they added 15 per cent to export 

receipts. Th1~se 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, 

forestry~ fishing and mining as, together, they nm.·1 yield two fifths of its 

GDP. Since 1975, paddy production has been fairly steadily increasing by a 

satisfactory 5 per cent a yee.r because of a continuing s~r~ad of improvements 

associated with the green revolution. The rice c~op, in 1980, was 
I 

/Table IV.2. 
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LAO PEOPLE 1 S I ~MOCF(A TIC LTFUF LIC 

This small bnd-locb:d country, with a scattered population of about 
3.6 million, took its pr':>scont poL tical form in 1075, and overcame the last 
guerrilla resistance to thE change two yea~s later. It haL had difficult 
economic problems due to a lang vli'r. super.venine on .basi.c CJnditions of 
under-development. They we:re nwde worse in 1978 by serious food shortages 
resulting from widespread and d;:~mnging floods. The country, moreover, 
depends on Thailand for most of its ricE imports, which account for,about 
one third of rice consumption, and the bordf·r was tc:mporarily closed fpr 
two months b0cause of a dispute with Th~iland. By 1979, however, paddy 
output seems to have reg.!.lined its 1976 level of 858,000 .tons, tmd there 
were good harvests in 1980/81 which brought the output up to a reported 
1,009,000 tons. Gains were also made for the minor outputs of root, crops, 
vegetables, peanuts, sugarcane, tea, coffee and cotton, but none for maize, 
soybean, mungbean, tobacco or fruit. 

The major economic problem is to develop agriculture, which absorbs 
about four fifths e>f the population and provides more th8n 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, eccording to ILO eStimat~s, and may not provide more 
thl'm 3 per cent of GNP. P(:r capit2 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 
1978-1980, commercial expo~ts Pveraged only $ 13.6 million c year, commercial 
imports $ 16.8 million a year, nnd dd imports $ 43.8 million a yeer. There 
is also trade of a barter kind, both. officiAl and private, with Vietnam and 
Thailand. Official barter: trade involved exports of $ 6.2 million a year, 
and private berter trade exports of $ 5.9 million a year, in both ceses 
there were balancing imports. Total exports thus averaged $ 37.9 million a 
year, and totel imports $ L:O.B million a year. In the first half o.f 1981, 
total c:xports were $ 16.7 million ~nd tota~ 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 expo~:t commodity, but its 
production shz·ank because of wartim-2 damage to mine installations, l.oss 
of technical ~nd managerinl staff, ~:~nd unsettled conditions in the mining 
areas. Wood products accounted for $ 6.3 million, or 26 per cent of 
commercial exports in 1980, electricity for $ 5.3 million, and coffee for 
$ 1.1 million. 

1iJood exports, howE.:ver, have been retarded by serious deficiencies 
·of logging equipment, sawmills and transport facilities. Electricity was 

a recent export to Thailand from the Nam Ngum dam, constructed on a 
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 ~t 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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in regard to the ,}uantity snd quality of ·output. Ey_port growth, generally, 
is handicapped by me.:>gr::: and deteriorated tnmsport facilities. Some 
foreign exchange is also g2'ined for fees for over-flights of Laotian 
territory by international airlines, but not enough to prevent, in 1979; 
a net deficit on services emounting to $ 35 million. This brought the 
total 'current deficit to about $ 84 million, or over twice export receipts. 

It was finnnced by 'j8rious types of ~id. Project aid contributed 
$ 26 miJ,lion, ·technic.gl assistanc<; $ 30 r~illion, and commodity ~id, 
mai.nly for food, $ 32 million. Modest increaees were mede to pro;ect 
aid and technical pssistance in 19£\0, ~nd commodity 8id, 
increased by one third. It seems that cbout half the total 
aid came from centrally-planned economies and the other tuHf from inter
national financial institutions, especially the Asian Devel.opment Bank, 
and _the International Development Associetion,.Japan, the Netherlands, 
Sweden and AustrPlia. 

The Lao People's Democr~tic Republic has made only chequered progress 
towards realizing 8 soci8list nnd centrally-planned economy. 'In 1976, 
the Government nntionfllized various key industries along with the banking 
and foreign trade S€ctors, t'nd attempted to promote 1:1gricultural co-operatives. 
Prices were also controlled, ~nd rnPjor foods were distributed· by State 
agencies at subsidized prices. BudgetPry difficulties associated with 
these measure~ led to bottlenec~s and imbalances so that policies were 
revised in order to tighten government spending, liberalize domestic . 
trade, make prices;more flexible, ~nd give price incentives to farmers.· 
These revisions were not enough 8nd, ·in 1979, further changes were 
made, including payment of higher prices to fariners, halting the 
,establishment of co-operatives, an~ adjusting Administered prices nearer 
to free market levels. At the same ·time, the old kip was replaced by a 
"lioeration kip", worth 20 times the old one, Pnd there was e devaluation 
of 20 per ce .. 1t to make the liberation kip eq\lal 2.5 US cents. Continuing 
severe inflation ther, led to a "new liberation kip" worth 100 of. the· 
former "one, and to a further 75 per cent devaluation. The new . 
liheratior. kip bec~me worth 6.7 US cent:: -;:~rate which also soon 
became unreDlistic under pressures of inflation, although mount,ing 
government. deficits we1·e wholly financed by external aid ;:~fter 1979. 

The-economy continues to be J:>eld back by shortages of skilled 
labour, timitc~l capacities to· plan pi·oj ects or execute them, scarcity 
of d9mestic· finance; uncrcrtdnty 1>bout the· foreign a_id needed to cover 
deficits in government finance and· in the current balance of payments,
anrl. generally unsettled political conditions in the Indo-China area. 
There wer~~, however, encourAging signs of progress in 19tH. Good 
harvests eased .the food situation, lArge stocks. of timber had been' 
accumulated -for export, and ncti vity WM> picking up in a nnmber of other 
ereas. Given reasonably good We8ther conditions for 1981/82 harve'sts; 
the Lao People's Democratic Republic should m~ke further slow progress 
in 1982. · 

/over 
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over 20 million tons, an increa~e 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 coffee, 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, arid one of the world's richest fishing grounds. But timber 

output, after doubling between 1971 and 1978, has since become nearly 

stationary; only about a quarter of the potential for inland and offshore 

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

Oil and natural gas are much the most important of Indonesia's 

mineral resources. The output of natural gas has more than trebled 

si~ce 1976, but that of oil reached a peak of 615 million barrels in 1977 

and then declined to 577 million barrels in 1980~ From June 1980, how~ver, 

there has been some recovery as the monthly rate of production rose from 

47 million to over 50 million t~ns in March 1981. 

Recent manufacturing progress has been more satisfactory. Repelita 

III had set a target growth rate of 10 per cent a year for added value from 

, manufacturing,, as for mining, and this seems to have been realized up to 

1981. The real growth of net manufacturing 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 1~ per cent for tyres, by 

13 per cent for light bulbs, by 9-11 per cent for television sets, radio 

sets, sewing machines and yarn, but by less than 9 per cent for t~xtiles, 

paper and fertilizer. I~rge-scale development projects also stimulated the 

construction and service sectors, both of ~vhich have shown strong recent 

growth.· 

In Halaysia 9 agriculture has grown more slowly than real GDP 9 and mining 

has actually declined, so that most recent progress is due to manufacturing 

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

/Table IV .3. 
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an3 fishing increased by less than 4 per cent a yer-r bst';7ecn 1] !L; e.nd 

1900 and was only J.8 per cent in 1980. It was expected to grow by 

~ .• 1 per ce~tt 1.P 1~1 21 c::nd by 3.':' per cent in 19132,' and the estimate for rice 

prcductioo vJas an increase of only 2. 5 oer cent in 19'81. An i.mportant 

cause of the slow growth of this sector's net output in 1981 we.s 

declining outputs for logs and timber due to the Government's policy of 

conserving forests. Falling prices ~or rubber and pepper had the effect 

of limiting the increase of rubbe;:· output to an estimated 0.8 per cent 

anc1 of decreasing pepper output by one sixth. Tobacco production droppc:d 

by 29 per cf!nt because of a crop failure. It was, however; expected 

that there- would be incr.eases of output of 9 per cent for palm oil, of 

5 per cent for coconuts, of 22 ·per cent for cocoa and 4 per cent for sugar. 

Ther•=. were declines of output 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 ied the Government to reduce Malaysia 1 s output. from 276,000 

to 250,000 barrels a day. It is expected that oil production will be 

restored to the previous level in 1982. 

Gross manufacturing output, however, increased by 8 •. 9 per cent in 

1980 and was expected to increase by over 1:0 per cent in 1981. The biggest 

expected increases ':'ere for cement (30 per cent), basic metals (lE per 

cent), processing of agricultural .products (15 pe;r cent), and" chemicals 

(9 per cent).~ The lowest increas~s were expected for electrical machinery 

and appliances (1 per cent), textiles and petroleum products (3 per cent), 

and food (4 per cent). Rapidly increasing investment in infrastructure, 

housing and business premises gave the construction industry a growth rate 

of 14.2 per <:ent 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 gr.ow somewhat less rapidly in 1981, mainly because of a slower 

expansion of government services. 

The general result was a slowing of the economy's growth from 8.2 

to 6.9 per cent through the effect of the world recession on Malaysia's 

market for primary exports. The reduction would have ~een greater but 

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

I co~ntervaHing 
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\.rill continue: that policy, as "Jlill the 1582 budget which gives liberal tax 

con.cessicns and o.t:!•.::r fiscal :!.ncentives to sti;nL'J a tc th ~ )-;:-j_vatc sec. cor, 

esp~cially in rega~d to industr~al produ~tion. 

F.ubbc:~ and tin acco;_mt for only a fifth of Thailand 1 s ex[}orts so 

that it has bc8n lr-:ss affected than Malay~ia by rc'cent fa1Js in tho prices 

of th.::se t~-vo commoditier>. · Ri.ce ancl cassdva are more impo:ct~'lnt, accounting 

for a quarter of Thailand 1 s expot'ts, and other agricultural products for 

about a seventh. lfJeather conditions have made agricultural production vary· 

a good deal in the 1970s; it rose by 11 per cent in 1978, fell by 2 per 

cent in 197?, rose by 6· per· cent in 1980, s.nd is expected to have risen by 

about 8 per c.ent in 1981. . These fluctuations 1 • of course, affect real GDP as 

~vell as the volume of exports. . Agricul t_ure 1 s contribution to real GDP 

declined~ in the 1970s~ from one third to one quar~er, partly because 

there was· little improvement of agricultural productivity but more because 

of vigorous growth e.nd diversification of manufacturing activities. Their 

contributio-n to real GDP rose from 16 to 21 per cent, and import substituting 

·· indu.stries,.. which had accounted for one third of the sec tor~ s grm.vth in the 

1960s, made a negative contribution in the 1970s. That growth became largely 

export-led, particular success having been 5cored by textiles" clothing and 

integrated. circuits. The C '"'/erriment · zave special incentives for such industries 

as they are labour-intemlive, make consid.erable use of local materials, and are 

export-oriented. Less successfully, it has also tried to decentralize 

industries away from Bangkok. 

Rubber output ha.s declined J:lecause of. lower prices and security, 

problems, fishery output because of higher costs ahd difficulties in marketing, 

and-forestry output because of declining yielcls :and areas. Growth of manu

factur;ing has been adversely aff·ected·, since 1980, by the check of world 

recession to demands for manufact·ured exports, by high interes~ rates and 
' tight money encouraging stock decumulation, and 1'Y prices falling below 

expectations for some crops. There were decreases cf output in th8 first 

half of 1981, for soft drinks 9 petrolf::um products~ paper and plywood.~ and 

below usual increases for textiles, tobacco, canned pineapples and some products 

of the iron and electrical industries. Large: incr~ases of output, however, 

occurred for· sugar, machinery :md transport equipment, cemer.t and artificial· 

• flowers. Some improvement ·was anticipated during the second half of 1981, 

/DEMOCRATIC 
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Duri.n:,::r the 1960s, Democ:c-atic I".a!"'puchea hw' an economy basec 'Jn 
asriculture ~~rith a small inr:ustr:Lal sector am~ an improving infrastruc
tu;:e. Atzricul turc ~ms so procuct:Lve as to make the c ::>unt,cy a raaj0r 
exporter of r:i.ce, anc the ryopulat:Lon of 6.7 nill:i,on ~"'ac',, in 1'170, an 
average incone of: $ 130, then about three quc:rters of TI1ailanc' s level. 
Five years of ,,;;arfare p::ostrate1 the econor;-y, anc so made :i.t higbly 
dependent on i!'lporterl foocstuffs supplied by foreirr.n aid. vJhen the vn:tr
:Care ~ms ended, the Governr:1ent of :Democratic Kampuchea attempted to 
restore agriculture throur,h a rigorous collectivization which virtually 
elininated urban activities. In 1978 there t<1ere ne\-7 problens of internal 
security, and egriculture aga:i.n ?ecame a casualty. :<'amine was prevented 
only by international relief agencies vrhich helrcd to sustain a popula• 
tion that included hundrec1,s of thousands camped along the Thai border. e./ 
Beyond th•'lt bor<:ler, Thailand hac to accommodate up to 200;000 Denoeratic 
Kampuchean refugees, although, l:y November 1981, the nunber hac decreased, 
to just under 100,000. 

P.ccorcling to an FLO estir:.ate for 19GO, food per capita was only 
two fifth::; of the level for 1969-1971, and then only because over 
180,000 tt)nS of rice were provided by prograr.unes for food airl; that 
import was more than a fifth of the total supply of rice. Relief agen
cies had <llso provided 42,000 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 esti82ted that the 1980 
harvest would yiel~ 700,000 tons of milled rice, an increase of about 
one fifth over the 1979 level. 

Targets for 1981 includec': 1.7 nillion hectares under rice, 
95,000 hectares under maize, 45,000 hectares under manioc, and 30,000 
hectares E~ach for sweet potatoes, and mungbeans. But harvest prospects 
suffered from exceptional flooping of the Vrekong River '"hich damaged 
early plantings, and then fran drought conditions in four provinces. 
The United Nations called for $ 200 million of aid to Denocratic 
Karr.puchea in 1981 because it expected a shortfall of 200,000 tons of 
rice. 

Nor, in spite of efforts to re.store agriculture, were prospects 
better in 1981, owing to an unfavourable nonsoon. Some relief agencies 
expected a shortfall of rice twice that for 19\:3. The Food and Agricul
ture Organization of the United Nations has estirnatecl that an investment 
of $ 42 million would be require(~ in order to restore the country's 
agriculture. Fertilizers and pesticides, woulrl have to be provic!ed as 
t<Jell as seed, irrigation would hav:e to be repaired, rice mills recon
structed, and livestock populations built up froD greatly reduced 
numbers. Although t'1UCh manuel lebour had been used to build canals 
and reservoirs, most of these soon became useless owinf, to poor 
engineering. Repair worl; has been increasing am~, in 1980, there ~Jere 
projects to restore irrigation to 60,000 hectares. A major problem 
about livEstock is the prevalence of anthrax which has affected nany 
cattle, pigs and poultry, and li7hich is unchecked because no vaccina
tions have been given since 1975. 

/Transport 

~~ The United Nations Monthly Bulletin of Statistics shows a 
population that has apparently steadily increased from S.ll nillion in 
1975 to 8.87 million in 1980. 
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Transport badly deteriorated and that created serious problems 
about distributing food nnd agricultural inputs, especially seed. By 
1980, many bridges had been restored, port capacity improved and about 
1,500 trucks provided, Railw~y lines were also being 'restored, as were 
postal, felegraph and telephbne services, and air services were resumed 
between Pbgom Penh and Han.oi 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 
producirtg agricultural implements, gas and electricity, and for expanding 
production of textiles and' rubber goods. Mining activities were also 
being,resumed to yield ir()n, bauxite, manganese and phosphates. important 
for .. fertilizer. 

Exports can hardly develop 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 currenci.c;s. 

/particularly 
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particularJ.y as an 8.7 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 1980, from redu.ced growth rates 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 oil 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 cent for 1975-1980, and was expected to have increased by over 

5 per cent :ln 1981. Most industries were affected, to some extent, by the 

higher cost of oil 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 industri~l growth seems to be more a continuation 

of a declining trend since the first oil crisis. Longs tanding government 

policies of promoting import-substituting industries had fostered high-cost 

and relati've!ly inefficient manufactures, and their growth inevitably tended 

to slow down as coverage of local markets became more extensive. That 

came to be rQalized in 1980, when the Government, with substantial new aid 

from the World Bank, began an ambitious programme of structural adjustment 

in order to improve industrial efficiency and oomp~titiveness, 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 incentives to industries, 

and financial aid to those having to adjust to more competitive tonditions. 

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 ~spersed, industrialization; but most of them would be delayed because 

of difficulties over external finance. 

The Government of Singapore has also recognized a need for accelerated 

structural adjustment, although quite a different one. Vigorous economic 

/development 
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development had been based on comparative advanta~e in labour-intensive 

activities; but that has become eroded by the labour shcrrtages and the 

high real wages which have resulted from successful development. Between 

1970 and 1980~ the share of manufacturing in Singapore's GDP rose·from 20 

to 24 per c~nt~ apd manufacturing P.roductio~ grew at an average rate of 11 

per cent a year. In 1980~ that rate was nearly 12 per cent. Major industries 

include food and beverages~ textiles and clothing~ paper products and printing~ 

wood products and furnitures petroleum refining, chemical products,·electrical 

and electronic products, aircraft servicing 9 shiprepairing, shipbuilding 

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

on import substitution, the l~mits of which were soon reached in a small . 
domestic market. T4e Economi~ Development Board then fostered export-oriented 

and labour-intensive activities such as textiles, clothing and electronic 

products as well as petroleum refining. Later it encouraged~ and market 

conditions favoured, a shift of martufacturing activities to medium techno-. . 
logy and skill-intensive industries such as shipbuilding, oil-rig building~ · 

the manufacture of precision instruments, portable electrical tools and 
" • ~ I . . 

computer peripherals. By J975, high added-value industries were absorbing· 

more than half the manufr~cturing work force and contributing nearly three 

quarters of total added va1ue.in the manufa~turing sector. By 1979, mo~eover, 

export sales were two thirds of the secto~'s total sales. In ·that year, the. 

Government announced a programme for big increases of wages so as to 

discourage inefficient or ~asteful use of labour~ and .to encourage development 

of high a<.ided-value. industries. 

World recession~ and increasing competition by other developing 
. . . . 

countries (includin~ ASEAN members) in exporting labour":"'intenslve manufactures 

to advanced countries, have slol.Ved down the expansion of manq..facturj.ng 

prOduction from 15 to 12 per cent i~ 1980~ and· there was no improvement up 
. . . ' \ 

to mid-1981. ·The garment and sawmilli~g industries contracted and .also' 

petroleum refining; the garment industry ~ecause.of rising labour costs . 
and·market restrictions in OECD countries, sawmilling because of lower . ' ~ 

demands fcir its outputs an~ supply difficulties over inputs, and pet.rofeum 

refining because of the oil glut ca~ed by lower demands for petroleum • 
• 

Entrepot trade iS still iJpr-ortant enou~h to make the contribution oof 1 

the' wholesale and retail trade sector to GDP n high 25 per· cent~ twice 
' . . 

the proportion in M~laysia. Tne financial sector has also become itnpor-~nt 

due to a rapid e.xPans~on of banks and finan~e companies servicing international 

/as 
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as well as local c:.lients, an expansion "•7hich has been helped by Singapore's 

development of 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 p~.:r cent" trade and finance each for one fifth, and 

transport for 6 per cent. Host man11facturing is for export markets, the 

major industry being clothing but watches or clocks, electrical and electronic 

appliances or components, and textiles are also important. The growth of 

real domesttc exports slowed from 18 per cent in the first half of 1980 to 

5 per cent in the second half; and a reco~ery to only 7 per cent was · 
. -· -

expected for 1981. Horld 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 1981 with the start of work on the Ma~s 

Transit Railwayv s Island Line~ involving an expenditure of $ 1.4 billion over 

three to four years. 

Rapid economic growth of th<.?- Republic of Korea had begun in the 

early 1960s. was not much affected by the oil shock of 1.973-1974, and was 

p~rticularly impressive betlo!een 1976 and 1978. Its ma.in feature had been 

successful export drives and restructuring of productive activities towards 

heavy industries? metallurgical and chemical. Serious inflation developed 

and that, combined with a fixed exchange rate, undermined the competitiven~ss 

of exports. From 1977 exports weakened markedly and, in 1979, declined by 

nearly 4 per cent in real terms. Then carne the second oil shock, which 
; 

doubled the import bill for oil~ political and social unrest following the 

assassination. 1of President Park. 0 and a disastrous harvest in 1980. The 

net result Has that real GNP fell by ov2r 6 per cent~ and inflation greatly

worsened. 

Remedial measures involved depreciation of the won, monetary restriction. 

and wage restraint. In January 1980, the won was devalued by 16.5 per cent and . . . 
thereafter left to float against the US dollar. At the same time, interest 

rates were raised by 5-6 per cent, anQ. attempts were made to slow the expansion 

of liquidity. They were not .really successful as the money supply rose by 27 

per cent during 1980~ as it had in 1979, notwithstanding a larger deficit in 

the balance of payments. Hage increasec did slow down only from 29 per cent 

in 1979 to 23 per cent in 1980; they may have risen by 18_per cent in 1981. 

/THE 
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THE SOCIALIST REPUBLIC OF VIET NAH 

Political reunification ~f Viet Nam was completed in 1976, but 
economic unification has been slo\ver 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 promc~e agricul
tural collectives in the souLh, to transform its private industry, to 
redeploy labour from overcrowded cities to 11 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 lone period 
of warfar~ 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 th~ Soviet Union. After 1'375 aid from 
the United .States was cut off, relations with China deteriorated and 
Viet Nam became ,increasingly reliant upon the Soviet \Jnion 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 harvest~ 
in 1977 and 1978, led to a food crisis during which paddy 04tput fell 
by one fifth, so that the Governraent had to obtain rice from members of 
the Council for M~tual Economic Assistance (CMEA), wLich it had recently 
jdined, 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 vwrsened, 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 whic~ had been ~ncouraged. as a measure of protection against bad paddy 
harvests. 

There have, also, been deficiencies of protein foods. Livestock 
numbers f<.. ... n 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 fifths of the 1976 level. 

Measures have been taken to improve the 
situation. Acreage of dry crops was increased, 
encouraged at the expense of co:lcctivization. 
farming involves: .. 

unsatisfactory food 
and f~mily farming was l · 

The new system of·contract 

(a) Allocating plots of land for two to three year& to 
labourers in return for a specified ar.1ount of produce 
supplietl to the State; 

(b) Performance by work ~earns of soil prep.ar<>.tion, supply 
of seed and fertilizer, irrigation, drainage and 
crop protection; 

/(c) 
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(c) Contracts to individual workers for transplanting, 
cultivation, crop tending and harvesting; 

(cU Allocation of that part of the ·harvest which meets ·the 
quota 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 per 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 return of some people to agricultural 
activities,, and the new incentives to higher productivity. There was, 
too, good weather for the spring rice crop in. 1981 so that paddy produc
tion improved substantially to 12.5 million tons, somewhat above the 
official target for 1981. 

Some progress has been made in rehabilitating the production of 
rubber. This had fallen to 25,000 tonB 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, tht~refore, has again been contributing to export earnings. 

The major export, however, is now coal. Its 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 equipment. Coal o~tput 
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 mine~ in four areas 
during 1981. It also took up exploration for offshore oil, which Western 
companies have so far failed to find. 

Industry has been helSI back by shortages of materials, equipment 
and energy. Coal and electricity outputs declined in 1980, as did 
outputs of bricks and timber. It has been reported that man~ plants, 
including t.hose producing suqar, 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 goocts. The GovE:rnment has introduced 
reforms. These include paym~nt 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 piece-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. 

/The 
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T~e economy, then, d~pends much upon foreign aid and this, too, 
has come into une~pected difficulties. China cancelled its substantial 
aid in mid-1978, and both AusttaU.a and Japan cancelled their a:i,.d when 
Viet Nam became involved in the affairs of Democratic Kampuchea. The 
1-Iorld :SSnk, in 1980: ceased new lending to Viet Nam, although· the 
International Monetary Fund 1 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 qf their present aid is. not clear_. Aid receipts·,. 
moreover~_are partly counterbalanced by heavy service payments on 

• previously incurred external debt. These payments ·are thought to have 
absorbed, in 1980, nearly three fifths of export receipts; and e~port 
receip'ts may be no more than one half of import payments. 

/o'ther 
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Other measures, taken in 1981~ were aimed at increasing industrial 

efficiency and improving allocations of investment by strengthening market. 

forces. Nearly 400 items were removed from the import restriction list, 

and direct foreign investment was allowed in half the country's industries. 

A Fair Trade and Anti-Monopoly Act, passed 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 decisions, before their execution, in industries which significantly 

benefit from tariff or other protection against i~ports. Priorities will 

be given to those investments which can contribute to international competi

tiveness and devel?P 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 

exports in the first half of 1981, were expected to restore growth of real 

GOP to 6.5 per cent over the whole year. Rates of 8 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 mining 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 exports than the ASEAN countries. Their exports are largely 

manufactured goods, and machinery or transport equipment- forms a considerable 

part of thei.r manufactured exports. In 1980, 96 per cent of Hong Kong~s 

exports were: manufactures, and 18 per cent were machinery or transport 

equipment. For the Republic of Korea the two proportions were 90 per cent 

and 20 per cent. 

In Singapore, petroleum products were 45 per cent of domestic exports, 

machinery or transport equipment 25 per cent~ and other manufactures 15 per 

cent. Malaysia 9 the Philippines and Thailand have a n~Jch lower proportion 

of manufactures in their exports, and a much smaller proportion of machinery 

or transport equipment in manufactured exports. The proportion of manufactures 

was 35-36 per cent for t~e Philippines and Thailand~ and 28 per cent for 

l~laysia. Yet these proportions were much higher than the 3 per cent which 
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held for Burma or the 9 per cent which held for Indonesia, and more than half 

of Indonesia 1 s manufactured exports were petroleum products. 

Indonesia is a special case amen?, 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 Singaporels total exports, 

because it has developed the biggest refining capacity in south-east Asia. 

Malaysia also exports crude oil or petroleum.products~ and they are one 

third of its exports. 

Other exports in this group of countries comprise primary commodities 

from agriculture~ fishing, forestry and mining. Tin. iron ore and other 

minerals excluding petroleum are 9-14 per cent of exports i~ lmlaysia. the 

Philippines and Thailand, but only 1 per cent in Indonesia. The agricultural 

or forestry exports include rice, maize, coconut oil, copra, coffeei palm 

oil, rubber, sugar and timber. These are a~out 90 per cent of Burma's 

exports, and the proportion is 60 per cent for Thailand. 47 per cent for 

Maloysia, 35 per cent for the Philippines and 21 per cent for Indonesia. 

Food exports are doubly dependent upon climatic conditions~ their 

supply is affected by weather in the exporting country and the demand for 

them in the importing countries. Other agricultural exports, rr~inly 

industrial raw materials, are also affected by climatic conditions but much 
t .. -

more by demand co~di.tions in the industrial countries, which are the biggest 

i.ni.porters-of·these materials. Mineral ex.portl> are still more dependent on 

demands in the industrial countries. 

Machinery and transport eq~ipment is the largest category of imports, 

the proportion ranging from one fifth in Fong Kong to about one third in 

Indonesia, ~~laysia, the Republic of Korea and Thailand, but nearly· one . 
half in Burma. Chemicals, including fertilizers, are also important, forming 

10-14 per cent of imports in all these economies except Hong Kong and Singapore 

where the proportion is 6-8 per cep.t.. Mirteral fuels, mostly petroleum or 

natural gas, have also become imp~rtant· even before the 1979-1980 rise 

in oil prices, they were more than a fifth of imports in the Philippines and 

Thailand, more than a sixth in the Republic of Korea, and about one eighth 

in Indonesia and Malaysia? which export most of their own outputs of ::>uperior 

crude and import more suiphurous Y.iddle Eastern c'rode for d"mestic req~ire

ments~ Imrorts of othe-r minerals ~anged~ as a pr()portion of total imports, 

from 5 per cent in Hong Kong 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, b'~ing one sixth of total imports~ and also in Hong Kong whefe the 

propor~ion is more than one eighth. 

Tables IV.4 and IV.S 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 Sara~oJak 9 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 per cent of their combi~ed imports 

were drawn from them. Japan was easily the largest supplier of imports, and 

has recently surpassed the United States to become 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. Exports to 

non-oil developing countries were recorded as more than a quarter of the 

group's total exports, and imports from them as a somewhat smaller proportion 

of the group 1 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 ~Jhich doubled the volume of exports bet:ween 197.5 and 1S80 

and trebled ~export receipts. This growth, howeve~o was fluctuating because 

rice is about one third of Burma 1 s exports, and teak about one quarter. 

Trading results were good in 1980 as exports rose by 23 per cent. Prospects 

for 1981 seGued good as, in the first half of the year, exports remained at 

a high level., 

Indonesia 1 s exports rose by 40 per cent in 1980, largely because of - . . 
higher prices for oil, and an increase of natural gas exports~ but would grow 

more slowly in 1981 because of stable prices for oil. Other primary exports 

did not do wEdl~ as tmrld prices fell for rubber, coffee and timber 9 and 

because timber exports were restricted in order to help the local wood proces~-

.sing industrl.es. Manufactured exports, however, increased considerably to 

become one ftfth of non-oil exports; there were particularly strong increases 

for textiles~ clothing and electronic parts. Results were poorer in the first 

half of 1981. Little increase was expected for oil .or natural gas, export 

receipts from tea and coffee fell drastically 1 and those from rubber and tin 

were moderately lower. 
/Table IV.4. 
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Table IV.4. South-east Asian countries, Hong Kong 
and the Republic of Korea. Direction 
of export trade, 1976-1980 

($ million) 
1976-1979 1979 
flverage 

1900 
Percentage distribution 
1976-1979 1979 1980 
even•ge 

World 61 062.45 84 071.22 108 560.17 100.0 100.0 100.0 

Industri~l countries 41 238.65 55 6.91.38 68 148.39 67.5 66.2 62.8 
USA 14 235.49 17 793.75 21 .580.17 23.3 21.2 19.9 
Japan 13 8417.78 19 820.79 25 045.78 22.7 23.6 ·23.1 
EEC 9 579.46 13 430.61 15 6')9.63 15.7 16.0 .14.5 

Developing .countrie's 17 935.52 25 709.73 36 ,232.50 29.4 30.6 33.4 
Oil exporting countries 3 303.26 4 475.17 6 803.62 5.4 ~ ':l 

~ ·-· 6.3 
Non-oil 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 20 341.4/J,. 16.5 16.7 18.7 
Brunei 1)0.27 '58.20 .324.10 0.3 0.3 0.3 
Burma 64.40 69.70 103. 90' 0.1 0.1 0.1 
Hong Kong 1 ,554.18 2 230.79 3 224.66 2.5 2.7 3.0 
Indonesia fl50.87 879.50 1 ,516:39 1.1 1.0 1.4 
Malaysia 1 fJ38.44 2 689.54 3 744.79 3.1 3.2· 3.4 
Philippines 628.16 952.05 1 213.42 1.0 1.1 1.1 
Republic of Kore8 791.99 1 2'/.7 .34 1 418 .tlO 1.3 1.5 1.3 
Singapore 3 576.17 4 544.89 7 152.56 5.9 5.4 6.6 
Thailrmd 714.72 1 152.c5 1 642.!.;2 1.2 1.4 1.5 

A SEAN 7 ~58.36 10 ~~8 •. 33 15 269. 9fi 12~2 12.1 14.0 

USSR and Eastern Europe 649.71. 985.10 1 400.48 1 .. 1 1.2 1.3 

Source: :MF, Direction of Trade St~tistics Yearbook 1 1981. . 
Note: Subtotals do not 3ad to 100 per cent because: of deficiencies of 

~!location. 
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Table IV.5. South-e~st Asian countries, Hong Kong 
, ~nd the Republic of Korea. Direction 
of import trade, 1976-1980 

($ million) Percentage distribution 
1976-1979 1979 1980 1976-1979 1979 
t3verage average 

World 'Sl 603.12 85 021.97 110 825.94 100.0 100.0 

Industrial countries 37 979.06 52 217.65 63 163.19 61.6 61.4 
USA 9 783.58 14 156.09 17 581.78 15.9 16.6 
Japan 16 001.96 21 077.24 25 641.02 26.0 24.8 . 
EEC 7 946.23 11 168.70 12 783.19 12.9 13.1 

Developing countries 21 215.21 29 377.57 42 836.83 34.4 34.6 
Oil exporting countries 7 726.14 10 634.16 16 256.62 12.5 12.5 
Non-oil developing l3 489.07 12 743.41 26 580.21 21.9 22.0 

'' countries 

Intra-subregion~! 8 280449 11 707 ~59 16 905.73 13.4 13.8 
Brunei 202.82 324.20 446.50 0~3 0.4 
Burma 156.92 198.80 233.70 0.2 0.2 
Hong Kong 709.53 949.36 1 622.62 1.2 1.1 
Indonesia 685.95 . 998.93 943.38 1.1 1.2 
Malaysia 2 288.64 3 329.08 4 434.68 3.7 3.9 
Philippines 299.24 506.22 830.25 0.5 0.6 
Republic of Korea 802.20 1 151.04 1 952.38 1.3 1.4 
Singapore 2 088.57 2 890.45 4 772.16 3.4 3.4 
Thailand 1 046.42 1 359.51 1 670.06 1.7 1.6 

A SEAN 6 409.02 9 084.19 12 650.53 10.4 10.7 

USSR and Ea'stern Europe 316.52 372.62 496.00 0.5 0.4 

Source: IMF, Direction of TrPde Statistics Yearbook, 1981, 
' 

Note: Subtot•'l1s do not add to 100 per. cE:nt. because of deficiencies of 
allocation. 
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57.0 
15.9 
23.1 
11.5 

38.7 
14.7 
24.0 
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0.4 
0.2 
L5 
0.8 
4.0 
0.7 
1.8 
4.3 
1.5 

11.4 

0.4 
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Table IV.6. South-east Asian cuuntries, Hong Kong 
and the republic of !(orea. Import.s, 
exports, and trade .. balance and exchange 
rates, 1975-19~31 

($ ;::1illion) 

1975 1976 1977 1978 1979 1980 1981~ 

Burma 
Imports c.i.f:. 250 194 273 326 318 3 !)4 201 
Imports f.c.b. 227 176 248 297 289 322 182 
Exports f.o.b. 153 193 207 234 383 472 230 
Trade ba1anceb/: -69 17 --41 -63 94 150 48 
Exchange rate- 6.454·2 6.7697 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 9 617 11 50:Z. 15 178 19 743 10 396 
Trade ba1anceb/ -737 -354 -829 -1 S52 -1 979 -2 695 -268 
Exchange rat~ 4.039 <L 90<1 4.662 4.685 5.00~ 4.976 5.307 

Indonesia 
·Imports c.i.f.. l~ 770 5 673 6 230 6 690 7 202 10 834 
Imports f,o.b. 4 210 c; 020 ·5 Ll,84 5 910 6 425 9 674 
Exports f.o.b. 7 102 8 5s7 10 853 11 643 15 59.0 21 908 
Trade balanceb/ 2 892 3 527 

,. 369 ·s 733 Q 165 12 234 ;) 

Exchange rate-· ,U5.0 415.0 415.0 442.0.5 623.05 G2'7.00 629 .~.J 

Na1aysia 
Imports c.i.f. 3 552 3 825 4 536. 5 911 7 842 10 813 5 583 
Imports f.o.b. 3 250 3 462 4 091.~ 5 335 7 058 9 741 5 030 
Exports f.o.b. 3 8M 5 289 6 078 7 381 11 067 12 955 5 703 
Trade balanceb/ 594 l 827 1 98<: 2 0·1"6 ·' 009 "3 214 .673 .. 
Exchange rate- 2. 4016· 2.5416 2.4613 2.:160 2.1884 2.1769 2.2941 

Philippines 
025::./ Imports c.i.f. 3 776 3 9S3 4 270 5 ltB 6 613 8 295 2 

Imports f.o.b. 3 459 3 63::? 3 965 .( 732 6 142 ., 727 l 892£/ I 

Exports f.o.b. 2 267 2 572 3 150 1 tl21 4 533 5 744 1 s7s£1 
Trade balanceb/ -l 192 -1 061 -815 -1 308 -·1 60S -1 983 -317c/ 
Exchange rate-:- /.2<179 7.4403 7.4028 7.3658 7.3"176 7.5114 7.6767£/ 

Republic of Korea 
Imports c.i.f. 7 274 8 774 10 811 14 sn 20 339 22 304 12 818 
·Ir;<ports f .o.b. 6 748 ,8 238 10 132 13 992 18 850 20 671 11 879 
J.i!xports f.'o.b. 5 081 7 ns· 10 Qt17 12 718 15 oss 17 511 10 15~ 
Trade ba1anc~b/ -1 667 -523 --85 -1 271~ -3 795 -3 160 -1 724 
Exchange rate-- 484.00 -18~-. 00 tJ84.00 4i:H.OO 48tJ. 00 607.43 674.06 

/Table lV.6 (continued) 
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l C) 7 :; 1?7(; l']T? 107.8 1'?79 1980 1 QO}~~ 
~--c..r 

------------.---
Singapore 

Irr_ports c.i.L 8 126 a 068 10 ·~(~·? 13 o··r·. ._1 '-.J 17 636 23 98~· 13 60<: 
Imports f.o.b. 7 60'2. E 506 9 333 12 235 16 560 22 521 12 77t1 
Exports f.o.b. 5 38(' (; 583 8 ?36 l(' ·' 108 li1 231 19 352 10 316 
Trade ba1anceb/ "" 2 222 ·-1 S23 -l 597 -2 127 ·~2 326 -3 159 ·-2 458 
Exchange rate-' 2.3713 2.4708 2.439~ 2.2740 2.1746 2.1412 2.1114 

Thailand 
Imports c.i.f. 3 280 3 572 /! Gl7 5 355 7 !58 9 215 5 182 '" 
Imports f.o.b. 2 955 3 218 159 L' ·' 824 6 449 8 302 4 669 
Exports f.o.b. 2 208 2 980 3 !.:90 4 085 5 298 6 505 3 714 
Trad c balanceb/ -7/17 ~.238 ·-669 -739 -1 151 -1 797 -955 
Exchange ra.te- 20.379 20.1!00 20.·WG 20.336 20.(119 20.,176 20.784 

Sources. I!W, International Financial Statistics, November 1981 and 
Hong Kong, Honthly Digest of Statistics, August 1981. 

~ First half of 1981 unless otherwise stated. 
b/_ Uni t:s of national currency per $. 
c/ First quarter. 
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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 tra,:le surplus equal to one quarter of export 

 receipts. Halaysia' ~ exports in 1981 were affected by. falling commodity 

prices as well as by decreases in volume for all major pr.imary commodities 

except rubber and palm oil. Manufactured exports had grown by 24 per cent 

in 1980, but the rate s~owed down to 7 per cent in 1981. 

Rising coromodity prices and an increased quantity of manufactured 

exports led to .a 27 ·per c~nt increase in ,.the Philippines 1 export receipts 

during 1980. 'Receipts from sugar trebled and those from copper increased 

by one quarter, offsetting declines for coconut products and timber. 

Manu,factured exports grew by one thil:d, mainly clothing). furniture, elec

trical and electronic goods. But, since 1974, the Philippines has had 

adverse balances of trade, and that for 1980 was a record at $ 1,983 

million, equal to more than a third of export receipts and partly due to 

the rise of oil prices. In 1981, the g~owth 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. 

116 

Thailand's export receipts also rose sharply in 1980, by 23 per cent, 

because or higher prices for rice, maize, rubber and tin, and a bigger 

quantity of cassava exports, although the volume of rubber exports dropped 

by an eighth and that of sugar exports by more than one half. Nevertheless, 

Thailand also had a substantial trade deficit, equal to 28 pe~· cent of 

export receiPts, and also ~"ing much ~o dearer oil. In the first half of 

1981, export receipts increased by 15 per cent, partly be?ause of better 

harvests for.rice,. sugar, maize and cassava. Manufactured exports were also 

expected to _be helped by an 8.7 per cent.devaluation of the baht in July 

1981; they had reached nearly a qua~er of exports in 1980. For 1981 

as a whole, exports both increnoed. ao,d imparts by 14 per cent eo thst 

tl}e trade deficit w'idened from $ 1, 797 million to $ 3 ,o7() million. 

Falling cormnodity prices slowed down the growth of Singapore• s total 

export receipts to 23 per cent in 19~0, but higher oil prices led to an 

increase of its domestic export rec~ipts by 42. per cent. Excluding petroleum 

cent, slower ' products, nowev.er, domestic exports grew by 26. per a rate than 

the 35 per cent achieved in 1979 :· world recession had the effect of consi

derably slowing down the growth of both entrepot and domestic exports in 1981; 

/in 
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in the first :1alf, exports r;reu by less tban S ;:er cent, and only shin

repairing ar:.d oil-riE construction ::Jp~eared to have buoyant export demands. 

Appreciation of the Sing.::.pore dollar af~ainst the US dollar and other currencies. 

and higher w·ages both redtice-::1. the competitiveness of f..omeatic exports. 

E.ons 1.~ong' s domesti~ exports ?,rew at an annual real rate of 18 per 

cent in the first half of 1930, and most rapidly for electrical or .electronic 

goods and components, for metal manufac turcs ·and for clocks and ·watches. It 

has, indeed, t•ecome tl:e world 1 s largest exporter of time pieces. But, in 

the second half of 1?80; world recession slowed dmm the ·real erowth of 

domestic exports to 5 per cent and~ although the Rong Kong dollar was 

depreciating, it was not eY.pected that domestic exports would increase by more 

than 7 per cent over 1981. Re-export3, however, were expected to grow by 

about one third. 

The Republic of K.orea' c exports grew by 16 per cent in 1980, more 

slowly than in 1979. The biggest increases were for heavy industrial exports 

which grew by 25 per cent as against a rate of 11 per c~nt for kight induitrial 
.-

export3. The trade deficit vTas reduced fron $ 3.8 billion in 1979 to $ 3.2 

billion, but was still nearly a fift.h of export re~eipts. Better results 

were expected for 1981 vlith a target grov1th rate for exports of 20 per cent. 

In ·the f:trst S4:ven r.10nths· of the year, exports w'.!re increasing at an equivalent 

annual rate of nearly 26 per cent, and·all major experts participated in this 

growth. Devahiation and depreciation of the ·won helped to produce the good 

result. 

All these countries. in 1980, had deficits in their current balances 

of payments, except Indonesia for which the rise of oil prices substantially 

increased a small current sur~lus realized in 1979. ~~laysia had a previous 

substantial surplus tur:!led into a s:t:J.all deficit. In the Philippines" the 

Republic of Korea and T~iland the current deficits would have been consi

derably.larger but for r~mittanc~s from ~rkers in Middle Eastern and other 

foreign countries. Capital inflows~ however. were more than sufficient to 
( 

cover current deficits as all countries~ except Thailand, ·were ab.le to :nake 

substantial additions to their reserves of foreign •~xchang.e) especially 

Indonesia, Malaysia~ the Republic of Korea and Singapore. 

For some of thems much of the inflow. of caoital was from . . . 
private sources and connected with investment opportunities in 

their dynamic and open economies, Over the triennium 1976-1979, about 

/Table IV.7. 



- 175 

Table IV.7. South-east Asian countries 9 Hong Kong and 
the Republic of Korea. Current balances 
of payments, 1976-1980 

Burma 
Average 1976-1979 
1980 

Hong Kong 
Average 1976-1979 
1980 

Indonesia 
Average 1976-1979 
1980 

Malaysia 
Average· 1976-1979 
1980 

Philippines 
Average 1~76-1979 
1980 

Republic of KGrea 
Average 1976-19}9 
1980 

Singapore 
Average 1976-1979 
1980 

Thailand 
Average 1976-1979 
1980' 

• 

($ million) 

. Merchandi~e trade~/ Net· 
Exports Imports services 

254 
401. 

-437 -2~ 
-741 -23=:./ 

11 194 -:-12 473 
19 743 -22 438 

11 391 -1 981 -3 779 
21 748 -12 608 -6 331 

7 396 -1 354 
12 896 -2 704 

3 406 -4 605 -263 
5 784 -7 '727 -547 

11 320 -13 132 ss 
17 215 -21 599 -1 375 

9 196 -11 667 1 901 
18 070 -22 392. 2. 793 . 

3923 -4 785 -377 
6 449 -8 364 -584 

l'!et 
t:r:ansfer 

·21 
54 

-46 
-109 

298 
436 

373 
45.5 

-42 
-50 . 

42 
:210 

Current 
balances 

-176 
-282 

-34e 
2 863 

553 
-470 

-1 164 
-2 054 

-1 )48 
-5 304 

-612 
-1 579 

-1 197 
-2 289 

Sources~ IMP, Internationdl Financial Statistics~ November 1981 and 
Hong Kong, Monthly Digest of· Statistics, 4-ugust 198L 

. a/ Balance of payments used here is not coincident with trade data 
gain in table IV. 6. 

b/ Includes private transfers. 
£j Official grartts.. · 

/one 
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one half of nE~t ca·pital inflows into the Philippines and the Republic of 

Korea~ t.ras privately financed, and the proportion for Singapore was nearly 

four fifths; for Thailand it was rather less tl:an one quarter and for 

Malaysia about one fifth. Indonesia relied heavily upon official loans 

from multilate~ral agencies and DAC countries 9 as did Burma; although there 

privately financed loans were one fifth of total capital inflows during 

the triennium. 

Nevertheless~ the Philippines and Thailand were in serious trouble 

over their balances of payments from 1977, and the Republic of Korea came 

into such trouble during 1980. In the Philippines 9 the current deficit, 

as a proportion of export receipts, was 34 per cent in 1976-1977 rising to 

36 per cent in 1980. In Thailand~ the rise was from 31 to 36 per cent, and 

in the Republic of Korea from 12 t.o 31 per cent. Net loans from multilateral 

agencies and DAC countries thus averaged, between 1976 and 1979, $ 439 million 

a year for the Philippines~ $ 759 million for the Republic of Korea and 

$ 362 million for Thailand. Corresponding averages were $ 203 million for 

Burma, $ 922 million for Indonesia, and $ 176 million for lv".talaysia. 

The current deficit of the Philippines was expected to worsen during 

1981 9 and rese:r:ves were being drawn upon; they decreased from $ 2 9 846 

million in Dec12mber 1980 to $ 2,010 million in September 1981, although by 

t<hen $ 947 million had ceen borrowed in the Eurocurrency credit market, 

and SDR 200 million drawn from U1F. Other official grants and loans 

were also incr,~asing. The peso "'as softening against the dollar) although 

by no means sufficiently to express fully the country's difficulties over 

foreigp exchange transactions. 

Thailand benefited. in 1980, from a remarkable 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, however, 

were expected for 1981; in the first half of the year there was an-over-all 

deficit of $ 230 miliion as contrasted with a surplus of $ 533 million for 

the same period in 1980. From mid-1980 to mid-1981~ foreign exchange 

reserves (net of gold) decreased from $ 2 ~ 203 million to $ 1 )422 million 

and, in September, had fallen to $ 1, 393 million9 because private capital inflows 

aiso decreas~ and by more than an incre2se 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 9 s 
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Indonesiavs current balance of payments moved into deficit during. 

1981 and~ for FY 1980/81~ was forecast as <.- 1.5 billion or about 6 per cent 'i 

of export receipts. The main cause was a sharp decline. in earnings from 

ri.on-oil exports, particularly coffee~ pale. oil~ rubber and timber. Yet~ in 
' 

September 1981 1 offic~al reserves of foreign exchar,ge ,,lere $ 6. 7 billion 

and it had no difficulties over raising external loans. Neverthele::ss~ at 

the end of the year; the G'1vernment announced a scl:'emE :tor tying contracts 

for projects to .purchases of traditional exports by those gaining contracts. 

The'massive current deficit for the Republic of Korea in 1980 

resulted from a large trade gap and the sudden transfoTmation of 2 surplus 

for services to a deficit of $ 1~378 m;i.llion. One ~ajor'cause of this trans

formation was an additional outflow o'f ~· 1 billion for 'payments of interest 

and divid~nds on previous huge borrowings and direct investments. Another 
• 

was a sudden loss of profitability on overseas construction contractss most 

of which were in the Middle East 9 due to the competition of other countries. 

Profits from these contracts had been a major source of service receipts 

but, in 1980, some constcuction .companies incurred heavy losses and some 

WE~re ~ankrupted, Long-term capital inflo~vs also decreased by over $ 1 billion 

in 1980, in spite o£ larger public borrowings? so that short-term borrowings, 

bcith private and official, had to increase sharply to cover a rise of the 

"basic" deficit from $ 1. 5 billion tu . $ 4.1 billion. l..0 improve, ::~nt was 

projected for the 1981 current deficit. In the first seven months, this 

defi~it reached $ 3.3 billion, .and foreign exchange ·reserves fell from $ 6.6 

billion in December 1980 to $ 5.6 billion in 'July, indis:ating net capital 

inflows of aho.ut $ 3. 7 billion, a3 agains:: :;> 5./ billlon fo1 ~h~ whole of 1980. 

Malaysia's trade bala:tce has been in persistent surplus 9 reaching a 

pea~ of $ 3.4 billion in 1979s but falling to $ 2.3 billion in 1980 and 

expected to turn into a small deficit durin~ 1981. A substantial trade 

surplus is needed to finance heavy net service payments for transport, 

insurance etc.~ and to cover exteTnal payments of interest and' dividends. In 

1981, the current account was expected to have a deficit of about $ 2.5 

billion. Capital inf~ows 9 howevers have be~n stronb, including much direct 

investment, and they appeared to be increasingin 1981 by more than enough to 
" ' 

meet the current deficit. Concerns neverth<_.lesss was felt about reserves 

of foreign exchange which, in July) sufficed fo:r about two monthsy imports.~ 

/S:!.ngapore's 
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Singapor0's b~lance of payments characteristically has large trade 

deficits cove~red by large servic2 surpluses and oiii8ller net inflows of 

capital, mairltly in the form of direct investment£. The. current deficit 

increased by 72 per cent in J.980 but did not change, as a proportion of 

exports, from thr2 7 per cent for 1975-1979. It was more thAn covered 

by net capital inflows so that reserves of foreign exchang€ increased 

by $ 749 million. They increased further durin£ 19tll, .reaching $ c,. 7 

billion in June, as compared with $ 6.2 billion' a year earlier, and the 

Singapore dollar remained a comparetively stronc currency. 

Burma's current account deficit, in 1)20, reached $ 291 million, 

equal to thre(? quarters of ite exports and almost entirely due to a deficit 

of merchandis(~ trade. Official grants 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 o.f fo!"eign exchange. Prospects 

seemed good for growth of exports, especially· in regard to rice, timber and 

minerals. Bot·rowing has increased fairly rapidly so that external debt 

reached $'1.8 billion in 1980, when debt service absorbed 29 per cent of 

export receipts. It is, theref0re, A matter of urgency to develop Burma's 

undoubted and considerable potential for export production. 

D. INFLATION AND PUBLIC ?INANCE 

Balance of payments problems went with inflation, and there have 

been diverse changes in the rste of inflation~· as indicated by annu~l· per

c~ntage change in the consumer price index. During 1980, this had reached 

29 per cent in the Republic of Korea, 16-21 per cent in Hong Kong, Indonesia, 

the Philippinee and Thailand, 7-9 per cent in Hday::ia and Singapore, and 

had fallen from 5.7 to 0.6 per cent in Burma. In the first half of 1981, 

inflation was moderating somewhat ~n Hong Kong; Indonesia, the Philippines 

and Thailand, ~!!though retes ;::anged from 12 p:'·:;:· cent in Thailand to 26 per 

cent in the Republic of Rorea. Burma had a virtually statJ.onary price level. 

In Melaysia the: rate increased from 6. 7 to 11.3 per cent and in Singapor;e 

was s~eady at 8.5 per cent. 

These rates were generally much higher than those which had prevailed 

in the late 1960s and early 1970s, and were strongly associated with adjustments 

to the big increase of oil prices. For these arc open economies, and oil 

abserbs a considerable part of their import payments; in 1980, the proportion 

was 28-31 per cent for the Philippines, the Republic of Korea, Singapore 

/Figure IV .5 ... 
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Table IV.S. South~east Asian countries, Hong Kong I'IDd 
the Republic of Korea. Inciexes of prices 
and wages, 1976-r9ul 

(1975 = 100) 

1976 1977 1978 1979 1980 1981(1) .1981(11) 

.! ... 

Burma (Rangoon) 
<;~nsumer price a/b/ 
-~~olesale price- - b/ 
Unit value of imports
Unit value of exports 
Mo~thly wages: males 

Hong Kong 
Con5umer price 

females 

Unit value of imports 
Unit value of domestic 

exports ~/ 
Ave~age daily wages-

Indones:i,.a 
C . f/ onsumcr pr~ce-
Wholesale price 
Unit value of imports 
Unit value of exports 

Malaysia, West 
Consumer price 
Import· p:tice 
Export price 

Philippines 
Consumer price h/ 
Wholesale price- , 
Unit value of imports 
Unit value of exports 
Monthly wages 
Daily wage rate 

Republic of Korea ,. 
Consumer price 
Wholesale price 
Unit value of imports 
Unit value of exports 
Monthly wages 

Singap6re 
Consumer price 
Wholesale price 
Unit velue of imparts 
Unit value of exports 
Weekly wages 

125.8 
115.6 
115.9 
·96.0 
113.4 
110.3 

102.8 
104.0 
109.9 

ll5 .1 

U9.D 
114.6 
102.6 
105 • .2 

102.6 
101.7 
120.5 

109.2 
109.2 
101.5 
89.9 

114.8 
105.1 

115.3 
ll2.1 
98.0 

112.0 
134.7 

98.1 
106.7 
104.8 
106.5 
104.7 

121.0 
., 101.6 

119.8 
111.0 
122.4 
142.0 

109.3 
108.6 
112.4 

129.2 

133. l. 
130.8 

97.5 
117.4 

107.5 
104.4 
141.2 

120.1 
120.0 
112.1 

90.7 
115.6 
110.2. 

127.0 
122.2 
100.0 
122. o· 
Hl0.-2 

'101.2 
111.6 
113.2 
115.3 
111..9 

113.7 
92.6 ·. 

130.9 
i21.0 
116.2 
114.2 

115.7 
115.4 
118.4 

144.3 

llf4 .1 
143.4 
109.2 
1H5.6 

112.7 
106.9 
150~ 9 

128.13 
12f! .2· 
113.7 
101.2 
131.2 
115.2 

145.3 
136.5 
106.0 
135.0 
242.1 

106.1 
l13.3 
116.8 
119.4 
l.lG. 2 

120.1 
96.7d/ 

132.6:-
115.0 
123.5 
124 •. 0 

128.7 
136.1 
139.5 

170,8 

172.1 
21~.1 
102:.2 
163.5 

116.8 
114.7 
174.6 

150.1 
151.7 
134.2 
124.7 
163.3 
121.4 

171.9 
162.1 
129.0 
162.0 
311.4 

110.3 
. 129.~ 

125.7 
127.6 
128.5 

120.8 
99.ld/ 

136.1-
136.0 . . . 

148.8 
148.8 
153.3 

196.7 

20l3. 0 
286.1 
124.2 
244.1 

124.6 
137.5 
192.5 

176.6 
119.4 
169.2 
132.2 

126.1• 

221.3 
225.2 
206.0 
214.0 
~82.2 

119.9 
155.0 
147.3 
146.5 
145.3 

. . . 
141.0 . . . . 

• • • 

160.9 
157.4 
159.1 

. . . 
227.5 
314.0 
140.2 
2"10~8 

191.1 . . . 
186.4 
143.7 

257.6 
260.0 
245 .o 
237.0 
403.7 

109.9 
162.7 . . . 

120.2 

... 
157 .o ... ... 

166.6 
162.8 
163.8 

... 

231.8 
316.4 ... ... 

136.1 ... ....... 

195.1 
~ .... 

·226.7 
136.1 ... ... 
269.4 

_275.6 
243.0 
250.0 ... 

113.9 
163.4 

••• .... ... 
/Table IV.~ (continued) 



,, 182. -

Table IV.D (continued) 

1976 1J77 197C 1979 19f;O 1981(1) 

Thailand 
Consumer price 104.9 113. :j 123.7 136.4 163.6 170.1 
Wholesale price 104.0 109.5 114.7 129.5 160.9 172.4 
Uriit value of imports 105.5 U3.4 122.3 141..4 180.0 192.5 
Unit value of exports 97.3 99,4 107.4 128.3 151.9 154.0 
Monthly wages .... . .. 100.0 111.4 137.7 . . . 

Sources: Unit1ed Nations, Monthly Bulletin of Statistics, November 1981; 
Nove'l!,lber 1981; International Financial Statistics, and from official national 

a/ Wholesale price .index of agricultural products. 
b/ Fiscal year beginning 1 April of the year stated, 

. -;I April':"'June ., 
d/ Provisional. 
;/ Includes frinee benefit. 
f/ Prior to 1979, Djakarta only. a/ January-May • 

. h/ Manila. 

/THE 

1981 (II) 

185.6 
••• 

199.2 ... 
• •• 

IMF, 
sources. 
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THE F'OURTH i'·1ALAYSIAPLAF, 1981-1985 

This new plan was announced in 198'1, 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 er-adication of. poverty anc1 th(: restructuring of 
Malaysian society so as to give the butr.i.putras a bigger share of 
wealth and economic 'activities. Ec:adicatton of poverty is being 
pur~ued through land development schemes, government assistance in 
replanting, shifting employment "'=rem low proc\uctivity rural work to 
higher productivity i-qdustrial and service activities, subsidizing 
agricultural inputs, and incr~ased provision of public facilities 
and a~nities including loWRcost public housing. Restructuring 
society ~eans giving more employment to bumiputras in the modern 
sector, and especially in higherwlevel jobs. It also means increas
ing, through various ~asures, bumiputra· ownership of commercial and 
industrial enterprises until, by 1990, this reaches 30 per cene 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 
e~uity capital in trust for bumiputras until the shares can be divested 
to thee'. 

The Fourth ¥~laysia:Plan (tMP) aims at a real rrcowth of GDP 
averaging 7.6 per cent a year, somewhat l<*er than the 8.6 per cent 
achieved :under the Third Malaysia Plan (WP). Nonetheless, it would 
mean a growtb:of per capita GDP by 5.0 per cent a year in real terms; 
and that is ambitious in the light of .prospective copstraints. Growth 
performance in 1976-1.98n had henefit~-d frot!l. both the oil bonanza and 
improvement in the tert::'.s of t~ad.e for other cornmodit ies. Present 
prospects are for slower grouth until 1983, and slo\-7, improvement afoter 

. . I 
that as the t.•orld economy recovers £rom recession. 

The agricultural and. oining sectors will grow more slowly 
th~n real GNP, and nanufacturing, cqnstruction and services more 
rapidly. On the denand side, the major stimuli of growth are to 
come from exports,1 private investcent and publif consureption, with 
resp~ctive average annual real growth rates of 9.7 per cent, 8.0 per 
.cent and 9.2 per· cent. Exports of goods and non- factor ~e;;vices are 
projected to grow more rapidly than in 1976-198d, but the terms of 
trade are expected t.o decline r.arginally 1:-ly 0.2 per cent a year •. 
Tli.e nost rapidly growing export ~-1ould be T..NG anc t!'.anufactured goods, 

I 
especially' textil~s and electronics.' 

• Total investmenf unde;r the FMP is pro_jected as $11. 102.6·. 
billion, of ,wb:l.~h $M 74•). biJfl,ion would be priv~te .:l.nd $M 28.5 
billion public. Greater en;jhasis is· placed on private irtvesttrent, 
part'iculatly ·in ~.anufacturing, as a source of growth; its share of · 
total in-vestment is to rise from 63~2 per cent to 72.2 per cent.· 
Public investment, after. g~owing by real rates o£ 16.0 per cent.a 
year in 1971-1975, and by 9.3 per cent a year i-q. 1976~1980, ~s 
projected to decline· by 1.4 per cent a year during 19Sl--:198S, 

 reflecting both a prev{ous high rate of inftas.tructu~e development 
and ~he current emphasis on private sector investment. 'ft\e bulk <?f 
public ~ector investment is to go towards achieving the oqjectives 

. of tpe New Economic Policy, and expan~ing social fa~ilities. 
,__ __________ ..._ _____________ ........, _____________ _

/and I 
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and Thailand 7 and the full effects of higher oil prices had not then been 

completely felt. In the tt-ro oil--producing countries~ Indonesia and Halaysia~ 

domestic oil prices were also adjusted towards world levels. 

There \vere 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 Korea: although much of this ~vas due to a devaluation of the won by 

16.5 per cent against -the US dollar and to later depreciation of the won. 

The Philippines and Thailand. b.ad rises of 26-·27 per cent, Malaysia and 

Singapore rises of 17-20 per cent" Hong Kong a rise of 9 per cent and. Burma 

one of only 3 per cent. In· the first half of 19f31.} however~ this rate 

came down to 3 per cent for the Republic of Korea and to.lO per cent for 

Thailand, although it rose to 25 per cent for the Philippines. 

WagE data are partiai in covera<je:: and not available for every· country. 

Hong Kong, Halaysia and Singapore had ~vage increases of 10-15 per cent in 

1980, and there were bigger.ones of 23-24 ~er cent in the Republic of Korea 

and Thailand; Dearer oil~ the devaluation of the won and big wage increases 

were strong cost-J?USh influences in the Republic of Korea 1 s high rate of 

inflation, and rising import prices for oil and other commodities, together 

With large w.!ige increases, Here important also for the inflation of prices in 

Hong Kong? Singapore and Thailand. Real wages, in 1980, were almost stationary 

in Hong Kong and Thailand, but .increased by 4 per cent in ·singapore. In 

the Philippines, there was a;riseof only 5 percent in .1980 for the index 

of daily ~agE! rates of unskilled labourers in Hanila'.s industries; but 

effective minimUI!l wages (l,vhictl include the basic m,inimum wase~ monthly 

emergency .allowance and 13th month' pay) were reported as having risen by 

25-32 per cent for agricultural and non··agricul tural labour in general • . , . 

Sint::e then minimum wages v1ere frozen~ and real v1ages have declined~ that 

decline, together with increasing unemployment~ has added to social tensions. 

As in south Asia~ abundant liquidit:;y pEirmitted and stimulated 
: 

inflationary developments. There \·;rere rapid increases. during 1980.~ 'in both 

the money supply (Mi) and liquidity (M2). The bigges~ increase of liquidity 

was Indonesia's 54 per cent, well above lar:ge increaseE of 22-29 per cent 

for Hong Kong, Halaysia~ the Philippines. the Republic of Korea, Singfipor~ 

and Thailand. In the third qu~ter of 1980 Burma had a similar annual 

increase of 15 per cent. 

/Figure IV. 7. · 
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Table IV.9. South-east Asian countries, Hong Kong and the 
Republic of Korea. Money, liqu~dity and GDP 
.... 

(Billion units of national currencies) 

1976 1977 1978 1979 1980 1981 

·Burma 
7 .#./ tfoney 5.4 5.6 6.3 7.0 

Quasi-money 0.6 0.7 1.0 1.5 2. r:#-1 
Liquidity !?_/ 6.0 6.3 7.3 3.5 0. ·?)!./ 
Percentage inerease • 9.1 5.0 15.'? 16.4 14:1a/ 
GDP c/ 27.4 29.6 31.7 34.1 37.1 
Liqufdity/GDP 

(percentage) 21.9 21.3 23.0 24.9 

Hong Kong 
22.4~1 

Money E./ d 14.1 18.1 20.1 20.9 24.1 
Quasi-money-! 34.3 40.3 46.4 54.4 72.8 83. 2~_1 
Liquidity b/d/ 48.4 58.4 66.5 75.3 96.9 106. t::-1 

Percentage-i;crease 21.0 20.7 13.9 13.2 28.7 10. o§-1 
GDP 52.0 59.6 69.5 86.1 106.8 
Liquidity/GDP 

(percentage) 93.1 98.0 95.7 87.4 90.7 
.~ 

Indonesia f/ 
Money 1 600.9 2 006.4 2 488.4, 3 316.1 5 011.3 5 598.6£! 
Quasi-money 1 063.9 1 169.? 1 440.8 2 074.0 3 281.4 3 700. (}~/ 
Liquidity b/ 2 664.8 3 175.6 3 929.2 5 390.1 8 292.7 9 298.6£; 
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.S 

Malaysia f/ 
Money 5.3 6.1 7.2 8.5 . g;8 10-5ft 
Quasi-money 7.5 8.7 10.3 13.3 17.7 1,8. 7f/ 
Liquidity b/ 12.8 14.8 17.5 21.8 27.5 29. 2ft . - 28.0 15.6 18.2 Percentage increase 24.6 26.1 6.2- , 
GDP 28.2 32.3 36.4 44.5 51.6 
Liquidity I GDP 

(percentage) 45.4 45.8 48.1 49.0 53.3 

Philippines 
21.#-1 Monay l2.1 14.9 16.9 18.8 22.5 

- QuaSi -money 13.0 17.6 23.4 26.6 32.9 34.#1 
Liquidity pj 25.1 32.5- 40.3 45 .. 4 55.4 ss.-#1 
Percentage increase . 30.7 29.5 24.0 12.7 22.0. -o.FI 
GDP 133.9 155.6 178.6 219.1 266.5 
Liquidity/GnP 

(percentage) 18.7 20.9 22.6 '20. 7 20.8 ... 

- /Table IV. 9 (continued) 
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Table IV.S (continued) 

1976 1977 1978 

Republic of Korea 
Money 1 544 2 173 2 714 
Quasi-money 2 588 3 582 5 037 
Liquidity b/ 4 132 5 755 7 751 
Percentage increase 32.6 39.3 34.7 
GDP 13 356.5 17 12.2.7 23 030.3 
Liquidity/GDP 

(percentage) 30.9 33.6 33.7 

Singapore 
Honey 4.0 4,4 4.9 
Quasi-money 5.2 5.4 5 :) 0 ~ 

Liquidity E_/ 9.2 9.8 10.8 
Percentage increase 12.2 6.5 10.2 
GDP 14.6 16.0 17.6 
Liquidity/GDP 

(percentage) 63.0 61.3 61.4 

Thailand 
Money 40.6 44.3 52.9 
Quasi-money 84.3 105.4 125.7 
Liquidity b/ 124.9 149.7 178.6 
Percentage increase 21.0 19.9 19.3 
GDP 337.6 393.0 470.0 
Liquidity/GDP 

(percentage) 37.0 38.1 38.0 

"1979 

3 275 
6 603 
9 878 
~7 • L. I 0 4 

2~· 357.1 

33,6 

5.7 
7.2 

12.9 
19.4 
19.7 

65.5 

61.4 
142.1 
203.5 
14.0 

556.2 

36.6 

1980 

3 807 
8 728 

12 535 
26.9 

35 "956. 0 

31-t. 9 

6.1 
9.9 

16.0 
24.0 
22.4 

71.4 

69.8 
180.3 
250.1 

22.9 
673.7 

37.1 

1981 

3 212?-1 
10 521JS./ 
13 793~_/ 

10.0~/ 

f/ 
6·6f; 

10. 9£; 
17.'3Ff; 
10.9-=-

73.2h/ 
101 ob/ 

-' ·~; 
265.Dh/ 

6.0:: 

Sources:. Il1F, International Financial Statistics. November 1981; and official 
national sources. 

a/ January-September 1980. 
b/ Liquidity refers to H.2. 
c/ Fiscal year beginning 1 April of the year stated. 
d/ Data have been revised after 1978. 
-e/ January-July 1981. 
f/ January-June 1981. z/ January-August 1981. 
Jl/ January-April 1981. 

/Generally$ 
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Generally~ in these predominantly market economies~ the major. 

component of changes in liquid:i.ty (H2) was expansion of bank credit to the 

private sector. That is particularly true: of Hong Kong and Singapore. 

'During 1979 and 1980,. such credit expansion .was more than sufficient to 

account for increases of their liquidity,, although the position in Hong 

Kong v;as moderated, in 1980, by a small loss of foreign exchange, partly 

induced by the attraction of funds to deyeloped countries offering higher 

rates of interest. Increases of commercial credit r,Jere very substantial, the 

pace being set in Hong Kong by nev; foreign banks competing vigorously for 

business vlith established banks~ and helping to fuel an excessive property 

boom. Steps were being comddered to -vliden controls over banks 1 interest 

rates~ In Singapore~ credit expansion '\>Jas ass~iated with vigorous growth 

of depos~ts; dom~stic and foreign, but some moderation of credit expansion 

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 Philippines and Thailand. The Government 

of the Philip.pines did not borrow much from the banking system during 1979 

·and 1980. and there was substantial loss of foreign exchange to moderat'e 

growth of liquidity. Expansion of credit to the private s~ctor, however, 

was so vigorous as to double betv7een 1977 and 1980. Nevertheless? there 

'!>ras a 11 liquidity crisis" in 19!31 ~ ~vhen two leading businessmen departed 

from the country, leaving behind debts of. about $ 92 million. That disturbed 

the confidence of depositors in banks or oth~r financial institutions. and 

so led to a withdravTal of dcnosits. It also made banks more cautious about 

lending. The supervisory-powers of the Central Bank were increased, and 

other financial reforms were made 9 'including de.control of interest rates. 

on time and saving deposits, allowing floating rates on loans with a term 

exceeding t~1'70 years, and permitting banks to COMpete in the fields of 
' lending served by finance companies and investment houses. There wass 

accordingly, a markeq slowing dcwn of credit to the private sector in the 

first half of 1981, and grovrth of liquidity was almost halted. · 

In lfalaysia, although cred~t expa.nsion to the private sector was 

the main cause of a 25 per cent increase of liquidity in 1979, and one of 

26 per cent in 1~80~ i~s effects were reinforced by those of a substantial 

increase of foreign. assets in 1979 ~ and by substantial government borro,..ring 

from the banks in 1980. Bank loanl:' to the privo.te sector increased by wore 

than.a thirp in t980~ and by one fifth.in the first half of 1981. Some 

/THAILANPvS 



THAILAND'S NEW DEVELOPMENT PLAN, 19bl-1984 

This development plan was prepared in circumstances of disturbing 
change. The second oil crisis r,ras forcing difficult economic adjustments, 
conflicts in neighbouring cotmtries were addini_; to burdens of defence 
and imposing new burdens of carint:; for refugees, and in temal imbalances 
were heightening social 'problems and tensions. Those irr1alances were 
partly the result of the concentration of previous plans on economic growth. 
The present plan gives greater emphasis to fuller employment· of the labour 
force and to a better distribution of income. 

The six major air.lS 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 econorr~c 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 r.;rith national 
economic develop1nent; 

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 becau13e per capita income has increased by 7. 4 per cent a year froo 1974 
to 1981. But that previous grow·th went with rising budget deficits and 
rising balan•ce of payments deficits. The stronger financial measures · 
now contemplated would reduce fiscal deficits from 2.7 per cent of GDP 
to 1.1 per c(mt. Trade deficits, similarly, would fall from 7.6 per cent 
of GDP to 5. 7 per cent. · 

Grewth of government spending is tc be held down to 20 per cent 
a year, and :revenue is to rise fran~ 14 per cent of GNP to 18 per cent, 
with the consequence that borrowing will financ0. only 6. 5 per cent of 
government spending, instt:ad of 11 per cent in 1981. 

The most important type of spena~ng is to be that which is 
directed against r.ural poverty. Structural adjustrents should raise 
the growth of agricultural productivity from the previous annual rate of 
3. 9 per cent to 4. 7 per cent, and so bring this productivity above 
subsistence requirements. In the. 246 poorest districts 9 provision is made 
for basic socio-economic resources not now generatly available. All 
social servic~s are to be made nore widespread and equitably distributed, 

/especially 
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especially pri,~ar:y "l•.d ad•.tlt: education, wat-c'!r ., sanitation" nutrition and 
he3.lth care, ?opu1<Jtior grov7th; which has declined to 2.1 per cent a 
YC·':lr' :'.s expcc te-xt to '~ecline furth2T and reach L 5 p<2r C2nt cy 198L 
In all prag:ra!'llr:o's. creation of employment iD to he ::> raain conside1:ation" 

Exports arE· ;,rnjecte:d to ris2 by 22 per cent a year, and imports 
at the high" but lesser, r&tc of 18 f"~r cent. A considerable part of 
export s;rowth is to comf:?. from manufactureD for vhich the <:!xport target 
is a real grm.Tth rate of 15 per c'~nt, a little higher t~an in 13'30 .. 
l1anufac turi.ng as a whole is to gro;,l by 7. 6 per cent a year~ a reduction 
from the actual real growth rate of 9.5. per cent in the previous five 
years. lUning outputs, mainly tin, arc to gro~r; 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 be greater domestic production of 
military supplies, ·and a~so promotion of strategic export itl.dustries such 
as those producing small communic?.tions equipment~ medical supplies 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 adreinis
trative reforms. These include an Economic Policy Steering Committee 
to co-ordinat~ policies, better co-ordination of firtancial and man
power aspects of policies, .nnd improvements to budgeting and programming 
of projects. Hare stress, too, is ;Sut on decentralization of authority 
for l~cal execution of.planning measures. 

Joint investment projects with the private sector are to receive 
special encouragement, ma:tnly in ·the fields of modern agricultun: in 
irrigated areas, conservation of energy in the industrial sector, 
promotion and marketing of exports or tourism~ and quality control over 
agriculturfl exports. 

/Table IV.lO. 
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measures Fer·; t1.kcn to ti::.l:1.t2n liquidity baDks 'VJere alloc.:red to ra~'.se 

their prime rates ::or the first time in many years, and an official desire 

In 'I'hail:md, durinp; botl: 197 9 and 1980 sovern.."'Tlent borrowin.:; from the 

banking systeE' had reinforced the more :?owerful effe.ct of ler.dir.g to the 

private sector in increa~inz liquidity; and,in 1980, there was a further 

strong reinforcement from ::m increase of r-et foreign assets, due to large 

capital inflov.rs. Liquidity thus increased by 23 per cent in 1980. But, 

in the first three months of 1981 0 liquidity was increasing at a somewhat 

slower annual rate of ,19 per cent a year. 

Liquidity groHth in the Republic of Korea ovred something to govern

ment borro>ving from the banks, but much more to huge .increases of credit 

to the private. sector. In spite of substantial decreases in net foreign 

assets, liquidity rose by 27 per cent in both 1979 and 1930. The Government 

had intended to tighten liquidity, partly in ord'er 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 lov,ered and credits were allowed to be 

extended selectively for stimulation of investment. There was no reduction, 

in the first half of 1~61, in liquidity growth; notwithstanding a much larger 

decrease in net foreign assets. 

Indonesia's case was exceptional, both 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 1979-·1981 rises of 

oil prices increased both the country 1 s trading surplus and its budget 

surplus~ the former tended to increase liquidity, but the latter was used 

to reduce government indebtedness to the banking system and so liquidity. 

Loans t~ the private sector increased by about as much as government indebted

ness was reduced~ so that liquidity expanded by over one third in 1979, and 

. by over one half in 1~80. There Has a marked slow-down in the first half 

of 1981. due to a small surplus in the balance of payments and to continuing 

repayment of government debt to the banking system. 

The Burmese Government has regarded tight control of monetary 

conditions as :necessary for price stability. Liquidity, therefore. grew at 

the comparatively moderate rate of 15 p~r cent a year between 1978 and 1980. 

The main compmients of that growth were small increases of net foreign assets 

and loans made to State enterprises or organizations. 

/Table IV.ll. 
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NEW DEVELOPMENT PIANS OF THE REPUBLIC OF KOREA AND -siNGAPORE 

~he 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 i,nflationaiy pressures. Export competitiveness 
was thus undermined, and duplicative overinvestment resulted in a low 
utilization of capacity in some heavy or chemical industries. · 

The new plan has targets for real growth of GNP af 7.5 per cent 
a year and for real per capita growth at 5.9 per certt a year. Per c.apita 
GNP would then rise from. an estimated level of $ 1, 701 in 1981 to 
$ 3,354, · <'l.t curlfent pribes, 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 r~strain inflation,· 
protect e~port. competit.iveness, and direct more 1esources to social 
development. Growth will continue to·be export-led, with emphp.sis 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 1980s, ·,the problem of. all nct'lly 'indus..:. 

t:r;ializing_countries which lq.ck indigenous·resources; a need to restruc
tore its economy from labour-intensive industrial ·expor~s 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 £1arch 1981, indicates that Singapore will move, 
towartl_s tho~e more sophisticated industries ·which are not intensive users 

.of Land, energy or ~aw materials, but rather skill-intensive at·a medium 
level of tedhnology. It will a;Lso seek to develop higller value a4ded 
services by capitalizing on a strategic locat,i6n and relatively well
develo~d human resources. 

, Unlike the Republic of Korea, which had ·boidly tried to restruc._ 
ture "its economy during the internatio-nal .oil crisis anq wor-ld recession 
of the mid-19~0s, Singapore .. had held back tbep., continuing on a path· of 
labour-intensive development~ 'Since 1979, however, there has been a . 
conc~rted . effort to i.nake up for lost time. Singapore 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 thei1970s. As in the past, new development~ 
are .to depenQi heavily on foreign enterprise and resources. ·But it- is .·1 

. 

likely to become ~ore difficult to attract skill-intensive, middle-technology 
industries to Singapo~e than it was to attract the labour-intensive·indus~ 
tries which made it prosper.· 

/Burma, 
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Bu1~a, Indonesia and Singapore have maintained large surpluses in 

·their curr'ent government budgets in order to finance development expenditures 

made 'Vvithin the budget and part of capital expenditures made outside it. 

Indonesia, in 1980/81, had a current surplus which was equal to one half 

of its current revenues, and almost all of this went to finance development 

expenditure~s within the budget. In the same year' Burma Is current surplus 

';Jas one third of its current revenues, financed all development 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 Thailand have had large over-all 

deficits although they also had current surpluses. The current surplus 

was relatively small in Malaysia and Thailand being, in 1980, 7 per cent 
. 

of current revenue in t~laysia and 1 per cent in Thailand. The Philippines 

had a substantial current surplus equal to 23 per cent of current revenues, 

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 revenues. The 1981 budget plans to reduce this 

deficit to 7 per cent of current revenues. 

Fiscal conditions in Burma had deteriorated until taxation ~as 

restructured in 197E. to ensure bigger receipts, including contributions 

from State 'enterprises which came to provide about a third of current 

revenues. That led,to an increase of government expenditures, especially 

for development purposes, but still left handsome over-all Surpluses which 

were used, together with increasing foreign loans, to finance development 

expenditures. 

Indonesia 1 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,, automotive 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, hov1ever, then still be a negligible proportion. 

of current revenues .!!J 
/Malaysia's 

!!_/ The 1982/83 budget drastically cut subsidies on fuel oil and food 
so as to inc:rease both projected expenditures end 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 198l budget, nevertheless, 

had increased current revenues by lE per cent, current expenditures by 

10 per cent, and development expenditures by 27 per cent. The over-all 

deficit 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 "t-Ias 7 per cent of current 

revenues. These increased by 16 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 revenues by only 22 

per cent. The over-all deficit nearly doubled to become one quarter of' 

current revenues. Main factors.in the rise of current spending were 

increased provision for def¢nce, increased salaries or wages for government 

employees, a programme for increasing rural employment, and transfers to 

cover losses of state enterprises. There were also bigger investments in 

education, agriculture and communications. In 1981, the over-all deficit 

showed signs of decreasing, mainly becaus'e of higher revenue receipts. 

In the Republic of Korea, fiscal operations have decisive effects 

on the flow of finance, the level of economic activity and the structure 

of investment. These operations have been decidedly expansionary as, between 

1978 and 1980, expenditures increased by 72 per cent, and the over-all 

deficit becaae 15 per cent of current revenue. The 1980 budget had·assumed 

/continued 
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continued growth of the economy 2nd, as it became clear that there was 

recession, changes were ma~e. late in the year, in the hope of stimulat~ng 

the economy. Tax rates were reduced and some additions were made to budgetary 

expenditures so that these "~;vere expected to be 35 per cent above the 1980 

level. The 1981 budget was further expansionary; curre~t plus development 

expenditures were to rise by 70 per cent, but the over-all deficit would be 

reduced to 7 per cent of current revenues because projected revenues would 

rise by 26 per cent. 

Singapore has pursued an opposite policy of achieving budget 

Sl,lrpluses. In 1980, however, the over~all surplus declined from 7 per cent 

of current revenue to 5 per cent. Expenditures rose because of increases 

for debt service, public service vJages and construction of public works 

and public housing. An actual defici~ was expected for 1980/81. 

Hong Kong has also had a series of budget surpluses - and, in 

1980/81, a record one which was 31 per cent of current revenues. Government 

expendi'tures concentrate on community and social services; economic services 

take only 7 pe.r cent of.the total. The 1981/82 budget gave considerable 

tax reductions to corporations and individuals so that the surplus may 

well be reduced. 

/V • 
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V" CHINA MD IT.S NORTHERN NEIGHBOURS 

In 1980 _, az~~na had a population approaching 1 hi Uion and a per 
capita GDP of approximately $ 260. Real output grow by 6, 9 per cent .despite 
adverse weather conditions reducing growth in gross agricultural output to 
2,? pe-r cent. Industrial output rose by 8.? per cent. In 1981, it was 
expected that real output wouZc{ grow by onZ.y 1.? per cent, with gross industrial 
and agricultural output increas·Lng by ahout .3. 0 per cent. Energy output 
declined by 1. 3 per cent 'in 1980·s and a nwnber of problems was affecting energy 
output prospects. International trade grew rapidly in 1980 but at a slower 
rate in 198i. Exports grow by 28 per cent in 1980 and by 13,2 per cent in 
1981. Deficits in the balance of payrrrmts have been covered by increased 
foY'eign borrOiJing in 1980 and 1981. 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 
consUJ111?tion in output and increased emphasis in production in light industrial 
goods. Major fiscal probZemss however~ ar•e reduced revenues due to thd 

, decline in State enterprise profits and the Z.arge increase in subsidies 
resulting from higher agricultural procurement prices since 19?9. 

INTTWDUCTION 

Wnile China, with a population of approximately l 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 t~ro major objectives have guided economic performance: 

the substantial reduction of poverty'artd·a rapid process of industrialization~ 

with emphasis upon the development of heavy industry. 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 r-esults were· achieved by a variety of policy measures, including 

widespread institutional and social reform, 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 savinss for investment purposes. 

While these results were most encouraging, serious constraints to 
' development appeared and resulted in major changes in development objectives 

and strategy from 1979. The constraints included dissatisfaction about a 

high level of savings and invest:;tent and a relatively slow 1:ate of growth in 
; 

real per capita consumption lof around 1. J per cent per annum, bettveen 1957 
I 

and 1977; snall scope to increase the quantity of arable land; inefficient 

/use 
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use of resources including; in p_articular, rat.v materials and energy in the 

industrial sector; a severe short&;e of skilled 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 partly to political concerns about equity and 

ideological rigour, At different 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 political change~ 

there 't-Tere intensive discussions about possible alternative approaches to 

development during 1978 and~ in December of that year, a new development 

strategy was adopted by the Government,!/ The reviseci strategy stressed the 

rieed for increases in consumption and improvem8nts in economic efficiency. 

It involved a major realignment in sectoral targets,' and the adoption of a set 

of new policy measures 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 enlarging the share of light (co;1sumer-oriented) 

industry and agricultural supplie'S and by reducing the share of heavy industry~ 

improving the system of planning and management by decentralizing responsibility~ 

making a greater use 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 th.=; international sector by increasing foreign trade~ 

capital inflows and technical co-··operation in order to stimulate growth in 

key branches of th~ economy, particularly industry, 

Implementing the reforms proved partly successful but a number of 

unexpected problems have also emerged. During the period 1978·-1980 net 
2/ material product (NMP)- increased by about 29 per cent 9 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 

};;./ Third Plenary Session of the 11th Party Central Committee~ 
December 1978. 

2/ See the box on p. 209 for a discussion of the relationship of net 
material-product to the Unitf:d Nations System of Hational Accounts. 
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ThP- latter was partly the result of tb~ increases in output: 

partly also the result of expanding rural incomes as a result of higher 

procurement prices and hig_her l>Tages in the industrial sector. 

However, while in 1980 there v.Tas a sharp reduction of funds allocated for 

industrial investment in the 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, 

though modest hy international standards, was a new phenomenon in xecent 

Chinese history. Finally, the new policies gave rise to the unusual situa

tion of deficits, for 1979 and 1980, in both the State budget and the current 

account of the balance of paymen~s. 

Increasing concern about these adverse 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 adju~tment and improving economic ef:iciency. The aims of these 

revisions were to balance the national budget~ to reduce and control the 

use of bank 7redit for the financing of investment, to establish equilibrium 

in the brUance of payments, and to contr0l inflation. One of the major 

policy measures w~s to have been a severe re~uction of investment, particu

larly in heavy industry. However, furtper considera~ion of the probable 

adverse consequences of this reduction of investment flol-rs upon current output 

and employment) and on future potential for growth, app€,ars to have resulted 

in a decision to sustain investment at a higher level than onnounced earlier~ .. 
by sr·eking foreign loans. The net re:~ult expected fr•>m v tentative 

review of developments in 1981 was that national income would increase by 

about 3.0 per cent~ w~.thout fiscal~ monetary and balance of payments 

objectives being severely compromised. 

./A •. 
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A. POPULATION, EMPLOYMENT AND OUTPUT 

The average annual r3te of growth 0f China's population from 1949 to 

1980 was 2.0 per cent, but it declin~d from as high as 2.9 in 1965 to ao low 

as 1.2 per cent in 198(;.2/ This reduction was due to the birth rate declining 

much mor~ ~apidly than the death rate. Between 1J65 and 1979, it fell by 

more than 50 per cent b-:-:caufe of a rapid decline in infant mortality, an 

increase in th;; numL·cr of 'rlomen with primary education end a vigorously 

implem~nted family plann '-nt. programme which has relL~c upon ~conomic incentives 

and disincentives as well as moral persuasion. Given China's extremely 

preca:~ious ar;ricultural position, P.G illustrated by the very low ratio of 

cultivated area to agricultural population, 0.12 ha per capita in 1979,~/ 
the country's success in slowing popul~tion grnwth has been critical to its 

development effort. The Government's intention is to reduce the growth rate 

of population to an average rate of 1 per cent between 1980 ancl. 2000. This 

will require vigorous efforts, given the already low birth rate and the 

forthcoming increas~ in the number of women of child-bearing age as a 

consequence of previouoly very high birth rates. 

The dramatic demographic changes occurring rec~ntly have markedly 

improved development prospects. The proportion of the population under 15 

year£ of age is unusually low for a less developed country. Hence, the 

proportion of the population of working age (15-64 years) is high, estimated 

at 64 per cent in 1980.~/ Moreover, nearly two thirds of this working-age 

population is in the labour force. The r~duced proportion of the school-age 

population in total population will improve educational opportunities, 

/capital-

3/ China, State Statistical Bureau and the Bureau's "Connnunique 
on fulfilment of China 1 s 1980 National Economic Plan':, 29 April 1981. 

4/ China, Stat~ Statistical Iureau; luni&try of Agriculture. 
~/ China, St<')t~ Statist:i_cal r,ureau. 
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capital-labour ratios will increase'more rapidly and the food supply problem 

will become more manageable. 

The distribution of population.reflects the country's complex. 

geography. Some 95 per cent of the people residl! in the great river. plains 

constituting ·the eastern coastal belt -vmere most of the country's arable 
' land (about 11 per cent of total land area) is to be found. The urban 

share of the total populati?n, however, ~has been successfully held to less 

than 14 per cent es the result of policies to decentralize industrial 

.development and tc control rural/urban migration.§/ 

In 1979, the laLour force was 405.8 million, and was three fourths 

agricultural.~ Industry (including mining, manufacturing and power), and 

services (including construction, transport~ commerce and non-material 

services) absorbed the remaining quarter in <:qual proporti::ms. This 

distribution of the labour force among sectors is characteristi,c of 8 

less d~veloped country but the sectoral distribution of production, in 

which industry accounts for two fifths of output snd agriculture for only 

one third, is not. Average outputs per worker in industry and agriculture 

are thus considerably differe~t. Approximately three quarters of the 

labour force in 1979 were employed o~ cornr.:runes,?./ an~ the remaining quarter 

were workers or staff in State organizations (inc~uding State far~) or 
. 3/ 

urban collectives.-

/Betw!;en 

6/ Chi~a, State Statistical Eureau. 
1! China, State ·stl'tistical Eureau. · 
Jfj Though small relative to the employment problem,· the entry of 

China into the labour export market•is· an interesting recent development. 
Fourteen Chinese enterprises are engaged in supplying labour on contract 
services a~road. Over the 'first three quarters of 19tH, some 282 ov.e~seas 
employment contracts, worth $ 460 milliqn, were made. These provided. 
employment for 13,000 Chinese engineers, techpiciens, s'eamen, and cooks. 
Monthly wages for those E!mployed averaged $ 300-450. China News Service, 
Octo be :r 19C:n • 
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Between 1177 and 197() employment grew by 6.3 per: cent which is 

approxinately the sa~e as the rate of growth in the labour force. However, 

tvhile the allocation o-F labour continues to be heavily controlled, there 

have been a number of nevelopments naking far an employment problem in 

urban areas. Population ~rift frat:'. rural to urban areas has been one 

factor. Since 1976 there has been a relaxation of forner policies that 

sent youths to the countryside and enforced strict control over their return 

to horne towns. As a result, there t•Jas, in the late 1'~70s, an increase in 

the number of "returned horr,e" youths, reaching 2" rdllion by 1979. The 

State planned to create jobs for this labour force over a three-year period; 

8 million t.1ere to be absorbed f.n J. :79, 7 r,-illion in 19fJrJ../ ant'! 6 million 

in 19Cl. One aspect of this programme has been the granting of permission 

to establish individual or collective small-scale service undertakings. 

In 19~/), more than bl",000 people were operatinr; individual businesses 
10/ 

in urban areas, a rise of -rore than 160 per cent over the previous year.-

Unemployment of a frictiona1. nature has also appeared as a result 

of recent policy reforms. The shift in ?riority from heavy to lirht 

industries, intro0uced in 1179 an0 accelerate0 hy t~c investment cutback 

of 19[1, entai.le~ structural adjustments. Similarly, the C:rive tn impro-ve 

industrial efficiency has involve':l curtailment of employnent in many 

enterprises. The joint effect of these two policies caused the closure 

of 533 large- and mcC.iu~size~ factories in l'H3':', ant of. -over 300 r::ore in 

H81; in adc'!ition, thousanc:'ls of small factories ¥Tere also closed down 
· 111 

during this two-year period.-= 

Because of previously very high birth rates, the rate of growth 

in the labour force will continue at nearly 2 per cent a year in the 

1980~,and a major problem will be to provide socially beneficial enployrnent. 

The scope for expanring c·mployment in agriculture is small, given already 

high labour-land ratios. However, while the present proportion of 

employment in industry is low, this will increase as the share of industry 

/in 

9../ A total of 9 million peopfe were provided with jobs in 11f?O 
and included. those ''waiting for jobs" as well as ne~T entrants into the 
labour force. China, State Statistical Bureau, "Cotmrunique ••• ", op. cit., 
p •. 56. 

_10/ 
ll/ 

Liberation 

Ibid. 
"China's angry unemployed 11

, Asiaweek, C ~r.ay 19::.1, citing 
Army Daily. 
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in output expands am~ as the share in industrial output of r£,latively more 

labour-intensive light industry increases. The very low share of .services 

in total. output also can be expecte~. to gro¥.r. 

Between 1978 and 1980, China's economy expanded, rapi.dly. Because of 

exceptionally good harvests in U7f anc l:l71, m.liF increased at an average 
. 12/ 

annual real rate of 9.7 per cent. In l'JU" it grew by 6.9 per cent.- These 

rates compare favourably with the average annual real growth rate of 5.4 per 

cent from 1957 to 197(). Bet~;een 197L and 197';), per capita NHP increased by 

16.4 per cent and in 1980 by 5.7 per cent. 

The growth rate of NM.P; hot-Tever, fell signif.icantly in 1981. The 

planned rate of growth of gross in~ustrial and agricultural outpu~/ had been 

set at 5.5 per cent (equivalent to 5.~ per cent in terms of NMP),~/ but 

actual results appear to be substantially lower, the preliminary estimate being 

3 per cent or perhaps higher~S/This would give a growth rate in NMP of about' 

1. 7 per cent and only a marginal increase in real per capita incomes. The 

plan for 1982 calls for gross industrial and agricultural output to rise by 

4 per cent. 

The details of. NMP and expenditure most recently available are for 
. 16/ . 

1979, when N11P was 335 billion yuan.- Of total ~tMP in 1979, 38 per cent 

originated in' a~riculture, 46 per cent in industry (hea~f industry alone 

contributing 26 per cent), 4 per cent each in construction and transport, 

and 8 per cent in commerce. The oost 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 fror.;, abroad was only ') .1 billion yuan, 

GNP was virtually equivalent to GDP, l".laking a~justr:-ents for the relative 

over-pricing of. industrial products and for accounting conventions in 

China, the structure of GDP in 1J7) showed two fifths originating in· 

industry,. one third in agriculture and approximately one quarter in 

services. The contribution o£ industry to output in China is about 

/Table V .1. 

11.1 China, State Statistical IUreau, "Communique ••• "• op. cit., p. 33. 
111 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 anc the addition 
of the gross industrial output of brigade enterprises. 

14/ 1981 National Plan,' as announced in L\ugust 1980 • 
.!2/ St;;lteraent of Prime hinister Zhao Ziyang to the National People's 

Congress in late November 1 <lCl. 
16/ The yu~n/dollar exchange rate has moved from 1.5193 yuan per 

dolla~ i~late 1979 to 1,7605 in June 1961. 
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Table V .1. China. Net materia 1 product anc expend:;. ture 
at current market prices, 1977-1980 

(Billions of yuan and percentage) 

1977 1978 1979 

Net material product by 
sector of origi~: 

Agriculture 13.4 108.4 128.1 
(3 7. 0) (36. 0) (38. 0) 

Industry 119.7 133.5 155.0 
(lf5. 0) (46.0) (46.0) 

Construction 10.6 12.0 13.5 
(4. 0) (4. 0) (4. 0) 

Transport 10.6 12.0 13.5 
(4.0) (4. 0) (4. 0) 

Corrunerce 26.6 30.1 27.0 
(10.0) (10.0) (8. 0) 

Total 265.9 301.1 337. rt-1 
(100. 0) (100.0) (100. 0) 

Net material expenditure 
by type: 

Total investment 83.2 108~7 111.3 
(31. 3) (3(.1) (33. 0) 

Fixed investment 64.9 72.2 34.6 
(24.4) (26.::1) (25.1) 

Inventory 
accumulation 13.3 38.4 26.7 

(6. 9) (1:).1) (7. 9) 
Material consumption 174.1 189.0 219.9 

(65.4) (62.3) (65.2) 
Investment. plus 

consumption 257.3 297.7 331.1 
(96. 7) (93.9} (98.2) 

Material f~eign 
trade (net) 1.5 -1.3 -3.5 

(0.6) (-0.6) ( -1. 0) 
Residua 1 error ·7. 2 5.2 9.4 

(2. 7) (1. 7) (2.8) 

Total 265.9 301.1 7 ~I 33 ,1 .. 

(10C.O) (lOO.C) (100.0) 

1980 

138.0 
(33 •. 0) 
167.0 
(46.0) 
14.5 
(4. 0) 
14.0 
(4.0) 
29.0 
(8. O) 

363. ct./ 
(100. 0) 

108.9 
(30.0) 

363. Q::_l 
(100.0) 

Sources:·· China, State Statistical Bureau; Ministry of Foreign Trade; 
and Bank of China. 

a/ Revised to 335.0 billion yuan in State Statistical Bureau, 
"Communiaue .•• ",on. cit., p. 34. 

'E./ ·Beijing Eeview, No. 32 ~. 1981. 
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NMP AND GDP 

The concept of national income used in China is based· on the 
Material Product System. Net material product (NMP) differs from the 
concept of GDP ~ as defined in the United Nations Sys tern of· National 
Accounts~ in that it excludes depreciation and most non-material services, 
including housing. 

In China, material product includes the outputs of agriculture, 
industry, construction, conunerce~ 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 ggriculture, it is tne 
difference between gross agricultural output and intermediate inputs; in 
the other sac tors~ value adde.d is the sum of wages' contributions to welfare 
funds and to, enterprise funds, interest payments$ taxes ~nd profits. 

In 1979,non-material services (excluding rent of housing) were 
approximately 6. 5 per cent of GDP. This is lower than for most other 
socialist economies because of frequent inclusion of such non-material 
factors as education, health and ~ulture in NtW, because of the ~nder
developed state of the non-material· sector~ and because many services are 
subsidized or have small profits and pay low wages. Housing services, 
including imputed rent of owner-occupied housing~ average ?round 3 per cent 
of GDP in developing countries. Thus. the total value of non-material 
services amounts to approximately 10 per cent of GDI'. 

The value of depreciation is est.imated qt around 6. 5 per cent of 
NNP,and this is also low by compari3on with other countries. It is ;due, 
i.rt part 9 to the practice of assuming long-life spans for. buildings and 
machinery and to the omissiqn of depreciation charges on urban residential· 
buildings. 

To compare China's relative sectoral outputs with those 
of other countries 9 two adjustments 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 ~nits .to the non-material services 
sector. Secondly, the relative prices. of Chinese industrial goods .are 

'. ·unu.suall! high and inflate the share attributed to industry. 
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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- o;:· 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 ratio of total investment to Net haterial Expenditure (NME) 

increased to as high as 37 per cen': in 1'.78. In terms of GDP, the ratio was 

approximately 32 per cent in 197S, although this ';vould have been less if 

allowance were made for the over~pricing of industrial products. Nevertheless, 

it is high in comparison with ot'i1er lm.v-income countries. One objective of 

the changed development strategy already described was to reduce the share of 

investment in NME, and a combination of policy measures have seen it reduced 

from 37 per cent in 1978 to 3L:. per cent in 1979 and further to 30 per cent in 

1980, although this reduction was less than targeted.· Actual investment 

exceeded planned investment by 3.9 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 reduc.e the ratio of investment 

to NMP to around 25 per cent. Preliminary information suggests that, while 

the abaolute fall in investment expenditure will not be as large as announced 

in early 1981, the level of investment spending will fall. 

Unlike most developing couni..ries, China has financed its relatively 

high investment in relation to GDP from domestic savings, the share of 

total investment funds from domestic sources being approximately 97 per cent 

in 1979. It appears, however, that considerably greater use pas been made of 

foreign capital in 1981.11/ 

The allocation of investment funds in the past has favoured industry 

at the expense of agriculture and, within industry, the heavy industry 

sector. During 1977-1979, agriculture received one fifth of fixed in~estment 

and industry nearly three fifths. The share of heavy industry in total 

fixed investment during 1977-197:1 vlas nearly 50 per cent. In keeping with 

new policy initiatives, the share of investment allocated to light industry 

and to the production of agricultural supplies will increase in 1981. 

)Table V .2. 

111 See pp. 238 and 240 below. 
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Tal-.llrr:~ V.2~ China .. -e-\llocatiorl of f.ixed irtvestment:1 
1977-1979 average 

(Perce.ntage) 

Agri- Industry Other 
culture 

State capit~l construction 2 " . :) 29.9 12.8 

Commune investment 12 •. 8 ;.. 3 3.4 

Remainder 5.0 21.6 6.6 

Total 20.6 56.8 22.6 

Total 

45.5 

'21.3 

33.2 

100.0 

Sources:· China 0 State Statistical Bureau; Hinistry of Foreign Trade; 
and the Bank of China. 

From 1977 to 1979, 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 .industry, 

commerce and infrastructure and for a large amount ~n agriculture. Other 

sourcas included the after-tax profir.s of collective and State enterprises, 

the revenue.s of b-rigades and commqnes, and the' extrabudgeta:ty incomes of 

local governments. From 1979. however' State enterpriS<:!S could finqnCe 

much of their investment by bank loans, so that the shares of localities 

and of State enterprises in the finance of State capital construction· 

sharply increased. 

/B .. 
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Table V.4. China. Comparative ,data regarding crop 
yields, 1977-1979 average 

(Tons/ha) 

ch'ina. ·~iorld 
Developed Developing 
countri.es countries 

All a/ cereals- 2.65 2. 03 2.62 1.46 

Rice· 3.95 2.25 5.54 2.10 

Wheat 1.82 1.85 2.08 1.39 

Corn. 2.76 3.12 5.09 1.39 

Sorghum i.26 1.33 3.37 0.95 

Soybean 1.05 1.85 2.02 1.42 

Cotton 0.45 0.41 0.68 0.28 

Groundnuts 1.29 0.96 2.42 0.88 

Rapeseed 0.71 0.98 1.48 0.53 

Sources: China, official estimates; FAO, Production Yearbooks. · 

~/ Excludes soybean and tubers. 

During 1977 to 197~ 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 favourable weather conditions. 

and to agricultural reforms. In 1980, hovJever, adverse "(•Jeatht!r conditions 

reduced growth "in output to"2.7 per cent. 

Droughts .in w:i,nter adversely affected some 13 million hectares in the 

nort~and unusually wet weather resulted in widespread flooding in the central 

and southern regions. Grain output fell by 4 per cent to 318 million tons as 

the result both of climatic conditions and a reduction ir. 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 ca..d in livestock 

production, the reduced impact of tbe 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 2( per cent and meat by 14 per cent. Had 

it not been for its highly developed agri..cn.J...tu.ral irifrastructure, including . 
expanded irrigatioh facilities, the impact of the adverse weath~r on agricultural 

output would have been rr.uch mo1;e severe. 
/Table V.5. 
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Ta}Jle v ;5. Ct:~-n~. Foodg:rai.n and r:a sh crop 
production, 1977 ...,1980 ;,, 

(J.v!illio:J. tons) 

1980 output 
1977 19F3 1979 1980 as percentage 

of world output 

Foodgrain 

Rice (padcjy) 128.5 137 .o 11+3. [l 142.3 35.6 

Wheat 40.1 53.3 62.<1 54.2 12.2 

Corn· 49.4 56.0 60.1 5 \). 7 15.2 

Sorghum 7.7 3.1 7.7 7.7 1S.2 

Soybean 7.3 7.6 7.5 7.9 9.5 

Millet 6.2 6.6 6.2 c;t/ " . 20.1 

Tubers 2J.7 31.3 23.5 27 .'1 21.4~./ 
Other 13.) 3.9 15.5 15 0 ':l 

Tota 1 
f6odgrains 232.3 304.3 332.1 318.2 

Cash crops 

Cotton 2 .• 1 ,2.2 2.2 2.7 18.9 

Jute 0.9 1.1 1.1 1.1 27.5 

Mulberry 0.2 0.2 0.2 

Tussah 0.1 0.1 

Tea ~). 3 0.3 0.3 0.3 15.8 

Sugarcane 17.8 21.1 21.5 22.8 3.1 

Sugar beet 2.5 2.7 3.1 6.3 2.3 

Fruits 5.7 6.6 7.0 7.2 

Vegetables 3.3 3.3 3.2 

Sources: China, Ministry of Agricuiture; and FAO, Production 
Yearbook, 198CJ. 

a/ Roots and tubers • 

/After 
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After the shortfalls in grain production in 1980, plans were made to 

raise output to 343 million tons or by 7.6 per cent in 198l,and the gross 

value of agricultural output was targeted to increase by 4 per cent. Current 

indications are that, despite continuing adverse 11eather conditions in early 

1981, the gross value of agricultural output gre'"' by about 3 per cent in 1981 
. 13/ 

and that grain output again reached the record level of 1979 of 332 million tons.-

Although there was a diversion of some acreage to cash crops, the early 

rice crop WC:S reported at around 50 million tons which v7B.S an increase of 2 per 

cent over the 1979 harvest. Other estimates suggest that the 19:31/82 wheat 

crop coul·~ reach 56 million tons ::s compared with 54 million tons in 1930/81; 

that coarse grain output for 1981/32 could be 82 million tons and that cotton 

production could be equal to the 1908 r.=::cord level of 2. 2 milL'..on tons. Output 

of sugar in 1930/81 is likely to approximate 3 million tons 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 China are dominated by 

population growth and climatic conditions. Between 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 production per capita, after also growing 

rap_idly by 7.1 per cent per annum in 1977-1979 to 274 kilograms per capita 

per annum fell by .5.1 per cent in 1930. The imbalance betv1een 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 domestic consumption, 

with this figure rising to around 4 per cent in 1980. 19 / 

/Policy 

18/ Statement of Prime hinistcr Zhao Ziyang to the National People's 
Congress, in late November 1981. 

l.J_/ The net figure is small, sut obscures the fact that substantial 
exports of certain grains from some x-egions were more tttan oatched by imports 
of basic consumer grains by other regions. respite the snall 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 ~nd the size of the international grain market. 



·- 216 -· 

Policy measures are nearly .ss important as \veather in in_fluencing 

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 r:eforms made to 

increase grain output by relating rewards more directly to 'vork performance. 

From 1977, the system of distribution in agricultural production units based 

on the principle of an equal per capita sharing of output was sharply criticized 

and, in 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 int~rnal 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 i.ts 

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 hav€ been allocated to individuals 

for household agricultural activities, .::.nd side-line occupations have been 

encouraged to make fuller use of such plots. The limit on private plots has 

been reised to 15 per cent from 7 per cent of the total c:..1ltivated area. 

Collectives have been encouraged to distribute more of their output 

according to work points and less on a per capita basis. Restrictions on 

the sale of surplus output in the free market have been removed for a.large 

number ?f commodities, including grains. Furthermore, powerful output 

incentives have been created with an upward adjustment of agricultural 

procurement prices. !ligher 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 . 
flexible price policy. Such measures were expected to increase th~ 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 cent, and for 
20/ ,grain more than 7 5 per cent).-

Agricultural decentralization has meant giving production teams and 

brigades greater power of decision over their production plans, end also 

/encouraging 

20/ H.E. Gianzhang, "Newly emerging economic forms", Beijing Review, 
No. 21, 25 May 1980, p. 18. 
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encouraging communes and State farms to make more use of credit and so less 

use of State grants for financing operations. All thes'-' changes are bringing 

about mo~e efficient use of capital, including working capital. To this end, 

the Agricultural Bank was reactivated in 1979 and underwent c~nsiderable 

expansion in 1980; there are plans for dot,tbling its loan portfolio by 1985. 

Ti1e agricultural sector received only about a .fifth of the nation's 

total fixed investment in recent ye~rs, a very small proportion compared to 

its share in employment and total output, end over three fifths of this has 

been financed ·by the conmunes' own resources. However, because of the recently 

announced policy of extending the period of readjustment of the economy 

until 1985,1!/ it appears likely that increases in the nhare of agriculture in 

State capital construction expenditures, and of agriculture support services 

in total State expenditures could continue over the next few years. 

Agricultural policy refor~n3 ·since 1980 have also concerned ther.1selves 

with ceren.l supply. Regional specialbation in various types of crops, 

combined "<lith more effective conccntrc.tion of investment o•.1tlays, has been 

selected as one~ way of reducing the. grain peficit. Acc..crdingly, a decree 

iSSl)-ed by the State Council in July 1980, designated the extensive plains 

in the north-eastern provinces of Haiiongjiang, Jillin and Liaoning for 

development as a major "grain base". Because of the region's :;;hart growing 

season and seyere winters, its vast agricultural potential can be utilized 

only by considerable mechanization. It was thus planned to rr.echanize more 

than 70 per cent of the region's cultivated area by 1985. 22 / Fulfilment 

of this plan will depend on the country's ~apacity to increase its imports 

of farm machinery and also on its ability to expand tbe domestic industry 

for agricultural machinery. Such expansion. has been planned, despite the 

genert:tl cut in the heavy industry sector. 

Notwithstanding recent developments, the •agricultural ·sector continu7s 

to face problems, many related to £1 shortage o·f trained manp~-1er. There is 
, 

a shortage of personnel ·to -plan and ew1luate investment projects, and of .. 
·experiencec:I technical personnel for engineering. Managerial skilJ.s are also 

lacking. Sorae critical inputs such as agricultural machinery have been found 

to have. excessive produ'ction costs and/or iO:ferior quality •. Others, such as cb.euical 

fertilizers, have o,ften been used inefficiently. In additibn, physical problems 

related to land development, such as soil erosion, siltation'and salinity, remain 

unresolved. 
/THE 

21/ Statement of Prime Nini.ster Zhav Ziyang to'the National Pe~ple's 
Congress:-late Novem~ei: 1981. 

J1./ Asia Research Hulletin, June 1981. 
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'2':HE MONGOLIAl\~ PEOPLE'S E:!PU3LIC 

The Xongolian People's ~epublic is the oUest centrally planned 
economy in the ESCAP region or, for that matter, in the world outside the 
USSR. From its inception, in 1924, :i_t has developed a socialist system with 
assistance from the USSR, and retains strong links Hith it, It has had much 
land, a small population and a basically pastoral economy. In 1980 the 
population waE: 1. 7 million. The traditional economy is being transformed by 
the development of agriculturE! i3nd industry. 

Agr:_culture- has 'Jeen rievelope~ 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. ·~~uring,, the 1976-1980 plan, 
277,000 ha of virgin land was c!eve loped but anima 1 husbandry is still the 
dominant farming activity, an::1 sheep are its mainstay. In the 1981-1985 
plan period, however, it is planned 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 1980. Grain 
output was about 287,000 tons, according to FAO estimates, bad weather 
bringing it 13 per cent below 1971 output. The livestock popul?tion v1as 
greatly reduced in 1978 due to bad weather. :'he loss of 2.6 million sniraals 
was made up by a natural. addition of ~:.::. rt:il!ion i.n 1979, but later cold 
weather in early 19!31 reduced the natural increase to 3.) million. The 
target for 1931 is for a 9.1 million increase, giving a 600,000 increase in 
net terms over 1980 livestoc:: population. A rate of growth :i.n agricultural 
output i,n excess of 4 per cent is projected for l ~·!H • 

. 
Farming is dominated by large State faTms, usiog r,lechanized 

techniques, and by herding co-operatives. There uere over cJ State farms 
and ;;fodder farms" in 1900, and 255 herding co-operatives, some of which had 
jointly set up 17 production co-operatives specializing in farm-related 
outputs. A typical State farm might have some 16,0•00 ha of.arable land and 
use about 240 tractors of 15 hp, 36 grain harvesters and 39 trucks; a 
typical co-oper.ative might have 36 tractors and 15 trucks. 

Mongolia's export.s are largely from farming a·nd, more recently, 
m10.1ng. It has long produced some coal, gold and fluorspar, at1d 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 coa 1 ~Jnd lignite was 4.1 million tons in 1980, anci that of 
fluorspar 0.5 million tons. 

Nost industry is concentrated around. large towns. Their factories 
pr.oduce bricks,- sawn timber, cement, leather goods, woollen cloth and other 
textiles, bakery goods and. butter. Gross industrtal output rose by 9.!1· per 
cent in 19P,O, a considerable increase. but below the target rate of 11.3 
per cent. 

/During 
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During the sixth five-year plan, 1976-1980~ output increases 
resulted in per capita supplies increasing by 68 per cent for electricity? 
40 per cent for coal~ 8 per cent for leather footwea~ 9 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. l1ilk pr,oduction rose by 
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 19 79, \-7hich put it into 
the Horld Bank's group of middle-income developing countries. Its real 
GNP had grown :tt an average annual rate· of 7 per cent betwe:t!n 1976 and 1980, 
and· 44 per cent of that growth cane 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. INDUSTRY 

China's industry in 1979 contributed 40 per cent to GDP and 46 per 

cent to NHP. Its industrial output per capita was very high compared with 

'other low-income countries, but low by comparison with middle-income countries 

and very low by comparison with the developed econgmiee. 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 

radio sets. 

There has been a remai-kable transformation in China's industrial out

put. First, an entire atructure of modern industries has been established so 

that China has achieved a high degree of self-sufficiency in the production 

of industrial goods, Secondly, there has been an intensive and successful 
. 4 

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 ellocation of a large share of domestic savings 

to industry and a preparedness to use whatever technologies were available 

when access co~ld not be had to more efficient technologies. 

As a result of these policies, the gro'I'IJth in output secured 

has been due overwhelmingly to the increased use of capital and labour rather 

than ·to their more efficient use. Between 1957 and 197~ when the ratio of 

investment to GDP fluctuated between 25 and 30 per ce.nt, over 50 per cent of 
'< 

these resources ~v-ere allocated to industry. In 19799 about three fifths of the 

sector's 935,000 enterprises belonged to production brigades, one fifth to 

communes, one 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 capitc,l. The average State enterprise employs 

371 workers, has gross fixed assets of c:.bcut 4 million yu.s.n, and produces goods 

worth 4.4 million yuan per year. ':he c.verage annual wage in Ctate enterprises 

is about 1.5 times more than in urban collectives, and this reflects hi~her capital-

labour r.atios. All principal factories are State enterprises. 

/Table V. 6. 



Table V.6. Chine. "cha:::-acteristics of in<.ustrial 
entcrp>:ises, by ovmc:.:ship type~ 1979 

State
owned . 

_____ 7'E. nte rpri se s 
Urban Rural 

ccJ!ect:i.veo 
-------·-·-----·-·-----~-

Number (thousand units) 84 

Per enterprise 

Gross output ( ·u· )a/ m~ ~on yuan- 4.4 

Net output (million 
b/ yuan)- 1~5 

Employment (number) ':'.., 1 ,-, 
.... J ....... ...,. 

Source: China, State Economi .. c Commission. 

a/ At 1970 priceso 
~/ At 1979 prices. 

100 

0.6 

0.2 

133.0 

communes 

171 

0.1 

0.1 

52.0 

Brigades 

580 

17.0 

The majority of ente~l:'prises c.rc 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-suff.'.ciency) 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 a.s India's, and three quarters that of Japan. 

Between 1952 and !.978, ne'..:. industrial output gr3vi at an average annual 

rate of around 10 per cent. Heavy industry, however, expanded 27 tirrtes and 

light industry only nine times. Heavy ~ndustry comprises mainly capital goods, 

while light industry comprises household consumer durables and hand tools. 

The over-ell performance in industry '-ms exceeded during this period 

by only a few developing couni::rics, including the Republic of Korea in the 

ESCAP r.agion. 

In 1980, the over-all rate 0 :; indu:3trial growth was 8. 7 per cent, 

exceeding the planned g~<N~h rate cf j,. per ~~nt .. Althoug~ capital expenditure 

covered by the State budget decre.::sed i:•y ::1early 25 per cent, total .capital 

spending rose by 7. 8 per ce·1t. ·:_.f. reason was pr1rtly that State enter-

prises were permitted accesr tc bank credit to finance investment plans. 

This impact of bank lc11ding on industrial act:i.v:j.::y in 1980 ·~ms 'reinfor·:::ed 

by the positive effects 0"' outk'mt of various mic::-o-·econornic measures discussed 

below. 
/Initial 
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Initial reaction in early 19f31 to the unintended solid performance 

of the industrial sector was to revise the plan for 1901 by scheduling a 

large decrease in total investment of L:'J per cent, mostly to be concentrated 

on heavy industry. The revised growth t~rget for industrial output was only 

0.8 per cent, in contrast with the 6.0 per cent originally planned. 23 / It 

appears, however, that this drastic cut in planned investMent was further 

revie,.;red following concern about the: icle capacity it would create in 

the capital goods sector, and the lonz:ote:nn impact it mit:;ht bave on capacity 

constraints to growth in certain industries. As a result, investment appears 

to have been sustained at a much higher level than the revised plan originally 

intended, as a result of foreign borrowings. Thus, it is likely that 

growth of gross industrial output, in 1931, will exceed the revised plan 
24/ 

target of 0. 3 per cent.-

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 

sector in parUcula~.~/ The new policy guidelines provideO. for increased 

allocations on a priority basis of fi}~ed and working capital, and of foreign 

exchange, to Hght industry and producers of agricultural inputs. They also 

receive priority in allocations of Iaaterials, fuel and power. As a result 

of these revisE~d priorities and of measures taken to improve efficiency, the 

growth rate of gross light industrial output was 9.6 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 re~spectively. The share of light industry in total industrial 

output thus inc:reaeed 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 1981 national economic 
plan andState revenue and expend:.\. tur~") Bei i ing_ J.e.view, Ho. 11, 16 March 1981. 

2L:.f Lt the first three q;;.::.rters cf 1981 grr>ss industr:L.:.l o.utput grew, 
by 1.1 per cent: in comparison with the same period in 19::;c, lit:ht industry output 
rising by 12..1 per cent and heavy i::tdust:cy declini.ng by 7.4 per cent •. However, 
there were expectations that, in the fourth quarter, there will be a considerable 
increase of industrial activity. See New China News Agency, 5 October 1981. 

25/ During the period 1952-1978 heavy industry, w-hich includes most 
producer goods, mining and electric po~.;~r 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 rcfle'cted in the perforraance of different 

groups of industry. In the area~£ consumer durables output of radio setsj 

in 1980. rose by 118 per cent, television sets by 88 per 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 

1975-1979.. By contrast, except for motor vehicles and railway passenger 

~.;ragons. outputs of major machinery and transport equipment, and of mining 

and power-·generating equipment; raihTay freight wagons and hand tractors, 

declined markedly belo~ their output lev.::!ls in earlier years. 

In the en~rgy sector, a number of problems affected production. 

Coal output:, which contributes 70 per cent of total commercial energy~ grew 

by 12 per cent in 1978, by 3 per c12nt in 1979, and declined by 2.Lf per cent 

in 1980. Immediate problems are the need to develop new mines and to 

generally improve technologies and facilities to transport coal. 

Output of electricity continued to rise at an annual average rate of about 

10 per cent> but shortages have given rise to excess capacity in many 

industries. 

Oil production increased by only 2 per cent in 1979, 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 'oeing fully exploited 

and other proven resources require substantial investment~ with considerable 

gestation la.gs. 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 result 

of several large complexes~ built in 1973-1974, coming fully into operation. 

However, some fact8ries are still too small to capture fully economies of 

scale, and there are continuing problems of matching ·supplies with demands, 

so that production of nitrogenous fertilizer is too high and t..'l.at of potash 

too little • 

. Together with sectoral restructuring through the investment 

process, the Government 2 s aim of ra.ising industrial efficiency in State 

enterprises toras pursued by giving; local units more executive authority. 

/Table V.7. 
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Table v.7. China. Indtlstrial output of major 
products, 1980 and growth 1975-1980 

Heavy industry 

Crude coal 
Crude oil 
Natural gas 
Electricity 
Pig iron 
Steel 
Rolled steel 
coke 
Cement 
Plate glass 
Timber 
Sulphuric acid 
Soda ash 
Caustic ~ada 
Cheinical fertilizer 
Chemical insecticides 
Plastics 
Ethylene 
Calcium carbide 
Rubber tires 
Power generating equipment 
J.vlining equipment 
Nachine tools 
M.otor vehicles 

1980 
output 

620 million tons 
106 million tons 
14.~ billion cum 
301 billion kWh 
38 million tons 
37 million tons 
27 million tons 
34 million tons 
80 million tons 
28 million cases 
54 million· cu m 
7.6 million tons 
1.6 million tons 
1.9 million tons 
12.3 million tons 
0.5 million tons 
0.9 million tons 
0.5 million tons 
1.5 . million tons 
11.5 million 
4 193 MW 
0.2 million tons . 
1.3 million 
0.2 million 

Tractors 0.1 million 
Ha11d tractors (). 2 million 
Internal combustibn ·eni:fnes 25.4 millionhp 
Locomotives ·512 
Railway passenger wagons 1 002 

· Railway freight wagons 10 600 
Steel ships (civilian use) 0.8 million tons 

Light industry 

Cotton yarn 
Cotton Cloth· 
Gunny bags 
Ch(!mical fibre6 
Television sets 
Radias 
Cameras 
Bj.cycles 
Se--wing machines 
Y.Trist watches 
Synthetic detergents 
Light bulbs 
Sugar 
Salt 

2.9 million tons 
13.5 billion metres 
433 million 
0.5 million tons 
2.5 million 
30 million 
0.4 million 
13 rr.illion 
7.7 million 
22 million 
0.4 million tons 
950 willian 
2.6 million tons 
17.3 million tons 

Source: China, State Statistical Bureau. 

Q_rowth rate (percentage change) 
Average annual · 1980 

1975-1979 

7.1 
8.3 

20.6 
9.5 

10.7 
9.6 

11.4 
5.2 

12.4 
12.5 
4-.1 
9.6 
4.6 
9.1 

19.4 
6.2 

24 .s 
60.8 

9.4 
13.7 
5.8 
7.7 

-5.5 
7.4 

12.5 
11.0 
5.5 
2.2 
1.6 
o.5 

5.7 
6.6 

15.8 
20.5 
65.: 
10.2 
6.5 

12.8 
13.3 
21.5 
15.5 
13.1 

9.5 
~0.1 

-2.4 
-0.2 
-1.7 
6.6 
3.5 
7.7 
8.8 
1.5 
8.1 

18.9 
-1.5 
9.1 
8.5 
5.3 

15.7 
0.0 

13.2 
12.6 
8.0 

-2 .o 
-32.5 
-38.3 
-4.3 
19.4 

-22.2 
•31.4 

. :-).2. 7 
·'10 .6 
17.1 

' -34.1 
1.1 

11.4 
10.9 
25.9 
38.0 
87.5 

117.5 
56.7 
29.0 

. 30.8 
29.8 
-1.0 
11.8 
2.8 

17.0 

/IDRE 
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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 small-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 kW. There are about 90,000 small hydropower stations in China. 

Development of small hydropower stations has occurred, not only 
because of the scatteYed 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 ~gricultural 
and light industrial 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 stations. 

Government policies, too, have helped the constrqction of small 
stations. Ey directing that power stat:Lons be owned and managed by the 
people who build them, a vested interest was introduced into the development 
<Jf hydroelectric power~ To promote this development, a regional training 
centre for small hydropower stations has been established in Hangzhou to 
promote technical exchanges and co-operation with other countries. 

The avai!~bility of hydroelectric power has, especially in the 
mountainous regions' fostered a.gricultural mechanization and the development 
of local small industry. Small stations have been assessed as more cost
efficient then 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 same as in large ones, and thus 
easily meets the internationally recommended feasible cut-off point of 
$ 0.40. A major shortcoming of small stations, however, is their unstable 
output levels. Because of the absence of regu~tion reservoirs to serve 
most small hydropower stations, the generation of electric'ity fluctuates 
with water levels. Under the influence of seasonal 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 ~md, 
in particular, the construction of la;.ger stations. The new hydropower 
stations in 1980 had a total capacity of about .430,000 kW, and most of 
them a capacity of at least 35,000 kH. Future plans include an <=1dditional 
supply of 1 million k'i·l of hydroelectric power in 19tH,. an annuel increase 
of 1.5 million kW for the rest of the dec::~de, am~ 2 million hlv through 
the rest of the century. At this rate; China's hydropower capacity would 
expand sixfold between 1979 and 2000. 

/Once 
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Once production targets have_ been fulf:Hl.ed. operating units 

have been permitted to produce in accord ¥rith market conditions. 

Various types of companies have been set up as specialists in the produc

tion and sale of narrow ranges of products, to promote quality and cost 

efficiency, and· ·to. help reduce redundancy in investment. In addition. 

enterprises have been provided with expanded opportunities to market 

t~ir,own outputs, and there has been a reduction in the range of goods 

required to be distributed through the State ~mrchasing and supply 

apparatus. 

Of particular importance is the major departure from former 

procedures for financing investment. Virtually all capital acquis.itions 

had :previously been financed by enterpris~s through State budgetary 

appropriations. From 1979~ loanable funds became available to industrial 

entetprises through the banking system, individual znterprises being 

allowed to finance their capital acquisitions on cre?it terms. As 

investment funds became available on a cost .basis, enterprises have been 

induced to become increasingly cost-conscious, thereby improving the 

efficiency of using capital 9 including working capital. At the same 

time a profit retention scheme v1as intrbduccd, whereby. some profits of 
. d . 26/ 

ent~rprises can be retain.ed to finance investment ~xpen itures.-

Some 6,000 enterprises (out of n total'of about 400,000)~ accou.nting 

for 45 per cent of the nation 7 s gross industrial output (GIO)~ had, by 

the close of 1980, localized their dec.ision-making proceduros and taken 

ib 'l' f h.: f' Z7/ Tl' . d respons ·1 1.ty or t e .... r own 1mmces.- · us proc.ess 1ncrease 

managerial flexibility at the operating level, and 'per8itte~ local 

d . . f h . d ff i ZB/ 0 a JUStments to incent1ves or ac :Le:ving 1.ncrcase e ic ency .-- ne 

result was that the volume of their market sales rose .... as a sharE~ .of total 

retail sales, to 35 per cent. 

26/ Beijin~ Revi_e"J• No •. 11, 1981 p. 20. 
V/ Beijing Review, No. 12, 1981: p. 24. 

/Industrial 

28/ Recent imp~ovements in the performance of ·industrtal 
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 outlook 

for energy output is one problem. Oil output has recently declined, 

and increases in output up to 1985 may be difficult to achieve. Coal 

is also beset with problems,and it is unlikely that the -.nnual growth in primal 

energy until 1985 wilJ_ greatly exceed 2.0 per cent. Electricity 

generation, given the existing situation and production gestation 

periods, can grow by only about 5 per cent per annum up to 1985. These 

rates of grqwth in energy output are \vell under half of those achieved 

in the period 1952-1980. Beyond 1985,pr~spects 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 be to increase 

supply and to conserve energy use. Fortunately, there is much scope 

for this. The pricing of energy in the past has encouraged excessive· 

use. Relatively inexpensive adaptation to existing equipment could 

effect substantial economies,and there is need for the greater use cf 

coal in heavy industry. The shift to light industry from energy-intensive 

heavy indus1:ry is already having a marked impact on energy use, although 

a time will come when both need to expand in step and when the 

development of.new technologies in light industry could be more energy 

intensive. 

Another constraint concerns the c.vailability of capital. A more 

efficient use of capital than in the past is essentia~ given a reduced 

share of investment in total 8Xpenditure and an increased share of 

investment in non-productive sectors. The increased ~mphasis given light 

industry vill tend to Teduce capital-output ratios, but other reforms 

relating to primary and inventory management are also vitally important 

if excess capacity is to he reduce<i. 

· Light industrial expansion is constrained already by shortages 

of agricultural and industrial raw materials. To some extent{. the 

shortage of industrial raw materials can be c-ased by expansion of the 

netallurgical and petro~chemical industries and by,the greater use of 

coal. Capacity constraints in agriculture vrill prove less tractable; 

however, other remedial steps arc increasingly to adopt measures which 

/economize 
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economize on the usc 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 indficient 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 p-rovision of 

incentives for innovation and for greater access to foreign technology. 

Telecommunications arE:: a problem area because cf serious 

shortages of telex and telephone facilities :_n major cities. Within 

China, long-distance communications rely upon surface lines and 

telephone exchanges in large· and medium-sized cities are ~n need of 

expansion and modernization. 

Rail transport is a vital part of China's over-all transpor-:

tation s·y:stem. Despite the impressive expansion of nltcrnative 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 medi~tr.- to long-term 

distances, espetially from north to south where thet'e are no natural 

waterway fccilitir:s., In 1980, ·new track construction was approximately 

900 km increasing total track to more than 51,000 km. At the moment, 

only 2,000 km. are electrified 1 with 600 km having been added in "1980 

and with a further 3~000 krr under construction or scheduled for 

construction. 

While the ~ltilization of railroad capacity is 

efficient, capacity output is far belm.; demand, Since. 1952, the. volume, 

of traffic has increased more than. ten tim2s. Length of railway 

tracks has only slightly more · t'ban doubled. Moreow~r, the building 

of goods tracks has until recently con:cc~ntrated on r·;:,lativcly under

serviced areas. Since 1979~track construction has concentrated around 

densely populated east-coast ar.eas, which· provi0e for around 80-90 
' ' . 

per cent of t?tal transport demand. A further problem is due to an 

excess of short-ha~ll traffic bcc:=mse of inadequate and relativ.cly 

expensive road transport facif.ities. 

/New 
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New regulations for the railroading of goods were brought 

into effe:ct in April 1981 in an attempt to further facilitate 

rail transport. Containerization in rail transport is also expanding 

rapidly, with the freight volume in 1980 exceeding 2 million tons 

and doubling the 1979 figure. 

China is now emphasizing the inpcrtance of W!'lter transport 

as an alternative to rail and road transport. Navigable waterways 

are twice as lone as the rail network. Over the last three years, 

water-borne transport has been growing in volume te~ms hy more than 

20 per cent a yecr, and it now Dccounts for 40 per cent of total 

freight shipment, with inland waterway shipping accounting for approxi

-oately 7 per cent and coastal shipping, 10 per cent of <;wcr-nll domestic 

freight movements on a 1a:n/ton basis. 

Inland waterway transport has decided economic advantages in . 
construction at the margin over other forms of transport,and is also 

highly energy-efficient on a tonnage basis once construction 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 arc now bein;; tackled ty the Ministry of Communications. 

Improved facilities are also bein~ provided at major inland ports • . 
Ocean shipping h.::1s increased considerabl;. Ov2r the last 20 

years, the China Ocenn Shipping Ccmp<my fleet incr0.ased frof" 20 vessels 

in 1961 to ovt:-r 500 in 1980. The freight capacity of its fleet in 1980 

was approximately 43 million tons. Bulk cargoes dominate shipping 

traffic~ with ore and grain accounting fer 34 per c0nt, c<:ement and coal 

and fertilizers 12 per cent m<d petroleum for 18 per cent. In part 

this is due to the highly cotr,:?etitive rates offered by Chinese. shippers 

and, in part» to· rElatively undt,r-developed ,contailler st:orvices. . The 

l<ttter problem is being addressed and regular containet- services arc 

now being expanded. At the same time container facilities at Chinese 

ports are being improved. The lack of deep-water berths is still a 
0 

critical problem,which has made for considerable congestion at existing 

deep-water facilities. Congestion problems hnve Glso been nggrov~ted by 

inadequate mana~emcnt and operational techniques. 

/THE 
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THE D~OCRATIC PEOPLE'S 'ffiPUBLIC OF KOREA 

This country occupies the mountainous nort1.1e:cr. half of the Korean 
peninsula. t.rable land is limited to less t'!'lan a f:i.fth of its total area, 
but the country is riel, in minerals - bauxite, coal, r;raphite, iron, lead, 
magnesite, tungstau anr1. zinc. It has a relatively small population, · 
17.5 million. in 1979, anc one thircl of its labour' force is engaged in 
industrial activities ~,;hich, howeve:::-, contribute two thirds of its GNP. 

The State is rulec 1'Y t':le central COtr.I"1.ittee o~ a single party, the 
Korean F0rkers' Party, ·under the principle of Juche, or national self
reliance. The economy is larsely nationalized anc, centrally planned to 
achieve self-su~ficiency and grm..rth. That has meant a buil::.1-up of heavy 
industry, and one third·of industrial output now came~ ~rom the engineer
ing industries 'Y7hich, H is report12d, had achieved Eo': the economy 98 
per cent of ;self-sufficienc'y irl rca.chinery by 1978. 

Dur:j..ng the 1')70s, industrial output expandec· at an averase annual 
rate of 16. per cent, nnd a little more rnpicUy j_n l9CC. This rate was 
2.5 times, the corresponding average groPt~< rate for real GNP, which 
indicates that the economy's dynamism derives rMinl~ f~om industrializa
tion. Stat~ capital expenritm·es fo:c 19£0 r.7ere to increase hy 11.3 per 
cent, but those for incus~ry by 1!1 .6 ';'e'l:' cer..t. · 

Hore than hal € the production of consuRer gow:s comes frorr: sl!.all
to mediul!'-sized factories. ' .. ecently, r.torc att€:ntion hf'.s bee;:;_ pai-1 to 
consun::er goors uit::t the· establishri'r-;r.t of a nn7 1 inistry o·:- Fooc and 
Daily Necessl.t5.es. 

There has also been sor!'P. relaxation of t'i:l~~ ;:r;-:inciple of Juche. 
Export industries have been activt:ly 1)romoted, an~ er..ccuragement has 
been given to joint ventures Fit~ foreign enterprises, rr:ostly 1-'estern. 

As.:-tcultut'e has grm•m much less rapidly than ir.dust:ry. Its 
average annual growth rate du::ing the 1970s was 6.1 per cent, and this 
fell to ?. .4 per c_ent Pith thE: ba:! clit:'atic conditions of 1980 in north
east f:,_sia. Food production grew more slm·Jly st:i.ll, by only 3 per cent 
a year in the 1970s. l.cc<Jri'.in6 to FAO estimates, 0.5 million tons of 
grains were pro~uced in 19C,.,, the r"ain cr. ope being rice and maize. In 
1 '):}0, Sotr'e 3501'000. tons of. rice ane 21r·, 000 tons of 'Maize 1i7ere expqrted, 
ancl 5 50, 000 tons of. \>lhea t were .~mported. 

The 1 ir1ite~ arable' area, and a harsh climate which usually 
permits the prorluct:i.on of only one c:rop a year, have made ~t difficult 
to attain self-sufficiency in fcio•~. ;cfnce 1959, peasant £arning has 
been replaced by collective farms using 8-10 tractors per lOr; hectaretl. 
Rice procuction is largely nechanizer.J on sane collective farr.w. · . 
Irrigatio'n has also been cevelope-:', to the point of co'lft>r-:lng nearly 
half the cultivated area, a highe;: proportion than the average for Asia. 
Increasing size of· farms has been counterbalanced. b;y r!ecreasing size· 
of groups t-1orking the farms. These croups \vork on a subtean contract 
systettl, whic'\1 allows the award of proc'.uctivity bonuses t·:> a tear.:\ :Cather 
than to individuals. 

/Current 
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Current ~evelopment plan~ for agriculture stress fruit production 
and fishing. Orchards occupy 2.5 per cent 0? t'he total land area. Fish
pond £arming has already developed to yield about 3 dllion tons of this 
major protein food. Deep-sea fishing provi0es r::uch less than that, but 
it was allocated the largest :rate of increase, 70 :1e1~ cent, of· State 
investment expenditures unrer the 1980 budce~. 

1'.i.ost of the country's tra(1e is with Clv;EA countries, but a recent 
expansion of trade with non-c~nist countries, notably Japan, has 
increased their -proportion of trate t·7ith the DPRK to tt-10 :~ifths. In 
197J, total merchanc!ise exnortl; were probably about $ 1, 50f\ million and 
merchandise imports about $ 1, 6 00 million. Minerals and metals were nearly 
one third of exports, as \'lerE: ot:1er primary cClt'!Toc.ities; textiles and 
clothing, rc.achinery and transport equip~ent were each 5 ;)'er cent, an0 
other l':'.anufactures the renaining 30 per cent. i~.bout one third of 
imports are capital goods, :Jne ':i.ft~1 '~at-r I!"ateric>.ls, C~ne tenth ps;troleum 
a:nd the remaining thirr1 consunc .. · soocs of various kinds. ;3hortat;e of 
foreign exchange has been a major constraint on econOl:lic Q:'OV7t!l, and 
this prablem has been intensL~ied ";Jy <;ifficulties ·'.n servicing or repay
ing foreign loans which, in 19Cl~ were esticater'l to ''lave reacher 
$ 2.1 b:i.llion. 

/D. 
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D. FOREIGN TRADE AND P AYMEi.•1TS 

China's trad~/ has 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.) sli3htly more than doubled in current value 

terms. 301 MeasureJ~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 1.2 billion yuan in 19.78 and 1979, and then to 

a surplus of 0. 56 billion yuan in 1980. The balance, ~..rhen in deficit 9 never 

exceeded 6.0 per cent of exports in any one year 1 and over 1977-1980 was in 

slight surplus. 

Table V.S. China. International trade, 1977-1980 

(Billion yuan) 

1977 1978 1979 1980 

Exports 13.97 16.76 21.17 27.24 

Imports (f,o.b.) 12.18 17.19 22.38 26.68 

Balance of trade 1. 79 -0.43 -1.21 0.56 

Balance of trade a-s percentage 
of exports 12.9 2.6 5. 7 . 2.1 

Sourceg IMF~ International Financial Statistics, November 1981. 

/Figure V .2. 

29/ Data sources include China's State Statistical Bureau, Ministry of 
Foreign Trade 9 and IMP's International Financial Statistic~, November 1981. 
Unfortunately, complete trade dat~ are not yet available in China. The Customs 
Administration recommenced data collection in 1930 but encountered processing 
pr9blems. Data are collected by the Peoplevs Bank of China on the basis of 
payments transactions~ and by the rtinistry 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 1 because trade data exceeds payments data due to the loss 
of perishable exports, and because of timing .Jifficul ti.es. On the import side, 
discrepancies als~ exist between the People's .Bank of C~ina reporting and that of 
the Ministry of Foreign Trade. Payments generally are much in excess of imports· 
reported by foreign trade corporations to the Ministry of Foreign Trade because 
of imports by bodies not required· to report to the rlinistry 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, 

l 

and of over 12 per cent in 1980 and 1981~ accompanied by significant increases 
in prices of Chinese exports in the wake of domestic price liberalization, the 
"quantum rat.:; of increase of trade would, of cotl!'se. be significantly lower. 
Nevertheless~ as compared with. recent tr1de' experience in other developing· 
countries (facing the same world inflationary situation)7 China's record is 
impressive. 
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a/ Imports-
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0 
.. ---·------------·1---.-L-~-----'--------'-----'---_.__ 
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a/ Imports are valued at c.i.f. while elsewhere they 
are on f.o.b. basis. 

Figure V.2. China. Ratios· of exports and imports to net 
material ~roduct 
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As in most large continental cour:tries, the contribution of trade to 

GDP is relatively minor, although in~:r:easing rapidly fron1 a low initial base. 

The magnitude of trade, hm<ever, 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 domestlc economy 9 ancJ. of the acces's to food 9 raw 

materials, ·semi-processed cow.modities and capital equipment of vital importance 

to the development needs of the Chinese economy, The iraportance 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 provinces and cities, which has eliminated previous bottlenecks, 

although creating in some cases confusion for potential foreign trading 

partners. 

In 1980, exports expanded by 29 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 comp<3;red ~vith the same period in the previous year. 

Rapid over-all growth was accompanied by considerable changes in the 

composition of both exports and :i.mports. Q·p the export side, rising energy 

prices and China 1 s need for fareign exchange caused the share of crude oil, 

petroleum products and coal to rise from one fifth to over one quarter of total 

exports between 1979 and 1980. Stagcating prices for other primary products, 

however; reduc.ed the sl:lare of foad and other rav1 material exports. The 

proportion of minerals and heavy industry products rose, in 1980, to 52 per cent 

as against 44 per cent in 1979. The export share of light industrial products 

was only slightly lower, with important cc'ttributions from handicrafts, CC\tton 

and silk thread, fabrics and garments. 

The composition of importG in 1')79 bad reflected China's growing 

interest in upgrading its industrial technology to world standards? as the share 

of imports for machinery and equipment rose to one quarter; that for coasumer 

goods was held down to less .han one fifth, cen;als accounting tor half of them. 

In 1980, however~ the share of consuner goodE increased fr)m 19 to 21 per cent, 

and that of raw materials for lisht indu~;try from 17 to 24.3 per cent, 

reflecting the Governmentvs altered development priorities. 

/Table V .9. 
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Table v.9. China. Composition of international 
trade, 1977-1980 

(Percentage) 

1977 1978 1979 

Imports 
Producer goods· 

Machinery and equipment 17.7 17.5 25.2 
Raw materials for: heavy industry 32.0 38.2 32.9 

light industry 19.6 19.4 17,3 
agriculture 6.8 6.3 5.9 

Consumer goods 23.9 18.6 18.6 

Total 100.0 100.0 100.0 

Exports 
Primary products 

Mineral fuels, lubricants and 14.1 13.8 19.5 
related raw materials 

Food 23.7 23.8 19.8 
other 15.8 15.9 14.3 

Industrial products 
Heavy and c::hemical industry products 11.2 10.4 10.9 
Light industry and textile products 35.2 36.1 35.5 

Total 100.0 100.0 100.0 

1980 

26.5 
20.7 
24.3 
7.3 

21.2 

100.;0 

26.5 

} 30.5 

10.0 
33.0 

100.0 

Sources: 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-all export prices by 

19 per cent, this was more than offset by a 20 per cent rise in import prices. 

There was probably ~n improvement in 1?80. as th2 c(;·,tinued ris8 of oil 

prices more than offset increases in import prices. 

Rapid expansion of trade after 1977s and an associated change in the 

composition of imports and exports, affected the direction of trade. 

There have been pronounced shirts in the direction of trade since 19 77 ~ 

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 1977 and 1979,and within the market economies there 
' 

were marked changes. From 1977 to 1979, the share of the industrial countries in 
.. 

China w s exports increased from 36.9 to !•2. 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 1977 and 19solh1 declined from 25.4 to 

23.4 per cent. Between 1977 and 1980, the share in tc.1t2l 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 cent; and of the United Kingdom from 0.4 to 

3.1 per cent. The share of the centrally planned economies in Chinaws total 

exports declined from 16.3 per cent to 13.3 'per cent between 1977 and 1979. 

On the import side, shifts in the compoGition. of trade were even more 

pronounced. The share of th:; market economies in China., s imports increased 

from 84.0 to 86.8 per cent between 1977 and 1979 ~ the share of the industrial 

countries increased from 66.9 per cent to 72,9 p2r cent~and that of the 

developinli countries declined from 17.1 to 13.9 per cent during t~e same time 

period. Strikingly, the share of the United Stat(:s in total imports increased 

from 1.6 per cent in 1977 to 18.3 per cent in 1980. 

,These shifts in the direction of trade have brought about corresponding 

-sM.fts in·trade balances. Between 1977 and 1979, China's balance of trade,with 

th~ m~rket and centrally .directed economies consiqered separately~ mov2d from 

positions of surplus to deficit. Hithin the market economy group, a net deficit 

position with the industrial economies :lncre.a,sed, 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 shift from a surplus 

po~ition: with the United States in 1977 to a deficit position in 1979. 

/Unfortunately 

31/ References to 1980 trade are based on the data for Jant~ry
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 1S78. Another 

contributory factor has been the activities 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 al;tong invisible transactions. 

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 anci that this~ together with the balance of merchandise trade 1 

resulted in current account deficits of increasing magnitude from 1978 to 1980. 

The deficit in 1980 was probably around$ 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 overseas 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 by the People's Bank of China abroad and by Chinese banks 

in Hong Kong. There were modest short-term borrowings in 1978, and more 

extensive borrowings in 1979 and 1980 to finance the growing current-account 

deficit in those years and to finance repayments~ In recent years, there 

have also been marked changes in the use of long~term capital. As usual, in 

1977 and 1973 there were net lcng··term capital outflows to finance foreign 

assistance abropd 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 und.-;r compensation agreements. Long

term borrowings in 1930 were around $ 2.0 billion~ with the share of 

Eurocurrency loans falling markedly. Of particular note, however~ has been 

an increased recourse to long-term borrowing in 1981 for sustaining growth 

/Table v.lo. 
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and mainta~ning external financial equilibriumo In 1981? foreign borrot..rings 

reached a record lev-el of ·& .0 billion yuan, which is :1pproximately equivalent 

to $ 5.3 billion. 

From IMF, China withdre'" SDR 218 mi)_lion from its reGerve tranche 

in late 19~0. Then in early 1981; it took out the balance of SDR 150 million, 

in addition to using the SDR 45J million standby credit facility 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 S 12.5· billion is a rough measure of such debt outstanding at the end 

of 1981. This would be equivalent to around 60 per aent of exports in 1981 

(assuming an export gro-:;..rth rate of 15 per cent for that year), and is roughly 

double a similar estimate for 1980. The debt service ratio, of course, 

would be only a small fraction of this figure. 

The international reserve p0sition appeared sound, the ratio of 

reserves to imports beL1g 0.5 in nid--1981. Total reserves (foreign exchange 

holdings, SDRs, and gold at national valuation) 'increased from $ 2~141 willian 

in 1978, to .$ .3,116 million in.l980, before rising .to.$ 4,337 r.tillion in the 

·second quarter of 1981 as foreign currency ¥JaS accumulated in order to 

liquidate trade debts. 321 Gold holdings have remained cpnstant since 1979 

at 12.8 millloh ounces. The· official foreign exchange rate has fluctuated 

only mildly·, moving from 1.5550 yuan per $ in 1979 to 1.5487 as .of January 

1981, followad by a decline to 1.7605 in June 1931. 331 

/NEW 

32/ IHF ~ International Financial 3tatistics, November 1981. 
33/ For domestic enterprises using accuuulated profits on deposit 

with the:Bank of China for import purposes 9 however. the official exchange 
rate. in late 1981 was 2.3 yu:.tn per $, wi'th the rate rising as high as 
J·; 2 yuan on the open market. 
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NEl.J FORMS OF PRIVATE FOREIGN UJVESTNENT 

In order to sp.::;ed up its modernizeti·)n programme, China began, in 
late 1979, to promote infbws of foreJ.gn capital. By the end of 1980, 
nearly 1,209 industri-"11 egreements hnd bef:n signed, with capital commitments 
of $ 1.4 billi'on. The agreements cover several ne"7 forms of foreign 
participation: ·equity joint ventures, contractual joint ventures, 
compensation tred2 <Jgreemerits and processing or assembly contract agreements. 

The most comm')n type ')f foreign involvement in China's industrial 
activities is the processing or assembly contract arrangement. Under it, 
China receives a·fee .f.or 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 Hacau to t~ccommodate enterprises working 
under· these contracts. Three (Shenzhen, Zhuhai. and Shan tau). are in Guangdong 
Province, and the fourth (Xiamen) is in Fujian Province. In addition, 
within Shenzhen SEZ, j_s the Shekou Inc:!t;;:::tri21 Area, set up in mid-1979 
(before Shenzhen s;~z) and managed by China Merchar.ts' Steam N;;~vigation on a 
25-ye.<Jr l(:ase. The company is ~ Chiussc enterprise, Ecstablished and based 
in Hong Kong over fJ hundred yeers f'W:) to FJttract foreign investment and 
promote trade. Shekou currently has 1/foreign investment projects with 
a combined cepital of~~ 95.2 milli8n. By the end of 1980, neerly 6,t~oo 
orders for processing and Assembly work, vclued ~t $ 990 million, h.<Jd 
been entered in Guangdong' s SEZs. Outp;Jts were pr')duced with imported 
equipment costing·$ 67 million. The bulk of these contracts are with 
Hong Kong and YJ.Bcau (70 per ccr:t) and Japan (20 per cent). A total of 
4.70 export processing agreements,with capital commitments of $ 380 
million, had been entb:red into in the SEZs by the end 0f 1980. 

The second most common form of forefgn investment is the com
pensation trade agreement, by which tlv:. foreign partner supplies 
equipment and technical assistance and i£ repaid with part of the 
annual output. The Chinese pGrtl.er ret2ins 100 per cent ownership 
and control. By the end of 1980, a total of 362 agreements, involving 
$ 254 million capital, had been signed. Host projects ere 1'3gain 
undertake~ with H~ng ~eng and Macae (SO per cent) and Japan (35 per cent). 

The most common type of £')reign parti<;ipation, in terms of 
capital commitments; is the contractual j o:i.nt venture, in the form of 
eith~r co-operative production or·joint operation. Under the co-operative 
production agreement, the foreign partner provides technical assistance 
and capital equipment, has no equity share, :md is repaid with a 
specified ~mount of output. The enterprise initially undertakes production 
at the later stages of the manufacturing procese, importing most raw 
materials, and gradually extends its activities backwards until the 
whole product is made from local inputs. One of the major co-operative 
production projects is th~ manufacture of toys, and another is in 
petrochemicals. Joint operation projects arc a variation of the 
co-operati ·12 produc.tion arrangement, whereby the foreie;l, partner 
supplies the equipnent '::md the Chir ,_:;c counterpart m~?nages the enter
pri~e. Profits arc divided, but not nsce8sarily in proportion to 
equity shar~s., and the fryreign capit31 H repaid within ten ye~rs. 

!In 
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In mid-1981, there were 58 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 8nd handling 
Chinese products.) Ths partners shar.;;; equity and m~nagement. The capital 
committed in the 22 projects totalled $ 217 million, of which 83 per cent 
was f.oreign cepital. Host pr'1jects are in tourism and light or handicreft 

· industries. A maj 0rity of the foreign partners nre overseas Chinese. One 
joint venture, considered to be An e:xsmplary case o~ co-opE:r.<>tion with 
foreign industrialists, is an slev~tor company in which China holds 75 
per cent of the equity; 20-30 per cent of the output io exported. 

Yet another nr:•.; forf:'l. 0f industri£>1 r>rrangement with foreign 
corporations is eJ:emplified by an <1g::,_;0ment recently concluded with an 
Americen company to work as p<>rtner in the menuf<'lcture C>f eight product 
groups, ranging from diesel engines to r0ed-builcing m11chines :md buses. 
The American company will supply the technology, via a third partner, 
distribute the products, nnd also provide foreign fin~nce if that is 
necessary. Tvm othe;: such f'greements have been signed, involving railway 
undercarriages and aircraft ports and frames. In effect, these are 
trilater::1l arrangements whereby China has charge of the manufacturing 
process, and technology is transferred from e western enterprise, 
identified by the American partner, who takes eare 'of marketing. 

Preliminary evaluation of the:;:;E. various schemes of foreign investment 
indicates that most 6£ the foreign participation is from. 'Jvers~as Chinese. 
Few large multinationals, which could effect significant trAnsfers of 
technology, have been attracted to China. China is thus cpnsidering how 
to improve incentives fer foreign invc:'stment, and t·o give greater pr0tection 
to foreig~ interests. For instance, rules liberalizing industrial 
activities in the SEZs may be enacted And would probably allow foreign 
investors duty-free imports 0f raw materials, reduce by 50 per cent current 
taxes on cigarettes and liquor, lower the ·rat::; of tax em profits, or grant 
longer tax holidays. Admini~trative proc~dures would be simplified, multi
entry visas would be i£sued, and fo~eign currencies might be permitte? for 
special transactions, although the renminbi would remain the dominant 
currency. China-affiliated bankE in Hong Kong and Macau would be 
permitted to establish branches, and the SEZs would pr~bably be given full 
aut•:momy to conduct foreign trade. In addition, frJreigners might be 
permitted to invest also in commercial enterprises. Foreien employers 
could also be given the right t~ dismiss w~rkers, and there are plans to 
alleviate labour shortages by bringing skilled workers from other regions 
to the SEZs. There a:re discuseions, to::;, about making Shenzhen an 
arbitration centre for scttlint; disputes between loc-31 and foreign 
industrialists. 

Uncertl'dnty over China's treatment C)£ forl'ign earnings was reduced, 
in late 1981, by th~ ::;doption of an incC>me tAx law f0r foreign companies, 
designed gener.slly to attract more f•xcign investment. Though the law 
imposes an unexpectedly high maximum tex rAte of 40 per cent, together 
with a 10 per cent local tax, the effective rates would be much lower· 
with tax exemptions. Reduced tax payQents weri"> also provided for firms 

/investins 
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investing in industriec with low profit ratios but designated as operating 
in priority fields. Moreover, s~me companies would be able to write off 
their tax payments against home governmcn~ tax credits, a provision that 
has been seen as paving the way for American oil. companies to participate in 
offshore oil 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 budge': ~cn8oJ.id.-, ·~- r. 

the budgets of; the public sector,and a{)proval by the central Government 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 m-9intAined budget-s which were close to 

balan.:ing. In that year, however, and in 1980, therE' were considerable 

def.icits. A surplus o[ about 1 billion yuan in 1978 was follo~ved in 1979 

by an unplanned deficit of 17 billion yuan. In 1980, the GovernmE.~1t plmmed 

to run an 8 billion yuan deficit, but it incurred an actual deficit of 12.8 

billirm yuan. These two deficits were equal to approximately 5 c:nd 3 per cent 

of GDP. Concerr; about this flituation led the Government, in itE revised 1981 

plan, to take .steps to ·baJ.ance the ·state budget at around 106 billion yt·' n <'md, 

totvards the close of the year, it app-:::ared that this objectiv.e would come 

close to being met. 

The 1980 budget deficit was partly the .result of a vnriE!ty .'Jf policy 

measures affecting both revenues and expeP.ditures. On the r~venue side, 

profit remittances from State enterprises we:;:-e reduced because of poHcies 

which generall:r :;:-aised wage levels. Revenue was also affected by the 

relatively slower ppce ;2 the eLonomy' s develq;,:;T::::,~: i-:, 197r- ~ ·' H"'n , 0n ' 

by the profit retention schem~· me.king for greater financial auto:J.om.y at lo-::<Jl 

and enterprise levels. These conditions, which are policy induced, ct'e likely 

to continue and emphasize the importance of improving the sys~em of tax 

collection,if budgets'are to be balanced~ On the expenditure side, the 

deficit '~as affected by tax-relief programmes to eid poverty-st~i~ken areao 

ar.ci uy increased vrocurement prices for agricultural products. The gross 

deficit of 13.8 billion yuan in 1980 was financed by a 12.8 billion yu&n 

overdraft from the People 1 s Bank of China, and by 1.0 billion yuan of forei~1 

borror.rin;~ (net of repayments). 

Concerned about the appearAnce of inflation, and the suostantial 
3t' I 

budget deficits of 1979 and ,19HO, the Gavernment, in ea>::ly Fe;)ruary J.981,-'' 

/Table TT . .:. ..... ,. 

34/ Announcement at National People's Congress Standing Committee 
in February 1981. 
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pulled down Fiji~s rate of population growth. Natural 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 countries mentioned here. 

Employment statistics are not much better. Their chief defect 

is in regard to subsistence agriculture w·hich wholly or substantially 

absorbs much the greater part of the economically active population. Some 

subsistence farmers gro"t<r cash crops or engage in casual. labour or 

marketing activities; demarcating_them from purely subsistence farmers 

is not easy, and lines are no·t drawn uniformly by different countries. 

Table VI.l~ 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-agricultural labour to the 

t:otal population. This was about 6 per cent in Papua New Guinea and 

Solomon Islands~ and 9-14 per cent in the other island countries. 

Indus trial activities are little developed outside Fiji. There 

manufacturing provid~s more than a fif~h of non-agricultural employmepts 

but in the other countries 4-11+ per cent, except in Cook Islands 

where, canning ac ti vi ties raise it to 16 per cent of a very small non-· 

agricultural labour force. ~lining absorbs over 4 per cent in Papua , 

New Guinea only because of a single great mine at Bougainville pro9ucing 

copper and gold. Fiji.has some gold 9 too~ but the mines there absorb 

little more than 1 per cent of the non--agricultural. labour .force. The 

proportion for bui1din& and construction is more uniform, ranging_from 

6-7 per cen.t in Papua New Guinea and Vanuatu to 12 per cent in Fiji. 

Host of the non--agricultural employment in PaCific island 

countries is provided within the services sec tor, ·and more especially 

by the Government. Proportions range from 5 to 14 per cent for transport 

and communications~ from 14 to 20 per cent for trade) hotels and 

restaurants, from 2 to 6 per cent for finance and other business services$ 

and from 30 to ·so per cent for government and personal services. 

National account statistics also have their defects in these 

island CotJnt;r~es ~ but give a .. better idea of ~conomic structure 

/Table VI..l. 
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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 

New Guinea, about one quarter in Fiji, and aboat 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 

receipts from tourism covered a considerable part of.the trade gap but 

they, and other countries vJith large import surpluses, also depended 

heavily on official aid flows. 

Nevertheless, these countries appear to be within the World Bank's 

category of middl~-income developing countries with per capita'GDP, in 1979, 

exceeding $ 370. Fiji led with $ 1,5~8, followed by Papua New Guinea with 

$ 752. There are estimates for 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 $ 590. Papua New 

Guinea 1 s average income would be somewhat inflated by the very much 

higher incomes of the relatively sr,~.ll number of ex-t~atriates residing 

in the country; and Kiribati's average income would have dropped sharply 

with the exhaustion of phosphate deposits on Banaba Island. Kiribati's 

average income, mo~eover, and those of Samoa, Tonga and Tuvalu include .. 
a substant~al contribution from remittances sent by workers in othet 

~ 

countries: Samoa, too, has sought special United Nations assistance as 

a "least developedn country, criteria for which include~ besides poverty~ 

heavy dependence on subsistence agriculture, little industry, very low 

rates of,economic growth and poor development of experts. Other island 

countries could also be put into thfs category. 

B. · b'MFLOYMENT AUD OU'i'PUt 

Demographic statistics for Pacific island countries have sericus 

imperfections, but it would seem that population has recently been gt'owin8 

by over 3 per cent a year in Solomon Islands and Vanuatu~ by around 

2 per cent a year in Fiji, Kiribati and Papua New Guinec::, but by only 

about 1 per cent,in Samoa and Tonga. A reason for the low growth rate 

in these last two countries is that _many· of the~r people have gone abr~ad to 

work, mostly in Australia or New Zt:aland, and s:,~.h migra-rion has also 
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Fiji has a population of ?30,000, 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 

coml-uodity, oogar, accounts for over half its exports or about a third 

of its GDP. Coconut products are the next most important category of 

exports. 

Solomon IslandG and Vanuatu occupy high islands that are densely 
.•. 

forested and well watered. They are more dependent on sul .. sistence 

farming than Papua New Guinea. About 90 per cent of Solomon Islands' 

population of 230,000 deP,ends on subsistence agriculture and fishine. 

Copra contributes about one quarter of exports, and three fifths of it 

comes from smallholders. Fishing, mainly commercial, 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 considerable plantations producing 

copra, beef and small quantities of cocoa arid 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 mariy atolls. Kiribati used to derive 

.most of its export income from the phosphate deposits on Banaba (formerly 

Ocean)Island but these have been exhausted so that copra is now the 

main export, 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 is its rich 

deposit of guano, which is expected to last until 1995, but income 

from that has enabled it to hav~ an extensive welfare system for a 

population of only 7,300, to buy real estate in Australia, 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 workforce engaged in any form of manufacturing or construction, 

and both have had considerable migration of lab9ur to New Zealand or 

Australia. 

/Figure VI.l. 
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VI. SOUTH PACIFIC ISIJU~ COL~TRIES 

Pacific island countries had come into economic difficulties during 
1980. World prices fell for their major export commodities ~~th the 
exception of sugar and.9 in that year_, bad weather severely damaged 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 productions 
and in Papua New Guinea due to bigger outputs from the BougainviZZe mine 
and investment activities connected with the new Ok Tedi mine. Commodity 
prices con-tinued to faU to the detriment of export receipts in aU Pacific 
island countries3 and Kiribati suffered a big loss with the exhaustion of 
the phosphate deposit on Banaba island. Higher prices for oil and other 
imports added to difficulties aver balances of payments3 as did the 
stimulus to imports of consumer goods from high rates of inflation.. SamoaJ 
despite a previous large devaluation, lost its free reserves of foreign · 
exchange3 and Solomon Islands had to devalue its ~Arrency. Except in Fiji 
and Papua New Guineas in.f1ation was associated with the financing of 
budgetary deficits and ranged_, during 19803 from 11 per cent 'in Papua 
New Guinea to 23-30 per cent in Samoa and To~ga. Inflation moderated in 
1981 in Fiji, Papua New Guinea.9 s~~oa and Tonga3 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 island 
countries have no better economic prospects. 

A. OPEn Ai.\SD VULNERABLE ECONOMIES 

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. For their economies are very small and open, th8y have almost no 

manufacturing activities except in Fiji aud Papua New Guinea, which do not 

have much, and they are not self·-sut'ficient ~ 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 are extremely 

dependent on petroleum imports for their supplies of cor~ercial energy. 

Papua New Guinea, much the largest Pacific island nation~ has 

abundant forests and a large hydropower potential, a big copper mirte a•d 

another one being developed~ some otl-J.er minerals which have yet to be 

properly exploited~ and a few light industries which employ less than 2 per 
i 

cent qf 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 farms or cultivating, as smallholders, coff~e~ cocoa, coconuts, 
• 

and a few minor cash crops like tea, rubber and palm oil. 

/Fiji 



1979, ~ages in StaL~-owncd anf collective enterprises incruased by about 15 

per cent. The 2ffect of the decision macle in 1.979, to increase further the 

wages of these \•Jorkers ,, had an u.1pa·~t on wages in 1980, vlhc:n the increase 

probably exceeded 13 per cent.. 7'hese increa·scs :i.n nominal 'dages wen~ 

still very substantial in reaJ. b;;1-ms, given inflation· rates" 

Rural incomes .in China are derived from collective income, distributed 

to commune members on a workpoint basis, 2.nd from produce rais•od em private 

plots of land. In 1979, the latt.er accoun·ted fnr 27 per cent of rural income 

and its share 5.s increasing rapidly. At the same time, rural. incomes have 

also grown rapidly; between 1977 and 1979, the average per capita collective 

income of commune workers increased by around 13 per cent. 'rotal annual 

average per capita incor.1e in rural areas was about 160 yuan in 1979. This 

was well below thE3 average annual· per capita income in the cities which, in 

1979, was 336 yuan. The gap is due to increasing differet¥Jes in capital/ 

labour ratios in rural cU1d urban. areas, Rural/urban income differentials 

manifest themselves also in regional income differentials. In 1979, average 

national per capita Gl\"P was $ 256; it cxceeced $ 1,000 in Shanghai and was 

less than ~; 200 in ·sichuan. 3€/ 

/VI. 

36/ Xinhua News, Beijing, 6 September 1::>80. 
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Prices in Chj_na fror.: 195" to l;JYl \vere very stable. The cost

of-living inc1.ex increased c~uring this period at an average annual rate of 

arounc 1 per cent. In 1180, however, the cost-of-living index and the 

retail price index rose by G per cent and 6 per cent respectively, which, 

although modest by international standarcs, Has socially disruptive in 

China. The rise in the cost-o~-living index was 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, anc o~ increases in 

the cost of eight major foocs (vegetables, eggs, poultry, aquatic products, 

t:'.ilk, rrutton, beef and pork)~ and partly a result of the larger amount of 

currency in circulation already discussed. 

It is probable tha·t these official figures understa.te the degree 

of inflation because there have been unauthorized increases in administered 

prices, which prompte~ the authorities to strengthen price controls in 

December 1980. t~ng other things, the measures aimed at stricter controls 

over credit and currency in circulation, anc. at a general tightening of the 

administration of price controls. 

There are two other observations to be P~de about recent price 

movements. First, the steady historical inprovenent in the rural/urban 

terms of trade has been greatly accelerated by the increase in procurement 

prices noted above, as well as by reduced prices for far'"'l inputs, including 

insecticides, farm machinery and cheoical fertilizers. Since 1950, agri

cultural prices have increased about twice as rapidly as industrial prices 

and, fron 1977 to 1979, the rural/urban terMs of trade ir.:proved by over 21 

per cent. 

Secondly, the steep fall in rural fair prices during 1977-1979 

probably reflects the increased quantities of goods sold from private plots 

in these competitive markets. 

In China, over-all basic wages are determined by government decisions 

about the size of the total wage fund. There are tt¥0 categories of wages -

-one for factory workers and the other for professionals - and, in aC..dition 

to basic wages, there are bonuses, fringe benefits or subsidies. 

During the Cultural Revolution, wages stagnated and it has been 

government policy s'ince 1977 to increase them so as to stimulate production 

and to increase the share of consumption in'total output. Between 1977 anc 

/1979, 
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F. PRICES 9 ~·I AGES AN:LJ Il~COMES 

In China, there are two gene~·al ·:ategories of prices: those fixed by 

the State 9 ··ndrmally otl. th~ basis' of producdor-. costs plus· profits; and those 

set by the producing entity or by r.egotiat:i.on between vendor and purchaser. 

Although recent refc-::-ms .. ba·.v.e increased the in:ryortance of the second category 9 

v7hich more c~osely approxime.t£s rr..;.;.rket condiL.ons 9 the_price structul;'e i.n 

China remains predominantly controLled, Cor;-modities \vhose prices are 

controlled by the State irc:lude rai1rr:-s.J 9 transportation 9 coal·~ basic t:hemi~al 

materials 9 steel 9 iron ore, gr'"'in 0 Pd::..bl.e o".ls, cotton and cotton clot~ 9 and 

comprise around 70 p21· cent of t:hf'. tc.tal vP.lue of all goods produced. 

The influenc-= of th''" State ctJ. price determin.:1tion is particularly 

strong in the industrial seci:or altL.oug:1 :rec-:;nt reforr..·s 0 which emphasize profits 

as tb,e ).<ey targe:: fo.c- enterp':"i:S'$ 9 have encoeraged price consciousness on the 

part of ente:-prise -rr:a:J.agcl!:S ~.~1 seL~c .. 3.~f r:_:or:ioine>.t:Lons of productive .factors and 

techniq1,.1es. Fric2s ~-n the :~ndus trial s ::ctcr s are fixGd at the ex-factory~ 
. . ' 

wholesale and retail levels ar<d are gE.:nE:rc::; y h1.3l:· in ":',~h.tiop to production 
.,. 

costs to facilitpte ::eve:mc collectior. by er..t-:11ring high p:':"ofits for transfer to 

the central budg~t. Shffts ::l.u the pr:.cing structure c:.re ir-tended tc guide 

particular entErprises or indt~otries~ to 5cnerally_ c:le;;..c marl:et$~ or. to .pr.o.mote 

distributional objecti'Ve;c;. In na,...kets not iute:1ded to b~ cleared by price 

set.ting 9 as in the case of esscmtial commodities such as grain, edible oil) 

.kerosene, fish 9 ~ggs~ :::;ugar ~ coap; w-ris!:-watches 9 se->;ir.g machines? 'co·tton and 
~· ' ' .,, . " . . . ..... ... . ' ' . \ . . . -. . . . i . ., ~. 

cotton cloth 9 com.nocities are rationE.:d. In .othe~: ma.r~~ets, prices are set with 

a view to clearing market.:;, Sone.tJ.mes, i•rhen this does n~Jt occur~ the usual 

phenolllena aJ?pear~ deviatlo!\s fro:il ':he of:f:J ·.::ial r;:dce, queuing9 stockpiling, 

longer waiting tirees 9 non-fulfilmenl:: of pl~n targets, a!'d larger than usua;l 

increases of rroney i~ circclatiQn, 

The role of the nurket ~.n deterni:'l.in? ;:;ricP3 is more important in the 

agricultural than the ::.':l.dust:da.l sector. -RfoC'=ll'Se of c1i fficulties in 

calculating costs of prodEcticn, t'be p·:o ... nr-c~a8nt pri'.!e of tiraia has been set 

on the basis of 'f'lSt ;_:rrices .snd p:-i.ccs cf o :he· c.::,.r::h crop.:; h.:we been adjusteo 

to it. Prices for gcods pr.Jducr::.d i:1 excr-:.ss c£ quotas a:Le generally higher 

than procurement p-::-ices. FinnHy ~ th.ere is the Yapidly growing private market 

in village fairs for goods p:rollv.ced on p1::i.vatc plots. 

In Ch~_n_:~, ·-·~-.;are scver-1.J. m'ljor price inde~::es~ the most important 

indicators of general pr5.ce' r:.1oV"S,1ents being the cost of living index and the 

index of State purchase prices for agric1·ltur:,1l products. 

/Table V.l4. 
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Table v.l3. China. Growth of monetary aggregates, 1978-1980 

(Percentage change) 

1978 

currency in circulation 
(outsid.e ba.nks) 8.7 

.currency in circulation plus 
deposits of individuals 10.2 

TOtal loans 11.2 
Industry 8.6 
Commerce 12.1 
Agriculture 17.3 

Total credit,!¥ 11.2 

Total deposits 6.6 
State 14 .o 
Enterprise~ -14.4 
Individuals 

Source: China, People's Bank of Shina. 

y Beijing Review,, 20 July· 1981, p •. 21. 

11.2 

1979 198~ 

26.4 29.3 

29.3 29.0 

10.2 18.4 
8.7 19.5 

10.2 16.6 
19.1 28.6 

16.3 26 .. 1 

18.2 23.8 
1.8 21.1 

'27 .4 22.2 
31.4 28.7 

h/ Defined as ·total loans plus overdraft from the People's Bank of China 
to tl\~·Ministry·~f :V~ce. 

/F. 
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and State purchaseo of farm products - a:r;;: determined by setting wagG rates and 

procurc:ment prices. The; savinrs of individuals can be affected by manipuleting 

interest rates which, although low, have been real. Finally, currsncy c.~n be 

recovered by sales from the inventories of State enterprises, by receipts from 

the provisi0n 'Jf public [00d£ and ~erv:i.ces, by tax receipt.:: and, very :recently, 

by open market operation;;;. 

In controlling the amount of r;u::.-rc:ncy in circulation, :::he norma 1 target 

appears to be to achieve a rate of growth of currency in circulation slibhtly 

l€ss than the rate of growth for grosf industrial Bnd Bgricultural output. 

By this criterion, 1979 and 1930 were yca:rs in which the currency in circulation 

was exctfssive. Adding currency in ci1:-c<•lation to the bank deposits ::>f 

individuale gives s:i_nilar results. In 197[:; and 1979, currency in circulBtion 

and the deposits 0£ ::.nciividuals exp1md;::d much nore rapidly than did gross 

industrial and agricultural output. 

Strong influf~nc:?.s 0n the growth in cur;:·s~ncy in circulation, 1.n 1980, 

were the excess of actuel over pl~nned invsotment, resulting in p~rt from bank 

loans and, in part, f~om the rise in both procurement prices and nominal wages. 

The latter were also 3 m."ljor determinant of a 29 per cent increase in savings 

deposits during 1979 and 19SO. 

One important aspect of the control of currency is that it makes also 

for an effective m.onitorin£ 0f the inplementation of the financial pF,rt of the 

national plan, bylimitin£ transactions which are inconsistent with it. 

The role of interest rate policy in this monetary environment is to 

guide the savings habit::; of the community .and, more rEcently and increasingly, 

to encourage enterprioes to use capital efficiently and to adopt efficient 

management of inventories and work in progress. 

The People's Bank of China has recently announced increases ~n interest 

rates and expanded services in accordance with the Government's over-all policies 

for economic reform. Interest rates on fixed-term deposits and on. loans are 

to be increased by 1 l•pril 1982. The Lnc::ease in th\' deposit rates is of 

approximately 15 p0r cent, dependine up~n the term of the deposit. The increase 

in rates, at slightly rr:or€ fav.:)Un_•ble ::crms, is also available to overseas 

Chinese who place th.si;:- savings on fixed-term deposit with the bank in yuan. 

Loan rates to industry, commercf.' and E[riculture e.nd to indivic:ual peasants 

are also to be increac:ed. The. intE::rest :tflte inr.rcaees are intended to encourage 

accumulation and the m~re efficient use of funds and to decrease the amount of 

cash in circulati~n. The bank will alS•j, for the first time, perw.it it::: industrial 

plants to hold fixed-term deposits and, in their case, is prepar~d to offer a 

wider choice of rates ~nd of time periods. 
/Table V.l3. 



Table v.12. China. Loans, credii: to G~vernment, 
deposits and curre~cy in circulation, 1977-1980 

(In billions of yuan, end of period) 

Total loans 
Industry 
Connnerce 
Agriculture 

Gross credit to Government 

Total deposits 
State .!?/ 
Enterprises I 
Individuals£ 

currency in circulation 

source: China, People's Bank of China. 

a/ Beijing Review, 20 July 1981, p._21. 

1977 

166.3 
56.8 
99.7 
9.8 

o.o 

106.4 
£10.1 
38.5 
27.8 

19.5 

1978 1979 

185.0 204.0 
61.7 67.1 

111.8 123.2 
11.5 13.7 

o.o 9.0 

113.4 134.0 
45.7 46.5 
36.8 46.9 
30.9 40.6 

21.2 26.8 

198~ 

241.5 
80.2 

143.7 
17.6 

19.0 

165.9 
56.3 
57.3 
52.3 

34.6 

E! Budget surpluses, budgetary appropriations for investment by enter
prises, deposits of government organizations. · 

s( Private savings deposits. 

/and 
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directly controlled. These include flows from the household sector;. surcharges, 

levied by countries, which are not surrendered to· th(:: central a~£h6iiues ~ 3.nd 

some funds retained by State enterprises for their ovtn use, such as depreciation 

and welfare funds and a small propo~tion of the profits of State enterprises 

(on averege 10 per cent). 

Total; loans extended by the banking system at the end of 1980 were 242 

billion yuan, an increase e>f J8.4 per cent over 1979. This rise was far in 

excess·of increases of 11.2 and 10.3 per cent in 1978 and 1979. Loans to commerce 

accounted for 60 per cent of the total, thc·se to industry for 33 per cent, and 

those to agriculture for 7 per cent; the proportions were fairly constant 

between 1977 and 1980. 

Commercial enterprises rely more on loan facilities than do industrial 

enterprises; loans finance most of their workinp, capital but, because there are 

only short time lapses between obtaining and selling supnlies, these loans are 

of considerably sho~ter maturity than are those-to the industrial sector. Approxi

mately 60 per cent of industrial loans went to heavy industry, but this proportion 

can be expected to decrease in keeping with restructuring priorities. Siroilatly, 

although the share of agriculture in total loans in 1980 remained about the same, 

this share should increase in future because of the higher priority given to the 

agricultural sector. 

Credit extended to the Government has an important influence on liquidity 

in China. In 1977 and 1978, the State· budget was in surplus but part of the 

budget deficits 'of 1979 and 1980 wnre financed by loans from the P~:ople 's Bank 

of China. In 1979, 9.0 bill.ion yuan of the 17.0 billion yuan deficit was financed 

by loans and~ in 1980, i't 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 individul.'!ls. At the end of 1980, total deposits 

with the bank were 165.9 billion yuan, of which public deposits accounted for 

approximately 68 per cent. 

Because the Peopl~'s Bank of Chin~ 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 over currency. All State enterprises and institutions are permitted to 

have on hand•only a limited amount of cash for working purposes. State enterprises 

cannot normally extend credit; transactions other than those involving wages 

and purchases of consumer goods are overwhelmingly financed by bank transfers; 

and the two most important infusions of cash intc the economy - wage payments 

/Table v.12. 
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because enterprises have been required to pay the increased prices for 

agricultural raw mat2rials,but have not been permitted t') pass these increased 

costs along in terms ::Jf. increased output prices. As a result, enterprise 

profits fell by 8 per cent in 1980, contributing to the 4 per cent decline 

in total State budget revenue. Six months' figures for 1981 indicate enterprise 

profits will fall by a further 12.3 per cent over the same time period in 1980. 

On the expenditu:re side, capital construction increased to 44 per cent 

of total expenditure in 1980sbut in 1981 this share was expected to fall signi

ficsntly as a result of the CE1ncellation 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 over 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 

o.f its expenditures. In line with the St::Jte 1 s distribution principles, less-
' 

;,developed and poorer provinces contributed 2 smaller shar2 -:>t' their revenue to 

the State budget than richer and industrialized provinces. Negative contrib~tions 

were allocated to the poorest provinces. Not only does the central Government 

control the levels of provincial expenditures, it also restricts their composition. 

Even during recent periods of decentn'~lizntion, local governments have had only 

limited discr,~tionary 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 economie~, China has had a neutral monetary policy in 

the sense that its financial policies are designed to accommodate production 

sectors, rather than to 2xcrcise a primary influence on the level of economic 

activity. The ~jar function of monet2ry policy has been to supply an cmount 

of liquidity consistent with planned objectives and stable prices. Emphasis 

has been on controlling the amount of currency in circulation 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 Chin~which acts 

as the focal point for collecting and disbursing budgetary funds, receives 

deposits at interest from individuals ~md institutions, arid makes loans to 

trading and producing organi2ations t:) ~ugment their budgetary allocations. 

Although centr.::~ lized control and moni taring of finflnciv 1 transact'ions 

is e key ~::lement in economic mmagement, there are flows of money which .ere not 

/dire~tly 



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, which were to be reduced from 55 billion yuan to 30 

billion yuan. 

l1.ore recently, a revised final budget for 1981 was announced. 
351 

There was to be a srMll deficit of 2.7 billion yuan, and expenditure an 

cl'lpital construction was increased from 30 to 38 billion yuan. Increased 

expenditure was to be matched by 8 billion yuan of foreign borrowing. In 

addition, the announcement indicated that reductians of military expenditures 

had been much greater than was originally contemplated. Current indications 

are that these budget targets will be realized. Of particular note in the 

1981 budget has been the use for the first t~me of open market operations 

to finance the budget. Domestic bond sales were 4.9 billion yuan • 

. Paradoxically, China's harvest in 1981, which appears to be equal to 

the record harvest in 1979, has created problems for the State budget. The 

increase in procun:~ment prices for farm products in 1979 has meant that when 

the volume of grain producticm increases, the State is bound to buy whatever 

the peasants wish to sell including th~ paying of a premium for above-quota 

production. When the grain is resold, however, it is et a subsidized price, 

to minimize increases in the cost of living. At the recently concluded 

National People's Congress,it was disclosed that g?vernment price subsidies 

for 28 items are expected to rench the equivalent of 32 billion yuan compared 

with 20.8 billion yuan in 1980, 14.6 billion yua~ in 1979 ~nd 7.8 billion 

yuan in 1978. This uncontrolled growth of subsidies has' limited expenditure 

options in other areas. 

While the State bud~et deficit in 1981 has been reduced to less than 

one quarter of the size:. :.>f the previous year's deficit by a reduction in 

spending, if further small budg~t deficits are to. be attained, consi-

deration will need be given to either reducing the range of products to be 

subsidized, raising product:i.:m targets so that farmers will find it more 

difficult to produce above quota, or S'8tting ceilings on subsidies. 

At the same time the Stete budget has also been eft~ctcd on the 

revenue side. Historically, the largest share of revenue has been derived 

from enterprise protits and these have recently declined, among other reasons, 

/because 

35/ Final budget ann0uncEd at fourth session, fifth National People's 
Congress, 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 5·~ .5 60.9 
State enterprise profits 60.0 52.9 48.2 3··;),. 7 

other o.o 1).0 2.6 2.3 
Foreign loans 0.2 3.5 3.2 s.o 

Expenditures 111.1 127.4 121.3 108.6 
Capital· construction 05.2 51.5 53.9 38.0a; 
Agricultural support 7.7 9.0 7. 7 8.4-
Education, culture, health and services 13.6 14.6 15.6 17.0 
Defence .!Y 16.8 22.3 19.4 16.9 
Other 27.8 30.0 24.7 28.3 

Surplus/deficit 
Official (net of foreign loans} 1.0 -17.0 -12.8 ..;.2.7 
Gross (foreign loans as financin~ item) 0.8 -20.5· -13 .a -9.7 
Financing (minus indicates credit) 

Domestic bank deposits drawn -1.0 8.0 o.o -2.2 
Domestic bank overdrafts o.o 9.Q 12.8 o.o 
Domestic bond sales o.o o.o o.o 4.9 
Foreign loans (net}£! 0.2 3 .s· 1.0 7.0 

sources: !'or 1978-1979, from China, Hinistry of Finance and Beijing 
Review, No. 32, 1981. For 1980-1981, from Report of Minister of Finari.ce 
at fo~rth session, Fifth National People's Congress, 1 December, quoted in 
Far Ea$tern Economic Re~ie~, 11 December 1981. 

a/ Includes drought and flood payments of 1.1 billion yuan. 
b/ Not including .~os~ weapon procurement. 
Ef Includes loans from and repayments to the Rank of China. 

/annou~ced 
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C. TRADE AND FllAANCIAL FLOWS 

It is evident from table VI.3 that Fiji is heavily dependent for 

merchandise export re~eipts on sugar 9 although its relative contribution 

is highly variable owing mainly to fluctuat~ons of the world price. 

Papua New Guinea is sirtlilarly 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' 

New Zealand is being revived. 

World prices for most tropical products 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 8 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 1981, 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 expected 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 imposition of a new 

quota, set by the International Coffee Organization, which cut back 

its export by onb quarter of the 1980 level. 

Fiji 7 s export receipts had boomed in 1980 with world prices for 

sugar and gold; receipts 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 villaoSe 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 wak~ of moving food 
gardens \.Jhen these are left fa llmv, 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/ 

'E/ See, for example, B.R. Finney~ "Economic change and dietary 
consequences among the Tahitians", Microneeica, vol. 2, No. 1, June 1965, 
pp. 6-7; r-.D. Michell II, Land and Agriculture in Nagovisi Papga New 
Guinea, Institute of Applied Social and Economic Research Monograph No. 3 
(Port Mot"esby, lASER, 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 •. 61-63. 

/C. 
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THE NEED TO STRENGTHEN SUBSISTENCE AGRICULTURE 

The \ddespread popularity of imported 'lf7hite rice has led to 
several attempts to promote local production of this cereal in the 
South Pacific is land 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 whicrr could be too expensive 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 vmuld 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 sagittifolium), 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). ~/ 

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 complete 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 final consideration is that import substitution, through greater 
smallholder productivn 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 lm-;lands", Harvest, vol. 4, 
No. 3, Thi.rd Quarter 1978, p. 141; and Pacific Islands Honthly, vol. 52, 
No. 2~ February 1981, p. 62. 
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gain from both spending on the Ok Tedi project and from some recovery 

of world prices for i.ts exports. Fiji expected a decline of com1truction 

because of reduced government spending, and some contraction of agri

cultural production, in spite of continued high levels of activity in 

fishing and forestry activities. 

The recession of 1980 and 1981 has, of course, had its effect on 

, employme~t opportunities. Even before, there was a growing problem of 

urban, and more particularly, youth employment. In Fiji, for example, 

the annual net· addition to the labour force is over 9,000 but, between 

Y.tarch 1979 and February 1980, the number of regular, paid jobs increased 

by less than 1,200; and, for _the year enciing September 1980, this 

increase was only 664. As has been mentioned, people have migrated to 

Australia or New Zealand in search of jops, not only from Fiji but also 

in considerable numbers·from Cook Islands, Niue. Samoa and Tonga, 

all of \roich have problems of employment. External migration has 

relieved these: problems, although recently the.host countries have 

tightened conditions for entry •. There is, however, the traditional 

"circular 11 migration of unemployed from urban centres back to ~heir 

villages, where they may resume subsistence farming, especially in the 

bigger islands whi-ch at_ill have adequate ar&ble land. 

Vanishing job opportunities in Papua New Gu-inea have been found 

to slow down markedly previous~y high rates of ~igration to the towns; · 

and a similar effect must prevail in other island countries. That. finding

strengthens the case for Governments to promote rural development 

programmes. They would serve a double purpose of creating useful 

employment in rural areas and of reducing e~cessive demands for public 

spending on urban infrastructure and facilities. Some South Pacific 

island Governments have, therefore,· made rural de-velopment a major 

objective of their economic policies or plans. 

/THE 
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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 all.C'l 

Tonga, 41 to 52 per cent, and that range probably holds also for other 

islands not included in the table. The proportion is around one third 

in Papua New Guinea and about a fifth in Fiji. In 1977 .• 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 iQportant ~ith 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 VI.2 also shows recent changes in real GDP for Fiji, 

Papua New Guinea, Samoa, Solomon Islarids and Tonga. 1980 was a bad year 

for all of them. In Papua New Guinea the decline of real GDP was nearly 

3 per cent because of falling prices and quantities for exports of 

copper and gold. Fiji had a decline of nearly 2 per cent because bad 

weather damaged the important sugar crop. A decline of nearly 8 

per cent in Solomon Islands was cause~ mainly by a fall in copra prices 

and quantiti'es. 

There was an improvement, in 1981, for Fiji and Papua New Guinea. 

Fiji had some recovery of the sugar harvests, and increases of production 

in the fishing and ·timber industries; real GDP wns expected to incr.ease by about 

2 per cent 'i.n 1981. In Pnpua New Guinea there was some recovery of outputs from 

the Bougainville mine, and a stimulus from initial investment in the Ok 

Tedi mining project. These are expected to reduce the decline of 

real GDP to about 2 per cent in 1981. Prospects for 1982 were better 

for Papua New Guinea, but not for Fiji. Papua New Guinea expected to 

/Table VI .2. 
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A stGady increase in government tax receipts reflected, by and 
larger the expo.nsion of trade. Domestic inflation, which increased from 
an annual rate of·5.5 per cent during 1976-1979 (table VI.6) to 18 per 
cent in 1980, r2sultcd from tar:Lf:" increases on c: V~7idc range of i.tnports. 
The second oil price shock, and a depreciation of the Net·T aebrides franc 
(NHF) : were also factors in the inflation. 

The NHF and the Australian dollar had been legal tender, but the 
Central Bank o:E Vanuatu, set up in the latter h11lf of 1980, officially 
assumed issue pow·ers at the be:;inning of 1981. The NHF and i.:he official 
currency, i:he vatu, used to be p<::gged. to the French franc c:. t a fixed 
rate of one vatu eqtials 0.061875 franr::. This link was severed on 
9 September 1981, since when the vatu has been tied to the SDR at the 
r.:1te of 106.20 v3.tu t.o one SDR. 

The Vanuatu authorities havP adopted tight monetary measures i:o 
counter domestic inflation and loss of foreign oxchange. 'l'he rate of 
interest was thus raisec: to 18 per cent in September l9f31. 

There is an offshore banking c.entre, t.hc development of which 
was strongly encouraqed ·in -::he .o'arly 1(<70s. :rt:s business is conducted 
by financial institutions and service offices. An associated new 
dE.!vclopment is the formation c:f a maritime services company, '{lhich has 
established a register in Nevi York to enable shipuing to operate 
L:.nder i.:he Vanuatu flag. 

Vanuat.u. Balance of payments, 1976-197~' 
(Million SDRs) 

1976 1977 

Exports, f.o.b. l~C 27.4 

·Impor·ts, f.o.b. -22.5 ~27.2 

Services (nat} of \·lhish ·-t.':. 5 --15.0 
P:ccights and insuranco -5.6 -5.8 
Time charters -0.'~ -1.2 

Private transfers (net) 0.2 0.2 

Official tr~~nsfcrs (net.) 24.5 24.5 

Current account balance 11.7 9,4 

Capital flows and errors and 
omissions (net) -1~0.1~ 0.1 

Balance tor f' ·. nl 1nanc1.ng...-: 1.3 9.5 

Conversion rates (v;Jtu per S'Cf'.) 93.3 92.4 

Source~ _!!:1? Sm:v~, 2.1 November 1.98', p. 372. 

1978 1979 

30.5 33.3 

. -34 .c -39.5 

-9.3 -5.6 
-8.5 -9.9 
-0.8 -1.1 

0.2 " 0.2 

28.5 31.1 

L,.9 19.4 

-11.2 -lJ. {J 

4.7 6.0 

88.0 8~.6 

a/ :SalanCf.:! financed by co11'.rncrc!_al banks and off.icia.l foreign 
assets. 

"/than 
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.. -----------
THE NE~7 REPUBLIC OF VANUJI.'['U 

:N~;•w Hebrides becam(-e the R•2puJ::.Li.c of Vacuatu on 30 ,July 1980. The 
country consists of e.bout 70 inhabit(~d islands in the south-west Pacific. 
Its land surface of 12,189 SC(1F'lre kilometres supports a population 
of 112,596 (1979) , approxim~tc:ly 92 per cent of whom are Ni-Vanu9-tu and 
2 per cent, of European origin. Fopu.latior:. growth '~as quite high, 
averaging 3.2 per ce1!t a year between 1967 and J.979 . 

.Pillout 80 per ccmt of the popula.tion is within the subsistence 
sector. Formal \\Flge empl()yment, totalling 10,500 persons in 1976, was 
divided between thE· public service (30 pET cent), agriculture (20 per cent), 
commerce (10 per cent), transport and construction (9 p0r cent) , manufac
turing (3 per cer>t) , b<.mking (3 per cent) and household services (10 per 
cent) . Wage employment is confined 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 pGr capita was $ 530 in 1978, and \·Jas estimated as $ 590 in 
1979. The growth rate of real income per head averaged 1.9 per cent over 
1970-1978. As in most other South Pacific islcmd countri'3s, export activi
ties dominate the economy. Copra, plus a small amount of coconut oil, 
provided half of exports in 1976-1380 and frozen fish two fifths. Beef 
and veal contributed another 5 per cent, and cocoa about the s.?.me propor
tion. B.etween 1976 and 1979, commodity exports 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. 

France took most of Vanuatu's exports (6'1 per c0nt in 1980), 
followed by New Caledonia (7 per cent) and ,Jap.::m (4 per cent). Merchan
dise imports came largel¥ from Australia (35 pE:r cent), France and Japan 
(11 per cent eu.ch), and Fiji and New Zealand (10 per cent each).' The 
rela~ively large share of food, beverages and tobacco in total import 
spending, about 29 per cent in 1':'79, rcfl.~,ctGd rc.;.)id urbanization as well 
as indigenous preferences for imported stanles. F'uels, machinery and 
transport equipment accour,ted for another 33 per cent of imports. · 

The trade and service balances of Vanuatu w•.:re in deficit to 
varying extents during 1976~1979; but they were more than offset by com
pensating official transfers, so that reserves of foreign exchange 
increasGd by $ 30 million, or just over one fifth of merchandise exports. 

'l'he budget, similarly, had larg<e over-;:!ll surpluses from 1976 to 
1980; they totalled 751 million vatu or about 4 per cent of expenditure. 
Over the· samE:~ pc;riod, public spending grew a.t an nverage. anriual rate of 
6.5 per cent, B-gainst 7 per cent for governr.-o2nt revenue. Foreign aid 
provided 80 per cent of total fiscal receipts in 1976, ctnd 70 per cent in 
1980. British legislation had crca .. ted a "tax haVE:!n" status fer Vanuatu, 
so over 96 per cent of domesi:ic tax revenue is derived from intGrnational 
transactiqns. 

/A 
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Figure VI.3b. Kiribati, Samoa, Solomon Islands and Tonga. 
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 oth~r perennial trees or plants such as cocoa or 
coffee. a/ The problem of falling productivity can be somewhat overcome, 
in the short-run, by better maintenance and/or harvest practices. especially 
in rural smallholdings. Agronomists. have estimated that, in Papua New ., 
Guines, improved husbandry could .raise the outputs of export crops - such 
as coconuts, coc.oa 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 adequately • . 

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 o~ the commodity-export cycle. A systematic 9 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 itnproved arid superior cultivars are 
either insufficient or unavailable in most island countries. Nurseries 
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 r~quire several years of research and 
development~ and so very substantial outlays. 

Tl:le:~e 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 eacp participating country, but would possibly 
reduce serious admi~istrative delays and other difficulties in recruiting 
ex-patriate personnel having the required skills and technical qualifica
tions. 

Another binding constraint is that replanting and redevelopment 
on ex-patriate plantations have been retarded by uncertainties o~r · 
tenure. ·This is a particularly acute problem in Papua NeT.v 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 1980, after a review.of its operation. In 

/September 

~/ For exanple~ had the cocoa industry in Papua.New Guinea been 
able to sustain output and exports at· the ·1975 voll.n."le, growers would have. 
received an extra $ 75 million over the booming period Trom 1976 to 1979. 

•· b/ The Land Acquisition Act and the Plantation Redistribution,~. 
Scheme of 19 74 were odginally designed to take over ex-p'atriate-owned 
agricultural holdings in land-short areas, and return them to customary 
land-owni.Ug groups. This would be done through negotiation, -or through 
compulsory acquisition with. financial com{lensation. However, strong . 
internal pressures at grass-root level, together with privately initiated 
and voluntary sales/purchases of ex-patriate· estates by conmtunal groups 
throughout Papua New Guinea~ 11ave, in effect~. widened the Scheme to 
include all agricult1fral plantations under non-indigenous ownership. 
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SepteFtber 1981, moreover, the Prime Uinister announced the re.-issue and 
guarantee of a:;:riculturalleases to such ex-patri::l.tes as made a comnitment. 
to redevelop th.;ir plantations. £_/ 

A major difficulty over vilL:1ge r•-::plantin[, is t::H:o extreme 
reluct.s.t-.cc of indigenous smallholders to cut dmvn a~"d r::::;>lc:;ce perenniQl 
trees which are :3 till 1;earing fruit,. end hence yieldin[ cash incomes., 
Such resistance, vh.ich is due lnrg2ly to soci8-cultural factors, might be 
overcome through concerted .xte:1sior. service~. As alre2.dy noted, however, 
government resources and manpower for such services appear, so far, to 
have been insufficient. Furthermore rene\<7al activities would involve 
severe financial sacrifices for cult~vators as. regrt-.:ttably, assistance 
to smallholders· from domestic financial institutions and agencies has 
usually not been available. t~hen it has beens it wa:3 often very costly 
and exacting 1 in terms of interest, service charges~ atl.d requirements 
tor repayment or collateral. Nor has it been adequgte to meet all · 
tenewal expenses,' and/or to replace income losses during the gestation 
p~riod. Cocoa redevelopment in Papua New Guinea has been h&ld back by 
such constraints~ notwithstanding an attractive 11financial package" 
initiated, and put together) by the Bank of Papua New Guinea in 1980. 

c/ In comparison? all alienated land in S{)lomon 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 tree crops. Alienated land will also be returned 
to customary ownership in Vanuatu. However, current occupiers will 
he).ve 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 
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the first half of 1980. Since then sugar prices have also fallen. There 

was alEc a first half year decline of one third for coconut oil, and a 

15 per cent decline for gold. 

Samoa had gained from higher cocoa priccc .t.n lSi::o, and they raised 

the collar value of this export by 30 per cent. Ho"vJever, the more important 

copra export declined so that there w~s a fall of 6 per cent in the 

dollar value of Samoa's total export receipts. Prospects for 1981 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 v1eek strike of public servants, \vhich also affected 

shipments of other commodities. 

There were mixed che.nges 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 coyra went with a big drop 

in its 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 copra were compensated for by the opening of a coconut oil mill which 

gave higher added value to tbe copra output by processing it into oil. 

The check to export receipts has hardly affected imports of these 

countries, with ~he 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 1981, 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. ln 198C, it was 15 per cent 

in Fiji, 21 per cent iQ Papua Ne'..r Guit1ea, about 24 per cent in Samoa, 14 

per cent in Solomon Islands, and 30 per cent in Tonga. Mineral fuels, 

almost all petroleum products, have, of course, 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 ~n .4. 
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menufacturing actj_vities, and chemicals are alqo a small proportion in view 

of Iir:'ited usc of fertilizer in lar;~ely subsistence agriculture. Imports 

of rr,achinery and transport equipmcr•t are considerable; 23 per cent of 

the total in Fiji, 29 per cent in lapua New Guinee, 3G per =ent in 

Solonon Islands, and 17-2C per r::eGt in Samoa a.nd Tonge .• 

Fiji, for some years, han had a large deficit in merchandise trade, 

~,?hich has been partly offset by a surplus for services, arising mainly from . 
tourism, ar,d by net transfers VJhici1 include remittances from workers over-

seas as well as official grants. During the 1970s, services and activities 

connected with tourism are thought to have account·ed 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 d.:;ficit, and the remainder 

had to be covered by capital inflows. In 1980, they covered less than half 

of a trade deficit which had increased by-one third~ and became equal to 

three fifths of·export receipts.· Net capital inflows, accordingly, rose 

from $ 34 million to $ 81 million, about two fifths of which was direct 

investment. 

Papua New Guinea n6rmally has a large trade surplus because there 

are large payments to be made to overseas shareholders in the 

Bougainville copper rr:ine a:nd other compacies, an~ to the considerable number 

of ex-patriates employed by Government or engaged in business activities, 
I , 

including plantations. Large transfers, however, have also been needed, 

by far their biggest component being -budg€tary grants made regularly by the 

Australian Government. The export surplus and net transfers had been 

sufficient to yield considerable current ac.count surpluses until 1980, but 

there was then a large current deficit of $ 25E. million consequent upon 

the Gisappearanc~ of the .tra0e surplus. Private capital inflows increased . ' . 
to :(~ 45 million, mainly because of the Ok Tedi project, and official capital 

flovJs increased to $ 66 million, mainly through borrowing from private 

sou r~es. }1evertheless, Papua b:e,q Guinea 1 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 1981 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 

/deficit 
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deficit for !!ervices or in net transfers, P.O that the' current balance would 

have a deficit of $ 520 million, twice the previous level. A big increase 

was expected in private capital inflows, from $ 3') million to $ 256 million, 

because of Ok Tedi and projects for timber and fishing, .and official capital 

flows "YJould increase _from $ 7 million to $ 128 million, including $ 60 

million of compensatory finance from IMF. Reserves, ~owever, would 

again decrease, perhaps by $ 121 million. 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 which would 

cover less than two months' imports of goods artd services. 

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 proport;ion of the trade deficit; 

o~e third in 1978, one half in 1979, and.three quarters in 1980. The 

biggest part of transfers has been official grants, mainly from Australia 

and New Zealand with some recently from the l?ederal Republic of Germany, 

and the Economic Development Fund of EEC, totalling $ 19 million in 1979. 

Private remittanc~s, in that year, mainly from workers in Australia or New· 

Zealand, were about.$ ·8. million, equal to one tenth of" import l¥\yments. 

Soft loans from.ADB, IDA and other sources came to$ 7.6 million, and otherloans 

to $ 7 million. A small decline of foreign exchange reserves covered the 

balance. 

The large and pers!s~ent current deficits led Semoa to devalue 

its curr.ency, in 1979, by lS per cent aga}nst the New Z~aland dollar w~ich 

Ltself depreciated aga;i.nst the US dollar, so that Samoa's effective. de·~aludtion 
against the US gollar was a .5 per ce~t over 19_79. At the same time tariffs , . 
were raised on some non-food items, quantitative restrictions were imposed 

I on other imports, and also imposed on outward remittances. Imports, therefore,. 

decreased by about one cixth in 1980, but exports also fell due to 

world.recession, so that. there was little c:hange in the trade deficit. 

Not much change was expected in net services, so that transfers 

and non-monetary capital and other items- would have been around,$ 45 million, 

not much below thei.i.r previous level. Grants for capital project"s were 

expected t9 be $ 11.6 million, soft loans $ 5 .B lll_illion, and other foreign .. 
/TablelVI.5. 



- 280 -

Table VI.5. South f'acific island coun.tries. Balances 
of trade i!J and payments, and ..:;xchange 
rates, b/ 1975-1980 

Fiji 
Trade balance 
Services (net) 
Goods and services.balance 
Transfers (net) 
Current account balance 
Non-monetary capital (net) 
Errors and omissions 
OVer-all balance 
Exchange rate 

· Papua New Guinea 
'l'rade balance 
Services (net) 
Goods and services balance 

· Transfers {net) 
Cur:r:·ent account bu.lance 
Non-monetary capital (net) 
Errors and omissions 
Over-all balance 
Exchange rate 

samoa 
Trade balance 
Services (net) 
Goods and services balance 
Transfers (net) 2f 
Current account balance I 
Non-monetary capital (net)~ 
Errors and omissions 
Over-all balance 
Exchange rate 

Solomon Islands 
Txade balance 
Services (net) 
Goods and services balance 
Transfers (net) 
Current account balance 
Non-monetary capital (net) 
Errors and omissions 
Over-all ba~ance 
Exchange rate 

($ million) 

1976 

-89.5 
50.2 

·-39.3 
·-3. 5 

-·•12. 9 
12., 8 
3.3 

-26.9 
1.111. 

-161.5 
-·39.1 

8·4.6 
L15.4. 
30.3 

-31.5 

1.262 

-22.9 
1.8 

-21.2 
11.1 

-10.1 
9.0 

l ''~ 
~2.5 

. 1.255 

-1.5 
-9.') 

. -u .. .::; 
13.1 
1.7 
4.9 

-.: .8 
l.8 

l. 225 

1977 

-87.4 
(.8.9 

-18.5 
·-1.0 

--l:). 5 
28.8 
7.3 

16.6 
1.0Cl0 

135.2 
-173.2 
-69.5 
171.9 
102.4 
19.0 
19.0 

139.0 
1.264 

-26.1 
2.8 

-23.3 
1-}. 9 
-·8. 0 
lt;.!; 

-0.1 
5.8 

1.271 

-11. '~ 
-7.2 
13.0 

5.8 
'1 .3 
5,. 3 
6.9 

1.109 

1S78 

-105.0 
79.9 

-25.0 
-2.0 

-27.0 
8.8 
9.8 

-8.4 
1.181 

84.? 
-239.5 
-155.2 
166.5 
1L3 
16.2 

-30.1 

-39.9 
26. /. 

-13.6 
11.5 
-5.7 
-7.7 

l. 359 

-15.9 
19.2 

3.3 
6.2 
5.7 

15,2 
l.F15 

1979 

-15"~.6 

98.9 
-55.8 

4. 7 
-51.1 

34.2 
22.5 
5.6 

1.197 

228.3 
-309.1 

··80. 8 
157.4 

76.6 
37.6 
-5.2 

109.0 
1.405 

-56.1 
1.3 

-5-:l. 7 
33.0 

-21.3 v.6 
.. 4.8 

-1.8 
lo220 

11.4 
~19.9 

-8.5 
20.1 
11.6 
3.5 
7.6 
7.5 

1.150 

1980 

-199.5 
95.q 

-104.1 
9.2 

-94.9 
81. L;. 

43.7 
30.2 

1.223 

-2.7 
-404.5 
-407.2 
150.8 

-256.3 
101.0 

74.1 
··81. 2 
1.492 

-17.9 

.. 'd/ 
-1.5--

1.088 

-LO 
-31.2 
-32.2 
19.8 

~12.4 

3.1 
-0.6 
-9.8 

1.201 

/Table VI.5 (continued) 
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Table VI. 5 {continued) 

1976 1977 1978 1979 1980 

Tonga~ 
Trade :t.alance -12 '7 .-10.6 -10.8 -16.3 -16.7 
s.,crvices (not) 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 , ..... 6.,6 8.4 10.2 11.3 
Current account balance ") ~. -..::...r.:.. -1.9 -0.7 -2.3 ~1.~1 

'Non-monotary capital (net) 0.8 t! .1 3.9 3 •. 0 5.1 
OvP..r-:all 'balance y 1.5 2.2 3.2 o. 7 3.7 
Exchange rate 9f 1. 370 1.091 1.117 1.0% 1.105 

Sources: Of:flcic.1l national sources. 

a/ Trade balances are not strictly comparable with, commodity export and 
import Q.ata due to time lags in ~ctual dates of shipmc:nts or ar~ivals of the 
relevant goods, relativt=~ to those on customs warrants or letters of credit, etc. 

£1 Period averages of US dollars per local currency units. The rates 
for Cook Islands are 0.996 for 1976, 0.971 for 1977, :.038 for 1978, 1.023 for 
1979 and 0.973 for 1980. 

c/ Estimates only. 
d/ Unofficial report. 
:=J Fiscal_ ye:ars ending June. 
lj Including errors and 9missions. 
2( End of period rate. · 

/OK 
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OK TED I: A LffiE OF GOID 

The economic hope for Papua New Guinea during the 1980s will be 
the huge Ok Tedi project. This high-grade mine is located in f.'lount 
Fubiian 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 another 
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 l\1arch 1981, between the Government, 
which will take up a 20 per cent equity, 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, ih another joint ven
ture had completed, in April 1972, pre-production and develop~ent works 
for the Bougainville copper/gold mine ahead of schedule, and within , 
the estimated bu~get. 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 arouoo 2,0ci0. 

Tho 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 mining policy, the GoverruBent 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 its revenue through the impo-
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 plu·s the annual percentage rate of interest on domestic 
corporate borrowings rated AA/'. in the United States. The choice of 
threshold level has to be made and specified by the operating company 
in atlvance of operations. 

/loans 
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loans $ 3.8 million. Foreign exchange reserves, in the first quarter of 

1980, had fallen to the alarmingly lo-v; figure of $ 1.6 million and, if foreign 

liabilities are deducted, to a negati~e figure of $ 8 million. ·This, of 

course, indicates a serious, not to say desperate position, in regard to 

Samoa 1 s external accounts. No later figures were published for .~980 or. 1981.; 

Solomon Isl<ll'tds had comparatively large over.-all surpluses in its 

balance of payments, between 1977 and 1979 mostly because of official grants 

and <lirect pr'ivate investment. The trade surplus was large only in 1979, 

but even then suf~icient to cover little more than ha~f of a deficit of 
; 

$ 20 million for services; ' freight and insurance charges .came to ~ 12 million, 

charter of a fishing fleet to $ 7 milliop., and profit or dividend payments 

to $ 4 million. Transfers, mostly official grants from the United Kingdom, 

were sufficient to pay for the service deficit in 1979, and capital inflows 

were small. Nearly $ 8 million were added to reserves of foreign exchange. 

In 1980, the trade balance became slightly negat~ve, wholly because 

of an increase of imports by one fifth. ·The services defic~t increased by 

one half, and there was a total current deficit of $ 32 million, equal to 

one sixth of imports. There \?as·little change in transfers or in the small 

;inflow of capital, so.that reserves of foreign exchange declined from$ 34 

million to $-24 million. The Solomon Islands dollar, accordingly, was 

devalued by 6 per cent in March 1981, and several other measures were 

introduced to curtail imports of goods which were produced locally, or 

which were rege.rded as non-essential. 

Tonga has had persistent trade deficit's which, between 1977 and 1979,. 

~veraged twice the value cf e~ports; in 1980, the deficit was 2.4 tim~s export 

rec,eip'ts. There have also been' surpluses· for set-vices, equa..l to about one .. 
fifth of the trade deficit. Transfers, two thirds of which came from workers~ 

' . 
remittances, met most of the combinea deficit for goods and services, so tha~t 
there were only small deficitfi en cuz::rent account~ Inflows of capitall 

former~y 11!-0st.ly official but lately dominated by !nter-bank tr.ansfers, have·thus 

been used to build up reserves of foreign exchange. These rose from,$ 7,1 

m'illion in 1978 to $ 11.0 million in 1980 when they ~v(.'luld hpve covered nearly 
• five months' imports. During,the f:iJ;"st half of 1981, both exports and imports 

were running at the same rates as in 1980. 

/LESSENING 
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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 
technol~gical practices and policy 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 food, 
especially the dark flesh. on the sides of fish. This flesh, although 
perfectly wholesome and nutritious, commands )ow (export) market 
prices, and is usually ~urned 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 be_come 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 disP,osal of low-value "trash 
fish" caught, a long with prawns, in trawling operations. In Papua 
New Guinea,l2,000to 15,000 tons,of ttash fish are dis.carded 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 /,ND PUBLIC FINANCE 

Rates of inflation, as measured by changee in index numbers of 

consumer price~ have not b~en uniform in those Pacific island countries 

which construct such index numbers. From 1975, after the first oil shock, 

to 1979, on. the' eve of the second oil shock, the ·rise was from 22 to 40 

per cent in Fiji, Papua New Guinea, Solomon Islands and Vanuatu, but 52 to 

31 per cent in .Cook Islands, Samoa and Tonga, During 1980, consumer prices 

rose by 11 per cent :i.n Pepua New Guinea, by 15-18 per cent in Cook 

Islands, Fiji, Solomon Islands and Vanuatu, and by 23-30 per cent in 

Samoa and Tonga. In the first half of 1981, th2rc was deceleration in 

Fiji, Papua New Guinea, Samoa and Tonga, and acceleration in 

Cook Islands, Solomon Islands and 'Vanuatu; prices, in this last country 

were rising then by 33 per cent a year, , 

This inflation was 8 mixed result of increases of im~ort prices, 

notably those of petroleum products, and of internal monetary changes, 

including devaluations of some local currencies. Annual changes were also 

affected by seasonal variation in local food crops, 

In 1980, import prices rose by 20 per cent in Fiji and by 22 per cent 

in Tonga; there WM> little appreciation of thP.ir currencies in that year 

against the US dollar. Oi 1 wns then 22. per c<:nt o~ their imports 

and tbe rise of its world price by abaut 70 per cent is estimated 

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 All food and beverr'ges, local es well es imported, 

have a weight of 40 per cent in its consumer price index. During 1980, 

the prices of all foods in Fiji rose by 16 per cent. In Papua New Guinea, 
' 

imported food ~lone has e 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 11-16 per cent. Drought conditions ~lso reised by 17 per cent the 

prices of local foodEtuffs, which have a weight of 18 per cent in Papua 

New Guinee 1 s consumtr price index. 

The rise of oil prices would obviously have affected inflation in 

other island countries; in Kiribati, Samoa and Solomon.Islands oil accounted 

for about 16 per cent of total imports in 1980. Food items would have 

at le~st as great e 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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and Vanuatu, by 21-25 per cent in S2.'11oa and ~;olamon Islands and by 30 per 

1979 and by 11 per cent in l9SO, contr:l.~~uteo:! a ~wod denl to inflation of 

ether prices besides food, 

or indirectly 9 although they :.tere -not usually sufficient to maintain real 

v1age.s, especially f11r thE, bette.;:- paid workers o l'e.~ua l~e,..,.. Guinea raised \vages 

generally by 7.4 per cent in £1arch BSO, by i..,, \~ ~'er cent in the following. 

Se~tember and by 5. 8 per ceti.t in Harch 1J8L 

It has als.::- had a poli.:y of revaluin;; the tdna in the hope of 

insulating the economy from external inflation. Som2 r~search studies~ however~ 

find little relation between the revaluaticns and local retail prices of imported 

goods, partly because there is an oligopolistic structure in regard to the 

distribution of imported goods) .:md partly because the revaluations have had 

considerably adverse effects ~11 the export sector and on local industries which .. 
produce substitutes for .imports. Such considerations have led to a revision of 

the policy; no further revaluations ~v-ere made in 1930 although there ·;qere then 

renewed inflationary pressures, exter:"lal as well as internal. The :r:evised . 

policy was associated w·ith no greater' rise than 3 .per cent in the consume.r price 

index over the first three quarters of 1981. 

A 12-week strike by public servants in Samoa, early in 198ls was 

settled by salary increases rangii<g from 5 to ~6 per cent. Tonga granted its 

civil servants similar 1;ises of 10 ts 33 per cent,, and Solomon Islands granted 

its civil servants more moderate rises of: S to 12 per cent. ·No doubt these 

increases spread from the public to the private sector. 

Monet:uy. data are available in a useful form for only four· qf th~se 

island countri..es ~ .FiJi, l'apua New Guinea, Samoa and Solomon Islands.· In the 

former and two largest countries, IilOnetary expansiQn, in recent years, has been 

comparatively "lOderate, bnt considerably greater in the latter two smaller 

countries. 

Fiji's long succession of adverse trade balances was broken ;in BSP 

by the sugar boom and~ in that year, nearly $F 25 million was added to the 

country's net foreign assets, as compared v!ith $F 4 million in 1979. Yet, 

at the same, time, there were reductions, of ~-;F 13 million in bank loans to 

the Government and to official entities 9 instead oL a combined increase of 

/Table VL6. 
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Table VI.E. South Pacific island countries. 
Consumcx· price in:dexes, _E7f-U8l 

Cook Islands 

Consumer price index 
Food price index 

Fiji 

Consumer price index 
:Food price index 

Papua New Guinea 

Consumer price index 
Food price index 

Samoa 

Consumer price index 
Food price index 

Solomon Islands 

Consumer price index 
Food price index 

Tonga 

Consumer price index 
Food price index 

b/ 
Vanuatu (March 197E = 100)- _ 

~ . • d c/ 1Jonsumer pr1ce 1n
1
ex-

Food price index£ 

~December 1975 -- 100)~/ 

1Q76 
(Dec.) 

124 
124 

109 
100 

104 
104-

113 
105 

10:. 
101 

110 
108 

106 
107 

1977 
(Dec.) 

144 
14E 

118 
110 

111 
111 

126 
125 

118 
118 

DB 
128 

114 
110 

1978 
(Dec.·-! 

157 
152 

l2l., 
126 

117 
113 

129 
125 

128 
128 

135 
137 

118 
119 

1979 
(Dec.) 

181 
17~: 

137 
138 

127 
124 

160 
165 

140 
141 

152 
147 

122 
121 

1980 
(Dec.) 

209 
203 

158 
160 

141 
144 

208 
207 

163 
171 

187 
191 

144 
149 

Sources: ESCAP, Statistical Indicators for Asia and the Pacific, 
various issues; South Pacific Comntission, Retail Price Indexes, 1979; 
and VAnuatn, Statistical Bulletin, various issues. 

1981 
(Jun..:l 

230 
225 

166 
168 

144 
147 

227 
228 

178 
188 

198 
204 

166 
177 

~/ Approximate equivalents derived by-chaining to the preceding indexes 
where applicable. 

£/ The earlier indicator, the retail price in<1ex based on the 1971 
consumption patterns at Port Vila, was discontinued after June 1975 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 old one. 

£1 Low-income gr?UP only. 

/$F 
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' SF 12 ::nillion in 197'<. 'Th:::n~ h{;1d, howevc~r, b·::en "P. ~nc-_reM;.:; .--,f $F L1 

million in b~nk loans to the priv~t~ s~ctor during 1979, m~inly to finance 

million during 1930, when the sugar crop v.7as dnffiDgr.~d by two cyclone f.:; ?nd 

then by (':r.ought. .Th.:: nu. result ,J<Js f:hct mon2y pl!.!s quaai -nont::y incrc "S ·;d 

by rPther more than one third betwP.en 1978 and l:J::o. · 

The .<:>uthoriciE~.:: deci,';~,d that this cxpnnHion "1M3 excef,sivc ~nd took 

steps to redu~e it. In August 1980, the statutory reserve d~posit ratio 

was r'3iscd from S to i' per cent Pnd banks were esked to restrict loans to 

~ maximum r~tio of 65 per cent of their deposits. The commercial rate of 

interest was also raised from 10.5 to 12 per cent. These mea~:mrE.s were only 

p~rtly succ~ssful in checking expansion of credit to the privat0 sector; 

this hed incre~sed by $F 40 million in 1979 and by $F 21 million in 1980 

. ·but by $F 2r:· million in the year ended June 1981. 

There was, however, a dramati.c ch:;>nge in Fiji's blllancc of payments 

during the first \1alf of 19tH vjh-;:m net foreign .:::ssets decreased by $F 45 

million. Government borrowing from the. bonking system -3lso dccrcl1sed, by 

the small ~mount of $F 3 million, but credit to official entities increased 

by $F 19 million, mt'1inly due to'thrce major projects-··"'~ w~tcr supply scheme, 

e new highw~y, nnd ~ hydroelectric scheme. Increasing expenditures on 

facilities for tourism had also stimulated bank lending to th<; privt:te 

sector, in spite of offici~l rest:r~ints. Th.:- net result, for the year ending 

June 1981, was an inc-r(:;P-se of money plus quasi-money of no'lrly 11 per cent, 

as compared with 19 ·p(:;r cent for the year ending .June 19P.O, bet the tn.:'1in 

factor was th~ heavy fall in. net foreign a~sete. 

Monetary ·policy in Pavea New Guinea h:::1d boen quite rebxed in 1979 

and early 1980 because of optimi.sm about export r'2ceipts tmd government 

revenues, hJrgely ceriw:d from them. Prices for copper pnd gold wer·.e then 

:::tt record levels and ,<> substantbl trnde surplus. lwd helped net foreign 

~ssets to increase by 90 million kinn. At tho snme time, ~ reduction:of 

bank debt by \export stnbilization funds 8bout offset ~'~!1 e:xp::msj_on of bA.nk 

credit to the Government by 21 million kina. All this led to l:1l1 (:xpansion 

of m?ney plus qu~si-money of more than one quarter in 1979. Continuing 

optimism about immediate prospects Led ~e authorities, in April 1980, 

/TP.ble VI. 7. 
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Table VI. 7. South Pacific is lane countries. 

Fiji 
1978 
1979 
1980 
January-June 1981 

Papua New Guinr~a 

1978 
1979 
1980 
Janu1:1ry-June 19[31 

Samoa 
1978 
1979b/ 
1980-

Solomon Islands 
1978 
1979b/ 
1980-

Chnn2 Cc' ·t.n com~nnenu- 0£ non'~Y 
plus GUP.fli-money, 1973-1981 

a~illion units of national currencies) 

Net Claims on 
foreign Government Privnte Official other 
assets sector sector , entities 

-7.6 17.7 7.7 6.0 -4.5 
Lt. 3 5.7 40.7 5.5 -5.7 

24.9 -8.3 20.8 -4.9 -4.4 
-45.3 -3.2 1L:.8 19.0 0.6 

~ 

1 .e~1 -48.0 10.2 4J.1 0.0 .,; 
89.9 21.~- 43.1 ~ 4" .. -22.3 -'1. ;; 

-77.6 -20.0 75.6 -1.2- 4.6 
-110. s 60.8 30.5 o.o!2.1 -5.1 

-5.1 3.2 4.0 -0.3 
-2.3 4.0 '=: 0 .,., .u -0.5 
-3.5 2.3 0 ,, . ~ ... 0.7 

13.7 -2.2 o.~ -3.4 
6.6 2.6 7.7 -2.8 

-5.7 2,3 2.:3 -2.3 

Money 
and quasi-
money 

19.3 
50.5 
36.9 

-14.1 

20.6 
122.7 . 
-18.6 
-24.6 

1.8 
5.0 
0,9 

8.3 
14.1 
-2.8 

So~: IMF, International Financi~1 Statistics, November 1981, and 
official national sources. 

a/ Financie1 institutions, 
h:l As at June. 

/to 
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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 stvung from a huge surplus to a huge deficit so that, in 1980, net 

foreign assets fell by 78 million kina. The Government was also repaying, 

20 million kina of debt to the banking system, but credit to the private 

sector rose by almost as much as the big reduction of net foreign assets. 

Although the volume 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 -v1ere issued to the banks about 

the-loans and investments. For 1981, the target expansion of the broad 

money supply (H3) was set at 9-11 per cent, as compared with an expected 

decline of real GDP by almost 2 per cent. After taking account of budget 

requirements and the projected deficit in the balance of payments, non

seasonal credit from commercial banks l>Jas given a limit of 45 million kina. 

As 1981 progressed, it became apparent that the deficit in the 

balance of payments woul ·' be larger than had been anticipated, owing to 

further falls in the world prices of Papua New Guineavs export commodities 

and the rise of world interest rates to record high levels. Within the 

country, too, bank lending, mostly for purposes of consumpti.0n, p.~s ntiil 

rising. In March, local interest rates were raised by 1 percentage point, 

and by a further 2 percentage points in June. The liquidity ratio, hm.,rever ~ 

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 yroar. There was~ however, 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. Net foreign assets declined 

by 111 million kinD, and that change swamped expAnsionary influe::ces 

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 red;Jce inflation. 

In Samoa. where published financial data are somewhat sketchy, :i.t 

appears that monetary expansion became rapid after 1977 as, between then and .7une 

/1980, 
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1980, the volume of money increased by 79 per cent~ as against 45 per cent 

for l!'iji a:1d 29 per cent for Papua };·ew Guinea. In spi e of substantial 

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 of 19 pe~ cent in 1973, 43 per cent in 1979, and 24 per cent in the 

year ended June 1980. Eost of the bank l~nding to Government v!as for 

finance of public works. Ultimately, the ability of the bankirg system in 

an opeP economy is constrained by its reserves of foreign exchange, and 

Se•n0e v s net foreign reserves fell from 3. 6 million tala in 1977 to 

-7.3 million tala inJun~ 1980, so that external debt t~Tas incurred to IN? 

and other agencies in respect of tl:is negative level. 

Solomon Islands had even more excessive monetary expansion than 

Samoa as. betv!een 1977 and 1980" its volume of money plus quasi-money 

i.ncreased by 96 -per cent. The. increase was 41 per cent in 197G and 49 per 

cent in 1979. The TI:ain reason was large net increases of net foreign 

assets· in 1978, and a lesser increase in 1979 augmented by a big expansion 

of bank :::redit to the private secto:rr amounting to ¢SI 7.7 million. At the 

S3in.e time~ government borrowing frow the banks amounted to $SI 2.6 million 9 

whereas debt had been repaid in 1978. In the first half of 1980, there was 

:-, la:cgs trade deficit ~o1hich reduced net foreign asset:s by $SI 5. 7 miJ.:ion~ 

not completely offset in monetary effect by new loans rf $SI 2.3 million t:) th2 

Gove:-nment and $SI 2.9 million to the private sector, so that the supply of 

noney plus quasi-·money now declined by $SI 2. S t:1illion. 

The Gc.v'":_·,1rr:.ent' s response was to devalue the Solomon Islands 

dollar by 6 per cent against the basket of foreign currencies ~o which it is 

adju3ted. Imrort dutiefi. have also been raised., some to penalty level;·~ and 

b;;;nk :'t.euding -·'ls made more restrictive and expensive. 

?ij i 1 s current domestic revenues, plus small amounts from fo1·eign 

gr.:mts covered> on averat,e between 1976 and 1980, !55 per· cent of ~-. .::s current 

.s.nd capital goverEnent expenditures. External loans financed, on average, 

less !":han two fifths of the deficit~ and the rernainder came from internal 

loans raised from the public or from the banking system. The 198l.budgct 

/forecast 
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forecast a rise of the over-all deficit from $F 31 million to $F 54 million, 

mainly because of a rise in current expenditures, and proposed to finance 

more .than three quarters of this bigger deficit from official sources plus 

some direct private investment. In 1977 and 1979, credit had been raised 

in the Eurocurrency market, totalling $F 46 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 Guinea had relied upon Australian budgetary grants for 

35 per cent of its current and capital budgetary expenditures between 1976 

and 1980, but this is tn be reduced, in real terms, by 5 per cent between 

. 1981 and 1986. Domestic current revenues depend heavily upon export receipts. 

Over-all budgetary deficits were small up to 1979, when they reached 13 per 

cent of current revenues. vfuen small~ they had been financed mostly from 

domestic loans, but, in 1979 and 11!80, foreign loans financed more than 

half the over-all deficit. The 19f'l budget envisaged a 15 per cen~ increase 

of tax receipts, a small increase of the Australian grant, a 5 per cent 

increase of current expenditures~ a 10 per cent increase of capital expendi

tures, and a trebling of net loans and investments. That meant an over-all 
., 

deficit of about the same stze as in 1980, eoual 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, bet•-1een 1976 and 1980s t::1x receipt$! and other domest!c 

revenues both nearly doubled, and foreign grants declined to less than 1 p~r 

cent of current revenue. Current expenditures also doubled, but capital 

expenditures trebled. The·over-all deficit, already at a high average vf 
' 

72 ~er cent of current revenue in 1976-1977, rose to 105 per cent in 1973-1979, 

and to 111 per cent in 1980. Most of the increase of devela,ment spending 

went to a Rural Development Programme, and to improvements of illfrastructure. 

Multilateral agencies~ providing such loans, have insist£d more strongly . 
that their aid will depend upon prop~r local identification of proje~ts 

and evidence that these are financially viable and ~,f national importance. 

Because of deficiencies of ma~power for this purpose, it is likely that 

Samoa ,.,.ill receive less· conce.ssionary loans during the pe.riod of its Fourth 

Plan, 1980-1~84. 

/Current 
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Current expE.:nditurc tl-·ebled in Solomon Islands between 1976 and 

1980~ and capital expenditure feH from t~o;ro fifths of total budget expendi

ture to li.ttle more than one thir:i. Tax revenues also trebled~ and the 

over-all d,;f::c.it fc:ll a little from 73 per cent of current r'eceipts to 70 per 

cent. Host of this w:ts f·L1anced by development grants from the United 

Kingdom? but the pro;'ort·i.on dropped from 88 per cent in 1976-1977 to 53 

per cent in 197S-l980. The ga:p H·'?.s met by loans from Australia, Japan and 

Nev: Zf,c:l<ltlcl, and. also £-;:-em inte.rnal sources, especially banks. In 1980, 

these domestic .sources iiJere lending the GGvernment alm,...,st half as much as 

the United Kingdom ~vas providing in development grants~ and almost as much 

as the other three co•1r:tries 'J!ere lending bilaterally. The 1981 budget 

envis.::'.ged a doebl~_ng of capital expenditure~ mostly for infrastructure 

purposes, and the GVer--all deficit A"O:lld almr>s•- double to $n 70 million. 

It wa:} no~v · . be mostly financed by loans from other sources than the 

United Kingdom~ ·whose development gr:mts would increase very little to 

$SI 10 million. Local sources would provide another $SI 4 m::nlion. 

Table VI. 3 ind udes data for Tonga o l:ut they ar2 nc,t complete in 

respect of develop~;1ent expenditures because those which are made overseas 

for purchases of equipmer~t ~ aid-·in-·kind and services are not in·::luded in 

the budget tables. R0ceipte a.nd ~xpenditures both nearly doubled between 

1976 ~md· 1980 ar.d the a:;parent over .. all deficit was ql.'.f_te small, less than 

1 per cent of receipts in 1930. Inflows of tore1gn cap1tal were recorded 

as $T 15.> miJ.Hon for bili":=eral aid and $1' 3.1 million for multilateral i:lid 9 

together greater than r2corded expenditure by two fi:[ tl.:s. 'U,ese aid flows 

have .increased very raP,idly.,. :F;:cm ST ')" 6 million in 1 S. 6 to $T '1. 0 million in 

1978, and to $'f 19.: million in 1980. Since; 1975~ t;he ranks of donors have 

expanded .from only the Uaited Kingdom and New Zealand to Australia 9 the 

Federal Republi~ of Germar:.y, EEC and ADB. 

A final refl c~c tion on public finance in these·Pacific island countries 

is that, a)_thou1;h there has been a relative shift of spending from current 

to capital purposes~ this shift ha:::; r.ot given r:hem a. strong impetus 

for economic growd1" Except in Solomon lslanua :· cur:cent government 

spending has r..or in~~:::eaned us rapidly us inflation, r:.nd so has 

declined iL rea.J.. te.n•.Ls. · Gro~ving popu.la tt::>ns;; accordi.r{gly, are getting less·)) 

or pocrer qua} ~ty 9 nublic servic'es ir:.. "l1ost urt>as. (An ·i·xam~L~ is the recent 

sus'pens:.i_on of a p:::-o!j:·arrme for controll:tng malaria in Papaa New Guinea.) · In 

regard to capital expend~' <~res; greater care in planning aud cot\trol would seem 

to be needed ::.f ti1e·r a.re tu en'i.1arice productive capacities sufficiently for 

attaining grov:th of average r>::al .::.ncomes ancl greater e-:onomic self-reliance. 

/Table VI. 8. 
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Table VI.8. South Pacific island countries. Public finance, 
1976-1981 

(Million units of national curre_nc ies) 

I 1981 1976 1977 1973 .. 1979 1980 budget 

Fiji 
Receipts 123 134 l57 1% 222 240' 

'fax revenue 104 114 133 156 180 202 
Non-tax revenue 17 18 20 31 34 32 
Fore~gn grants 2 2 4 6 3 6 

Expenditure 147 169 188 221 253 294 
Current expenditure 108 119 140 165 193 215 
Capital expenditure } 39 41 36 38 49 58 
Pet lending 8. 11 17 11 22 

Balance <- deficit) -24 -35 -31 -27 • -31 -54 
Domestic financing 16 16 33 19 7 12 
External financing 10 19 -2 8 23 42 

Papua New Guinea 
ReceiptR 393 390 445 460 519 580 

Tax revel~ue 240 216 274 283 344 396 
Foreign grants 152 175 172 176 175 184 

Expenditure , 415 409 461 524 597 655 
Current expenditure 370 363 414 481 528 553 
Capital expenditure 4r: .} 46 41 33 56 65 
Net 1endirtg and investment ••• ·- .. f 10 13 37 

Balance (- deficit) . -23 -19 -16 -64 -78 -75 
Domestic financing 9 10 13 37 31 57 
Overseas 14 9 3 27 47 18 

Samoa 
Receipts .12 .22 17.71 13.25 22.19 26.02 30.29 

Tax revenue· ·8.70 12.19 14.64 16.63 18.70 21'.53 
Non-tax revenue 3.52 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 10.61 13.01 14.29. 16.85 19.07 21.46 
Capital expenditure 11.50 15.68 22.95 27.78 35.87 36.73 

Balance (--deficit) ' -9 .8.9 -10.98 -18.99 -22·.44 -28.92 -27.90 
Overseas financing: 

Project aid 4.27 5.90 8.5E 12.26 15.08 16 .• 42 
Soft term loans 2.63 3.30 6.13 6.20 .11.65 11.48 

Others 2.99 1.78 {~. 30 3.98 2.19 0.57 

/Table, VI'. 8 (co nti hued ) 
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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 :n.61 37.30 47.57 70.48 
Current expenditure 10.70 14.10 17.18 . 22.22 30.50 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 dev~lopment ~ 

aid (grant) 7.20 6.36 10.39 7.93 9.56 9.94 
Other foreign aid 0.13 0.35 1.61 3.62 5.49 21.66 
Internal sources 0.18 1.15 2.43 1.86 4.52 3.88 

Tonga 
Receipts E.21 7.98 10.47 12.07 13.29 ... 
Expenditure 7.31 8.18 10.40 11.58 13.42 ... 
Balance (-.deficit) -0.90 -0.20 0.07 0.51 -0.13 

Aid inflows: 
Bilateral 2.08 3.50 5.09 11.55 15.93 ... 
Multilateral 0.52 0.81 1.95 2..30 3.05 ••• 

Sources: Official national sources. 
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VII. SOME HUHAN PROBLEMS 

The Si.t.rvey concludes with brief., current reviews of major social 
problems in developing ESCAP counn~ies. Population pressures are still 
heavy in most parts of the regions altnough there has been much recent 
progress in reducing them, ·especially by measures of family planning. 
Health problems~ however:; are not decr~asing~ and are strongly related to 
poverty through widespread malnutrition~ and also through lack of access 
by poor people and rural peopl-e to adequate medical care. There is a need 
to reorganize ~eaUh services so as to put more emphasis on pr>eventive 
measuresJ and s~ as to make curativ~ measures more undely and readily 
available in rural areas. Attention has also to be given~ in this connec
tion:l to measures for arresting deterioration of the physical and the 
social environment. Although Asian countries have legislation. against 
economic exploitation of children~ this continues to be widespread and 
repPehensible -· a dark aspect of industrialization and urbanization. 
Economic modernization is also damaging the extended farni ly system which 
has traditional Zy cared for oLd and disabled peop Ze, and the old a:r•e a 
rising proportion of the population. Alternative care of the old and 
disabled vill increasingly require proviBion of appropriate meamAPes of 
social security. There has been recent .,:;trogress in reducing socio-economic 
handicaps traditionally imposed:on 1uomen, but much remains to be done in 
this respect. Refugees have become another problem:; serious for those 
directly concerned and an economic burden on the countries ~hich have 
first to r>e<!eive them. If political tensions could be relieved, so would. 
be these problems; j'or expenditures on defence and armaments might then 
be diverted to improving socio-economic condit~ns. 

A. POPULATION PR~SSURE AND GROWTH 

The ESCAP region embraces 39 member and associate werober countries and areas 

which vary in size of population·from less than 8,000 in Tuvalu to over 

980 million in China. .In 1980, the population of the who~e region has been 

estim~ted at 2,485 mil~ion, or well over half the world's population. Six 

;large countries$ however, have 85 per cent of the.region's people 

China, India, Indonesia, Japan, Bangladesh .and Pakistan. For qemographic, 

as for other, purposes it.is convenient to break the enormously varied ESCAP 

region into four major subregions, as in table VII.l. 

As· wall as being_ very popu~ous, H. unevenly so, the ESCAP ·regidri 

has rates of ·growth which are aPJong the. highest in th~ world. Notwithstanding 

recent: declines of.fertility, the average annual"gcmvth over·l975-1980 was .. 
1. 79 per cent as ag"ainst o. 94 per cent for. north America, a:4o per cent for 

western Europe, and 0.94 per cent for the USSR. 'A disturbing demographic 

feature, is that the. roost populou·s countries he.d higher than average gr~w~h 

rates over this quinquennium; only l.3 per cent in China, but 2.0 

/Table VIt.l 
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per cent in India, 2.2 per cent in Indonesia? 2.5 per cent in the . ' . 
Philippines, 2.8 per cent in Bangladesh and 3.0 per cent in Pakistan. 

Future annual additions tn the region 1 s population ar•2 bound to be very 

large. Projections based on current trends in fertility and morbidity 

put this population at 2.9 billion in 1990, and at nearly 3.4 billion 

in 2000. 

Yet good measures of fertility are lacking. Only Japan and four 

small countries or areas - Hong K:.mg, Sj_ngapore, Sri Lanka and Peninsular 

Malaysia - have satisfactory statistics for registration of births. 

Estimates for the region's other countries and areas are based on the best 

available data (sample surveys~ for example), and those for the Pacific 

island coun'tries- are mostly speculative because of incomplete registration 

of births and fluctuations in considerable migration streams. 

It 'tvould appear, from such evidence as is available, that, in the 
.. 

1960s and 1970s, fertility rates significantly declined in several countries 

of. the r~gion; and in China, the Republic of Korea, Thailand and Viet Nam 

that the decline exceeded one fifth. Between ·1965 and 1975 9 recorded birth . 
rates fell by between one fifth and two fifths in :?iji, Hong Kong, 

Singapore and Sri Lanka; by one tenth to one fifth. in India, Indone~ia and 

the Philippines; but hardly at all in Bangladesh 9 Burma, Iran and Pakistan. 

East Asia (witt the exception of Hongolia) has the lowest birth 

rates in the developing ESCAP regior,. Gross reprodtLction rates in Hong 

~ong, the Republic _of Korea and Singapore ere at e. similar level w 
those for,the more developed countries in other· regions. Many conditions 

have helped to lower fertility in eafit Asia, including the spread.of 
. 1/ 

education and effective official programmes for·reducing birth rates.-

•'Ihe highest fP.rtility rates, ar~un.:l 45 per thousand, are in the 

poor Musi.im countries of south Asia -_Afghanistan, Bangladesh and Pakistan. 

India has a fertility rate which is closer to. that for east Apia than to . 
that of its Muslim neighbours. 

/In 

1/ ·cbina 1 s crude birth rate has been estimated at 18 per thousand' 
for 1980-; and it is official policy to reduce this to 5 per thcusand .. by 
1985, partly through a one-child family policy which provides both financul 
incentives and p~naJties for achieving this ai'm. · 

·I 
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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-selective 

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 lif~ at birth exceeded 

65 years. In others, the trend slowed considerably during the 1970s and, 

in a few cases, appears to have become stationary. In Bangladesh and India, 

this slowing has occurred at high levels of mortality, and in the 

Philippines, Sri Lanka and Thailand at internediate levels. 

East Asia has the ~owest mortality rates~ and these are fairly 

uniform over all its countries. South Asia has the highest ratGs, with the 

notable exception of Sri Lanka. In such countries as Afghanistan, Bhutan, 

Lao Peopie's Democratic Republic and Nepal crude death rntes have been steady 

at a high 20 or more per thousand. 

Good data on infr1nt or child mortality are H.mited to relatively few 

countries of the region, but many have, in recent years, pub~ished estimates 

of varying reliability; they range from a low of 10 per thousand live 

births in Japan to a high of 140 or more in Afghnnistan, Bangladesh, 

Lao People's Democratic Republic, Nepal and Pakistan. Infant mortality 
' -

is lower for girls tQan for boys in China 9 Indonesia, ~ialaysia, the 

Philippines, Sri Lanka and Thailand, but the reverse holds for India. 

The rate of maternal mortality ~s reported by most countries as 

exceeding 500 per 100,000 live births. A survey made of a rural area in 

n.angladesh found this rate t• he 570 per 100,000 live births nnd, for the 

youngest group of mothers~ it was as high as 1 9 770 per 100,000. Another 

survey made in Afghanistan put maternal mortality at 700 per 100,000 live 

births. This mortality rate, like other ones 9 is highest among the poor, 

and it is also greater for very young or very old mothers. Poor health 

associated with low nutritional levelsiG ~basic factor here 9 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 

secr.ecy with which they are conducted. 

/The 
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The most general, and a fairly sensitive, indicator of health 

conditions is the· average expectation of life fr?m birth. In east Asia, this 

expectation has risen to 64 years in China, and to 65 years in Hongolia, but 

their rates are still well below Japan 1 s 76 years. In south-east Asia, 

Malaysia and ~ir..gapore have similarly high expectations of life, and the 
;? 

expectation has risen to above 60 years in other south--east Asian countries, 

with the important exceptions of Burma and Indonesia. Their expectations 

of life are close to the fairly uniform SO.,years reported in south Asian 

countries, and this level is only marginally high.:.:r than that prevailing in 

south Asia during _the early 1970s. 

It has also to be recognized that life expectancies vary considerably 

within a country unless it is sufficiently small and homogeneous to avoid 

that. Mortality rates are higher in rural than in urban areas for most 

developing ESCAP countries. In many, too 9 infants and old people have more 

sickness and hospitalization, and infant mortality remains their most 

important determinant of life expectancy • •. 
One area in which progress has been made is family planning. By 

1978, 25 of ESCAP's 39 regional member and associate member countries had 

official population or .family planning policies. These 25 countries and 

areas, together with another four v.•hich support or permit unofficial 

activities for family planning, contain almost 9R yer cent of the region's 

people. In Hong Kong, the Republic of Korea and Singapore~ at least 40 

per cent of e.ligible coup-1.es practise family planning methods; in Malaysia, 

the Philippines, Sri Lanka and Thailand this proportion, is at least 30 per 

cent; and in India, Indonesia and Ium it is about 20 per cent. 

Nevertheless1 there is a wide gap between current fertility levels 

and those reconnm::nded for 1985 by ESCAP regional consultative. meetings, ·• 

held in relation to the ~l]orld Population Conferenc12 of 1974. Government 
' connnitment to family planning has increased markedly year by year, but 

more substantial budget expenditures are urgently required for this area, 

and stronger ?olitical and administrative support given to it, if progress 

is to continue at the desired a·c-celerating pace. 

/Figure VII .1. 
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B. HEALTH, POVERTY AND THE ENVIRON!ffiNT 

I 

Information about thE' incidence and causes. of morbidity is 

deficient. I.Jithin the developing E~:CAP region~ t:.\ere appears to have· 

been little recP..nt genersl progress in reducing thr~ incidence or prevalence 

of many diseases that have long affected its people. Respiratory and 

diarrhoeal diseases have been r.:;tluced in sc~mc countries but not ·in :;thers; 

they, with malaria, continue to h;:wc a leading role ia morbidity trends 

and appear to b~.~ again increasing in south Asian countries. The eradica

tion of smallpox was the major improvement during the 1970s, a brilliant 

achievement but one that cannot be r,ePer1.1.liz,~d because the disease has a 

very specific etiology. Th;;:re'has been no lessening of the incidence of 

such other common diseases as malari:'l, filariaE-is, cholera, leprosy or 

tuberculosis, all of which may have increased; as have food-borne and 

sexually transm.itted diseases. 

Health problems of mothers and children, and high levds of morbidity 

and mortality, are largcJ.y'due to synergistic effects :Jf malnutr:i._tion 9 

infection snd uncontrolled fertility. themselves consequences of poor 

environmental an~ socio-economic c9nditions - including lack of health 

care. In the more developed countries, ·malnutrition and infection, 

parisitic and respiratory diseases have been largely eliminated; but they 

are still the main sourees of suffering, debility and rleath in t.he .less 

developed countrie~. 

It is of paramount importance to tecogniz-2 the debilitating and 

often fatal consequenc~s of ,.,i,~c,spread malnutrition· affectin£ the: health of 

children and .women of child-hearing agf• in most developilJ./7, ESCAP co.unt:ries. 

A rural nutritional surve-y made in Bangladesh during 1975/76 found that 

70 per cent of rural people were ariaef'<ic; for children younger than 5 

years the figure was 82 per cent, and for pregnant or lactating women 

it was 70 per cent., as against 62 per cent for men. In Th,ailand, protein • 

deficiencies ·were recently found tP affect 53 psr cent of newly born 

children. In a'11 countries 9 chrcmic maln,utrit:i.on and 11miem:ia are closely 

linked witb such.acute in.fections as malaria 9 infectious hepatitis, 

urinary tract infections and pulmonary tuberculosis. 

It has, indf2d, to be recogn~zed that health depends very much. on 

nutrition. Estimates for Asian .countries put th€~ rroportion of. children 

under' 5 years of• e.ge. who• suffer from 'malnutrition~ severe or moderate, 

./at 
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at 15 to 80 per cent~ and totnll:!.ng about 70 million ()Ver all these 

countries. An FAO survey, published in 1977, founcl that almost 300 million 

people in 11 Asian countrie~/ had an insufficient con~umption of calories. 

Increases in the productisn or import of foodstuffs have not been 
3/ sufficient in nine Asian countrie&- to provide 9 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 nt the lowest end of the 

income scale get only 75 per CE::·:·t of the minimal de.ily requir"~ment of 

calories (2,200) ~ in contrast to the !1 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 general 

result beinJ! that the poorest 20 rer- cent of households have about half the 

per capita intake of calories consum0d by the top 10 per cent. 

Malnutritiot.h or under-nutrition, is seldom recorded as a cause 

of death; but an inter-.American study has found that about half of the 

deaths of children under 5 years of age are directly, or indirectly, 

associated with mal~utrition. 

The situation regarding protein is somewhat different from that 

for calories. In 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 ?rotein fqr their 

people - if these supplies were evenly distributed. They are not, of 

course, anything like equally distributed 9 so that protein deficiencies 

are suffered by the lower-income »ousehvlds in most Asian countries. 

There arc oth-c~r nutritional deficiencies, particularly in regard 

to vitamins and mineral trace elements, and these induce widespread condi

tions .such as anaemia pr·blindness. To some extent, they are related to 

the core nutritional deficiencies or arc of lesser uq;.ency, but are 

serious enough. 

/Fi'i!}Jre VII. 2. 

2/. Afghanistan, Bangladesh, Burma, Indias Indonesia, Iran, Nepal, 
Pakistan, thePhilippines, the Republic of Kor..:a and Thailand. 

ll Those listed in~/, except the Republic of Korea and Thailand. 
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Enviromoent also plays a bi;c role in health conditions. The 

most obvious factm:s here are P'?table v~ater and sanitation. Although 

there have been marked reductions in general levels of mortality, most 

Asians, and especially the majority who live in rural areas, are exposed 

to conununicable diseases due: to unsafe drinking water and an almost complete 

lack of sanitary faciliti•s. Even in Sri Lanka, which has a relatively low 

death rate, safe Grinking wJter has been available to only a quarter of 

the people. In most developing ESCAP countries:· adequate sewerage does 
., . 

not exist even in small- or medium-sized towns. 

One important aspect of the conn2cticn between environment and 

health is thedoubling of malaria cases, between 1970 and 1975 1 in 21 

Asian countries, and especially in India which had close to 4 million cases. 

In this large sample of countries, nine had a worsening trend of malaria 

prevalence, four had a stationary trend 1 :md four an improving trend. 

A conference sponsored by the World Health Organization~ held in 1976, 

linked the transmission of malaria by mosquitoes to the maintenance of 

primitive techniques of rice farming. These favour the mt.lltiplication of 

mosquitoes, and the practice of sl~eping by paddy fields their role as 

vectors o{ the clinical parasite. There are pesticide sprays to reduce 

the problem 9 and they were successfully applied, on a large scale. during 

the 1950s. Today their use has diminished owing to financial and such 

ope~ational constraints as lack of trained personnel and equipment. 

The environmental conditions just discussed are important aspects 

of what has come to be cail~d primary health care, generally accepted as 

an element of national economic plans by Asian countries. Other aspects 

of the problem relate to pollution of air, water or soil 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 f.-lam because of \<U~.ter- and soil-borne diseases. Air pollution, due 

to motor traffic, chemical works and industrial fuels is also becoming a 

health hazard in the larger cities~ such as Bangkok, Bombay and Seoul. There 

has also been a marked cletcrioration of inland waterways and coastal waters. 

Less direct, or more long-term, aspects of environmental deterioration 

have also to be noticed. Asia is losing its forests, and at an alarming rate 

in Indonesia, Malaysia, N€!pal, .the Philippines. Sri Lanka and Thailand. If 

present trends went unchecked, these countries could lose their entire 

I IMBALANCES 
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IMBALAlTCES OF HEALTH SERVICES 

Existing health services are very unevenly distributed bet~,reen 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 areas. In Thailand~ to take anotner example~ there is 
one doctor per 1,000 people in the capital? but only one doctor per 30,000-
50,000 people outside it. This kind of discrepancy is wider still for nurses~ 

. pharmacists, dentists and other health >.vorl:::ers_. 

Uneven distribution of health services is bound up with an undue 
emphasis on curative medicine at the e~pense 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 system with decision ::naking 1 personnel and financial 
managements located in a ministry" \-Thich is almost ahmys in the capital, 
and with operational facilities concentrated in a hospital network \.vhich 
is_ readily available only to a minority of people. Experience has shmm 
that institutional services provided by vJell-·trained professionals is a 
very expensive, and grossly inequitable~ solution to the rroblem of health 
care. It is also wasteful 1 in that many· of the doctors and nurses trained 
to-good professional standards, at considerable public cost 9 find it easy 
and advantageous to migrate to advanced countries where their services 
are much better remunerated. 

The alternative is well-kno\.vn but lacks practical recognition~ If 
the great majority of Asians are to have anyt' tng like effective medical 
care~ large numbers of people have to be 'Iuickly trained in basic and 
technologically simple health skills, a~d chos~n for that training on the· 
basis of cultural kinship with rural coromurdties. Such a system has been 
successfully developed ip. China and lJiet ·rram, and similar, much more 
limiterl, exp~riments have :been tried in India~ Iran, lndones_i~, 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 ~entre which 
emphasizes widespread distribution of health services, and their accessi
bility; it 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 !east in 
the rural areas of Asia. 

The \..Jorld Health Organization and the United Nations Children's 
Fund (UNICEF) have thus evolved a recommended approach to health servicee 
v7hich has been labelled primary hE:.alth care. It means extending more or 
less specialized health·services tc. people, especially rural people, 
through, outposts manned or mana~ed by professionals, but more or less 
peripheral to"the central administration of health services. The basic 
idea is that health workers should be at the centre of a rural community's~ 
life, and part of it. This seems to. be the oftly practical appr_oach vJhich 
is likely to provide ddequate cov~rage of health-services in developing 1 

Asian countries; but it has many difficulties to overcome - finar.cial, 
but:eaucratic and professional. The Western apnroach to health services I 
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. 

/forests 
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forests within two decades. Or, to widen the picture, the ESCAP region 
r 

could lose 70·per cent of its forests by the turn of the century. 

Deforestation has various ~auses: collection of firewood by rural 

households, conversion of forests to arable farms, shifting cultivation 

of the "slash and burn·' type, commercial logging, and illegal logging. 

Its consequences are accelerated erosion of agricultural land, siltation 

of rivers and coastal waters, and shortages of water in dry seasons. 

,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 whi.ch 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 been 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 health. 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 ~eversal can be 

hoped for. 

Notice has also to 0e taken of a fundamente.l aspect of what car: 

be called the 11social environment.;. That environment depends upon the 

maintenance of law and order for the protection of citizens, long 

regarded as a basic function of the State. Yet, in some developing 
~ 

ESCAP countries, traffic accidents and r:.mrders have become leading 

causes of death, and increasingly so. Firearms are far too easily 

obtained, aQd motorcycles are ;iving,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 tiTork. 

/C • 



- 309 -

G. DISADVANTAGED PEOPLE 

Poverty is the underlying factor in most of As1.a' s social problems, 

but these have other as-pects connected with such circur1stances as age, 
·' 

sex and physical or mental disabilities. In some countries, too, they are 

connected with race, or with loss of citizenship and r~sidence through people 

becoming refugees from their own countries. 

1. Exploited childr~ 

A conspicuous _problem is the unscrupulous abuse of child labour, 

widely practis.ed in the poorer countries of south and south-east Asia, as 

well as in other large areas of the dev,eloping w_orld. l1any thousands of 
I 

children, sotne as yoijng as 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 conditions regarding diet, ac'commodation, work and 

pay, Those consigned to fattories may be kept in unhygienic work plsces, 

made to handle dangerous machinery, chemicals or polluted materials, to 

work long hours \-lith very fe,-1 holidays, to sleep· on factory floors, or to 

.eat unwholesome and scanty food. Those sol'd to brothels may be brutal:lzed 

into p1:ostitution, and deprived of l.iberty ·along with self-respect. 

Ia 1931, tht Economic and Socia1 Councii of the United Nations 

,received a repor~1on this problem which contained some .illus~rative materiai. 

(a) In ~ome parts of _Bombay, one quarter of child~en had begun working 

.between· the ages of (o and 9 years, and nearly half between 10 and 12. 

(b) ItLPakistan, there were l. 5 .nillion children employed in ca~:pet 

weaving, many· of them from the age of 6 years. ~hey worked 11-12 hol.1.rs a day 

for a monthly ~vage. of $ 8 - $ 12: These. :Hgures relabed only to those urban 

factor.ies which are subject to Government inspection • 

. (c) In the Republic of Ko;rea, 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 

. !:_/ A. Bouhdiba, :Sxploita~ion of Chi:ld Labour, paper pres~Cnted to 
the United liations, Economi_c· and Social Council, CoJ:l'lmissicn·"on ·utu:i.an Righte, 
Sub-Commission on Prevefltion of Disc-rimination and Protection. 'of Hinorities 
(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 f?ctories, many of which are unlice.nsed. A considerable 

proportion of these children suffer from malnutrition or from hazards 

related to their work. Even in licensed factories, working and living 

conditions 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 stetes: 

"The child shall be protected against all forms of neglect, cruelty 
or exploitation. He shall not b(: e-.e subject of traffic, in any 
form. The child shall not be admitted to ernploym2nt before an 
appropriate minimum age; he shall in no case be caused or permitted 
to engage in any occupation or emplo:y'l!lent \-Jhich 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 aged over 60 years than of any 

other age group in Asian populations. This means that the prop~rtion of 

old people in the population will increase quite rapidly, especially in east 

or south-east Asia where average expectation of life has risen mo:-::e than 

in south Asia. It has been estimated that, by the end of this century, 

the population tvhich is 60 years or over \:ill double in south-ecst Asia, 

and increase by about four fifths in south Asia. Over the same two decades, 

the whole population of Asia would increase by one half. 

/Table VII.2. 
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As people age they usually become less fit for ,,wrk, and have 

increasiq; cifficultit!s in retain:;.ng or finding er::ployoent. Their health 

also becomes .:t gre.ate;r ris:c, and so their need for medical care. In Asian, 

societies care of the aged was traditionally accepted as a rcsponsibility 

by younge.r, economically active mernhers of an extended £emily. Yet, 'just 

as the proportion of the population which needs such care increases, the 

extended family system is weakening thremgi1 the physical separation of relatives 

that comes with economic modernization ili.l.d associated personal mobility. 

In some villages of Halaysia, the Philippines and Thailand, so many younger 

people have gone that the old are left almost alone wi.th little support. 

Asian societies have some aobivalence ·about caring for old people; traditional 

values place this responsibility on their families, but economic change 

is making that less usual or less comprehensive. 

Social care for the old has been slow to develop. Most aged people 

are in rural areas and belong to the poorer social groups. They have had 

little hope of accumulating savings, from low or irregular incomes, to meet 

their needs in old age. Unless they have been public servants, 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 developing countries have 

extensive schemes of public housing and, even in Hong Kong or Singapore, 

many elderly people do not qualify for such housing. Residential or nursing 

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 ';.;rorsening plight of the increasing number 

and proportion of their, people who are passing beyond working age. That 

must .put a strain upon their resources, ,,Thich could be relieved only by 

achieving adequate and e.quitable econor;:i.c grm.rth. 

/YOUTH 
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YOUT:.l POLICIES 

One fifth of the ESCAl rs~ion's people ere within the Dfe group 
of 15 to 24 years. ~t is a p<:-crticularly import.:::nt 2gc group. Its 
members havf: often been active in forcing polit1c.<:,l chc:.nges or in 
supporting those who see!( them. Hore fundamentnllJ. it is members of 
this group \vho receive hi3:1er education, academic or technical, and so 
w:Ul soon become the educc.t:ed or Gkilled personnel needed for modern 
economic progress. 

Education hus thus become a high priority for most Governments. 
There is, however, concern about its effectiveness. Rural areas have 
been disadvantaged in regard to the provision of educational, as well as 
health, services because· of over·-concentration of expenditures on urban 
centres. Curricula, moreover, heve neglected courses suited to rural 
neecis and over-emphasized those ~-1hich lead to white-collar employment. 
There has, accordingly, been a neslect of the important needs of 
agriculture, an inadequate gearing of education to aveilable and emerging 
job opportunities, and a good deal of vlhite-collar unemployment. Another 
consequence has been a growing raigration of young people to cities. 
attracted not only by the hope of better paid jobs but by the facilities 
which cities offer for ~ecrec.1tion, sport and social life. 

In recent years, various forms of national youth councils. have 
been 'set up to reflect government recogn~tion of the social needs of 
young peoples and their role in national development. These councils, 
however, oftep lack sufficiently comprehensive appreciation of the 
needs of youth in regard to education, employment and -recreatipn, or 
effective co-ordination for this purpose between ministries, agencies 
and voluntary organizations. In particular, more fct::us 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. Undcrprivilege~ ,.;romen 

l•.iore r:t::e'1.ticm lJas been paid to the long traditi:Jn of >·.u)r::;e:l' s 

socio-econouic inferiority, and sone prosress h<::s beec. rande in reversing 

it. In recent y~ars, T.vor::1en' s participation in the labour force of ~SCAP 

countries has been increasing, both as a proportion of the female population 

and as a proportion of the labour force. There is also a promising trend 

in the grmvth of female enrolments at all levels of formal education in 

most ESCAP countries. The United Nations Decade for Women hss had some 

effeet in accelerating various official measures for improving the status 

and participation of women in socio-economic life. Ministries or bureaus 

have been established by many Governments in order to promote 'vomen' 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 employment, about hnlf of the econo

mically active women in Asia are in agricultur~, one quarter in industry, 

and one quarter in nervices 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. Homen 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 lm" wages. Such discrimination is becoming 

less tolerable now that increasing c"onjugnl separation is making for more 

households headed by women, and that the extended family system, which 

cared for divorced or bereaved \<7omen, is becoming weaker. 

In regard to education, there is a bigger proportion of drop-outs 

from formal courses for '"or:J.en than for men, and women have a much· lower 

rate of participation in adult education programmes, including those which 

offer vocational and technical courses. That, of course, has some effect 

in keeping them to lower paid jobs. 

Although most ESCAP countries have laws which give women equal 

opportunities vlith men in regard to OEtployment, education and politics, 

women are fer from full achievement of such opportunities. 3.easons for 

this state of affairs ~ie in economic constraints and traditional values 

relating to women. These constraints and values have been slm<J to change, 

partly because they are widely accepted by women themselves. 

/4. 
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4. Disabled pebple 

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 too common sight in Asia, 

and, in some countries, children are ?Urposely maimed in a horrible way 
" so that _they may c-ontribute to the family income by b~gging, Often begging 

is the only way genuinely disabled people can support themselves. 

~lost d~sabled people, however, live in rural areas where the extended 

family syste.m gives them m.ore support. They are 1.1sually extremely poor, 

and almost cut off from medical services which could prevent their disability, 
l 

at an early enough stage of diagnosis, or prevent it from beco~ing progressively 

worse. Nor can they obtain much help for the sort of rehabilitation that 

would enable them to live more comfortably, or even earn some income to 

support life in a self-respecting way • 

. Effective pelp for the disabled has three main facets. The first 

requirement is extension of health services in rural areas, desirable on 

a ou~ber of grounds, but needing~ in this respect,. medical pe~so~nel and 

facilities for early detec;tion of conditions leading to a disability, care 

or arrest of these conditions, '1. r' that. is possible, and, if not, help to 

minimize the physical and mental consequences of the disability. 

An associated requirement is the ·identification or· creation of work 

opportunities within the potential of a disable~. person, and training to 

realize such a ~~tential. Special types of vocational t~aining, that is, 

should be provided as well as rehabilitative medical care. 

Another requirement, perhaps less essential, is provision of 

accommodation and work places adapted to the phy.sical limitations .of th~ ,. 
· disabled so as to help them live or \vork more safel.y and comfortably. This 

has been P!lrticularly stressed by the ~97'6 United Nations Conference on 

Human Settlements, which paid special attention to the· needs of thE: disabled. 

It showed that much could be done, especially in rural areas, \·J~thout great 

cost. 

Few would quarrel with tne three-pronged programme ju~t described 
( 

on other than economic grounds. There is no doubt that it would !nvolve 

considerable co~t, as would the provision of better health care in rural 

areas and decent provision for· the aged. All of these should be regarded as 

constituting an important aspect of redistributing income to relieve poverty. 

·. /It 
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It would then become an ir~portant question hoH far redistribution could go 

without chec\:ing economic growth to the point where less actual resources · 

were available f~'r relieving of poverty - and the various kinds' of suffering 

whichJi't ·entails. 

5. Refugees 

At the end of 1980, the United Nations· High Commissioner for Refugees 

(UNUCR} ,w~l? .h~lping, in Asia, over 2 million people who" had ~led from their 
•-• • ; " •' • • J -: •• ' :, \ > ' I ·,, - • • ' • • • • : ' ~ l • ,< ' I ' 

homelands. ~o, neighbout:;ing countries because of political troubles pr per.secution. 

Pakis~~n,w~s. ~qe,,~t~.ri,ng abou~ 1.~ 400,000 .refug~e.s ft;om Afghani~tan.1/ 'Tha~land 
'• ~- :., .1, • ' ' ! ' , . . . ., ',· • • . ' l ; ; • · • .• , ,I '' ' • ! ' ·', · ~-;. ·1 

had- ov,~;- 2~1,000 refugees, of whom 105,000 w.e:re from Lao People's Democratic 
• • 1 , ;, • • .. , ) _I, :: , . · , . , • ' o. , , , .• , • • • ' ' ' 1 ,' .) • _. ~! 

R:~P,uqJ~c, .. ~41, 000 ,from Democrat~.c KamJ,>uche,a, .and 9, 000 f.rom Viet NC:UU.• There 
• ·.. • . • • • • • - - • .. • • . ,.? ' '. • • • • - l ' . -' ~ .. \ _t • • • • .' •• - - •• 

were also refugees from Viet Nam in ether developing ESCAP countries and. areas; 

263,000 in China, 30,000 in Hong Kong, over 8,000 in Indo~esia, 11,,000 in 

Malay~ia, 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 countries, or had returned to their own countries. By this d'ate, 

187,000 people· who had fl(!d from Burma to Bangladesh ~ere bnck•in :Burma again. , 
·Some ·310, 000 Kampucheans had also, by this da:te~ returned to their ·own country, 

as hiid 73,000 Lao.- About 157,.000 Vietnamel:!e were also settled in third 

countries during 1980. Hany more, of course, had been resettled in prev:i.·ous yettrs. 

· 'tn co-operation with governments and charitable organizations, UNHCR has 

done much :to assist these people;· to help maintain them in the co·untries to which 

they fled, to train them for a rtew life abroad, and to find permanent settlement 

for them in third countries. Iri 1980, it spent $ 268 million for these purposes. 

It cannot be doubted that refugees, even if generously assisted, 

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, 

. is 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 continents 

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., 
AssemblY, Official Records; Thirty-sixth session, Supplement No. 12 (A/36/12). 
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.ARi.vlA11ENTS AND DFVFI.:.JP:{Sl'YI' 

The thi.rty-sb:th send.on of the United Pgticms Gener:Jl Assembly 
received a report from the Secretariat on the relation between disarma
ment and development. The report found that 11it would be virtually 
impossible to dispute the desirability of reversing the arms race in 
order to speed up the vrocesc of socio-economic development". 

Two striking comparisons are made to emphasize this point. For· 
many years, total worl.cl ,.;iL_-..:ai:J spending has exceeded the combined 
national incomes of all countrit;s i.n : .. f:c·ica and Latin America. These 
expenditures, too, are about 19 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 Organization spent less than $ 100 
million over 10 years to eradicate smallpox, .about the same sum and 
period that one country spen't on improving a small air-to-air missile. 

So mudt secrecy attaches to military spending that it is impos
sible to reach accurate sctirnates of its cost. Eut the report, after 
careful study, thought that ~ 500 ;Jillion would not be an underestimate 
of world military spending i!l J.9G(J. That sum would be about 6 per cent 
of wprlc;I GNP, equal_ to $ 110 for every pErson on earth, and roughly 
equ,a.~ to the comb_i,r~ed expenditures by el.l developing countries on their 
own gross capital fvrmati.on. G:.obal expenditures on research and develop
ment for military puq:oses is et le<lSt six ti.mf)S greater than all research 
and development exp2nditunc:o> in de'Jeloping countries. 

Asian countriE.·s, in 1980, had about a 6 per cent share in global 
military sperHng, but this share had risen from less than 2 per cent 
in 1955, or from /. .5 ue~: cent in 1970. For .sll developing countries, 
military spending rose, as a !Jroportion of GNP, from 3.2 to Lj.2 per 
cent. The share of dev-.2lo?i.ng countries in world trade ~n erme1ments, 
moreover, h,as been a~:ou:.1.d thre 10 quart en:; du:ring the 1970s, m.!'!inly because 
they lack industries for. producing the most expcmsive types of armaments. 

The followin~ tnble_ gives some nece:.:ssrily imperfect indications 
of the reL:rtive importan~e of military s·pending in 13 devCloping ESCAP 
countries. It appears, from this data, ·that the proportion of military 
spending to GNP is not fa:>:" from the world average of 6 per cent in 
Indonesia·, Pakistan, the ::tepublic of Korea, Singapore and Thailand. It 
also appears that mili.tary 3pending much _excc0ds receipts from foreign 
aid in these countries: and i:llso in India, Halaysia, tmd the Philippines, 
Nor 1:\re the comparisons gcneral1 y favoun~ble against central government 
expenditures on hEalth end educE!tion. 

It would seem that, if meas,ures for disarl!K1rnent became practicable, 
even within the ESCAP region 9loi.1e, much could be done to meet the urgen't 
economic artd soci~~ needs discussed in this final chapter of the Survey. 

/Defence 
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Bangladesh 
Defence 
Health and 
Foreign aid 

India 
Defence 
Health and 
Foreign aid 

Iran 
Defence 
Health and 

Nepal 
Defence 
Health and 
Foreign aid 

Pakistan 
Defence 
Health and 
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Sri Lanka 
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Heelth and 
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Defence expenditures, health and education 
expenditures, and foreign aid, 1973-1981 ~/ 

b/ 
(Percentage of GDP at current factor cost)-

1973-1975 1976-197G 
1979 

average av': ::age 

IRAN 

0.6 1.5 1.5 
cduc.ation 1.1 I 1.3 1.6 

5.6£. 8.9 10.3 

3.6 3.5 3.3 
education 0.4 0.6 0.6 
!./ 0.8 1.1 0.4 

16.0 13.4 . . . 
education 6.3 6.6 . . . 

0.6 0.9 0.9 
educetion 1.4 2.1 2.2 

2.3 3.5 4.7 

6.6 6.3 5.7 
education 0.1 0.1 0.2 

4.6 4.6 2.5 

1.4 1.4 1.7 
education 4.0 3.9 3.6 

2.8 6.0 9.1 

SOUTH-EAST ASIA AND 
RFPUBLIC OF KOREA 

Burma 
f/ Defence 3.7f/ 3.6 3.5 

Health and 2ducation 3.0£/ 2.5 2.6 
Foreign aid 2.1 6.9 2.1-

Indones j_a 
Defence 2.5c/ 3.9 4.4 
Health and education 1.0h/ 1.4 1.6 
Foreign aid 1.3- o. 7 0.3 

1980 

1.5 
1.5 

12.1 

3.4 
0.6 
0.5 

... 

... ... 
5.7 

5.9 
0.3 
2.7 

1.6 
3.5 
9.4 

2.5 
n c c,J 

g_/ 
s .s8/ 
2.0 . . . 

/Malaysia 

1981 

1.3 
1.5 

10.0 

~ ld/ 
-· d/ 
o.sd/ 
1.3-

••• 

. .. ... 
5 r· .o 
0.3 
1.4 

... 

2.6 

... ... . • .. 
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1973-1975 1976-1973 1979 1980 average average 

Malaysia 
Defence !; • 8 4.5 4.1 4.1 
Health and education 6.2 6.4 ;; . 7 6.1 
Foreign aid 1.9 1.6 1.6 0.7 

Philippines 
Defence 2.5 2.7 1.7 1.6 
Health and education 2.6 2.6 2.8 2.3 
Foreign aid 1.7 1.0 0.9 0.6 

Republic of Korea 
Defence 4.6 6."1 6.1 7.2 
Health and education 2.6 3.3 3.6 4.1 
Foreign aid 1.7 1.8 1'.0 0.7 

Singapore 
Defence 5o6 6.4 5.8 6.3 
Health and education 3.7 3.6 3.8 4.2 

Thailand' 
:;)efence 3.8 4.5 5.5 5.0 
Health and education 2.0 2.6 2.7 2.8 
Foreign aid 0.3 0.9 1.9 1.5 

Sou~ces: World Bank, World Development Report 198i~ H!F 5 

Government Finance. S ta tis t~aarbook 19 81 and national sources. 

1981 

... 

a/ Years are ~nd of fiscal years exeept for Sri Lanka, Indonesia, 
Malaysia, Philippines~ Republic of K~rea and Singapore-where years are 
calendar. Expenditures include only disbursements by the Central Govern
ment. Foreign aid here means net disbursement of grants and loans made 
OJ+ concessionary financial terms by multilateral agencies~ members of the · 
Deve.lopment Assistance Committee of the OECD and memt>ers of the Organiza
tion of Petroleum Exporting Countries. 

~1· GDP at current market prices for Burma. Indonesia~ Malaysia and 
the Philippines. 

c/ 1974-1975 average. 
~/ The 1980-1381 GDP in current prices has been estimated by 

applying a 2C ·per cent growth factor~ calcula.ted by the National Council 
of Applied Economic Research, to the previ'ous level. 

e/ For 1980·-1981, including Rs 5 ~ 410 million from IMF Trust Fund. 
f/ • Fiscal year 19?4/75 only. z./ The 1980 GDP in current prices has been estimated from data 

about changes in price and real GDP. 
\1/ 1975 only. 
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