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PREFACE

This Survey for 1981 is the thirty-fifth in a series of reports prepared annually by the Economic and Social
Commission for Asia and the Pacific (ESCAP). It is wholly devoted to a review of recent economic and social de-
velopments and problems in the region, after noticing developments in the world economy which have had a direct
effect upon the region's recent progress.

Like previous Surveys, it is published on the sole responsibility of the ESCAP secretariat; the views expressed
are not, therefore, necessarily those of the Commission or the Governments of its members and associate members.

It differs, however, from previous Swrveys in having a new format. This involves printing on art paper, using
colour for figures, and using text boxes to consider countries for which the secretariat has less complete recent

information, or else to consider topics which are relevant to the discussion of a particular chapter or section but
not central to that discussion.

Bangkok, February 1982
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EXPLANATORY NOTE

The term “ESCAP region™ is used in the present issue of the Swrvey to include Afghanistan, Australia, Bangladesh, Bhutan,
Brunei, Burma, China, Cook Islands, Democratic Kampuchea, Fiji, Hong Kong, India, Indonesia, Iran, Japan, Lao People's
Democratic Republic, Malaysia, Maldives, Mongolia, Nauru, Nepal, New Zealand, Niue, Pakistan, Papua New Guinea, the Philippines,
Republic of Kiribati, the Republic of Korea, Samoa, Singapore, Solomon [slands, Sri Lanka, Thailand, Tonga, Trust Territory
of lhefdﬁc Islands, Tuvalu, Vanuatu and Viet Nam, The term “‘developing ESCAP region™ excludes Australia, Japan and New

The designations employed in this publication do not imply the expression of any opinion whatsoever on the part of the Secre-
tariat of the United Nations concerning the legal status of any country or territory or of its authorities, or concerning the delimita-
tion of itz frontiers.

Reference to “‘tons" indicates metric tons.
Walues are in United 5tates dollars unless specified otherwise.
The term “billion"" signifies a thousand million.

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

In dates, a hyphen (=) is used to signify the full period invalved, including the beginning and end vears, and a stroke (/) indicates
a crop year, a fiscal year or plan year. The plan years of the ESCAP countries coincide with their fiscal years as given in the table
below:

Mid-point rate of
Country Fiscal year Currency and abbreviation exchange for $US |

as of June 1981
Afghanistam . . . ¢ v v v v v s v s s na 21 March to 20 March Afghani (Af) 50.08
Amrtraln . oo it e e e e 1 July to 30 June Australian dollar ($A) 0871
Bangladesh L 1 July to 30 June Taka (Tk) 18.098
BUINEREE ;o i i e e s AR 1 April to 31 March MNgultrum {Mu) 8.681
Brunei . . . . oo v cn s n o oeu s 1 January to 31 December Brunei dollar ($Br) 2.132
BRICHRR. 5 5 e il e e e R 1 October to 30 September Kyat (K) 7.452
e T 1 January to 31 December Yuan renminbd {(YRMB) 1.747
CooklIslands .. .......c04. 1 April to 31 March New Zealand dollar (SNZ) 1.173
Democratic Kampuchea . . . . .. . 1 January to 31 December Riel (KR) R
L T R o e e S L e 1 January to 31 December Fijian dollar ($F) 0.569
HoogEong . : -6 cmevsnes 1 January to 31 December Hong Kong dollar ($SHK) 5.521
i1 A T e P - R 1 April to 31 March Rupee (Rs) B.681
IDAONEL, o6 5 v a0 600 %0 000 1 April to 31 March Rupiah (Rp) 631.25
[ e e L F 21 March to 20 March Rial (Rls) 80.29
T e S . 1 April to 31 March Yen (¥) 225.80
Kirfbatl ;.. oo maass P 1 July to 30 June Australian dollar (SA) 0.871
Lao People’s Democratic Republic . 1 July to 30 June New kip (NK) 10,000
Mmbayeln o e e 1 January to 31 December Ringgit ($M) 2316
T L e e A g 1 Detober to 30 September Rupee (Mal Rs) 7535
Moogolin . ....ovivivinnnn 1 January to 31 December Tughrik (Tug) 3.5
PRRIRERY - o 75y ain aa e o e e 1 July to 30 June Australian dollar ($A) 0.871
1 R P b T 16 July to 15 July Rupes (NRs) 12.000
New Zealand . . ........... 1 April to 31 March New Zealand dollar (SNZ) 1.173
Pakirtan . . .o vvvnnncvs 1 July to 30 June Rupee (PRs) 9.900
Papua New Guinea . . . ....... 1 January to 31 December Kina (K) 0.679
Philippines . . ....0 000004« 1 January to 31 December Peso (®) 7.949
RepublicofKorea . ... ..... % 1 January to 31 December Won (W) 685.10
e e SV S 1 January to 31 December Tala (SWS) 0.929%
Singapore . .......vc0c000- 1 April to 31 March Singapore dollar ($5) 2.132
SolomonIslands . ... .. 0000 1 January to 31 December Solomaon Islands dollar ($51) 0830
S EankE ... e eenieien e e 1 January to 31 December Rupee (SLRs) 18.76
Thailand . « o v oo v invennen s 1 October to 30 September Baht (B) 21.00
= s A e S R D S 1 July to 30 June Pa’anga (P) 0.892
B 1 T 1 January to 31 December Australian dollar ($A) 0.871
g L 1 January to 31 December Vaiu (VT) 92404
VietNam . . ...vnvnnnnnn .. L Dong 2.315

Sowrces: United Nations, Monthly Sulletin of Statistics, November 1981; International Monetary Fund, frrernational Financial
Statistics, December 1981; and national sources,

i pecember 1980,
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I. THE WORLD ECONOMY

The Third United Nations Development Decade has begun in the unfavourable circumstances of a world
depression which shows little sign of improving in 1982, This depression, like the previous one, is characterized by
rising unemployment and rising prices in advanced countries. It is also characterized by falling prices for primary
commodifies, in spite of world inflation, and by reduced demands for manufactured exporis. These two features
have adversely affected developing countries, although growth rate of real income has declined less for them than
it has for advanced countries. Non-oil developing countries have also been badly hit by much higher payments
Jor oil imports, due to big increases in the price of oil, bur rhey 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 rize of world interest
rates to extraordinarily high levels is adding ro the real burden of loans raised currently. Very disappointing progress
has been made in regard to international commodity agreements, or a Third Arrangement for the Multifibre Agree-
ment which governs most of the world's 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’s net output of goods
and services — its real gross domes-
tic product (GDP) — fell to 2.2
per cent, about half the average
rate for the previous five years.
Current indications do not point
to any general improvement having
occurred in 1981, nor is much
expected in 1982; for the projected
growth rate in developed market
economies is only 2 per cent and
that for developing countries is 4.7
per cent, a lower rmate than in
1980/81."!

The dominant influences on
the world economy still come from
developed  market  economies,
which account for two thirds of
its trade flows and by far the
greater part of its financial flows.
They received a severe check to
economic growth in 1980 when

1 International Monetary Fund
(IMF), IMF Survey, 12 October 1981,
p- 306.

the rate fell to 1.2 per cent, and
remained at that level in 1981.2
Their average rate of unemploy-
ment 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 and
expected growth rates for out-
put which are at least twice the
average for the Organisation for
Economic Co-operation and Devel-
opment {(OECD), and much lower
unemployment rates. In 1982, its
real output is expected to grow
by 3.8 per cent and its unemploy-
ment rate to be only 2.3 per cent.
The United Kingdom of Great
Britain and Northern [Ireland, at
the other extreme, had negative
growth rates 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 unem-
ployment may reach 12.0 per cent.

2 OECD, Economic Outlook, Decem-
ber 1981, pp. 11-21.

Associated estimates made by
the United WNations 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, twice 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,
Capital 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 Irag, 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, conse-
quent distortions of relative prices
and incomes, and attempts by
Governments to apply restrictive
fiscal and monetary policies to
counteract inflation, which most

Figure I.1. Annual percentage change in volumes of output and in the volume of

world trade, 1973-1980
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regard as the prime target for
corrective policy. The GDP defla-
tor, a general measure of price
inflation, increased by 9.0 per
cent in industrial countries during
1980, as against an average of 8.3
per cent for 1975-1979.% 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 relief of
adverse pressures upon the world
economy. Yet, according to the
above forecasts, the relief will
not have been sufficient to over
come the repercussions of the
preceding jump in real oil prices,
and other unfavourable influences,
before the end of 1982.

These forecasts, of course,
rest on estimates and interpreta-
tions of current facts, and assump-
tions about future events. Two
favourable facts are the fall in real
oil prices in 1981, and the relative
buoyancy of business fixed invest-
ment expenditures during this
recession as compared with 1975.
Three optimistic assumptions are
that real oil prices will continue to
fall throughout 1982, that ex-
change rates are held constant,
and that fiscal and monetary
influences will neither change nor
fail to have their intended effect
of checking inflation and so easing
price and income distortions.

Inflation has been, in a variety
of ways, a major factor in the
recession which spread from the
developed market economies to the
rest of the world after 1979, In the
OECD countries, the average annual
percentage increase of private con-
sumption 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 fore-
cast at 9 per cent in 1982. Only
a gradual improvement, therefore,
is likely. Japan, yet again with the

3 IMF, Anmial Report, 1981, p. 8.



highest growth rate for output
among these countries, and the
lowest rate of unemployment,
also has the lowest rate of inflation
— 5.5 per cent in 1980 and a pre-
dicted 4.8 per cent in 1982. These
are half the rates for the United
Kingdom.

Prices of manufactures entering
world trade are strongly influenced
by inflation in developed market
economies because they dominate
world trade in manufactures, and
adjust prices largely on a cost-
plus  basis. Prices of primary
commodities depend mostly upon
the balance between world demand
and world supply, and hence upon
demand and, more especially sup-
ply, conditions in those countries
which are large consumérs or pro-
ducers of primary commodities.

Prices of food and agricultural
materials thus depend upon harvest
conditions. Harvests were good in
1976-1978 and food prices fell by
nearly 3 per cent. They were bad
in 1979 and worse in 1980, so that
food prices rose steeply as, in 1979,
did prices of agricultural raw
materials. But good harvests in
1980/81 caused the prices of most
agricultural commodities to fall
during 1981.

Prices of metals depend mainly
upon industrial activity in the
developed countries. Such activity
was relatively high in 1976-1978
and did not fall seriously in 1979,
when world prices 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 first three
quarters of 1981, were falling at
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

countries until 1978, after which
it eased. In the non-oil developing
countries, however, rates of infla-
tion were much higher, and were
still increasing in the first half of
1981. That was largely due to
the influence of those developing

same level in the oilexporting  countries in Latin America and

Table 1.1. World production. Annual growth rates of output, by country

group, 1971-1981
{Percentage)
1971 1976- b
Ttem and country group 1980 1978 1979 1980" 1981
Gross domestic product®
World 4.3 4.8 3.8 22 20
Developed market
Soonomies 3.5 4.4 3.7 1.5 1.5
Centrally planned
economiesd 5.5 5.5 3.3 3.1 3s
Developing countries: 5.7 53 4.8 39 4.0
Met encrgy-exporting
countries of which: 58 5.2 55 4.0 a
Capital surplus
countries 6.1 4.3 4.0 0.5 .
Other countries 56 5.9 6.5 6.1 6.5
Met energy-importing
countries 5.6 54 4.3 3.9 4.0
Agricultural production”
Waorld 24 3.0 1.0 -
Developed market
economies 2.0 2.0 25 2.0
Centrally planned
ECONOMies 2.6 3.0 -1.0 1.0
Developing countries 2.8 35 — 25
Industrial production’
World 4.3 5.6 4.4 1.5
Developed market
economies 33 5.4 50 0.4 s
Centrally laamﬂd
emuml[:::; 6.6 59 4.1 38
Developing countries 4.6 5.6 24 1.8

Source: United Nations, World Ecomomic Survey, I980-198F, pp. 12 and 14.

W 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
countrigs which jointly account for more than 90 per cent of the population and for
95 per cent of the aggregate gross domestic product of the group.

b Forecasts.
€ Net material product in the case of centrally planned economies.
4" China, Eastern Europe and the USSR only.

® Based on gross output indexes prepared by FAOQ. Data for 1980 are estimates
as of December 1980. The 10-yvear growth rates reflect growth trends obtained by
fitting regression lines to the data points.

T Based on indexes of value added, except in the centrally planned economies
for which the indexes are based on gross output at constant prices. The coverge is
International Standard Industrial Classifaction categories 2-4, that is, mining, manu-
facturing, and electricity, gas and water.



Table 1L2. OECD countries. Private consumption deflators,” 1969-1982
{Percentage change, seasonally adfusted ot annual rates)

P From previous year From previous half-year
1969 to 1980 1981 1982
1979 1980 1981 1982 ir I I I I
United States 6.3 10.2 B ] 9.2 B B 8% T
Japan B.6 7.0 5% 4% T.2 5 4% 5 4%
Germany 5.0 54 s 4 55 6 4145 3y 3w
France® 8.5 135 12% 11% 128 13 12%  11%  10%
United Kingdom 12.1 15.6 11% 9% 10.8 11% 11 % 9 3y
Italy 13.1 20.3 20% 16 % 18.6 22 % 1834 17 15
Canada 7.0 10.5 12% 10% 117 12% 11% 10 % 10
Total of above countries 74 10.5 94 B4 9.6 2% BE% 8% T %
Smaller QECD countries:
Lower inflation group® 5.8 6% 5% N 7 6% 51 5
Other smaller countries . 209 18 % 15% .. 18 16 % 15% 14 3%
Total OECD 7.9 11.3 10 a9 10.6 10% 9% 9 B4
Four major European countries 8.8 122 11 9% 10.9 12% 11 9% B
Total OECD less the United States B.6 11.9 11 9% 114 11 % 10% 915 8%

Source: OECD Observer, No. 111, July 1981, p. 10, table 3.

Nore: Fractions appear here instead of decimals so as not to exaggerate the accuracy of estimates,

s Aggregates were computed on the basis of 1979 values expressed in 1979 US dollars.

b Consumer price index not seasonally adjusted.

@ Austria, Belgium, Luxembourg, Netherands and Switzerland,

Europe which have had excep-
tionally high rates of inflation
because of domestic policies and
conditions. In the non-oil devel-
oping countries of Asia, inflation
was much more moderate, in fact,
below the rates for industrial
countries,

B. TRADE AND PAYMENTS

Divergent price movements for
different groups of commodities
and countries have naturally led to
changes in the terms of trade
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 im-
proving appreciably for net energy
exporters. In 1979, however, the
Organisation of Petroleum Ex-

4

Table L.3. Annual percentage change in world prices of commodities,

1976-1981

1976-1978 1979 1980 1981

{9 months)
Food 14.1 34.1 -24.9
Beverages 58 =122 -25.5
Agricultural raw materials 22.0 4.1 =11.0
Metals 298 10.6 -13.2
All commodities 164 9.7 - 194
Manufactures 9.2% 144 10.5 -10.0°
Sources: IMF, Internationgl Financial Statistics, MNovember 1981 and United

MNations, World Economic Survey, 1980-1981, p. 59.

% 19751980,
b Forecast for year.

porting Countries {(OPEC) made a
second large increase of oil prices
so that the terms of trade declined
for developed market economies
by 3 per cent, and by 7 per cent

in 1980. For net energy importing
developing countries they declined
by 5 per cent in 1979 and by 7
per cent in 1980; a further decline
of 5 per cent was expected in 1981,



Non-oil developing countries have
thus had to suffer, from 1979 to
1980, the depressing effects of a
world 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 commodities
might have compensated for slower
growth of export volume, that oil,
which is a large part of their im-
ports, became so 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 wolume of world exports
were a fairly steady 5-6 per cent
between 1977 and 1979, as were
those of its largest component,
the exports of developed market
economies. The growth rate for
non-0il developing countries was
less steady but at the same average
level of 7 per cent. That rate also
held for the centrally planned
economies of Burope. It was less
than 2 per cent for capital surplus
oil exporters, mainly because of
economic disruption in Iran.

After the second major rise of
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 drop was
in the oil-exporting countries,
partly because of the war between
Iran and Irag, which, for a time,
halted their oil exports, partly
because consérvation measures,
developed since 1974, and the on-
set of world recession reduced
demands for oil (see table [.4).
To some extent, therefore, the
OPEC cartel had misjudged the oil
market,

In developed market econo-
mies, and also in the centrally

Figure 1.2, Annual percentage change
in consumer prices, 1973-1981
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Mon-oil developing countries
Mon-oil developing Asian countries

planned economies of Europe,
growth in the volume of exports
was halved in 1980 and fell further
to about 2 per cent in 1981. A
recovery to 5 per cent is predicted,
by the United MNations Secretariat,
for developed market economies in
1982, but none for the centrally
planned economies.

The non-oil developing coun-
tries have been less severely af-
fected in this respect. The rate of
growth for their volume of exports
dropped from 9 to 5 per cent in
1980, and then to 4 per cent in
1981. The implication of this, and
of the changes in their terms of
trade, is that the import value of
their exports, after rising by 4.5

per cent in 1978 and by the
lower rate of 2.7 per cent in 1979,
then fell by 2.5 per cent in 1980
and by another 1.3 per cent in
1981, Ower the last two years
there was about the same decline
in the import wvalue of exports
for developed market economies.
These changes indicate a massive
transfer of resources to the major
pil-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 recip-
ient 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 L5 shows  curréent
balance of payments less official
transfers for major groups of
countries in recent years; negative
figures indicate an excess of im-
ports over exports for goods and
services, and positive figures a
corresponding excess of exports,?
It can be seen that these current
balances, after 1978, became nega-
tive for developed market econo-
mies 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

4 This statement has to be qualified
in respect of private transfers, which
have become substantial for some Asian
countries because of larpe numbers of
their nationals working in other coun-

tries, especially those of the Middle
East.

5



nearly 4 per cent of their merchan-
dise exports, and for non-oil devel-
oping countries the proportion
was 25 per cent. In 1981 the
proportion may have fallen to
under 3 per cent for developed
market economies but probably

rose to over 25 per cent for non-
oil developing countries. Trade
imbalances had never been greater,
nor the problems of recycling
“petrodollars™ more acute.

It can be seen from table 1.6
that the non-oil developing coun-

tries have not had to reduce their
reserves of foreign exchange since
1975 and had managed to increase
them by appreciable amounts up to
1980, when only a wvery small
addition was possible. Official
transfers have also increased but, in

Table 1.4. World trade. Annual percentage change in volumes and prices, by country groups,

1976-1982
{Percentage)
1976.1979 1978 1979 1980  p9st®  1982°
Volume of exports
Word 6.7 5.1 6.0 Zz 1% 5
Developed market economies 7.0 6.1 6.5 EE 2 5%
Developing countries 5.6 2.1 45 -2y 1 4%
Capital surplus countries LB -39 -2.1 -11 -4
Other net energy exporters 6.2 34 T8 -2% 2 S
Net energy importers B.9 7.6 ] 5 4 -
Centrally planned economies® 7.0 5.5 5.6 3 2 2
Volume of imporis
World 6.9 5.8 5.6 1% 1% 5
Developed market economies 74 54 T3 - -% 4%
Developing countries 6.0 6.3 1.5 6% T¥ B
Capital surplus countries 128 1.3 24 12 15 ‘s
Other net energy exporters 5.2 44 -33 15 15 cen
Net energy importers 4.5 8.9 13 1 1 i
Centrally planned economies® 5.2 8.3 2.1 2% 2 3
Unit value of exports
Market economies 9.9 10.1 19.2 20 % 11 % i
Developed market economies 9.2 13.2 155 13 % 10 .
Developing countries 11.9 8 | 304 40 % 16 % ;
Capital surplus countries 15.0 0.7 48.9 66% 25 .
Other net energy exporiers 129 12 36.2 49 3% 20 .
Net energy importers 8.6 16 12.6 13 3% 6 5
Unit value of imports
Market economies 2.7 9.7 18.7 21% 11 % ‘a
Developed market economies 9.7 9.9 19.3 22 12 o
Developing countries 9.1 9.0 16.7 18 % 10 % .
Capital surplus countries 85 12.0 13.6 13% 9 L
Other net energy exporters 9.0 114 14.9 14 ] s
Met energy importers 9.3 6.9 186 23 12 e
Terms of trade
Developed market sconomies -0.5 3.0 -3.2 -7 -1% a
Developing countries 26 -6.3 11.7 18 54
Capital surplus countries 6.0 -10.1 3.1 46 % 14 % i
Other net energy exporiers X =9.1 18.6 l% 10 W
Met energy importers -0.7 -3.1 -5.1 -T%H 5% ‘e

Source: United Nations, World Economic Survey, 1980-1981, p. 56.
Note: Fractions appear here instead of decimals so as not to exaggerate the accuracy of estimates.

4 Preliminary estimates.
b Forecast.

€ Centrally planned economies of Europe only.



1980, financed only an eighth of
the combined current deficit as
against nearly a fifth in 1979,
Allocations of Special Drawing
Rights (SDR) from IMF also
decreased in 1980, when they
financed less then 3 per cent of
the deficit. Net direct investment
in these countries had increased
but only up to 1979, when it
was a seventh of the deficit; in
1980, it decreased somewhat and
financed only a tenth of a much
larger deficit. The greater part of
the recent deficit had thus to be
financed by long-term borrowing;
59 per cent in 1980 as against
78 per cent in 1979, but the
proportion had also been around
one half in 1975 after the first
oil shock. There also appears to
have been, in 1980, a sharp increase
of short-term borrowing, including
transactions between central 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 5 14.5 billion in
1979 to § 21.0 billion in 1980.
Some of this expansion was due to
multilateral apencies. In 1980, the
World Bank began a programme of
lending for structural adjustments,
s0 that disbursements by it and the
affiliated International Develop-
ment Association (IDA) increased
by $ 1.0 billion to § 5.8 billion in
1979/80, and by a further § 6.9
billion in 1980/81. IMF increased
its stand-by and extended credits
and other commitments from
554 billion in June 1980 to
% 11.6 billion in June 1981, all of
which went to developing coun-
tries. Loan approvals by the Asian
Development Bank (ADB) in-
creased from § 1.3 billion in 1979
to § 1.4 billion in 1980,

There were also substantial

Table L5. Balance of payments on current account,” by country groups,

1978-1981
{§ billion)
1978 1979 1980  1981°

Developed market economies 328 -T4 -47.2 =39 %
Major industrial countries 36.2 is5 -17.9 -8
Other countries =35 -10.9 -29.3 <31 %

Developing countriesd -305 15.4 35.0 3T%
Capital surplus countries 204 T0.4 108.5 125
Other net energy exporters =221 - 6.8 -1.5 -4
Net energy importersd -288 -482 -720 -83%

Centrally planned economies” -5.8 -0,1 34 5%
China -0.8 -1.9 -0.6 =%
Eastern Europe - 6.6 -5.1 =3.9 -4
USSR 1.6 7.0 7.9 10

Residual lJnl.!.l.m:J:lf 35 -7.9 8.8 3w

Source:  United Nations, World Economic Survey, 1980-1981, p. 54.
MNore: Fractions appear here instead of decimals so as not to exaggerate the

accuracy of estimates,

3 Excluding government transfers.
b Preliminary.
® Forecast,

d The data presented herein underestimate the deficit due to the exclusion of
Cuba and the deweloping centrally planned economies of Asia where data series on
which to base estimates were unavailable through 1980.

® Trade balances only.

I Reflects errors, omissions and asymmetries in reported statistics, service bal-
ances for the centrally planned economics and the balance of the groups isted with

other countries.

increases of net long-term bor-
rowing from governments or of-
ficial national agencies. Net dis-
bursements of official development
assistance increased from § 30.2
billion in 1979 to $ 35.4 billion
in 1980. Disbursements by central-
ly planned economies were small
and stationary at § 1.8 billion, but
those by the Development Assist-
ance 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.?

5 World Bank, Anmual Report, 1981,
p. 26.

During 1981, there was, con-
trary to widely held expectations,
some improvement in the ability
of developing countries to raise
privately financed loans from inter-
national banks and money markets,
These sources had been strained,
but not disrupted, in 1980 by
demands for finance to meet big
increases of current deficits in
balances of payments. A decline in
their new loans appeared to indi-
cate that some developing countries
had reached limits of commercial
credit-worthiness, and that some
international financial institutions
had reached limits of prudent
lending to them.

These fears proved to be

T



weak, as there was no world short-
age of liquidity in 1981. Reserves
of foreign exchange (less gold),
after increasing by 19 per cent in
1980, increased by another 7 per
cent in the first half of 1981. The
world volume of money (MI1)
similarly increased by 10 per cent
in 1980 and, in the first quarter of
1981, was increasing at an annual
rate of nearly 8 per cent. This surge
of liquidity is relevant to the
general state of inflation, even if
that was moderating. It is also
relevant to the availability of
commercial credit to non-oil devel-
oping countries.

India, Indonesia, Malaysia, the
Philippines and the Republic of
Korea were all able, in 1981,
to secure large new loans in the

Eurocurrency market, and on
rather narrower spreads of interest
than previously. Developing coun-
tries generally increased their bor-
rowings from international capital
markets during the first seven
months of 1981 by 20 per cent as
compared with the first seven
months of 1980.% Their bond issues
were 52436 million in 1980 and
$ 1,766 million in the first seven
months of 1981; their Eurocur-
rency credits were § 33,326 million
in 1980 and § 20,226 million in
the first seven months of 1981,
This unexpectedly favourable devel-
opment was associated, not only
with the growth of world liquidity,
but with worsened prospects for

6 IMF, IMF Survey, 17 August
1981,

Table 1.6. Non-oil developing countries. Current account financing,

1975-1980
(% billion)
Fropor-
tions
1980
1975 1976 1977 1978 1979 1980 (per cent)
Current deficit 465 329 286 375 576 BZ1 1000
Official transfers 73 74 82 78 104 106 129
SDR allocations ete.” -0 -03 L0 12 300 21 2.6

Net direct investment ete. 5.3 4.8

54 6.2 8.2 7.9 9.6

Met long-term borrowing:

From official sources 11.7 108 125 143 145 21.0 25.6

From private sources 149 190 21.3 270 331 272 EEN

From residual flows? 0.1 -16 -61 =61 -29 -01 -0.1
Reduction of reserves 25 -125 -121 -158 -10.1 -1.2 -1.5
Net short-term

borrowing® 0.1 86 -11 17 78)

) 146 17.8
Residual errors -47 -33 -05 12 -63)
Source: IMF, Annual Report, 1981, p. 32,

2 Includes valuation adjustments and gold monetization.

b These comprise (1) net changes in long-term external assets of non-oil develop-
ing countries; and (2) resdduals and discrepancies from mismatehing creditor-source
data, from debt records, with capital flow data from national balance of payments

records,

© Includes use of reserve-related credit facilities, i.e. use of IMF credit and short-
term borrowing by monetary authorities from other monetary authorities.
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investment in industrial countries
and participation by new regional
banks, notably Arab ones, in
Eurocurrency syndications. Short-
term commercial credits have also
been available — at the price of
the higher interest rates ruling in
1981.

There has, then, been less
trouble than was expected in
arranging immediate finance for
the large current deficits caused
by the second rise of oil prices.
Mevertheless there are grounds for
concern about the consequent
increase of external indebtedness in
non-oil developing countries.

Between 1978 and 1980, the
disbursed debt, public and private,
of developing countries had
increased by nearly a third to reach
£ 416 billion, and that of Asian and
Pacific countries by over a fifth
to mach § 91 billion. For all
developing countries debt service
rose from § 52 billion to § 76
billion, equivalent to 9 per cent of
export receipts from poods and
services for low-income countries
and to 10 per cent for middle-
income countries.

That, of course, is a heavy
drain, particularly when account is
taken of the wery considerable
proportion that oil imports now
bear to export receipts in the non-
oil countries. One favourable and
strong effect of inflation, however,
is reduction in the real burden of
past debts; borrowers gain at the
expense of creditors in respect of
previous loans. If, then, dearer oil
made for big new debts, inflation
meant a substantial real reduction
of past debts. 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

! Low-income countries are defined
by the World Bank as those which had,
in 1979, a GNP per capita of less than
$ 370, and middle-income countries as
those developing countries which had
a GNF per capita above this level.



Variable exchange rates

Since 1974, members of the In-
ternational Monetary Fund (IMF)
have no longer been obliged to de
their cumencies to the United States
dollar or to gold. Some have preferred
to keep a fixed tie of their curréncies
to the United States dollar, to some
other major currency such as the
French franc or pound sterling, to
IMF's new Special Drawing Right
(5DR)L? or to a “basket’” of other
currencies,” European Economic Com-
munity (EEC) countries have co-
operative ammangemenis over exchange
rates under their European Monetary
System. Other countries now have
cither floating exchange rates or else
arrangements which do not fit exactly
into any of the above categories.

The result has been considerable
varations of exchange rates between
one currency and another. This varia-
tion became stronger from the middle
of 1980 under the combined pressures
of large shifts in cumrent balances of
payments, marked differences in rates
of inflation, and wide, volatile move-
ments in differentials between interest
rates. The most notable features were
a sharp rise of short-term interest
rates in the United States, from an
average of 5.05 per cent in 1976 to
19.10 per cent in Jume 1981, and a
rapid appreciation of its dollar in
terms of other currencies. For the
year ended June 1981, this apprecia-
tion was 236 per cent against the
Deutschmark, although only 4 per
cent against the yen.

The rise of American interest
rates spread to other couniries be-
cause they sought fo protect their bal-
ance of payments or meserves of
foreign exchange by raising their own
interest rates so as to reduce the ini-
tinl differential for the American
mate. Thal could have only a depress-
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ing effect on investment spending and
%0 on economic activity. The apprecia-
tion of the US dollar, and the relative
appreciation of the yen, also tended
to aggravate world inflation by in-
creasing the cost of imports from
Japan and the United States, and also
the cost of oil; for the price of oil
i fixed in terms of US dollars.

Both changes harmed develop-
ing countries. Higher interest rates
increased the cost of their extemal
borrowing, and appreciation of the
US dollar increased the burden of
their service or repayment of external
debi. There was thus some reinforee-
ment of the adverse effects of dete-
rioration in thess countries’ terms of
trade. They, too, have had to raise
interest rates, with similarly depress-
ing effects on intemal investment
and economic activity, and invest-
ment 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 coun-
tries.

The last two years have also
seen an increased  volatility of ex-
change rates. That makes for an
uncertainty which s unfavourable
to intemational trade, and particularly
in countries which lack adequaite
facilities for dealings in forward
exchange.

For all these reasons doubis
have come to be expressed about
the merits of the new regime of flexi-
ble exchange rates, especially in view
of the inflationary developments
associated with spending by Govemn-
ments which now lack the implicit
discipline associated with exchange
rates that are fixed, or can be adusted
only with difficulty,

Including, in the ESCAP region, Lao People’s Democratic Republic, Nepal and Pakistan.
Including Burma, [ran and Viet Nam.

Including Bangladesh, China, Fiji, Malaysia, Papua New Guinea, Singapore and Solomon Islands.

=

Samoa, Sri Lanka and Thailand.

[ncluding Afghanistan, Australia, India, Indonesia, Japan, Maldives, New Zealand, the Philippines, the Republic of Korea,




only country in the ESCAP region
which has sought debt relief in
recent years. India, overcoming
some previous reluctance to incur
external debt, pained approval,
in MNovember 1981, from IMF
for a loan of $ 58 billion, the
largest single loan which IMF has
ever made.

For middle-income countries
debt service has risen, over the same
period, from & to 10 per cent of
export receipts, but that develop-

ment is in line with their general
economic progress. Their total
external debt, at the end of 1979,
was estimated at § 212 billion,
70 per cent being due to private
creditors and only 15 per cent
having been obtained on conces-
sional 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.

Table 1.7. Imports and international reserves, by country groups, 1976-

1981
( Values in billion of SDRs)
1981
{half
1976.1978 1979 1980  year)
Imports
World 879.1 11868 15055 3849
Industrial countries 63556 B67.7 10735 5700
Developing countries 236.0 3081 4183 113.1°
Oil-exporting countries 65.5 748 1046 294"
Other 170.5 2334 3137 837"
Asia 58.1 89.2 1179 68.5
Reserves less gold
SDR 8.3 12.5 11.8 16.5
Reserve position in IMF 16.9 11.8 16.8 18.7
Foreign exchange 195.0 247.9 2948 3102
World total 220.2 2721 3234 3454
Industrial countries 118.3 153.0 1838 1898
Developing countries 100.8 118.0 1379 1527
Dil-exporting countries 53.6 55.0 722 B5.8
Other 47.2 63.0 65.7 66.9
Asia 17.2 22.1 238 258
Ratio of reserves minus gold to imports
{per cent)
Warld 25.0 22.9 21,5  87.3%
Industrial countries 18.6 17.6 17.1 333
Developing countries 427 383 380 1282
Ofl-exporting countries B1.8 73.5 69.0 274.1%
Other 27.7 27.0 20.9 76.9%
Asia 29.6 24.8 20.2 rg
Memorandum items
Gold {million ounces at SDR
35 per ounce) 10252 243.1 949.2 9524
§ per SDR 1.22644 131733 127541 1.15060

Source: IMF, fnrernarional Financial Statisrics, October 1981,

% First quarter.
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C. POLICY ISSUES

January 1981 was the opening
month of the Third United Nations
Development Decade, one for
which an Internatiomal Develop-
ment Strategy (IDS) was adopted in
the hope of reaching certain goals
or targets. Specifically economic
targets for developing countries
included annual real growth rates
of 7 per cent in gross domestic
product; 7.5 per cent in exports
and 8 per cent in imports, with
investment expenditures rising, over
the decade, to 28 per cent of gross
domestic product. ESCAP adapted
the target growth rate for real GDP
to 5.7 per cent for south Asia and
to 7.5 per cent for east and south-
east Asia,

It is evident that the Decade
did not begin well. In 1981, as in
1980, the annual real growth rate
of pross domestic product was
about 4 per cent for non-oil devel-
oping countries, higher than in
developed market economies or
centrally planned economies, but 3
per cent below the 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 to the target
for investment as, in 1979, the
ratio  of gross domestic invest-
ment to gross domestic product
was 26 per cent, for both low-
and middle-income developing
countries.

The situation in the ESCAP
region, however, was better than
the above figures would suggest.
In south Asia, the average growth
rate of real gross national product
was 7.4 per cent in 1980, well
above target, and good harvests
in 1980/81 are a strongly favour-
able, if temporary, influence. In

B World Bank, World Development
Repart 1981, p. 142,

? World Bank, Annual Report, 1981,
p. 19; see also pp. 49-50.



east and south-east Asia and the
Pacific, the average growth rate of
real gross national product was only
39 per cent in 1980, but had
reached 9.4 per cent in 1978 and
6.6 per cent in 1979. On the other
hand, some countries were badly
affected by the 1979/80 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.'? World recession has
made it difficult for them, and
other regional exporters of manu-
factures, to compensate by in-
creasing such exports. Falling prices
for copra, vegetable oils, rubber,
sugar, timber and tin, all important
export commodities for this area,
make for still greater difficulties
regarding growth of trade and
income.

It has become obvious that
the targets for this Development
Decade cannot be reached unless
there is a revival of the world
economy. That revival depends
upon the success of developed
market economies in breaking out
of the stagflation of unemployed
resources and inflation of prices
and incomes which has held most
of them in a variable grip sinee
1973, or earlier. It also depends
upon adjustment between coun-
tries which export oil and those
which import it in regard to the
huge discrepancies between sur-
pluses and deficits in  current
balances of payments.

Unfortunately, there is little
prospect of any quick solution of
these dual problems. The stag-
flation of developed market econo-
mies 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

10 word Bank, Annual Repart, 1981,
p-43.

Table 1.8. Developing countries. Public and private debt, 1970-1980

{8 million)
End End End End End
1970 1975 1978 1979 1980°
Disbursed debt outstanding
by region
More advanced Mediter-
raneéan countries 9193 29114 56 085 69 309 79 000
Africa south of the
Sahara 7028 14 989 27 164 32 326 38 000
Morth Africa and
Middle East 4 263 13 8BB4 35 677 42 202 46 000
East Asia and Pacific 8 836 24 623 45 711 51 920 58 000
South Asia 11 961 20 686 28 895 16 33 000
Latin America and
Caribbean 21 163 64 843 123362 143 308 162 000
Total 62444 168 139 316894 369 1BD 416 00O
Disbursed debt outstanding
Oificial souw 34 877 T4 241 122 189 136 177 154 000
Private sources 27 567 93 898 194705 233003 262 000
Total 62444 168139 31689 369 180 416000
1970 1975 1978 1979 1980*
Debt service
Dfficial sources 2519 5481 9168 11 480 14 000
Prvate sourcesb 5329 18712 42 723 55704 62 000
Total 7 848 24 193 51 891 67 184 76 000
Met disbursements
Official sources 3 B62 12 208 14 711 15152 18 000
Private sources 4 147 20 445 38 557 38 185 35 000
Total 8 009 32 653 53 268 53 337 53 000

Sotirce: World Bank, Ansual Report, 1981, p. 24,
Nore: Details may not add to totals because of rounding.

® Estimate.

b Includes some lending by official sources that is noi guarantieed by a public

body in the borrowing country.

deficient supplies, have the fol-
lowing general aspects:

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

(b) Strong resistance by
farmers, trade unionists, companies
or recipients 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 resist-
ance can lead to subsidies or
transfers, which add to government
spending, to protectionism which
hinders structural adjustment, and
to excessive relative or general
levels of wages;

(c) Declining growth of prod-
uctivity due to fiscal disincentives,
industrial disputes, structural im-
balances, distortions of investment,
and dearer energy;
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In 1980, countries began to put
into effect the agreemenis reached at
the Tokyo Round of multilateral
trade negotiations held by the General
Agreement on Trade and Tariffs
(GATT). This was the seventh *‘round”
of such negotiations for liberalizing
and stabilizing trade since the incep-
tion of GATT in 1947. The first of 2
serigs of eight annual tariff cuts was
made on 1 Januvary 1980 and the
second on 1 January 1981. Some
effect has also been given to two
armngements for bovine meats and
dairy products as well as to agree-
ments for reducing non-tariff barriers
to trade.

A constant difficulty about lib-
eralizing world trade has been that,
although tariffs have been substan-
dally reduced by the GATT rounds,
recourse fo non-tariflf barrers has
grown. A recent study® found that,
in 1974, about two fifths of all trade
conducted by market economies was
subject to such barriers and, by 1980,
the proportion rose to nearly three
fifths. Agricultural products have been
constanily subject 1o guantitative
restriction, but the recent increase of
non-tariff barriers has been in respect
of manufactured goods, especially
textiles and clothing, as developed
market econombes have sought to
protect their own industries from
import competition, incuding that
from developing countries which have
striven to increase their export of
manufactures. In many cases, GATT

The danger of protectionism

i s DB Page, The Management of International Trade (London, 1979).
Quoted in United Nations, World Economic Survey, 1980-1981, p. T1.

regulations were circumvented by so-
called “‘voluntary export restraints™
or other euphemisms for quantitative
restrictions.

As world recession set in after
1979, there have been increased
pressures in developed countries for
protectionism, These pressures have
been strongest in regard to the pene-
tration by Japan of markets in north
America and western Europe. Re-
strictive actions hawe alio been
taken against manufactured exports
from deweloping countries. During
1980, for example, the United States
of America put new countervailing
duties on imports from India, [srael,
Mexico, Pakistan and the Republic
of Korea. In the same year, the EEC
increased from 59 to 136 the num-
ber of “sensitive™ products which
are exported by developing countries
and subject to tariffs or quotas. It
also increased from 136 to 184 the
similar number of “‘semi-sensitive’™
products which are subject to ceilings
under the EEC's General System of
Preferences (GSF).

These problems received atten-
tion at the Tokyo Round in conmec-
tion with codes on subsidies, counter-
vailing duties, dumping, technical bar-
ders to trade, import licensing proce-
dures etc, Developing countries were
disappointed that no agreement was
reached on a proposed text about
safeguards against profection. *Volun-
tary export restraints™ ete. can thus
continue.

(d) Consequent development
of inflationary expectations, which
become self-fulfilling and aggravate
stagflation.

Recent experience seems to
point te an old need for contrac-
tionary fiscal and monetary policies
to deal with inflation. Yet it also
suggests that such contraction can-
not be adequately successful unless
progress is simultaneously made in
overcoming the wvaried resistances
to changes in real incomes, and in
improving productivity by suitable
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structural adjustments or by im-
provements 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 econo-
my, and, more particularly, in
successful structural adjustments
by industrial countries. For devel-
oping countries also face problems
of structural adjustment in foster-
ing sound manufacturing industries
that have an orientation towards

export growth rather than towards
import  substitution; and these
problems would obviously be eased
by complementary adjustments to
the structure of industrial econo-
mies. World recession, unfortunate-
ly, has revived pressures for protec-
tionism, especially against manu-
factures from developing countries,
and, to the extent that such pres-
sures prevail, they limit possibilities
of export-oriented growth.

The problem of adjustment in
regard to disequilibrium in current
balances of payments also involves
both short- and long-term consid-
erations. One hopeful aspect has
been the surprisingly pood per-
formance of the intemational
financial system in recycling
“petrodollars™!!  to help deficit
countries maintain their imports.
Another has been the recent
success of Saudi Arabia’s policy
of unifying OPEC oil prices and
securing agreement to hold them
constant until 1983; that recog-
nizes the need of 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, 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 11, 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,

11 About one half of the $ 665
billion net external assets acquired by
oil-exporting countries in 1979 and
1980 was deposited in banks. See
World Bank, World Economic Survey,
1981, p. 22.



has also proved useful in a number
of countries. Development of
domestic sources of energy is
necessarily much slower; it takes
a decade or more to develop a
new oil field or major coal deposit,
and hardly less time for a big
hiydroelectric 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 estab-
lishing the Fund was adopted in
Jupe 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 the capital. It can become

effective only when signed by 920
countries, accounting for at least
66 per cent of the capital, There
seems little likelihood, accordingly,
that the Fund will come into
operation before 1983,

Two main accounts are envis-
aged for the Fund. One of § 400
million would co-ordinate national
stocks within a framework of
international commodity agree-
ments s0 as to stabilize prices.
The other of § 350 million would
seek, through research and develop-
ment activities, to increase efficien-
¢y in producing, processing and
marketing commodities.

Operation of the first account
depends, therefore, on capital sub-
scriptions, renegotiation of existing
commaodity agreements and
development of new ones. Unfor-
tunately, little progress was made
in 1980 or 1981. The most im-

portant development was the first
commodity  agreement to  be
associated with the Fund, a new
International ~ Watural  Rubber
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 fafled, 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

The International Development Strategy and
global negotiations

The International Development
Strategy adopted by the General
Assembly in December 1980 provides
the main statement concerning over-
all development policy about which
the international community has
reached consensus in recent years.
However, although the Strategy speci-
fied goals and objectives in quantita-
tive and qualitative form, and set out
policy measures required, it did not
provide a framework for implement-
ing the Strategy. The negotiations
which finally resulted in the adoption
of the Strategy also dealt with the
launching of a global round of negotia-
tions to implement the international
measures which it contained. So far,
nothing very much has been achieved
in this regard.

At the time the Strategy was
adopted, there was disagreement con-
cerning the procedures for negotia-
tions, and the content of the agenda.

Some progress was made in
narrowing the differences about pro-
cedures. 1t was, for instance, generally
agreed that, in its initial stage, the

global conference should establish
objectives and provide guidelines on
the agenda items; that these items
should then be referred to specialized
forums for negotiation or, where such
forums do not exist, as in the case of
energy, to special ad hoc groups. The
outcomes of these negotiations would
be reported to the global conference
which would assemble a package
apreement for approval. It is in the
last stage that disagreement exists.
Potentially, 2 conflict of views could
arise between the spedalized body,
which would have different member-
ship, procedures and wvoting armange-
ments from the global conference,
and there was no agreement on how
this problem would be resolved.

In the agenda, items not fully
agreed upon concerned energy and
international money or finance. In
the case of energy, there was dis-
pute whether the predictability of
supplies and the pricing of oil should
be explict agenda items, Similurly,
in the case of money and finance,
there was dispute whether the func-

tioning and reform of the international
financial system should be listed

exphcitly.

The long-awaited meeting of 22
Heads of State and Government at
Cancin in Mexico In October did
little to break the deadlock. The
United States of America indicated
that it would be prepared to go ahead
with global negotiations, but made it
clear that this would be on the basis
of prior agreement that the outcome
of negotiations should not disturb
the final decision-making authority
of existing institutions, such as the
Waorld Bank and the International
Monetary Fund, Moreover, other than
issuing a bland communigué and dis-
cussing important issues such as
energy, food supply and international
capital flows, the Cancin meeting had
nathing to say about the next steps to
be taken towards global negotiations.
This, of course, was not surprising
because it was not a decision-making
body, and had no links with estab-
lished international forums,
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operate when coffee prices rose
above the iIntervention ceiling.
Prices fell by one third in 1980,
and the Agreement was then
reactivated with a new intervention
price range of 115/120 to 150155
cents a pound and a global export
quota of about 59 million bags.

Attempis 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 Inter-
national Sugar Agreement, made in
1978, remains doubtful because
the European Economic Commu-
nity (EEC), an important exporter,
has still refused to sign it. Release
of stocks held under this agree-
ment had little effect on prices
during 1979 or 1980.

Discussions have been going on
for an international tea agreement
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since 1978, but were frustrated by
failure to agree on export quotas.
The problem is not so much alloca-
tions for existing producers, but
those for new, often lower-cost,
producers. Mo progress, similarly,
can be reported on a proposed
international cotton agreement,
about which discussions have taken
place under the auspices of the
United Mations Conference on
Trade and Development (UNC-
TAD).

A very important agreement
for ESCAP countries which have
developed exports of manufactures
is the Multifibre Armangement
(MFA) made under the General
Agreement on Trade and Tarifis
(GATT): for this Arrangement gov-
ems mast of the world trade in
textiles. A third arrangement was
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. Devel-
oping countries proposed modifica-
tions to make the arrangement
more liberal; stricter definitions
of “market disruption” and “mini-
mum viable production™ in devel-
oped countries, elimination of a
clause about “reasonable depar-
tures”, special treatment for “‘new
entrants™ among developing coun-
tries to textile exporting, time
limits on a programme for “‘adjust-
ment measures”, and progressive
elimination of import restrictions.
These proposals were resisted by
developed countries which em-
phasized current depression and
unemployment in their own textile
industries. At its meeting in Novem-
ber, the Textiles Committee agreed
to a new arrangement which gave
a general guarantee that each
developing country could increase
its textile exports by & 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™.



II. MAJOR CONSTRAINTS
ON REGIONAL PROGRESS

Three major constraints on the economic progress of most developing Asian couniries have been food supplies,
energy resources, and means of paying for necessary imports. Notwithstanding some successes in food production,
associated more particularly with the “green revolution”, there has been little general improvement in food pro-
duction per capita over recent years, and that can be halted or reversed by adverse weather conditions. Most
couniries, however, had a good recovery in 1981 from preceding bad harvests. Non-oil developing countries, still
adjusting to the gquadrupling of oil prices in 1973-1974, had a further economic shock from the 80 per cent rise
of oil prices in 1979-1980. Measures for conserving oil and for switching to alternative fieels helped their situation;
and the real price of oil declined somewhat in 1981, Some of these countries, too, have taken vigorous measures to
[find or exploit new deposits of oil or natural gas, and to develop other sources of energy. Qil-exporting countries,
of course, gained from dearer energy, but were concerned about prospective depletion of deposits. The terms of
trade for non-oil developing couniries of the ESCAP region deteriorated by almost one fifth in 1980, and trading
conditions did not improve for most of them in 1981, They had large deficits in their current balonces of external
payments, caused by the rise of oil prices, falls in the prices of other primary commodities, and depressed markets
for exports of manufactures. These deficits were financed by larger drawings upon IMF, bigger loans from the World
Bank and ADB, by larger borrowings on international capital markets, and by official flows, mostly from DAC coun-
tries. Official financial flows may have declined, in real terms, but there were large increases in the resources of
multilateral agencies, and commercial loans were unexpectedly large, although at the cost of much higher interest
rates.

A. FOOD market for local manufactures or A shorter-term view is that dete-
services. These considerations are rioration in food supplies can
It has become increasingly particularly relevant in the early make for the kind of social unrest

recognized that agricultural prog-
ress is important for general eco-
nomic progress, and especially
in the larger or poorer countries
of Asia,! where so large a propor-
tion of the labour force is engaged
in agriculture. An improving agri-
culture can provide more work
for the labour force as well as
more food for rural and urban
workers, supply more materials for
processing industries, increase ex-
port earnings or release foreign
exchange for imports of producers’
requisites, and expand the domestic

1 World Bank, World Development
Report 1979, p. 61, and 1981, p. 100
and United Nations ESCAP, Economic
and Sociael Survey of Asks and the
Pacific, 1979, pp. 83-84,

stages of industrialization, as then
agriculture employs more than
half the labour force, and especially
important for large countries where
the progress of industrialization
has to depend mainly upon growth
of the domestic market.

Food accounts for more than
four fifths of agricultural produc-
tion in the world as a whole, and
for more than that in the ESCAP
region, It is thus overwhelmingly
important for agriculture’s contri-
bution to economic progress, and
not only in a quantitative sense.
A basic, long-term wview 5 that
adequate nourishment is needed
for effective use of human re-
sources and also for their improve-
ment in diet-deficient countries.

which disturbs economic life along
with 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 develop-
ing ESCAP region had a slow up-
ward trend of 1 per cent a year
and the region continued to require
net imports of grain which, in
1979, were about 5 per cent of
its total cereal production, a
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rather higher proportion than in
1970. More than that, cereal pro-
duction wvaried with climatic con-
ditions, decreasing, for example,
by 3 per cent in the bad vear of
1972 and increasing by & per cent
in the good year of 1978. Com-
pensating variations in net imports
of grain did not do much to steady
per capita consumption of cereals
against these fluctuations in pro-
duction; nor did they do much
to improve per capita consumption

was at the expense of millet, oats,
sorghum and other cereals. Wheat
production  increased most in
China, India, Iran and Pakistan,
being associated with those agri-
cultural improvements which have
been hailed as a “*green revolution™.
More recently, Bangladesh has be-
gun a similar expansion of its quite
small wheat crop. Only in Burma,
China and Pakistan, however, did
this green revolution lead to signif-
icant increases of over-all produc-

Table M.1. Developing ESCAP couniries. Cereal supplies, 1970-1980

Produe- Suppd'pd

Fro- Popula-  tion®
duction  Exports  Imiporis &qrpiy' r!'j::': wpiﬁfr m,:::rn

.......... {million metric rong) ----nne-- fmﬂfhn.] m} fkg)
1970 449 6.7 234 466 1 884 238 247
1971 448 7.2 215 462 1923 233 240
1972 434 7.5 24.2 451 1963 221 230
1973 480 7.5 30.7 503 2003 240 251
1974 477 7.8 30.7 500 2043 233 245
1975 518 6.7 29.8 541 2085 248 260
1976 51 8.0 7.8 541 2122 246 255
1977 529 8.3 9.2 350 2160 245 255
1978 563 8.2 28 588 2196 156 268
1979 570 10.0 36.4 596 2235 255 267
1980 5835 P 2 2B5 est. 256 est.

Sowrce: ESCAP, Handbook on Agricultural Sratistics for Asia and the Pacific,

Iaz0,

® Supply = production - exports + imports.
b The trend for this variable is: Lo y = 7.525 + 0.0190t.
® The trend for this variable is: Ln y=5422 +0.0117t.

d

of cereals, which is about one
third higher in the middle-income
countries of east and south-east
Asia than in the low-income coun-
tries of south Asia.

There was, however, a notably
more rapid growth, and lesser
variability, in wheat production.
This was 15 per cent of the region’s
cereal production in 1970, rising to
19 per cent in 1980. The shares
of paddy and maize hardly changed
from 60 per cent and 10 per cent
so that the relative gain for wheat
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The trend for this variable is: Ln y = 5458 + 0.01271.

tion of cereals per head of popula-
tion.

The recognized basic difficul-
ties of improving nutrition in
developing Asian countries are
high ratios of population to useful
land, high rates of population
growth, low wields, and consider-
able annual variation of harvests.
Over the past two decades the
Philippines, Sri Lanka and Thailand
have increased the area of their
arable land by 40 per cent or
more, and Mongolia by nearly

70 per cent. But in India and Iran
this increase was 2-5 per cent, in
Pakistan 11 per cent and Indonesia
16 per cent. Some of these in-
creases, and much of the improve-
ment in yields, were due to irriga-
tion; the proportion of irrigated
to arable land did not rise much
in Indonesia, Malaysia, the Philip-
pines, Sri Lanka or Thailand, but
considerably increased in India,
Iran, Nepal, Pakistan, the Republic
of Korea and Viet Nam.

Strenuous efforts, then, have
been made, and continue, to in-
crease areas of useful land, although
Thailand, at least, cannot go much
further in that respect. Some suc-
cess, too, has been had in slowing
down the growth of population.
China, Fiji, India, the Republic of
Korea, Singapore and S5r Lanka
brought down their rates of popula-
tion increase during the 1970s
to less than 2 per cent, but Afgha.
nistan, Bangladesh, Iran, Pakistan

and the Philippines still have
rates above 2.5 per cent. These
rates contrast with the trend

growth rate of cereal production
in the developing ESCAP region
of 3.1 per cent a year, about two
fifths of which came from expan-
sion of the arable area and three
fifths from improvement of yield.

Improvement of per capita
food supply cannot be at all rapid
in most of Asia. In large, densely
populated countries, especially
China and India, the most hopeful
way is to improve yields by redis-
tributing arable land so as to get
more efficient sizes of farms,
giving cultivators better incentives
and security, improving water sup-
plies and infrastructure, fostering
better methods of farming, and
increasing the availability of im-
proved seeds, fertilizers or pesti-
cides. Better incentives would in-
clude more economically appro-
priate prices for farming outputs
and inputs, and access to rural
credit on more reasonable terms,

More short-term measures are



needed to improve food security by
protecting households against bad
harvests. These measures include
arrangements for building stocks of
cereals and other non-perishable

foodstuffs for release in periods of
shortage, andfor arrangements for
quick import of needed foodstuffs,
Both sets of arrangements require
effective distribution to households

of supplies released from stocks
or coming from imports. In this
connection, improvements to trans-
pori of farming outputs and inputs
are particularly important.

Rice in a Pacific island nation

The techniques of the green
mevolution are reaching Pacific island
countries, at least by way of a pioneer
development of rice production in
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 re-
sponsible for this harvest had experi-
mented with dry farming, but then
switched to imigated farming and,
by 1974, had planted 428 hectares.
In that year, its rice farming was taken
over by a joint venture of the Govern-
ment 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
and exports 2,700 tons. The yield
reached 3.1 tons per hectare in 1980
— one half above the level for Burma,
Sri Lanka or Thailand, and about
the same as that for Indonesia.

Rice & a popular food in the
Pacific islands and, as it is almost
wholly imported, warious 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 smallholders and upland
arcas, with the result that yields have
been uneconomically low. Effective
involvement of smallholders in paddy
production would mean substantial
changes to traditional lifestyles and
work patterns

The new development in Salomon
Islands shows that good quality rce
and high yields of paddy ean be
obtained by large-scale and capital-
intensive cultivation requiring con-
trolled irrigation, oxiensive applica-
tion of chemical inputs, and mecha-
nized tilling, ploughing and harvesting.
Lack of agricultural infrastructures
will not make it easy for such methods
of ree farming to spread to other
island countries.

Figure 1L.1. Developing ESCAP countries.
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Figure 11.2. Developing ESCAP countries. Percentage shares in cereal production,

1970-1980
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India is one country which has
recently been able to improve food
security. Like some others, it had
been badly hit by the world food
crisis of 1973-1974, and had
another bad year in 1979 when its
own rice harvest fell by one fifth.
Then, however, acute shortages
were prevented by releases from
grain stocks which the Govern-
ment had built up by local pro-
curements from the better harvests
of 1975.1978 and from consider-
able imports of wheat. In 1980,
wheat production declined by one
tenth, but rice production rose by
nearly one third so that total pro-
duction of foodgrains reached a
record level. During 1981 wheat
recovered and there were good
prospects for rice so that produc-
tion of foodgrains surpassed the
1980 record level. Nevertheless, the
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Government decided to import up
to 3 million tons of wheat from the
United States because of unsatis-
factory procurements from farmers
or merchants and a consequent
rapid depletion of official stocks. If
the 1981 /82 harvests are as good as
is expected, the Government could
recoup much of the foreign ex-
change cost by exporting rice, or
even wheat, especially if better
prices are paid to farmers.
Bangladesh has serious prob-
lems of food security, arising from
extreme weather  conditions,
switching of farm production be-
tween cereals and jute according to
their relative price changes, and a
rationing system for cereals which
has worked adversely for farmers.
These problems, moreover, are
superimposed on a situation where
food shortages are usvally acute
because of high population density,
limited land and poor farming
techniques. During the 1970s, im-
ports of cereals had averaged 8 per
cent of their supply, much of them
being financed by foreign aid.

Land shortages in China and India

Scarcity of land is becoming an
acute problem in the two largest
Asian countries. China’s population,
in mid-1979, was pui at 965 million on
an area of 960 million hectares, giving
a population density which is three
times the world average. Over the past
two decades, great areas of amble land
have been taken out of cultivation in
order to provide homes for peasants
and growth for towns. Only constant
improvements in agricultural yields
prevented 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
million. Authorities are worred by this
ghrinkage of farm land and are secking
to halt it.

In India, scarcity of land has
been manifested by large and con-
tinuous migration of landless, under-

employed people from rural areas to
badly overcrowded cities. During the
1970s, the urban population is
estimated to have increased by 38 per
cent, although nearly three quarters of
India’s people still Hve in wvillages,
g0 that the potential for further urban
migration is enormous. The resulting
problems for cities such as Bombay
and Caleutta are depressingly awesome.
Measures to improve economic activity
and conditions in the countryside must
continue, but it is hard to see how
farm employment can keep pace with
population growth in a country which
has very limited possibilities of in-
ereasing arable land. Vigorous measures
for renewal of old towns and for
development of new ones in rural
areas seemn neccssary — even i that
means some further encroachment on
arable land.




There was a shortfall of 2 million
tons® in 1974. An official target
of 1.5 million tons was thus set for
governiment grain stocks, although
storage in public silos or godowns
was only 1.2 million tons. Another
bad year came in 1976/77 when
grain 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, how-
ever, increased by one tenth in

zmmufurmreakmgjvmunt
net or clean basis as distinct from the
gross basis used in the tables.

1980/81 to reach a record level of
15 million tons, and that caused
problems of storage and transport.
Public storage capacity became
fully utilized and, although some
use was made of private ware-
houses, grain had also to be stored
in the open. Danger of deteriora-
tion led to a repayment of 150,000
tons to India for a 1979 loan, and
plans were made to sell grain
abroad, Port congestion also led to
the commercial re-export of
100,000 tons of fertilizer, to
Pakistan and Sri Lanka. Meverthe-
less, § 250 million was spent on
grain imports during 1980/81 and
continued imports of pgrain are
envisaged, along with aid to finance

them, in order to stabilize supplies
and make provision against another
harvest failure. The World Bank has
recommended that there should be
a commitment to supply 1.8 mil-
lion tons in 1981/82. Recently, the
Government began to construct
more godowns for storing food, and
has a medium-term food produc-
tion plan for attaining self-suffi-
ciency in foodgrains.

Pakistan has been more fortu-
nate. Its total 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 1980/81,
decreases for rice being outweighed
by increases for wheat, the major
crop, and maize. If present favour-

Table I1.2. Developing ESCAP countries. Arable land and irrigated land, 1961-1965 and 1978

{Thousand kectares)
Proportion of
Arable land Irrigated land etmondl o
1961-1965 1978 Percentage 1961-1965 1978 Percentage (per cent)
increase increase 1961-1965 1978
South Asia
Afghanistan 7 740 7910 22 2 208 2 600 17.8 28.5 329
Bangladesh 8719 8918 23 501 1495 198.4 5.8 16.8
India 157 185 165 470 53 25523 36 690 438 16.2 222
Iran 15 000 15 330 22 4 B0O 5 850 1.9 32.0 38.2
Nepal 1 823 2 305 26.4 77 210 1727 4.2 9.1
Pakistan 17 722 19 853 12.0 11139 14 360 289 62.9 72.3
Sri Lanka T09 1023 4.3 361 536 48.5 509 524
South-gast Asia
Burma 9 900 9 558 =35 681 981 44.1 6.9 10.3
Indonesia 12 240 14 168 15.8 4 100 5 304 294 335 374
Malaysia 2877 3150 9.5 233 350 50.2 8.1 11.1
Philippines 4 840 7 050 457 710 1223 72.3 14.7 17.3
Thailand 11 279 16 158 43.3 1729 2 600 504 153 16.1
Viet Nam 5180 5 400 4.2 992 1 500 512 19.2 27.8
East Asia
China 103 940 98 B50 -4.9 38 500 48 D00 24.7 37.0 48.6
Mongolia 6B3 1182 T73.0 - - - - -
Republic of Korea 2059 2079 1.0 830 1122 35.2 40.3 54.0
Pacific islands
Fiji 146 148 14 = - - = -
Papua New Guinea 15 17 13.3 - - - - -
Solomon Islands 50 50 0.0 - - - - -

Sources: ESCAP, Handbook on Agricultural Stavistics for Asia and the Pacific, 1980, and national source for Mongolia,

19



Table IL3. Developing ESCAP countries. Production of cereals, 1970-1980

{Thousand metric tons)
FLE 1971 w72 1973 1974 1975 1974 1977 o 1o 1080
Warkl L5612 15375 L 2T6548 1 3E2E56 I M5501 1 ITESST  JAETS14 1 4TTENY L SSRTIZ  LSS2UIT 1 SE647E
ESCAP countrivs and areas 480 143 4FTO07E 462015 513600 510064 554305 554716 561712 60691 610 D60 615 580
Developing ESCAF 0000 448285  AMIBE 479516 476574 SIR251  SI0SED  SIA9IS 562302 %0438 54 940
Afghsniitun 3503 3308 3940 4268 4348 4401 4 624 4147 4382 4 120 4279
Banglidesh 16 905 15 089 15 323 18022 17 106 19 323 17 908 19 773 19 954 18 950 12 241
Bhuisn ETS o 370% 78° EET o L Fil 4n® et 49" 4t 445t
Brune 7 4 4 [ 10 10 7 4 7 i ™
Busms R+ B 331 7 404 BTET B 144 o413 o472 3 662 10 726 10 816 13 308
Chirs nzim®  meios®  awew® oo’ 241 3500 253433 2smamd® ps047T moanm' meany' mrin®
Demacratic Kampuches 3951 2854 2007 11 705 1565 1875 1 880 1 580 920 1 300
Fji 5 2 13 21 1 m, 13 M 7 1w 7
Hoag Kong L6 1l E 7 3 4 3 i - ot -
India IS0 13238 DB EIS 119 648 106793 12TBOE 121628 13E063 143072 115 Eim 144 579
Indantis 22156 11 664 21 648 25370 15 669 15 258 15 BTR 26 495 9 RIT 9 591 31204
Lran & 209 5 508 & 501 6916 6951 & 540 9172 8237 8 075 7174 7442
Lsa Peapde’s Demaceatie b

R public 918 837 543 910 932 938 590 565 842 973 1052
Malyuia 1698 1829 1 846 1095 1118 1011 1021 1930 1510 211 2142
Momgalia 85 373 m5 455 e 482 374 413 354 330 287°
Hegul 3556 3451 3N 3109 3756 3853 3733 3535 3655 317 3758
Pakitan 120897 11 336 " 12731 12516 13 118 14 263 15115 14 764 16 439 17 360
Papus New Gudnes 3 4 3 3 3 4 2 4 7 a* u*
Philippines 7351 7108 6428 7425 75949 RT28 5333 5938 10053 10 03 10 548
Republic of Kores 7415 7381 7357 7496 7742 #3853 9193 9474 W 863 5 601 7 0RO
Sobloman lehnds 2 3 1 1 i 1 4 & B o

Sri Lanka 1 648 14 1343 1353 1652 123 1304 1720 1933 1956 1 995%
Thailand 15 344 16210 13 850 17 403 16 140 18411 17 595 15732 20 540 19 322 20 504
Viet Nam 10 9949 10 505 11 050 11 435 11 350 10 830 1247 11 318 10 560 11 253 i s

Sowee: ESCAF, Mandbook on Agricudrure Stanistica for Asis end the Pocific, 1952,

® Estimate by Foed snd Agriculiure Organization (FAD).
B Dats usalfickl.

able trends in wyield can be main-
tained, Pakistan should soon reach
self-sufficiency in food. In 1979,
net imports of cereals were 8 per
cent of their production, but there
is optimism that Pakistan may,
after 30 years, again become an
exporter of wheat by 1983,

Iran and Afghanistan have both
suffered internal strife, and Iran is
still involved in a border war with

of thousands of people, many
taking cattle with them, must have
damaged food production but also
reduced consumption demands. Re-
liable estimates cannot be obtained,
but official figures indicate that
grain imports rose from a mere
6,000 tons in 1974 to 115,000 tons
in 1979 (or to 3 per cent of cereal
production), and it was announced
that 375,000 tons of wheat would

1978 when it increased by 12 per
cent, but there was no further
increase in 1980 or 1981, It is still
a food-deficit country, having to
import about one third of its re-
quirements of cereals. A 5 per cent
increase of paddy output is ex-
pected for 1982,

Burma, on the other hand, has
a net export of cercals, one that
declined for two decades but has

Irag. The generally poor per-  be imported from the Soviet Union  recently revived. Its output rose
formance of Iran's agriculture over in 1980/81. very slowly up to 1977 but, after
the 1970s seems to have worsened. Grain production made no  that, the spread of high-yielding

Recorded production 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, notwithstand-
ing the high priority given to attain-
ing self-sufficiency in food.

In Afghanistan, internal dis-
orders together with the emigration
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progress in Nepal during its five-
year plan for 1975-1980 and, in
197980, a disastrous fall 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
had been rather stagnant up to

varieties of rice associated with
increased application of fertilizer,
lifted production by more than one
third. Rice exports recovered, al-
though in 1979 they were below
the level for 1970. Provisional
estimates for 1980/81 point to a
23 per cent increase of cereal
production so that there could well
be a marked increase of Burma's
rice exports. Further progress de-



pends upon extending irrigation,
which now covers only 15 per cent
of paddy land, and the Government
plans to increase this proportion
quite substantially.

Preceding high prices for rice
and maize have stimulated their
production in Thailand. Official
expectations were that rice output
would increase by 106 per cent
in 1980/81 and maize output by
7.8 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.

Between 1976 and 1979, per
capita production of cereals fell by
one sixth in Viet Nam, by more
than one half in Democratic Kam-
puchea but had recovered from a
previous severe setback in the Lao
People’s Democratic Republic. In
1979, accordingly, Viet Nam had to
rely upon imports for 13 per cent
of its cereal supply,the Lao People’s
Democratic Republic for & 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 Thailand. In 1980/81
the progress of Viet Nam's 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 prov-
inces; yet, in April, Viet Nam
appealed through the United
Mations for 384 000 tons of emer-
gency food aid until the current
harvests were in, plus 100,000 tons
for labourers on irrigation works.
The spring rice crop was buoyant
and provided an output of 12.5
million tons of paddy. As a result
it exceeded the official target for
1981. Democratic Kampuchea is re-
ported to have doubled its 1979
rice area in 1980, and planned to
increase it from 1.5 million to 1.7
million hectares in 1981 — about

70 per cent of the 1970 rice area.
In the Lao People’s Democratic
Republic production of cereals had
slumped from 938000 tons in
1975 to 565,000 tons in 1977 but
then rose to 1,052,000 tons in
1980, and rice imports were halved
to 60,000 tons. At aconference held
in April, a plan was proposed for
modernizing agriculture in four pro-
vinces, including WVientiane, al-
though the areas involved weresmall.

Indonesia and Malaysia are net
importers of foodgrains — rice,
wheat and maize — and have had
little success in reducing depen-
dence on such imports. From 1970-
1972 to 1977-1979, Indonesia in-
creased rice production by 28 per
cent, but net imports of rice rose
from 3.6 to 7.0 per cent of its
total supply. Malaysia's rice produc-
tion, 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 year for Indonesia as fis
output of cereals rose by 8 per
cent, and that of rice by 9 per cent.
In Malaysia, these increases were
both less than 2 per cent, although
there was more than recovery
from the bad harvests of 1978,
when cereal production fell by
one fifth.

The Philippines, in 1978,
changed from a net importer of
rice to a small exporter, but con-
tinued to rely upon imports for
more than 5 per cent of its total
supply of cereals. Production of
cereals was fairly stationary be-
tween 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 cent in 1980,
and there was no compensating
gain by other crops. In 1981,
higher prices for fertilizers cur-
tailed their use, but no decline of
rice production seems to have
occurred.

The Republic of Korea, nor-
mally self-sufficient in rice although

not in other cereals, had, in 1980,
to import one eighth of its require-
ments for rice and became, next to
Indonesia, the region’s largest im-
porter of this basic cereal. Its pro-
duction 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 dizsappointing ever. Pros-
pects for 1981 did not begin well
with poor rainfalls delaying rice
planting in some areas, but rice
production was 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 production of food-
grains had kept pace with popula-
tion growth, and a rationing system
prevented different areas from suf-
fering acute food shortages, al-
though per capita consumption
does not appear to have regained
the 19311937 level? Harvests
were relatively 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 1920,
severe drought in the north-east
and serious floods in the centre of
China brought production of food-
grains down to 318 million tons.
The consequence was that perhaps
27 million people suffered sericus
malnutrition, and § 1 billion worth
of damage was done to dykes, live-
stock, farm buildings or equipment
and houses. The United Nations
estimated that at least 1.6 million
tons of foodgraing was needed for
relief as well as other assistance
amounting to § 700 million for
seeds, fertilizers, medicines,

3 vaclov Smil, “China’s food™, Food
Policy, May 1981, p. 70.
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clothing etc. The Government of
China quickly took steps to im-
prove incentives and scope for
farmers to produce cash crops, and
also to increase investment in
agriculture, In 1981, however,
recovery of agriculture was threat-
ened by exceptional and repeated
floods along the course of the
Yellow River. Even in 1979, net
imports of cereals had averaged 4
to 5 per cent of cereal production,
and had trebled in quantity since
1976; such dependence must have

increased when prain imports
reached 11 million tons, and a
higher import of 15 million tons
was planned for 1981. Never-
theless, the Government decided
not to request further food aid.

Foodgrain production  in
Mongolia declined from a peak
of 482,000 tons in 1975 1o
330,000 tons in 1979, and was only
287,000 tons in 1980, a level much
below the target of 560,000 tons,
because of three successive years of
poor weather. There was, too, a

Table 11.4. Developing ESCAP countries. FAD indexes of food produc-

tion per capita, 1975-1980

f1969-1971 = 100}
1975 1976 1977 1978 1979 1980
South Asia and lran
Afghanistan 103 107 92 96 93 92
Bangladesh a7 B9 34 94 B8 97
Bhutan 101 100 99 100 100 99
India 102 98 105 106 97 101
Iran 112 120 113 113 110 106
Nepal 99 96 90 91 83 90
Pakistan 99 101 102 99 101 101
Sri Lanka 109 112 113 119 121 128
South-east Asis
Burma 94 @4 95 98 o8 106
Democratic Kampuchea 59 61 61 52 33 g9
Indonesda 107 104 109 110 110 112
Lao People’s Democratic
Republic 91 90 75 89 a7 103
Malaysia 109 111 110 106 118 124
Philippines 110 117 115 115 114 114
Thailand 117 120 118 138 120 125
Viet Nam 99 106 105 106 109 107
East Asia
China 109 111 10% 114 121 119
Democratic People's
Republic of Korea 121 128 134 131 135 135
Mongolia 115 103 93 101 98 95
Republic of Karea 116 125 135 138 139 121
Memorandum items
Asia 106 105 106 108 109 108
World 104 104 105 107 106 105

Source: FAO, Monthly Bulletin of Statistics, July-August, 1981,
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5 per cent decrease in the output
of potatoes. Mongolia is a regular
net importer of cereals, 56,200 tons
even in the record year for produc-
tion, 1975, and 81,300 tons in
1979. As in China and Viet Nam,
the Government has taken recent
steps to improve rewards to col-
lective farmers and to increase the
efficiency of State farms. Virgin
land is being brought under cul-
tivation, and mechanized hus-
bandry is being rapidly developed.

The Democratic People™s Re-
public of Korea made good eco-
nomic progress up to 1977, when it
again became a net exporter of
grains. According to estimates by
the Food and Agriculture Organiza-
tion of the United Nations (FAQ),
its production of cereals rose from
6.5 million tons in 1974 to 7.8 mil-
lion tons in 1977 but, in 1978,
there was a slight fall. Under a new
seven-year plan (1978-1984), paddy
output was to reach 10 million tons
and was reported to be 9 million
tons for 1979. Preliminary targets
have been announced for a subse-
quent seven-year plan (1984-1990),
including a grain target of 15 mil-
lion tons, which indicates some
optimism about agricultural pros-
pects.

The general situation of
developing ESCAP countries in
regard to food production is
summarized in table 11.4, which
reproduces FAO’s per capita in-
dexes of food production, al-
though FAO production data does
not exactly coincide with some
corresponding national data. It is
clear that, in 1979 or 1980, har-
vests were poor for most of these
countries: 1979 for Bangladesh,
Burma, India, Indonesia, Nepal and
Thailand; 1980 for China; and both
years for Afghanistan, Bhutan,
Democratic  Kampuchea, [Iran,
Mongolia, the Philippines, the
Republic of Korea and Viet Nam.
In all cases the causes were climatic.
Yet 1980/81 was a much better
year for most countries, as the



preceding discussion has shown, Table ILS. Commercial primary energy production and consumption,
the major exceptions being China, by country group, 1970-1990
Iran and Mongolia. (Millions of barrels a day oil equivalent)

On a larger perspective of the
previous five years, the picture is
not generally encouraging. For
Asia as a whole, which, in the
FAO classification includes other Industrial market

1970 1980 1920

Chuntry group Fro- Con- Pra- Con- Pro- Con-
duction sumption duction sumption duction sumption

i 7 economies 43.2 60.6 50.6 724 64.3 87.0
;."“L ""m; comntries. than loin, Petroleum 127 299 145 350 164 374
ood production per capita was Matural gas 13.0 12.8 13.8 15.0 13.2 16.2
virtually stationary between 1975 Solid fuels 13.0 13.3 13.9 14.0 20.4 19.1
Primary
and 1980, The:e would h_ave been alnckeicity 45 a6 8.4 8.4 14.3 143
a marked improvement in 1981, e
although the favourable climatic ';;:‘:;ﬂ“
influences of that year in south cconomies 28.8 21.6 45.2 43.0 63.4 62.1
and south-east Asia were excep- Petroleim 8.0 7.2 13.7 13.1 179 17.3
Natural gas 3.8 3.8 7.7 7.0 12.6 123
tional in regard to food produc- Solid fuels 16.1 15.7 21.8 20.9 298 294
T.].DI‘I. Pr‘m
electricity 0.9 0.9 2.0 2.0 3.1 3.1
B. ENERGY Capital-surplus oil
exporters 12.8 0.3 18.6 0.9 21.7 1.7

During the 1950s and 1960s, Petroleum 12.7 0.2 18.3 0.7 20.4 1.1
the growth of the world economy g:mm’ D;I ﬂ;l "_"_3 0;2 1;3 'J'f
was exceptional and much assisted Primary
by the cheap and abundant energy electricity - - - = - -
that resulted from discoveries of Developing
new depagsits of ofl and natural m%lhtrlﬂ o S sai g A P

. exporters i 4 , . J
gas, notably in the Middle East. Petroleum 12.7 1.8 14.2 36 18.3 5.5
Between 1950 and 1970, thera— Natural gas 0.7 0.7 2.0 1.4 5.9 is
fore, the real price of petroleum Solid fuels 0.1 0.1 0.1 0.1 0.3 0.3

: Primary
neary Dilved, a“d_ pe"?lcm" a electricity 0.2 0.2 0.4 0.4 0.7 0.7
placed, to a considerable e:_ﬂent, Qil importers 47 18 7.5 13.7 15.1 24.3
coal or other sources of primary Petroleum 1.2 4.2 1.5 7.3 2B 11.2
energy in providing the power Natural gas 0.3 0.3 0.5 -0.7 1.6 1.6
required for modern economic 5‘:‘? i fuely 23 4 35 Al 54 et
activity. By 1970, the share of electricity 0.9 0.9 2.0 2.0 5.1 5.1
petroleum in total consumption of ey yong 1032 991 1386 1355 1897 1851
all commercial forms of primary Petroleum 47.3 43.3 62.2 59.7 75.8 7258
energy had become 70 per cent in Natural gas 17.9 17.7 24.3 24.3 46 342
n Prim

per cent in the centrally planned dgcn?rﬂdty 6.5 6.6 12.8 12.8 232 232
economies of Europe, 58 per  punkersand others 29 3.1 46
m=1n1 in non-oil developing coun- p sl growih vste of
tries and 53 per cent in developing world supplies
Asian countries. (percentage)

The world energy situation 1970-1980 TO80-T900
dramatically changed in 1973-1974 Total world 3.0
when the members of OPEC %ﬂtﬂm gi gg
succeeded in quadrupling the e 33 16
nominal price of oil. That proved Primary electricity T 6.1

excessive as, over the next five
: . i Source: World Bank, World Development Report 1981, p. 36. The 1990 pro-
years, the real price of oil declined jections are the World Bank's “best judgement of the likely levels of energy con-

sumption and production in the country groups™.

4 Following United Nations usage, Note: Total world consumption refers to apparcnt domestic consumption only .
petroleum is used to mean crude petro- Total world requirements of primary energy equal total world consumption plus
leum plus natural gas. bunkers and others. Synthetics from coal are not included in solid fuels.
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Figure 11.3. Non-oil developing Asian countries. Indexes for nominal and real prices
of oil, 1973-1981 (Saudi Arabian oil prices)

(1975 = 100)
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by about one quarter to keep the
output growing by 4 per cent a
year. The revelution in Iran then
reduced the world supply of oil
by 6 per cent, and so enabled
OPEC, in 1979-1980, to raise the
nominal price of oil by 80 per
cent and its real price by 67 per
cent. Consumption of oil, in 1980,
declined by 7 per cent in developed
market economies but by only 3
per cent in the world as a whole,
due to a corresponding rise of 5
per cent in developing countries
and one of 3 per cent in centrally
planned economies, If, in 1980,
demand and supply were in equi-
librium for oil, the equilibrium was
precarious. It depended on world
recession, measures of conservation
in developed market economies,
large external borrowings or aid
receipts by non-oil developing
countries, and stability of produc-
tion in oil-exporting countries.
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Nominal prices for oil were
held nearly constant from January
to October 1981, and were then
raised by 6.7 per cent in terms of
the US dollar. In real terms, and
over calendar 1981, they must have
declined by about 7 per cent, a
welcome, if partial, relief to oil-
importing countries. They would
have had some further relief from
a fall in tanker freights which began
in early 1980. No recent figures
for such freights in the ESCAP
region are available to the secre-
tariat, but Euronean tanker freights
fell by about one eighth during
1980 and the fall continued up to
mid-1981. If OPEC holds to its
decision not to raise oil prices
before 1983, the prospect is for a
further decline in real prices,
perhaps by one tenth, in 1982.

World production of oil fell
by 5 per cent during 1980 and that
of coal rose by 2 per cent, indi-

cating the substitution etfect ot the
post-1973 jump in the real price
of oil. That rse also stimulated
heavy investment expenditures in
methods of conserving or econo-
mizing uses of energy, and in
developing alternative supplies of
primary  energy. Conservation
measures were the quickest to have
effect; the World Bank estimated
that **two-thirds of the adjustment
to the slowdown in oil production
has taken place through curbing
demand growth and only one-
third through accelerating produc-
tion of other energy supplies”.5
The reason for this disparity is
that long lead times are involved
in exploiting the important alter-
native sources of energy — coal,
hydropower or nuclear power. The
World Bank, however, expects that
the share of solid fuels in world
supplies of primary energy will
increase, between 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 énergy consumption,

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 conse-
quence has been that their share of
world primary energy rose from 8
to 10 per cent over the 1970s,
and is expected to rise further to
13 per cent in the 1980s. Some
adjustment of a wvery uneven
distribution appears to be under
way.
Table II.6 shows the recent
position of developing countries in
regard to production and consump-
tion of the main sources of com-
mercial primary energy. It gives
a necessarily incomplete picture
because pood estimates are lacking
for firewood, dung and other

5 World Bank, World Development
Report 1981, p. 38.



traditional fuels upon which rural
populations depend heavily for
cooking and heat; the World Bank
thinks that such fuels may account
for about one quarter of total
energy supply in non-cil developing
countries. Population growth has
long put pressure on forest areas
for arable or pasture land, and
demands for fuel have added to
that pressure. Nepal, among other
Asian countries, is facing a serious
erosion of hillsides because of rising
demands for food and fuel from its
predominantly rural and expanding
population. For many developing
countries, the energy crisis relates
moré to a growing scarcity of
traditional fuels than to high
prices for commercial energy.

There is good information only
about commercial sources. The
table shows that seven developing
ESCAP countries have a net surplus
of energy from domestic resources.
Afghanistan exports more energy to

the USSR as natural gas than it
imports as oil. Brunei is a small
petroleum-rich  country  almost
wholly dependent on exports of oil
and natural gas. Burma exports
much less oil than Brunei but two
thirds more than it uses domestical-
ly. Malaysia has come into a
stronger position as it exports over
10 times as much oil as Burma, al-
though only half as much as Brunei,
and has no export of natural
gas. China s the region's biggest
producer of both coal and oil but
its domestic energy requirements
are also vast; it has been exporting
about a third of its oil cutput and
very little of its coal output.
Indonesia and Iran came about
second equal to China as ESCAP
oil producers and export about
three quarters of their outputs.
India has long been a big
producer of coal, and has recently
become a substantial producer of
oil; nevertheless, it still has to

import nearly two thirds of its oil
requirements. Pakistan has large
deposits of natural gas, which
supply around three quarters of its
needs for commercial energy, but
has to import by far the greater
part of the oil it uses., The remain-
ing countries of the developing
ESCAP region are all highly depen-
dent on imported oil for supplies
of commercial energy. Bangladesh
has some gas but oi imports
account for more than half of its
commercial energy. For Nepal, the
proportion is four fifths, and in
Sri Lanka nearly nine tenths.
Democratic  Kampuchea, Hong
Kong, Lao People’s Democratic
Republic, the Philippines, Singa-
pore, Thailand and all the Pacific
island countries have been almost
wholly dependent on oil imports
for commercial energy. Mongolia
and the Republic of Korea have
some coal, but oil imports supply
one third of commercial energy in

Figure 1L4. Developing ESCAP countries. Proportions of primary energy sources in energy production and consumption, 1980
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Table IL6. Developing Asian and Pacific island countries. Production and consumption of commercial energy,

1980
Solidy Liguids Gax Elecriciy® ol Solids Liguicls Gaa  Electriciny®  Tomal
— [(millions of meerie ton of coel equivelens) —_— (percentage]
South Asia and lran
Production a14s 0.2 1484 0089 1.110 53 0.1 9L.3 33 1000
Condumption 145 0492 0248 0089 0.974 140 50.5 153 2.1 1000
Palases o AR 2236 - L.T46
Bamgladesh
Produsciion = 0007 1692 0078 L1717 - 04 952 44 100.0
Ciomnum ptian o177 2.113 1.692 00TE 4.060 b 52.0 41.7 L9 103
Balance =Q.177 ~2.106 - = ~2.283
Indis
PFroduction 79431 13,663 1.722 6.132 10048 8.7 1335 1.7 &l 1000
Comaumption B2.101 36488 L.T1 6128 126459 4.9 8.9 1.4 48 1000
Balamos =2 ET0 =22825 = 0004 -15.491
l‘lﬂmm 090 114666 22,247 0375 138.188 0.5 B30 161 w3 1000
Comsumptian 0.960 26.1353 19176 0375 45 568 2.1 6.0 41.1 o8 100.0
Balance — D060 88513 307 - 91 524
lm = - - o030 0020 - = - 10:40.0 e
Consumption 0,008 0128 - 0.023 0.160 56 B0 - 144 10000
Balance -0.009 128 ~0.003 ~0,140
Pakistan
Praductian 1.250 0,710 9065 1.298 12323 1o 58 Ti6 ([E] 100.0
Clonga tm i 1. 566 6.058 9,065 1,298 17.987 8.7 g 504 T2 1000
Balance 0316 —5.348 - - —5.664
S Lanka
Prodsciion - - - 0.182 0,182 = - - L0 1000
Consumption 0002 1.340 = 0182 1544 0.1 B8.1 - 1.8 10400
Halance =007 =1.360 = - ~1.362
Sublotals:
Production BLTS 129.048 37.210 B.174 256,158 39 04 143 L5 100.0
Consumptian 4,960 73792 11903 173 197828 430 3.8 16.1 4.1 100,40
Balanee =32 36256 £307 LX) £8.330
South-east and east Asia
Brsnei
Production o 19850 13,617 = 33467 - 93 40,7 - 1000
Consumption = 0.164 1766 - 1,030 - BT 1.3 - 100.0
Balance = 1586 1851 - 437
Burma
Froduciion LLLE ] A o408 108 1.962 L4 El.2 13.8 k¥ (i el
Condumpthon 0354 1.447 D408 rios a7 114 553 154 49 100.0
Halsnoo =212 0957 - = 0. 745
Chins
Prodaction 434,296 154051 18978 6.839 El4.164 ™7 5.1 3.1 11 100.0
Commmption 432654 106861  1A.9TH ERTT 565370 T6.5 18.9 34 13 100.0
Babanco 1643 47190 = -0.038 A48, 7%4
Democratic Kampuchea
Production = = = = = =, - - =
Consum piiss - a01s - - 0,018 106.0 = - 100
Balamoe - 0018 - - =018
Hong Kong
Cansumption 0008 1.294 - ~0.038 T.264 (LB 1004 - ~0.5 10000
Halamce =008 ~T.294 - U038 ~7.264
Indonesia
Production 2304 112891 20,723 0320 134 240 0.2 8.1 155 02 1000
Consumpticn 0266 17.360 5404 0320 13350 [LE] &1.0 6.2 Lo 1000
Hakance 038 Bi.530 15321 = 100 B9
Lao Peopbe’s Democsatic Republic
Frodustion - - - oild AR E] - - = 100L0 1060.0
Congumpeicn - 0,193 - 0,034 0,229 - BS.2 = 148 100.0
Balance - -0.195 - o.080 =115
Mlalaysia
Preduction - 19.12% 1,635 R LT 0918 - 9.5 7.8 0.7 100
Conuamption 0.050 B566 2.488 154 11258 LX) T6.1 22.1 L4 Ty
Nalznece 0050 10563 ~0.5%3 - 2.E8D
M ongolia
Production 1.770 - = L7700 1000 - - - 100
Conuampiion L7172 OESE - 0043 2,673 6.3 3.1 15 100.0
Balznoe —RL.002 ~0.858 = =043 = 0. 90
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Table 116 {continued)

Solids Ldguicly Gax Bleciricity” Toul Solidy  Liguidy Gas  Eleewiciy”  Towal
e firvillicns o mvatric fonr of coal squivalens) ——— {E
Fhilippines
Produsction D224 0778 - 062D 1691 132 L] - 408 100.0
Consumpthon 0495 14,000 = 0.6E9 15.274 iz 913 - a5 10,0
Balance -0.271 ~13312 - = -11.583
Republic of Korea
Produection 14101 - - 0.672 14.773 L E - - 45 1000
Consumption .00 30753 - 0672 54324 ELE 60.3 12 [
Halsnee -6800 X253 - - =19.55)
Simpapore
Produstion E - - = = - - - - =
Consumption 0.004 10,079 - - 10,083 - 1000 - - 1000
Balance ~0.004  =10.079 ~4 - =lo.0a3
Thailand
Production 0471 0015 - 455 0941 SO0 1.5 = 484 1000
Congumption 04568 16115 0535 17.215 £ ] 9.6 - 31 1000
Halsnoe —D.094 =16, 1 0o - ~ 0080 ~16.274
Viet Nam
Produstion 6,300 - - 006G 6386 L) - - 13 100.9
Canaum peion 5.067 1706 - 0L088 7.759 6.9 20 - 14 V0.0
Balanoe 0333 -1.706 - - =1.373
Subtotals:
Production 457508 I09. 118 55363 9437 B3l ALG 55.0 wa &7 L1 100.0
Conaumpelan 461,938 227806 30,044 9480 T 3006 aid nz .l (1} 1000
Balamce 5428 ®1.512 15219 =043 101360
Pacific ialands
Cook Idends
Production - - - - - - - - -
Consumption s - ; 00018 - 100.0 - - 1000
Balancé ~0L0l8 - - ~0.018
Figi
Production - - - - - - - = - -
Congiamptian 0.0z 0.385 = - 0406 52 48 = 1000
Balance: ~0.021 =385 - - =040
Kirlbati
Froduction - - - - - - - - - -
Consiam ption - noLs - - 0018 - 1000 - - 0.0
Balance - —0.008 - - =0.018
Haura
Produstion = B = - = - - - - =
Conpumption - 0059 - - 0,059 - 100.0 = - 100.0
Balance - — (0SS - - ~0,059
Fapiza New Guines
Production = - - (X% 0049 - - 100,00 1000
Congum ption - nA63 - 049 0912 - ah 54 100.0
Balance - =0 853 - = ~0.863
Samoa
Praduction = - - 0001 .01 - - - 100.0 10,0
Congumption - b - 0.001 LLRE R 978 = 1.1 100.0
Balance - ~ 4 = = ~0.044
Solomon Tulunds
Produstion - - v - - - . = = L
Cosneum peian - oS0 - - 0050 - 1000 = 100.0
Balance - ~0L0sg = - — 0050
Tonga
Production = - - = - - - = - as
Conpumption = (RG] = - 0,050 - 1000 - - 100.0
Balamce - =050 - - =0.050
Trust Termitory of the Pacific Islands
Froduttion - - - - - - - - - -
Conmumpbon = 0073 - - 0073 - 1000 - - 100.0
Balance = =0,073 - - -0.073
Subtoials:
Production - = ¥ [IEiL] D50 - = - 1040.0 100.0
Consumplion 0021 1. 560 - S0 1431 1.3 5.6 - 34 1000
Falance -0,02] ~1.560 - = ~1381

Eowree  Unived Mations, Yearbook of Work! Energy Searisrics, 1920 (focthooming).

¥ Exchudes thermal ebectricity.
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There was, during 1979, a very
wide range in developing Asian coun-
tries of per capita use of energy,
measured in kilograms of coal equiv-
alent. The figure for Singapore was
6,211 kg and those for Bangladesh,
Mepal, Burma and Afghanistan [rom
14 to 90 kg. But Singapore has become
so highly industrialized that it is ques-
tionable whether it can still be proper-
ly described as a developing country
and no country in Asia is as poor as
Bangladesh, Burma or Mepal, all
predominantly rural and all relying far
more on soch tmditional fuels as
firewood, charcoal or dung than on
commercial forms of energy.

Yot Hong Kong, which is about
a5 industrialized and prosperous as
Singapore, had an average consumption
of commercial enorgy of only 2,401
kg — less tham half the Singapore
level. The Republic of Korea had an
average income of $ 1480, neardy a
third more than that of the Democratic
People’s Republic of Korea, vet had
an average energy consumption of
1,642 kg as against one of 2,846 kg
for its neighbour,

Contrasts in energy consumption®

T The figure for per capita income and enérgy consumption are from the
Wordd Bank's World Development Reporr 198F. The consumption figures are
somewhat different in the United Nation"s World Erergy Stanistics.

China and India make another
contrast. China’s average energy con-
sumption was 835 kg, more than three
times India's, butits average income,
3 260, was only one third higher. Sri
Lanka, however, had almost the same
average income as China but little
more than half India’s average energy
consumption.

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

If, a8 can hardly be doubted,
economic  progress  depends upon
encrgy, the connection s 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
efficiencies of converting primary to
secondary energy and of using both
for work or heat, to economic struc-
fure, to income distribution and to
differences in climate and lifestyles.

Mongolia and three fifths in the
Republic of Korea. Viet Nam,
however, uses domestic resources
of coal to keep the contribution
of imported oil down to one
quarter.

Mot all recent difficulties over
energy are attributable to dearer
oil. Coal provides nearly two thirds
of India's commercial energy, and
coal-fired stations about the same
proportion of its electricity. Hydro-
stations provide another quarter
of the electricity. Since 1975,
there have been shortages of
electricity averaging 12 per cent of
estimated demands., Admittedly,
demands have been inflated by
State Governments which have kept
the price of electricity to con-
sumers at low, subsidized or capital-
erosive levels. Yet there have also
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been serious deficiencies on the
supply side. Generating stations
have been inadequately maintained,
thermal stations have lacked ade-
quate and regular deliveries of coal,
and hydrostations have been ad-
versely affected by drought con-
ditions, which were acute in 1977.
In the near crisis year of 1979/80,
energy shortages were largely re-
sponsible for a decline of manu-
facturing production by more than
2 per cent. The output of coal has
been adversely affected by labour
troubles and, in a feedback way,
by shortages of electricity. The
main problem for the thermal
stations has been the failure of
the railways to make adequate and
regular deliveries of coal. Reasons
for this failure include shortages
of wagons, deficiencies of manage-

ment and, again, labour troubles
and electricity shortages. The
Government has made an investiga-
tion of this whole situation with
a view to overcoming key deficien-
cies which threaten the progress
of its new Sixth Plan. Already
there has been some improve-
ment; 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
rainfalls.

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 was 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 to 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 wamed that
demand must be restrained, and
conservation  encouraged, until
1984 when new hydrostations
associated with the great Mahaweli
scheme should be completed. Mean-
while, 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 coun-
tries, 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
commercial enterprises in a few
towns; even then oil-fired plants
supply one third of this electricity
and oil accounts for four fifths of



total commercial energy. Yet com-
mercial energy is perhaps only one
seventh of total energy used in
MNepal, firewood, dung and crop
residues being far more important.
Bhutans 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 115000 tons were
produced in 1980/81. There are
plans in all three of these countries
to tap more of their hydro poten-
tials and, in Afghanistan, to exploit
more of the coal deposits.

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 was
naturally intensified as petroleum
became much dearer, as did efforts
to  conserve these sources of
primary energy. Bangladesh dis-
covered two new land fields of gas
in 1981, and completed a pipeline
which is to assist production of
fertilizer. It is also to extend its
single refinery as much of the
present import of crude petroleum
is sent to Singapore for refining.
Pakistan more than doubled its
output of natural gas during the
19705 through discoveries of new
fields and greater exploitation of
old ones. It also built a nuclear
power station with an installed
capacity of 125000 kW and, in
1981, was considering a further
one with a bigger capacity of
610,000 kW. Chinese experts had
also  recommended a  thermal
station of 30,000 kW using
Baluchistan coal.

India already has a nuclear
station of 640,000 kW capacity
but, in 1979, this supplied less than
4 per cent of generated electricity.
After 1974, outputs of both woil
and natural gas doubled. The

oil output has 10 times the energy
content of the gas output, and
together they contribute about one
seventh of India’s total production
of energy. The two State oil compa-
nies are conducting further off-
shore exploration, and 14 foreign
companies have also been admitted
to the search. Offshore production
reached 5.2 million tons in 1980/81
and the Plan contemplates that
this might reach 13 million tons by
1984 that 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 out-
put 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, praduction
slumped by 4 per cent, and stronger
domestic economic growth in-
creased local demand for oil. As
one step toward coping with
this emerging constraint, Burma
in 1981 increased its activities
in locating and exploiting oil and
gas reserves in on-shore and off-
shore areas and in the Gulf of
Martaban in particular. At pre-
sent there are two petrolenm
refineries and a third is being
constructed near Mann. This will
nearly double present refinery
capacity to a level which can
cope casily with the present output
of crude.

Brunei, Indonesia and, more
recently, Malaysia, are net ex-
porters 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 sub-
stantial outputs of natural gas also.
Proven reserves of crude petroleum
are about 20 times annual output
in Indonesia, and about 15 times
annual output in  Brunei and
Malaysia. Neither Indonesia nor
Malaysia make much use of their

considerable potentials for hydro-
power, 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 con-
sumption from them.

There has been concern in
Indonesia about a prospective loss
of export revenue, to which petro-
leum and natural gas contribute
about two thirds of the total,
through gradual declines in the
outputs of these fuels went with
an annual rise of 12 per cent in
their local consumption. Produe-
tion, however, after decreasing
by & 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 ac-
tivities. Pertamina, the State petro-
leum corporation, has hope that
output will increase by more than
one tenth by 1984. Exports, how-
ever, could not increase so much
if the policy of heavily subsidizing
domestic consumption of petro-
leum products continued® The
Government, accordingly, has be-
gun to stimulate development of
other sources of energy. The third
Repelita (five-year plan) allocated
7.5 per cent of development funds
to the eleciric power sector and,
in March 1981, the World Bank
granted a loan for a hydrostation
of 700 MW capacity to be built
at Sagaling, Japanese interests are
to help expand the Bintang plant
for liquefying natural gas, three
existing refineries are to be ex-
panded, and a fourth one is to be
built near Jakarta. More refining
capacity would reduce the need
to import large quantities of mid-
dle distillates from other countries.

Malaysia's position in regard to
oil is somewhat peculiar. Its output
of light superior crude is mostly
exported and large imporis of

6 The 1982, budget, announced in
January 1982, has decreased subsidies on
some petroleum products.
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cheaper Middle Eastern crude
directly supply about three quarters
of domestic needs for energy.
The Government, moreover, in-
troduced an oil depletion paolicy,
in 1979, for restricting output
from finite resources which might
not last very long; output had
been 1,122,000 tons in 1979 but
was only 1,096,000 tons in 1980.
For both reasons, attempts are
being made to diversify energy
resources so as to reduce depen-
dence on oil. Large deposits of
natural gas have been discovered
and the Bintulu field is expected
to yield, in 1983, 1 billion cubic
feet of natural gas per day, and
another field off Trengganu to
vield even more. The National
Electricity Board plans to reduce
oil-based generation from 85 per
cent of capacity to 38 per cent by
1990 while increasing that capacity
from 3,770 MW to 6090 MW.
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 wyears ago, Thailand
also discovered large offshore de-
posits 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 feed-
stock. 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. Elec-
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tricity is also to be boosted by
greater use of local lignite and
imported coal, as well as by a
doubling of hydro capacity.” A
pilot plant is under construction
to test use of oil shale in generating
electric power. Altogether, these
developments should add 7,700
MW to present capacity of 3,595
MW. Meanwhile, conservation
measures are being attempted to
held down growth of energy
consumption to 6 per cent a year,

T In September 1981, the large
multipurpose  Pattani dam began a
contribution of 200 milion kWh per
yvear to Thailand’s hydroelectricity sup-
ply, an addition of about 8 per cent.

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,. St
Lanka and Thailand, for which it was
11-12 per cent, and India, Pakistan,
and the Republic of Korea, for which
it was 7-8 per cent. By 1976, afier 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 iz
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
Sd 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 petro-
leum but, by 1980, this proportion had
risen 1o 10 per cent, The corresponding
change for Fiji was from 9 to 23 per
cent, for Papua New Guinea from &
to 19 per cent, for Samoa from 4 to
17 per cent, for Solomon Islands B
to 16 per cent and for Tonga from 6
to 15 per cent.

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 energy con-
sumed to 49 per cent by 1989,
That hope was strengthened, in
Movember, by the announcement
of a promising discovery of oil
in an exploratory well in north-
east Thailand.

The Philippines 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 hope here is to reduce
the share of oil in energy con-
sumption from 92 to 41 per cent
by 1985. Nuclear power, an option
whose consideration has been post-
poned in Thailand until 1983,
is also being examined by the
Philippines. Most importance is
being given to geothermal stations
which already have a capacity of
446 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 con-
servation to alleviate its dependence
on oil imports., Nuclear power is
regarded as too risky in such a
small, densely peopled area so that
imported coal is the main alter-
native to oil. Vigorous conserva-
tion measures already taken include
world pricing of energy, upgrading
the system of public lighting,
restricting the use of air-condi-
tioners and improving the thermal
efficiency of power generation,

Hong Kong is, of course, in
a similar energy position 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 wventure 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 electricity 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,
hydroelectricity and nuclear power.
In 1979, they could together sup-
ply less than two fifths of the coun-
try's energy requirements so that
it, too, depends heavily upon im-
ported oil. Efforts are being made
to reduce this dependence by build-
ing more nuclear stations and ther-
mal stations powered by imported
coal. Supplies of oil are being diver-
sified away from the Middle East,
and offshore drilling operations are
under way in conjunction with
Japanese interests. In 1980, a large
new oil-fired plant and a novel
pumped storage hydro-plant came
into operation; together with a
number of smaller additions, they
raised total generating capacity by
16 per cent. Construction was also
cbntinuing on four giant coal-fired
stations and on six nuclear
generators, all due to come into
operation by 1987. Much effort,
moreover, has been put into a
wide range of measures for con-
serving energy, mainly by im-
proving efficiency of generation,
transmission and end utilization of
power.

China is the worlds third
largest user and producer of energy.
Commercial energy, in 1980, was
estimated at 614 million tons of
coal eguivalent, and non-commer-
cial energy, mainly firewood, crop
residues and animal wastes, at 250
million tons of coal equivalent.
Coal supplied 70 per cent of
commercial primary energy, oil 25
per cent, natural gas 3 per cent and
hydropower a little 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 consumption 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 crude oil and 1.7 per cent
for natural gas. The output of
electricity, however, rose by 15 per
cent.

Known reserves of coal and the
potential for hydroelectricity are
very large, as may be deposits of
oil and gas, but geographical diffi-
culties have limited the develop-
ment of many energy resources.
Oil production has decelerated
owing to a low rate of discovery
and the backward technology used
for known resources. Methods of
using energy in industry also
appear to be less efficient than in
other developing countries, and
incentives to conservation have
been lacking.

A few years ago it was ex-
pected that oil would, besides
making a big contribution to
China's own needs for energy,
provide a substantial pari of export
income. Its contribution to primary
energy consumption did rise from
1.3 per cent in 1952 to 24.1 per
cent In 1981, and it also con-
tributed 18 per cent of exports
in 1980. 0il output, however,
peaked 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 produced from China's
large deposits of shale but that
output dropped from 514,000 tons
in 1975 to 315,000 tons in 1979,

and there do not appear to be
plans for increasing it. Natural gas
has had a steady output but much
of it is needed to produce fertilizer.

Coal output also peaked, at
636 millicn tons, in 1979, dropped
by 2 per cent in 1980 and was
expected to drop further. It is
used, among other purposes, lo
produce more than half of China’s
electricity, the output of 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, it has been decided that
hydroelectrical capacity should be
rapidly increased over the next
decade.

A good deal of attention is
also being paid to biogas. By 1979,
China had some 7 million 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 slow
growth of energy supplies would
be the most serious constraint
upon the country’s growth during
the 1980s. Declining 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,
lnd strn-nger measures to conserve
energy over all its uses.

Pacific island countries have
no known resources of fossil fuels
to relieve their extremely heavy
dependence on imported petroleum
products, and only Papua New
Guinea is thought to have reason-
able prospects of discovering com-
mercially significant deposits of oil
or natural gas, The larger high
islands have forests, used for
firewood, and a potential for
hydropower which is little ex-
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ploited; 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.

In Fiji and Papua New Guinea,
most recent attention has been paid
to the energy possibilities of bio-
mass. Fiji has a big sugar industry
which has long used the waste,
bagass::. to generate steampower
and electricity, mainly for sugar
mills. A feasibility study, made in
1980, has found that ethanol

could be produced, at reasonable
cost, from sugarcane juice, and
also from cassava, to vyield an
output of around 20 million
litres by 1984; that could replace
one fifth of oil imports. Papua
New Guinea has an advanced
project to farm cassava in the
Western Highlands as the major
input for an aleohol commercial
demonstration  plant having a
capacity to produce 2 million
litres a year. Blogas projects are
also being considered in these two
countries, and in Cook Islands,
Solomon  Islands, Tonga and
Vanuatu,

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
programme for producing enough
ethanol from sugar and other
plant materials to replace 30 per
cent of its present oil imports.
Thailand is considering a similar
programme to replace 20 per cent
of its annual consumption of
gasolene. There are still doubts
about the comparative economic
costs of producing ethylene, and

Most developing ESCAP countries
have seen industrialization as indis-
pensable 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
econgmic development.

Those plans have been successful
in a number of countries. By the end
of the 1970s, manufacturing had come
to contribute 20 per cent of GDP in
Malaysia and Thailand, and 25-28 per
cent in Hong Kong, the Philippines,
the Republic of Korea and Singapore.
These proportions compare with 21
per cent in- Australia and 30 per cent
in Japan.® The consequence is that
their economies are now more suseep-
tible to changes in domestic manu-
facturing activity, whether induced by
local or world conditions. That is
particularly the case where growth
rates for real manufacturing output
are high, and the growth rate averaged,
for 1975-1980, 11-12 per cent in
Malaysia and Singapore, and nearly
17 per cent in the Republic of Korea.
But in the Philippines it averaged only
5 per cent.

India and Pakistan have also
taized, although to a lesser extent,
the relative contribution of manu-
facturing to GDP. In 1979, this was
16 per cent for India, and 15 per
cent for Pakistan. Awverape growth
rates for manufacturing in 1975-1980
were 4.7 per cent for India, and 5.2

coun Ties, it is increasing.

The role of manufacturing

per cent for Pakistan. Thess 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 1970s.

At the low end of the scale are
the least developed countries of the
ESCAP region. Manufacturing accounts
for 7 per cent of GDP in Bangladesh,
and for only 4 per cent in Nepal.
Papua MNew Guinea’s share is 1 per
cent abowve that of Bangladesh, as is
that of Indonesia, although these two
countries, because important mining
activities raise their per capita GMNPs,
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 manu-
facturing real output in India,
Malaysia, Thailand and in some other
countries, although there was no such
check in Pakistan or the Philippines.
That has had some effect in reducing
optimism about achieving the 9 per
cent annual increase of manufacturing
activity which the United Nations has
called for during the present Develop-
ment Decade. There has also besn
some tempering of enthusiasm for

2 In these two countries, however, the share of manufacturing in GNP i tending 1o decline but, in the above developing

industrialization in view of growing
concerns about other aspects of
economic development; in particular,
the need for spatial dispersion of
industry, better links with agricultune,
the need to increase employment, and
concern  about damage to the
environment,

More positively, however, there
has been a growing recognition of the
need to restructure manufacturing
away from over-protecied and econom-
ically 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 Hoe Group of Ministers of
Indusiry. They stressed that national
plans for industdal development
should not be rigid but flexible enough
to make continuous adaptations to
changing economie cireumstances 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
pattem of comparative advantage, for
both a single country and different
subregions, o as to make appropriate
changes 1o industrial projects and
programmes. These two clements, it
was felt, were not adequately recog-
nized in existing plans.
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there are also worries that new,
large-scale production of cassava
or sugar would reduce land avail-
able for more urgently needed
supplies of food.

C. FOREIGN RESOURCES

Developing countries need
imports to supply machinery and
transport equipment and, in Asia,
such countries devote one quarter
to one third of their import pay-

Table 11.7. Developing Asian countries. Composition of imports, 1977-1980

ments to these capital goods.
They are needed for mechanizing
agriculture, equipping mining and
manufacturing, and improving
transport and communications. Oil-
deficient Asian countries had, in
1980, to allocate about the same
proportions of import payments to
crude petroleum or petroleum
products because modern methods
of production require much com-
mercial  energy. Food-deficient
countries have to allocate another

substantial proportion of import
payments to cereals, although one
which naturally wvaries with their
own harvests; in 1978, the propor-
tion 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 com-
paratively small proportion goes to
consumer goods other than food or

Percentage of toral imports
ot Food imports Machinery and
Imports 1980 1978 1979 1980 1978  1979*  josg* Hoson Saupeent
{$ million) 1978 1979*  1980"
South Asia
Afghanistan 405 12 15 14 AR Wy T
Bangladesh 2610 15 11 10 21 19 135 18 23 22
India i4 128 26 25 34 16 T Vi 19 e
Nepal 342 10 8 12 13 10 REEEN 20 20 A4
Pakistan 5 350 18 17 23 19 1z 7 25 25 25
Sri Lanka 2018 16 18 23 30 . F 24
South-east and east Asia
Burma 354 . s AR 45
China 15675 17 15 18 25 i
Hong Kong 22438 5 6 7 15 10 9 19 17 15
Indonesia 10 834 9 11 15 18 e Sale 36
Malayzia 10813 11 12 13 17 12 11 34 35 a7
Philippines B 295 22 23 29 8 5 6 27 26 22
Republic of Korea 22304 15 17 28 B8 7 8 33 30 22
Singapore 23 984 24 25 29 10 T 6 29 an 30
Thailand 9215 21 22 31 4 i 3 £ | 26 23
Pacific islands
Fiji 561 16 18 Z3 20 16 14 19 22 22
Kiribati 19 11 15 15 27 19
Papua New Guinea 742 cer we. o 18® ST | soii w300
Samoq &5 7 9 16 22 20 22 26 36 20
Solomon Islands T2 12 13 Fa 16 13 11 27 37 kL]
Tonga i3 10 10 15 28 27 23 17 22 17

Sourcess ADB, Key Indicators, April 1981, table 25; Waorld Bank, World Development Report 1981, table 10; and national

sources for China and Papua New Guinea.

#  Preliminary data from ESCAP Statistics Division.

L January-September 1980 only.

33



Table 11.8. Developing Asian countries. Merchandise exports, imports

and trade balances, 1973-1980
& billion)

1873 1974 1975 1976 1977 1978 1979 1980
Imp-clnma
olf. 326 49.2 525 62.0 67.4 H-IL?: 1090 141.8
Exports”
f.ob. 28.1 421 41.1 59.6 64,5 75.0 98.9 1240
Balance =45 =71 =114 =2.4 -2.9 -93 -10.1 -17.8
China
Imports ci.f. 7.1 11.1 15.7 19.4
Exports f.o.b. T.5 10.0 13.6 18.2
Balance 0.4 =1.2 =2.1 =1.2
Memomndum
items:b
Unit value
of imports &0 93 100 99 102 111 131 170
Unit value
of exports 78 107 100 104 II:.F_ 128 152 169
Terms of
trade 130 115 100 105 115 115 116 29

Source: IMF, International Fingmcial Statistics, November 1981 and Yearbook,

1981,

* Excluding China.
b Excluding China and Indonesia.

oil, so that the great bulk of
imports are needed, in 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 became stationary, and a
bigger proportion of them had
to be devoted to petroleum. But,
as the real price of oil fell from its
1974 peak, the volume of imports
to these countries rose at the
fairly brisk rate of 13 per cent a
year. Then in 1980, as the second
big increase of oil prices took
effect, the wvolume of imports
again became stationary. That
cessation of growth in imports,
and the associated rise in the
proportion devoted to petroleum,
was, in itself, a marked check to the

34

economic growth of developing
ESCAP countries.

During the 1970s, merchan-
dise exports from non-oil develop-
ing countries in the ESCAP region
paid for about nine tenths of their
imports. There was thus a substan-
tial import surplus which had to be
financed in other ways and, as
table II.8 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 cent between 1976
and 1979, and rose to 14 per cent
in 1980. The two 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, 50 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 coun-
tries 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 ex-
ports instead of by rising prices
for oil. From mid-1980 to mid-
1981, oil prices were stable or
falling slowly® and world prices
of primary commodities, also ex-
pressed in US dollars, fell by 14

8 IMF, International Financial Statis-
fics, November 1981, pp. 46-47.

Figure 1L.5. Developing Asian
Exports, imports and trade
1973-1980

countries.
balances,
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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 ker-
nels, tea, jute and plywood. There
were, however, rises of 20-30 per
cent for rice, maize, hides and
manganese.

According to IMF estimates,
the combined trading deficit of
non-oil developing countries in Asia
(including China) was § 30 billion
in 1980, § 14 billion in the first
half of that year, and § 18 billion
in the first half of 1981.2 This
would seem to be further deteriora-
tion in line with an IMF forecast
that the combined current external
deficits of all non-oil developing
countries, after rising from 3 29
billion in 1977 to § 82 hillion in
1980, would rise further to § 97
billion in 1981.% Results in Asia
were rather mixed in the first part
of 1981, as table 11.9 indicates.

In south Asia, India showed
no improvement, as indicated by

® IMF, IMF Survey, 20 July 1981,
p. 215.

Table .9, Non-oil developing countries of Asia. Ratio of merchandise
trade deficit to merchandise exports, 1980 and 1981

{(Percentage)
Republic Al
Malay- Paki- Philip- af Singa- S Thai- coun-
Indiz  sia stan pines  Korexs  pore  Lanka land  tries
1980 76 =16 104 45 27 4 B8 42 28

1981 76 -2* e4® 38°

254 33" 102

» ° 40 28°

Sowurce: IMF, International Financlal Statistics, October 1981, pp. 4647,

® First six months
b First seven manths,
© First five months,
9 Pinst eight months.

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 im-
provement for the Philippines, little
change for Thailand and an
apparent deterioration for Singa-
pore. Malaysia’s export surplus
decreased relatively from 16 to
2 per cent of exports in the first
half of the year. The Republic of
Korea's position was little changed.
For non-oil developing countries

of Asia as a whole, the ratio hardly
changed from 28 per cent in 1980
to 30 per cent in the first five
months of 1981.

Net receipts from services
and transfers pay for a considera-
ble proportion of the trading
deficit. According to IMF esti-
mates!? for developing Asian
countries, including oil-exporting
Indonesia but excluding China,

10 \MF, World Economic Outlook
(1980), p. 99.

Trade statistics and floating exchange rates

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 elsewhere,
they often do not have a complete
coverage of trade transactions because
smuggling escapes official recording
and dishonest invoicing distorts it
Yet, even if recording were complete,
there are conceptual and practical
difficulties over valuation, quantifica-
tion and classification. There are also
difficulties in exact matching, within
a given accounting period, an export
of one country with a comesponding
import of another country because of
time lags associated with transport
and warchousing.

Floating exchange rates have
increased the difficulties over valua-

tion, and in two ways. The first is that
theére could be a wvariation of the
exchange rate betweosn a  national
currency and a foreign currency
in which an export is invoiced be-
tween the times of dispatch and
arrival. That would artificially inflate
import wvalues of countrics whose
currencies were depreciating and, to a
lesser extent, export values of coun-
tries whose exports were appreciating,
both values being in terms of the
foreign currency. Since 1972, there-
fore, unit wvalue indexes, whether
expressed in US dollars or in national
currencies, have become a bit less
reliable,

The szecond complication from
wanable exchange rates is that the LS
dollar, which is the most widely used
currency for actual trade transactions,

and for intercountiry comparisons or
aggregates of foreign trade, has fluc-
tuated considerably vis-d-vis other
currencies, It depreciated against the
new SDR by 14 per cent between 1970
and 1976, appreciated by 11 per cent
over the nmext two years, and then
depreciated again by 2 per cent up to
the end of 1980. From January to
Aungust of 1981, it suddently appre-
ciated against the SDR by nearly 13
per cent. The result has been that the
undt wvalue of world exporis appears
to have increased, between 1971 and
1980, by 263 per cent if measured in
US dollars, but by only 103 per cent
if measured in SDRs,

The second complication, how-
ever, does not affect ratios of values
such as the terms of trade or the im-
port value of total exports.
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their trading deficit, on a strictly
f.o.b. basis, averaged § 8.7 billion
a year between 1977 and 1979.
Met receipts from  services and
private transfers averaged § 1.6
billion, and net official transfers
£ 1.7 billion, reducing the amount
that had to be financed by other
means to § 5.0 billion. Net bor-
rowing 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 § 104 billion a
year, developing 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
Singapore.
Data available to the secre-
tariat!! about finance of the cur-
rent deficit in the balance of pay-
ments is fragmentary for 1980,
and still more fragmentary for
1981. There seems, however, no
reason for pessimism about finance

Philippines and

1 1, December 1981.

Asian investment

A transnatiomnal corporation
(TNC) is a private enterprise which
contrals assets in more than one
country. These corporations have had
an imporiant, if somewhat controver-
sial, role in the recent economic
development of ESCAP countries by
transferring capital, technology and
business skills, as well as by helping
1o 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
direct foreign investment in developing
Asian countries, Their investments
were mainly in such traditional areas
as plantations, mines, milways and
public utilities but became increasingly
directed to petroleum, importsub-
stitute manufacturing and finance. The
approach was “micro-economic™, being
concermned to preserve markets or to
obtain enterprise profits in other ways.
Mor were the United Kingdom and
the United States greatly concerned
about investment in Asia; less than a
quarter of their direct forelgn asseis
were in developing countries, and only
4 and 9 per cent of them were in Asian
developing countries.

During the 1970s, Japanese TNCs
became the leading direct foreign
investors in Asia, and especially in
cast and south-east Asia. In contrast
to the western countries, Japan's
approach has been somewhat “macro-
economic”, concerned with resource
scarcities, domestic labour shortages
and huge surpluses of foreign ex-
change. 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 materals and
Labour-intensive manufactures, most of

and transnational corporations

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

More recently, there has been a
rapidly prowing wolume of direct
investment within the ESCAP region
by THCs based in Hong Kong, the
Philippines, the Republic of Korea
and Singapore. Together, they now
account for more direct foreign invest-
ment within the region than either
Japan or the United States. Ethnic or
ex-patriate Chinese are involved in such
THNCs, but they also include TNCs
from developed countrdes 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 than four times
the corresponding total for 1967-1971.
Indonesia had received 32 per cent of
this total; Malaysia 14 per cent; Hong
Kong, the Republic of Korea and
Singapore 8-9 per cent ecach; and
India 6 per cent South Aszia's share
has been small, but it is growing more
mpidly now that Bangladesh, India
and Sri Lanka have bogun opening
export processing rones, and en-
couraging joint ventures with TNCs.
China, too, has recently opened its
economy to TNC participation in
some felds,

Transnational corporations” in-
volvement in Asia goes well beyond the
direct investment activities just men-
tioned. This involvement increasingly
takes the form of partisl and non-
equity agreements between a TNC
and the Government of a host country,

a State enterprise or a local private
enterprise, There are various types of
production-sharing agreements: con-
tracts for work; service contracts in
the mining and petroleum activities
of [Indonesia, Malaysia and the
Philippines; joint-venture arrangements
for manufacturing; non-equity con-
tracts for technology, management or
marketing; sub-contracting arrange-
ments in export processing zones,
turn-key projects; and compensatory
trade agreements or arangements
to buy back products.

One other spectacular develop-
ment has been the rise of transnational
banking (TNB). Becaust of it, TNC
lending to developing countries has
jumped from about $ 5 billion in
1970 to about § 36 billion in 1976;
and the share of thiz lending in total
capital flows from TNCs to developing
countries rose to 28 per cent, as against
12 per gent for direct investment by
DAC countries.

It seems unlikely that the current
world recession will check the expan-
sion of TNC investment in the
developing ESCAP region. Japan, the
leading investor, has strong reasons lor
continuing the virtual export of labour-
intensive or polluting industries to the
rest of Asia, and also has the economic
ability to continue with this policy.
Under the present Government of the
United States, strong encourgement
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 upperincome coun-
trics as Hong Kong, Malaysia, the
Republic of Korea and Singapore.
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of these two deficits. Combined
foreign exchange reserves of all
developing Asian countries (in-
cluding China) increased from SDR
240 billion in 1979 to SDR 26.4
billion in 1980 and, in July 1981,
were SDR 29.6 billion. Drawing
by these countries on IMF in-
creased 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
$ 42 billion in 1979 to $§ 4.8
billion in 1980, and were § 49
billion in the first half of 1981.
Eurocurrency credits, after falling
from $ 7.4 bilion 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
1981 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, increased
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 1980.1% 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 main-
tained their aid programmes, and
Canada, the Federal Republic of
Germany, France, Italy, Japan and
Switzerland have indicated in-
creases. Even if there was little
increase of official and bilateral
capital flows during 1981, it seems
likely that increased multilateral
flows and Eurocurrency credit
could have ensured a major addi-
tion to total financial flows.

12 World Bank, Arnual Report, 1981,
p- 26,
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III. SOUTH ASIA AND IRAN

Much better harvests, in 1980/81, helped India to make a full recovery from the economic set-back of the
previaus year, when its real GDP fell by more than 4 per cent. They also gave considerable relief to Bangladesh and
helped Nepal to recover from its previous crop failures. Pakistan and Sri Lanka, however, had somewhat sfower
growth of real GDF, although their rates were still comparatively high. Recovery did not mean progress, as improve-
ment of real incomes per capita is still disagppointingly slow in sourh Asign countries; and five of them -
Afehanistan, Bangladesh, Bhuran, the Maldives and Nepal — have been classed as “leasr developed™ countries,
needing far more economic aid to break our of low-level economic stagnation. Current difficulties are perhaps most
acute with regard to balances of payments, Dear ofl and domestic inflations have pushed up imporr bills, and world
recession has impeded export growth. India, late in 1981, obtained a record credit of § 5.8 billion from IMF, nearly
half" of which is to be used for its 1980/81 deficit. Pakistan has had o seek debr relief, and Bangladesh, like India
and Pakistan, has had ro raise expensive loans on international capital markers. Inflation has nor been much worse
than in the rest of the world, and has shown signs of abaring, but is a further problem because of its effects on
external trade, production, and the distribution of incomes. Abundant liguidity has been generated by large de-
mands made on the banking 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 credit conditions, to rationalize
interest rates, and to reduce fiscal deficits, at least in the larger countries.

A. BASIC PROBLEMS

The countries of south Asia
— Afghanistan, Bangladesh, Bhutan,
India, Nepal, Pakistan and Sri
Lanka — have serious economic
problems which seem to yield only
slowly to measures of economic
planning. They are among the
poorest countries of Asia, with
per capita incomes which ranged,
in 1979, from § 100 in Bangladesh
to § 270 in Pakistan, and so popu-
lous that 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
cent in S Lanka to 94 per cent
in Mepal. In the 1970s, a definition
of poverty used by the Interna-
tional Labour Office put the pro-
portion of rural people below the
poverty line at 48 per cent in
India, 62 per cent in Bangladesh
and 74 per cent in Pakistan.
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Poverty is basically low pro-
ductivity of labour — low real
income per capita. It is aggravated,
however, by marked inequality in
the distribution of real income
between households. 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 and Japan are
39 and 41 per cent. Or, tolook at the
other end of the scale, the share
of the lowest 40 per cent of the
population in GMNP, about 1975,
has been estimated as 8 per cent for
Iran, 16-17 per cent for India and
Pakistan, and 19-20 per cent for
Bangladesh and Sri Lanka. 2

; Asian Development in the 19805,
P2

2 World Bank, World Development
Report 1981, table 25.

Growth rates for real income
per capita are also low in south
Asia. During the 1970s, the rate
was 0.3 to 0.5 per cent for
Bangladesh and Nepal, 1.3 to 1.4
per cent for India and Pakistan,
and 19 to 2.1 per cent for
Afghanistan and Sri Lanka. These
rates contrast with averages of 2.6
per cent for all low-income
developing countries and of 3.1 per
cent for other medium-income,
developing countries except the oil
exporters.

Poverty and slow growth of
real incomes have been associated
with widespread and persistent
unemployment or underemploy-
ment of labour. Firm estimates
are hard to come by in these
couniries as so large a part of
the population is in rural areas.
Estimates for Sri Lanka put unem-
ployment at 15 per cent of the
labour force in 1978, but it had
been as high as 24 per cent in



1974, No estimates of total em-
ployment have been made in India
for some years, and unemployment
statistics relate only to urban
areas; but an official committee
estimated that, in 1971, India had
9 million unemployed and another
24 million working less than 28
hours a week out of a labour force
of 180 million. In Pakistan, about
half the labour force is thought to
be affected by either unemployment
or underemployment. The pro-
portion may be even higher in
Bangladesh as recent estimates
suggest that one third of its labour
force has been unemployed or
underemployed.

Another common feature of
their ecomomic situation s con-
tinuous and substantial reliance
upon foreign aid in order to finance
imports and domestic capital
formation. Such aid, in 1979,
came to 14 per cent of GNP in
Bangladesh, 8 to 9 per cent in
Nepal and Sri Lanka, and about
3 per cent in Afghanistan and
Pakistan. It came to only 1 per
cent in India but that country,
because of its size, received about
one third of all aid flows to south
Asia and that third, on a net
basis, came to 15 per cent of its
import payments.

Iran is the only ESCAP coun-
try which is in west Asia, Up to
1979, it could be ranked as a
middle-income and capital-surplus
oil-exporting country. 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 197778
and 1980/81 to a current level
of about § 1,900; that level, how-
ever, is still well above south
Asian average incomes.

Afghanistan has experienced
radical political change and strong
armed resistance to it. The World
Bank puts the decline in
Afghanistan’s per capita income

at about one tenth between 1977
and 1979 and, notwithstanding
guerrilla activity, the Government
has claimed a 4 per cent rise of real
GDPin 1980/81.

Poverty and population growth
make food supply exceptionally
important in south Asia, where
malnutrition is widespread and
mass starvation a recurrent danger
which can be avoided, when the
monsoons fail, only by large
imports of cereals or by drawing
down food reserves. Food produc-
tion has not kept pace with popula-
tion growth in  Afghanistan,
Bangladesh or MNepal, and has
barely kept pace with it in India or
Pakistan. Only in Sri Lanka was
there a substantial rise in food
production per capita durng the
1970s, and this country has still
to import a good deal of rice.
Afghanistan, Bhutan and Nepal
are  normally  self-sufficient in
regard to cereals, but Bangladesh,
even in 1979, had to devote one
tenth of its imports to cereals.
India’s mneed for such imports
varies with its harvesis; 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, L0 has estimated
that, in south Asian market econo-
mies, the average consumption of
calories declined from 2,090 to
1,990 per day between 1960 and
1974, and that of protein from
54 to 49 grams per day. Nor did
the dietary position improve in the
late 1970s. Yet south Asia is not
near to using its full potential for
food production. Rice yields are
about 2,000 kgfha in all of them
save Pakistan, where the yield is
about one fifth higher; but in the
Republic of Korea it reached over
6,000 kg/ha beiween 1977 and
1979. Inadequacies in regard to
land reform, irrigation or water
control, fertilizer application and
use of improved seed and farming
techniques are the major impedi-

ments to realizing south Asia’s
potential for food production.
These, then, are the basic and
stubborn problems of economic
development in south Asia: pover-
ty, slow growth of real incomes,
serious lack of employment, and
chronic balance of payments dif-
ficulties which are partly connected
with inadequate food supplies and,
more recently, with energy short-
ages. The following sections ton-
sider information about the ways
in which they, and related aspects
of south Asian economies, have
changed during 1980 and 1981.

B. EMPLOYMENT AND REAL
INCOME

India, with 72 per cent of
south Asia’s population, is much
its largest country. It haz brought
the annual prowth of population
down to 1.9 per cent a year but
still has serious problems over
employment. In the organized
(non-rural) sector, employment has
been growing more rapidly than
population, by about 2.5 per cent
a year, but this sector employs
less than one tenth of the labour
force and its growth has not been
sufficient to absorb a much more
rapid growth of urban unemploy-
ment, Registered unemployed, in
mid-1980, were 19 million or 7
per cent of the labour force and
more than 11 million were chron-
ically unemployed. Under measures
of the previous five-year plan,
1978-1983, it had been hoped to
stimulate  investment so that
production would absorb, not only
the increase of the labour force,
but also a substantial part of the
unemployment backlog. Employ-
ment in the organized sector did
increase by 3.3 per cent in 1978/79
and also in 1979/80, but the target
growth rate here is 4.2 per cent a
year.

Bhutan and Nepal are also
recorded as having brought down
annual rates of population growth
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Table IIL.1. South Asian countries and Iran, Population employment and real income, 1976-1980
GNP Annual percentage growth rates
Population Em ¢ per capita,
P e ﬁfﬁ? 1990 Population Employment Real GNP
(million) (million) (s) 1976-1979 1980 1976-1979 1980  1976-1979 1979/80
Afghanistan 15.9 4.1 170 2.6 25 o 3.4 2.8 Gk
Bangladesh §7.7 19.2 100 248 28 45 S 55 4.4
Bhutan 1.2% b 105° 2.0-2.5 - o o . 6.0°
India 663.6 22.99 190 2.0 19 3.19 319 64 -45
Iran 37.5 o 2.6 14 43° .
Nepal 14.0 130 2.1 22 i A 3.2 -14
Pakistan B4 23.1‘r 270 3.0 3.0 3,01_ 3.|Df 4.7 6.2
Sri Lanka 14.7 1.1 230 1.7 1.9 8.8 1.1 54 5.6%
Total 919.0

Sourcer: Population:
Employment:
Real GNP:
Sri Lanka:
Bhutan:

United Nations, Monthly Bulletin of Statistics, November 1981; Bhutan country paper.
ADB, Key Indicarors, April 1981.

ADB, Key Indicators; 1980 World Bank Arlas.
Mational sources.

United Mations. Conference on Least Developed Countries, 1981,

% The 1981 census establishes an annual growth rate of 2.4 per cent between 1974 and 1981; United Mations, Monthly
Bullerin of Statistics gives a rate of 2.3 per cent for 1976 to 1979: ADB, Key Indicarors a rate of 3.0 per cent for 1976 to 1980, and
United MNations Secretariat a rate of 2.8 per cent for 1975 to 1980 and also for 1979 to 1980.

b 1580/81 estimate.

© Planned rate 1980/81-1985/86.
d Organized sector only.

® 1975/76-1977/78.

£ Government and semi-government institutions only.

E 1980.

to nearly 2 per cent, and Sri Lanka
to 1.7 per cent. Little is known
about employment in Bhutan, al-
though the Government is planning
to reduce the risk of unemploy-
ment while increasing the number
engaged in non-rural activities. In
Nepal, there is considerable unem-
ployment and underemployment in
rural areas, but this has not been
quantified; steps, however, are
being taken to ease a shortage of
more skilled wurban labour. St
Lanka had a recorded unemploy-
ment rate of 15 per cent in 1978
and, not surprisingly, the Govern-
ment has declared an aim of
creating one million new jobs a
year up to [1982. It appears to
have had some success in that
regard during 1979 and 1980:
an official estimate put the unem-
ployment rate for 1980 at 128
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per cent, and the number of new
jobs created since 1978 at 278,000,
an increase of employment by 7
per cent. About 50,000 workers
had also gone to construction jobs
in the Middle East, but this aggra-
vated local shortages of skilled
labour.

Bangladesh and Pakistan have
high rates of population increase,
around 3 per cent a year, and their
labour forces appear to be in-
creasing at the same rate. Growth
of employment, however, has been
at 4.5 per cent in Bangladesh
but open and disguised unem-
ployment has been put at over a
third of its labour force. In
Pakistan, urban unemployment has
been officially recorded at 4 per
cent of the urban labour force,
and underemployment at one sixth
of the rural labour force, these

figures seem to be considerable
underestimates. Both countries, like
India and Sri Lanka, have obtained
minor relief by migration of people
to work in oil-rich Middle Eastermn
countries. Pakistan was sending
over 118,000 in 1979 and was
estimated to have 1.8 million
workers there in 1980. Bangladesh
expected to send 43,600 each year,
The 1978-1980 Two-Year Plan for
Bangladesh had emphasized the
importance of effectively using the
country’s wvast human resources;
and the 1980-1981 Annual Plan
for Pakistan had also emphasized
development of human skills.
1979/80 was a year of mixed
economic fortunes for south Asia.
Real GNP declined by 4.5 per
cent in India, and by 1.4 per cent
in Mepal. Elsewhere it increased
but the rate of increase was below



the average for the previous three
years in Bangladesh, 4.4 per cent
as against 5.5 per cent, and about
the same as that average, 5.6 per
cent, in Sri Lanka. Only in Pakistan
was the 1979/80 rate of increase,
6.2 per cent, above the previous
three-year average rate of 4.7 per
cent. The position in Afghanistan
and Iran is obscure, but declines
seem to have been inevitable.

Official indexes of production
for Afghanistan show a decline, in
1980, of 13 per cent in industrial
production and one of 9 per cent
in mineral production. The Govern-
ment, nevertheless, has announced
that economic progress was satis-
factory in 1980/81; and especially
good in agriculture where prices
of key inputs had been reduced.
Yet it also announced that 375,000
tons of wheat would be imported
from the USSR, equal to about one
eighth of the 1978/79 crop, and
wheat has not been a normal
import for Afghanistan.

Late in March 1981, a presi-
dential  statement asserted that
Iran’s agricultural output had be-
come stationary, and that its
industrial output had fallen by at
least one third during the past
yvear. Partly because of deliberate
policy, the output of crude oil,
much the major export, had been
reduced from 2,080 million barrels
in 1977 to 1,116 million in 1979,
then fell to 565 million in 1980,
and was 267 million in the first
half of 1981. Religious leaders
have warned the people to expect
austerity over a decade or more.
It seems possible that real GNP
fell by one tenth in 1980/81, and
that it was then about four fifths
of the 1977/78 level.

Severe droughts had reduced
India’s agricultural output by over
15 per cent in 1979/80 and this
decline, together with inadequacies
of transport, serous industrial
troubles and the second jump of
oil prices, reduced the annual
growth of industrial production

to less than | per cent, foodstuffs,
fertilizers, textiles, cement, alu-
minium and steel being particularly
affected. Real GDP, accordingly,
fell by 435 per cent and prices
rose by 21.4 per 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

Figure 1111, South Aslan countries. Annual percentage change in real GNP

per capita, 1976-1980
Perceniage

1wy

1976 77

78

79 80
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Table II1.2. South Asian countries and Iran. Sector contributions to real GDP, 1976-1980

(Percentage)
Manufac- Finance Public
turing, (banking, adminis-
Agri- electricity, Trans- ingurance  tration
culfure Mining s and Cons- port Trade  and real and
ere, ele, wafer fruction eie, efe. egtare) defence Chthers

Afghanistan 1976-1979 592 seecene 220 ==2e== 4.9 4.2 B.2 . - 1.5
(NI FY 1971/72 MP) 1980 - -
Bangladesh 1976-1979 526 ----- 10,5 ----- 33 6.8 132 0.8 2.6 10.3
(GDP FY 197273 MPF) 1980 49.2  ----- 10,7 ====- 3.7 7.1 14.4 09 28 11.2
India 1976-1979 43.8 1.0 16.3 53 5.6 12.3 5.5 58 4.4
(NNF FY 1970/71 FC) 1980 39.6 1.0 17.6 5.1 59 134 6.0 6.8 4.6
Iran 1976-1977 96  c---- 135 ----- 5.0 R T e e T LS S A S S S SR e
(GDP FY 1974/75)
Nepal 1976-1978 64.9 0.1 4.3 6.7 56 34 B.3 L T
(GDP 197475 FC) 1979 61.9 0.1 3.5 8.4 7.1 4.0 B8  ------ 62--nn--
Pakistan 1976-1979 326 0.5 17.9 5.1 6.6 13.8 2.8 10.0 10.9
(GDP FY 1959/60 FC) 1980 a5 0.5 18.6 5.3 7.0 139 2.6 10.2 10.5

19810 31.1 0.5 19.3 53 T 139 2.5 9.9 10.5
51 Lanka 1976-1979 25.7 35 15.7 4.5 94 18.9 1.8 4.9 15.8
(GDP CY 1979 FC) 1980 24.3 s 14.8 55 9.4 19.7 2.0 4.9 15.9

Sources: ADB, Key Indicators, April 1981; India: National Accounts Staristics 1970/71 ro 1978/79, January 1981; Iran:
Economist Intelligence Unit, Annual Supplement, 1981; Nepal: National sources; and Pakistan: Pakistan Economic Survey 1980/

81,
% (i1 (Iramian share) and services.
b Estimated.

and inflation did come down to
13 per cent. Even so, real GNP
would have been less than 2 per
cent above its 1978/79 level,
indicating quite inadequate eco-
nomic progress.

Agriculture has contributed
rather more than two fifths to
India’s net national product and
about one third to its exports
besides absorbing, in some degree,
nearly three quarters of the labour
force. There has been a recent
trend towards higher and less
fluctuating yields because of wider
use of fertilizer, better seeds and
extension of irrigation systems to
cover more than one third of the
cultivated area. However, improve-
ment in rice yields has been largely
confined to the Punjab, Haryana
and Uttar Pradesh, and the im-
provement in wheat yields appears
to have slackened. Mo great advance
has been made in regard to coarse
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grains, pulses or oilseeds, and
the production of sugarcane has
continued to fluctuate because of
wide swings of price and variable
weather conditions. Ovwer-all, agri-
cultural productjon 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 per cent. Attention, therefore,
is being given to accelerating
improvement of yields for which

Table 111.3. South Asian countries and Iran. Annual percentage growth
rates for indexes of production, 1976-1980

Agriculture Mining Maviufacturing Electricity

1976- 1980 1976- 1980 1978 1980 1976 1980

1979 1979 1979 1979
Afghanistan 0.3 0.8 -26 - B.6 10,1 -12.6 8.9 6.9
Bangladesh ar 24 p i 6.0 17.2 126 .
Bhutan 1.9 1.6
India 6.5 -15.5 3.8 -2.6 58 0.8 8.8 2.2
Nepal -0.8 -13.0 Sra dard 153 19.4
Pakistan 4.1 9.6 Sk iy 3.1 6.1 6.5 aee
Sri Lanka 2.7 1.7 4.9 5.0 8.0 9.2 8.9

Sources: United Nations, Monthly Bulletin of Statistics, November 1981: ADB,
Key Indicators, April 1981 and national source for Sri Lanka.

¥ 1978-1979 only.



India’s new Sixth Plan

A draft sixth plan had been
published in 1978 as a framework for
flexible annual plans over the usual
five-year period, during which the
annual growth rate of real GDP was to
be 4.7 per cent. The Planning Commis-
sion was reconstituted in April 1980
o prepare a revised sixth plan, and
this was presented in February 1981,

It envisages a higher annual
growth rate of 5.20 per cent for real
GDP, associated with sector rates of
383 per cent for agriculture, 11.25
per cent for mining and 7.15 per cent
for electricity, gas and water (both
reflecting the enmergy crisis), 6.50 per
cent for manufacturing, and 5.10 to
546 per cent for construction, trans-
port and other services, Output of food-
grains, however, is to rise only from
149 million tons to 154 milion tons.

Real export g:umh’ is put at 9
per cent a year and real import growth
at 9.5 per cent a year. Net capital
inflows, over the five years, are pro-
jected as Rs 120 billion (at 1978/79
prices and gross of an expected loss of
Rz 29 billion from further deteriora-
tion in the terms of trade). About 49
per cent of these capital inflows would
come from net aid, 42 per cent from
other official borrowings together with
commercial inflows, and the remainder
from depletion of foreign reserves.

Total investment expenditures
over the plan would be Rs 1,587 bil-
lion (at 1979/80 prices) so as o raise
the ratio of gross capital formation to
GNP from 21.8 per cent to 25.1 per
cent. Public saving would finance 21.5
per cent of this investment, private
saving 72.7 per cent, and foreign
capital inflows the remaining 5.7 per
cent. In addition, Rs 135 billion would
be spent within the public sector for
current development activity.

The basic aims of the plan, as of
its predecessors, are to reduce poverty,
genemate employment and promote
technical and economic self-sufficien-
cy. Acceleration of over-all economic
growth iz regarded as necessary for
roalizing these aims, but special mea-
sures have also to be taken to increase
“trickle down™ effects by raising the
share of poorer people in aggregate

2 This to be fostered by allowing 100
per cent export zones with duty-free
privileges for imports, to be located
anywhere in India. Export production
is no lo to have its capacity limited
by i repulations.

consumption. The wgency of such
measures is indicated by estimates that
11 million people between the ages of
15 and 59 years suffer long-term
unemployment, and that half the rural
population, or more than a third of
the urban population, fall below an
all-India poverty line.

The two important policies here
are an integrated rural development
programme and a minimum needs
programme. The former is (o completa
enforcement of legislation for land
ceilings, to distabute surplus land to
landless families, to provide improved
cattle, agricultural inputs and equip-
ment for poor farmers, and to create
wark opportunities in rural areas. The
minimum needs programme will seek
to improve elementary education, rural
health and water supplies, rural roads,
electrification and housing, supple-
mentary nuirition for pregnant women
and nursing mothers, and midday
meals for school children. The in-
tegrated rural development programme
is costed at Rs 35 billion and the
minimum needs programme at Rs 58
billion. There are other rural develop-
ment programmes which are to cost
Rs 18 billion. Urban poor are also to
be helped by employment on works
for improving sanitation, slum housing,
tree planting and other features of the
environment.

Most of the poorer people are in
rural arcas, and the plan hopes to
increase the annual growth rate for
agriculture from the 2.8 per cent
average achieved between 1967 and
1978 to 3.8 per cent. That would be a
substantial acceleration but its realiza-
tion 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 payments,
and the prospective growth of demands
for commercial energy as industrializa-
tion proceeds and rural areas make a
transition from use of dung and fire-
wood, Efforts will be made to exploit
India’s considerable reserves of not
very good quality coal, a potential for
hydropower only one tenth of which
has been harmnessed, and modest

deposits of oil and natural gas. De-
mands for oil are to be more strictly
conirolled, and gencral conservation of
energy promoted. Greater attention is
to be pald to new and 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 put at Rs 265,35 billion
of over 27 per cent of their total,
Rs 275 billion. India’s energy situation,
however, is not expected to become at
all comfortable by 1985; “maintaining
a reasonable balance between energy
requirement and energy availability
will . .. ,,pum)uﬁ'.uu:chmcnauinthn
coming decades™.™ It iz not expected
that the mtio of oil imports to oil
consumption will fall more than from
70 to 45 per cent.

Transport has been another
bottlensck which has severely affected,
it times, distribution of coal, fertil-
izers, cement and other key commodi-
tizs. Some Rs 51 billion is to be spent
on railways, Rs 46 billion on roads
and road transport, nearly Rs 15 bil-
lion on poris and shipping, and Rs 8.6
billion on clvil aviation.

A main thrust of planning con-
tinues 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
carly phase of vigorous import sub-
stitution, up to 1965, the annual
growth rate for industry had averaged
a fairy steady 8 per cent. After that
the 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 enterprises, and these have had
only meagre profits to finance further
industrial investment. The plan calls
for improvement (0 management prac-
tices, rationalization of prices, more
use of cost guidance, and greater
attention to both technology and the
quality of ouwtputs. 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 B per cent a year. High prority is
still accorded to steel, non-ferrous
metals, capital goods and fertilizers,
but the leading roles are assigned to
chemicals and electronics.

b Sixth Five Year Plan, p. 229.

43




there is a potential acknowledged
to be large. A major problem in
that regard is to give adequate
incentives to farmers; a rise in
procurement prices means higher
prices for wurban consumers or
bigger subsidies from government
budgets, which are already badly
strained.

Foodgrain outputs recovered,
in 1980/81, to 130 million tons
and, in spite of dry conditions in
north-western states, were expected
to reach 135 million tons in 1981/
82, an increase of only 1.5 per cent.
Prospects were better for oilseeds;
their output had increased from 8,1
million tons to 10.2 million tons in
1980/81 and was expected to reach
over 11 million tons in 1981/82.
A large increase was also expected
for sugarcane because previously
high prices had led to a bigger area
planted and there were good rains;
the crop may thus increase from
154 million tons to 180 million
tons in 1981 /82,

Processing of food accounis
usually for 8 per cent of industrial
production, and the manufacture of
textiles for over 17 per cent. Both
recovered along with agriculture.
These and other industries were
also helped by improved supplies
of power and transport, as well
as by the better labour relations,
which reduced the number of
man-days lost in strikes from a
record 43.9 million in 1979 t0 129
million in 1980. Industrial produe-
tion, in the first half of 1981,
was nearly 11 per cent above its
corresponding level in 1980.

The supply of electricity, both
thermal and hydro, began to im-
prove in the second half of 1980
and, in the first half of 1981, was
14 per cent above the level for the
same¢ period in 1980. There had
been a large addition to generating
capacity in 1980/81 but, as most
thermal stations were operating
well below capacity, the main
factor was an improvement in
deliveries of coal. The rallways had

A4

been able to move so limited a
quantity of coal that, by March
1981, the pitheads had stocks of
18 million tons, equal to two
months' output. Reasons for this
state of affairs included a 23 per
cent shortage of wagons below
requirements for them, bad labour
troubles and deficiencies of
management. Hopeful of improve-
ment in these respects, the Govern-
ment 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 1980/81,
the output reached 114 million
tons. The improvement in coal
output went with one in railway
freight. After declining from 213
million ton-km in 1976/77 to 193
million tonkm in 1979/80, this
might have rsen a little to 195
million ton-km in 1980/81; but
comparison of the second halves
of 1979 and 1980 showed no
improvement.

Services other than transport
accounted for 31 per cent of
India’s net national product in
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, and public
administration plus defence for
22 per cent. In the first year of
the plan, the only major change in
respect of these services was a rise
in the share of public administra-
tion plus defence from 5.8 to 6.8
per cent of net national product.

The Mational Council of
Applied Economic  Research
(NCAER)? has recently empha-
sized the dependence of India's
industry and services upon the
performance  of  agriculture. A
scenario  which assumes normal
rainfall, and so an increase of

J The Indian Economy, A Review

of 1980/8F and Prospects for 1981-
1982,

agricultural production by 4 per

cent, leads to the conditional
forecast that, in 1981/82, the
net output of industry would

increase by 7.0 per cent and that
of services by 4.9 per cent. But an
alternative scenario, which assumes
such poor nminfall and power
shortages that agricultural output
increases by only 1.6 per cent,
leads to the conditional forecast
that the net output of industry
would increase by 5.9 per cent,
and that of services by 3.3 per

cent. Under the first scenario,
therefore, the increase of real
GNP in 1981/82 would be 5.2

per cent, and under the second it
would be only 3.5 per cent.

Nepal had also suffered from
drought conditions in 1979/80 and,
as agriculture accounts for about
two thirds of GDP, there was a
fall of 1.4 per cent in real GDP
that year. Manufacturing’s con-
tribution is only 4 per cent of
GDP and it absorbs about 1| per
cent of the labour force. Outputs
naturally fell for agro-industries,
and especially for those producing
jute goods, straw boards and
sugar, but most other industries
continued to expand their outputs,

The production of cereals more
than recovered in 1980/81, al-
though it was less than 4 per cent
above the pre-drought 1978/79
level, and 2 per cent below that
for 1975/76. Paddy, much the
most important crop, increased by
one fifth, and there were also
substantial gains for maize and
wheat. Sugarcane and oilseeds,
among the cash crops, both had
increases of one quarter, but jute
declined by one eighth. During
the 1970s, agricultural 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 being
made of better seeds, commercial
fertilizers and irrigation facilities,
but on too small a scale as yet to
have any marked general effect



on agricultural outputs, Livestock
and dairy farming are being en-
couraged in hilly country which is
not suited to crops but, in some
areas, forests have been over-
exploited for firewood and soil
erosion has become a major prob-
lem. A forestry development
scheme, therefore, was begun in
1980 with help from the United
MNations Development Programme,
the World Bank and FAO. There
is also a new policy to develop
production and export of timber,
but in a conservationist way.

Manufacturing is mostly small-
scale and based on agriculture, with
jute poods, leather, sugar, beer,
biscuits, tea and soap the most
important products. The larger
establishments had been started in
the public sector but, in March
1981, a new industrial policy was
announced for encouraging private
and foreign investment in any
manufacturing industry.

Bangladesh’s Second Five-year
Plan began in 1980/81 with a
striking recovery from the severe
economic strains of the two
preceding vears, which had made it
necessary to import a record 2.8
million tons of cereals in 1979/80.
Production of foodgrains increased
by 1.4 million tons in 1980/81,
or by over one tenth, and there
were also big pains for potatoes,
sugar and tea. Forward estimates
put agriculture’s contribution to
GDP as mrsing by 7 per cent to
become 55 per cent of GDP.
Manufacturing’s contribution is also
expected to have increased by 9
per cent to reach 8 per cent of
GDP, but the contribution of
construction would decline by over
5 per cent. The combined effect
of these and other changes is to
give a projected increase of 5.8
per cent in Bangladesh’s real GDP
for 1980/81. That would bring it
one quarter above the 1975/76
level.

The somewhat paradoxical
effects of a bumper cereal harvest

on the food situation have already
been discussed (see chapter II,
section A). Jute is the major
cash crop; raw jute provides about
one sixth of export receipts and
jute goods over one half. The vield
of jute has been fairly constant
since 1976, but its acreage has
varied according to the relative
attraction of growing this crop
instead of rice, and, in 1980/81,
its output fell by 17 per cent. The
acreage under sugarcane, however,
had been fairly constant and its
yield had been low and declining
until the 198081 harvest, which
brought the wyield back to the
level of the early 1970s.
Development of agriculture has
necessarily had the highest priority

in the Government's policy, which
has aimed at expanding irrigation,
distributing improved seed and
commercial fertilizer, and stabi-
lizing stocks and prices by a system
of minimum guaranteed prices. In
regard to irrigation, emphasis has
been put on short-term methods,
especially use of low-lift centrifugal
pumps. A wide programme was
launched in 1979/80, under presi-
dential leadership, for wvoluntary
labour on a network of canals for
irrigation and drainage. Between
1978/79 and 1980/81, irrigation
was thus provided for another 2.1
million acres, one tenth of the
cultivated area. The new five-year
plan hopes to increase the irrigated
area to 7.2 million acres by 1985

Bhutan, a land-locked mountain
state, has a small population of 1.2
million and a per capita income around
$ 105. Most of the kingdom is forest
or wasteland so that only a tenth of its
area is cultivated. About 95 per cent of
the people depend on agriculture,
animal husbandry or forestry for their
livelihood, and these activities provide
about 54 per cent of GNP. Manu-
facturing and mining account for about
10 per cent, Government for 12 pér
cent and other services for 15 per cent.

Bhutan has a considerable eco-
nomic potential for improving its
agriculture, as well as for developing
forestry and hydroelectricity. Yet,
although once self-sufficient in food,
it has come to import up to 15,000
tons of cereals a year. It uses migrant
labour, too, for four fifths of employ-
ment in non-agricultural production.

India is Bhutan's major trading
partner, and their common frontier
is s0 wide open that trade cannot be
properly recorded, and there is vir-
tually an informal monetary onion
with trade conducted mostly in Indian
rupees, It would seem that nearly all
of Bhutan's exports are raw materials,
as are most of its imports. Other
imports, in order of value, are manu-
factured consumer goods, plant or
equipment, and petroleum products.

A fifth plan for 1980/81 to

The Kingdom of Bhutan

1986/8B7 has begun, aiming at better
use of human and other indigenous
resources so as to increase real GNP
by about one half. If that could be
achieved, per capita income would
gow at the respectable rate 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 povemnmment services
from 15 to 21 per cent, partly by
developing tourism. Agriculture would
then grow at a slower rate of 5.5 per
cent a year to contribute 46 per cent
of real GNP, instead of 54 per cent.
Hopefully, Bhutan would again be-
come selfsufficdent in foodstuffs.
Tmansport would be extended, and
hydmoelectrical capacity would be
increased from 4.4 MW to about 270
MW and yield an export surplus,

It is recognized that the biggest
difficulty in carrving out the plan is
the serious lack of technical expertise
and skilled Iabour in a country where
the ltemecy mte is only 22 per cent.
Much emphasis, therefore, is to be put
on education and vocational training.
External financial requirements were
put at & modest § 68 million, and it
was hoped that they would be
provided by multilateral agendles or
other bilateral donors besides India,
previously the only source of external
aid and still to be the main one,

45



This country of 1,000 coral
islands, 208 of which are inhabited by
150,000 people, has been politically
independent since 1965 and a republic
since 1968, 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, however, is provided by
coftage or small-scale industry which
makes mats, lacquer ware, cadjan
products, etc. The Government em-
ploys about B per cent of the labour
force, and has developed shipping and
tourism to diversify the economy, to
provide employment and to supple-
ment fishing as a source of foreign
exchange.

Income per head was estimated at
% 158 in 1978, about the same level
a2 in Burma, and was thought to be
growing by 6 per cent a year. Con-
tributions to national income and
employment are indicated in the

The Republic of the Maldives

damaged by rising oil prices as,
between 1978 and 1981, fuel costs
rose from 30 to 65 per cent of gross
earnings. An administered exchange
mate, moreover, puts an implicit tax of
about one halfl on export receipts from
tuna and ather fish.

Fish account for over 95 per cent
of merchandise exports, most of which
go to Japan (70 per cemt) and Sri
Lanka (20 per cent). Rice, wheat
flour and other foodstuffs account for
almost half of import payments, and
petroleum products for aver one tenth,
Other producers’ requisites accounted
for only 4 per cent of imports in 1979,

Tourist eamings of § 5.8 million
in 1978 had grown large enough to
cover the merchandise deficit and add
something to reserves of forcign
exchange. Nei mceipts of official
aid from market economies averaged
$ 5.1 million between 1976 and 1978,
Net external debt service was only

following table for 1978. $ 78,000, but was projected to rise
Value added Employment
MRs

rmillion) Percentage  Thousand  Percentage
Fishing 40 20.1 27.2 45.1
Other primary production a9 19.6 6.3 10.5
Secondary production 12 6.0 15.9 264
Toursm 23 11.6 0.4 0.7
Government 25 126 2.2 7
Shipping and other services 60 30.1 7.8 12.8

Total 199 100.0 60.3* 100.0*

Sources! Mational sources,

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

The Maldives Shipping Line Inc,
had 37 ships engaged in inter island
and intemational trade. It used to
make substantial contributions to State
revenue and had a peak profit of § 2.7
million in 1975. After that profits
were eroded by high fuel costs, and
profit transfers to the State dried up.

The fishing industry has also been

% Including other employment not stated.

to § 1.8 million by 1985 under a first
five-year plan (1980-1985).

This plan sets a target growth
mate of 8-10 per cent a year, and aims
at stimulating agriculture, fishing and
industry so as to lessen dependence on
imports, It also aims at improving
education and health services, and to
redress  socio-economic  imbalance
between Male and the other islands.
In spite of current difficulties for
fishing and shipping, the Maldives’
economic potential is considered to
be a good one.
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in order to reach a food production
target of 20 million tons, almost
35 per cent more than in 1980/81.
Progress in regard to seed and
fertilizer has been slower; distribu-
tion of improved seed has increased
markedly only for wheat, a minor
crop in Bangladesh, and distribu-
tion of fertilizer increased from a
small base by only 31 per cent
between 1977/78 and 1980/81.

The share of manufacturing
in GDP has hardly increased over
the past decade, and there was
little progress in such older indus-
tries as jute and cotton textiles,
paper, tyres and tubes, cigarettes,
safety matches and soft drinks,
most of which have excess capacity.
The growing manufactures have
been cement, iron and steel, fer-
tilizer and industrial chemicals.
Bangladesh's first five-yvear plan
had aimed at broadening the
industrial base, partly to create
more employment, but realizations
fell far short of targets, except for
sugar. Inadequate transpori, power
failures, labour troubles and de-
ficient management are thought
to be the causes of this disap-
pointing 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 agricul-
ture and B.6 per cent for manu-
facturing. For 1981/82 they have
been adjusted to 6.4 per cent for
agriculiure and to 10.8 per cent
for manufacturing. These rates
appear to be high relative to the
previous performance of the econ-
omy, but have been set with a
view to increasing real GNP per
capita by about 4.5 per cent a
vear. That would bring real GDP
per capita to § 125, still much
below the 1979 level for any
other Asian countries, except
Bhutan and Nepal.

Sri Lanka's accounts are on a
calendar vear basis and had shown
fairly strong growth of real GDP
in 1978 and 1979, averaging 7.3



per cent a year. In 1980, the rate
fell to 5.8 per cent largely be-
cause drought conditions had re-
duced outputs of the important
cash crops: tea by 7 per cent,
rubber by 13 per cent and coconuts
by 15 per cent. Industries pro-
cessing  such  products had, ac-
cordingly, a decline of 10 per cent
in output. The rice crop, however,
increased by 11 per cent, sufficient-
ly to raise the general index of
agricultural production by 3 per
cent. Factory industries other than
those engaged in processing had a
general expansion of 6 per cent in
the public sector, entirely due to
expanded capacity of the oil
refinery, and one of 4.5 per cent
in the private sector. There was
some decline of output for cement
and fabricated metal products, be-
cause of a slowdown of construc-
tion activity, and a considerable
decline for textiles, because of the
effect of previous trade liberaliza-
tion. There was, however, a 31 per
cent increase of output for petro-
leum  products and, notwith-
standing power cuts in the second
quarter of 1980, substantial in-
creases for garments, wood prod-
ucts, basic metals and rubber
products. Output in the mining and
quarrying sector rose by 5 per
cent. There was also growth in the
services sector, ranging from 7 per
cent for transport to 15 per cent
for banking and other financial
services.

Dry weather conditions, con-
tinuing in the first half of 1981,
badly affected the output of
hydroelectricity, and continued to
affect rice and rubber outputs.
Nevertheless, tea production was
expected to increase by & per cent
and coconuts by 10 per cent.
Industrial outputs were badly
affected by power shortages in the
first half of 1981. For the first
four months of the year, public-
secior industries had a decline
of 13 per cent, largely due to a
shutdown of the petroleum

refinery for repairs and main-
tenance work, and there were also
marked declines for food pro-
cessing, fabricated metal products,
wood products and paper. Textiles,
clothing and leather goods, how-
ever, increased their outpuis as
did non-metallic mineral products.
For 1981 as a whole, the general
index of factory production was
expected to rise by 10-11 per cent.

Official projections have put
Sr Lanka’s growth of real GDP at
4.3 per cent in 1981, with sector
increases of 4 to 6 per cent for
agriculture, 4.2 per cent for mining,
5.3 per cent for manufacturing,
7 per cent for construction, and
6.7 per cent for electricity, pgas
and water,

Pakistan had the most satis-
factory economic performance of
any south Asian country in 1979/
80, with a growth of 6.2 per
cent in real GNP, but a lower rate
of 5.7 per cent was forecast for
1980/81. It was expected that
the growth rate for agriculture
would fall from 6.9 to 4.4 per cent,
that for manufacturing from 9.5
to 9.2 per cent, and that for ser-
vices, other than construction ser-
vices, would decline from 5.6 to
5.4 per cent.

The five-year plan (1978/1983)
had given an annual growth target
of 6 per cent for agriculture so
that actual performance in 1979/80
was above target, and projected
performance in 1980/81 was below
it. Wheat is the major crop and
its yield has been increasing from
1,316 kgfha in 1977/78 to 1,563
kg/ha in 1979/80; its output had
increased by 8.6 per cent in 1979/
80 and was expected to increase
by 5 per cent in 1980/81. Rice
production, however, declined by
nearly 2 per cent in 1979/80,
and was expected to decline by
over 4 per cent in 1980/81. Wheat
production, however, is three times
that of rice. Other important
crops are sugarcane and cotton,
both with very fluctuating outputs.

The output of sugarcane fell by
9.1 per cent in 1978/79, increased
by only 0.6 per cent in 1979/80,
but was expected to increase by
16.9 per cent in 1980/81. Cotton
declined by 17.7 per cent in 1978/
79, increased by 53.9 per cent in
1979/80, and was expected to be
nearly constant in 1980/81. Tis
yield has also increased, but that
of sugarcane has been fairly
constant.

The fairly satisfactory per-
formance of Pakistan’s agriculture
reflects government policies which
give it high priority and effective
promotion. Measures have included
subsidized distribution of improved
seeds and commercial fertilizers,
aids to plant protection, extension
of irrigation facilities, liberal agri-
cultural credit and firm support
prices to give farmers incentives
for production. Mechanization has
also been encouraged. Between
1976 and 1980, agricultural credit
doubled, use of chemical fertilizer
per cropped hectare increased by
75 per cent, and availability of
water at the farmgate increased by
10 per cent.

In 1979/80 agriculture had
contributed 30 per cent to
Pakistan’s real GDP, and manu-
facturing 19 per cent. The target
growth rate set by the fifth plan
for manufacturing was 10 per cent
a year; this was exceeded in 1979/
80, after a decline to less than 5
per cent in 1978/79 due to the bad
harvests of that year. Chemical
fertilizers increased by 25 per
cent in 1979/80, and there were
substantial increases also for
cigarettes, cotton varn, jute goods,
cycle tubes, cement, soda ash, and
iron or steel outputs, but declines
for sugar and paints, and little
change for cotton cloth, cycle
tyres or paper products. Provisional
figures for the first nine months of
1980/81 indicate large increases for
sugar, urea fertilizer, bicycles and
jute goods, but with a substantial
decline for cotton cloth, due to
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The least developed countries
(LDCs), numbered at 31, are so classi-
fied by criteria which appear, to some
extent, arbitrary: low GDP per capita
(e.g. less than § 125 in 1975), predom-
inance of sgriculture at a subsistence
level, HEmited manufacturing activity,
low levels of education, extremely Hm-
ited health services, malnutrition, etc.
Five of these poorest countries are lo-
cated in south Asia: Afghanistan, Bang-
ladesh, Bhutan, the Maldives and
Nepal. Although there are big econ-
omic, social and territorial disparities
between them. They have the same
priority objective: to eliminate poverty
as soon as possible and, in any case, be-
fore 1990. This aim cannot be achieved
without considerable help from the
whaole international community.

In September 1981, a United
Nations Conference on the Least
Developed Countrics was convened
with the purpose of finalizing,
adopting and supporting a Substantial
New Programme of Action for them,
The five from south Asia presented
individual country reviews, including
data on fnancial requirements for
their development plans over the
1980s. These plans appear ambitious,
because target growth rates for GDP
or GNP were put at 5 per cent for
Afghanistan, 7.2 per cent for
Bangladesh, 8.5 per cent for Bhutan,
8 per cent for the Maldives, and 4.3 per
cent for Nepal. Their corresponding
actual growth rates, during the 1970s,
were perhaps only | per cent a year.,

As indicated in the accompanying
table, these five LDCs give most
importance to the agricultural sector,
expenditures on it being from one
fourth to one third of total alloca-
tions. Most of them emphasize projects
for achieving self-sufficiency in agricul-
tural and livestock products: improve-
ment of irrigation, betier use of
fertilizers and land, other improve-
ments to agricultural produoctivity,
forest rehabilitation and conservation
(Bhutan and Mepal), and reorganiza-
tion of fisheries (the Maldives). It is
emphasized that success here requires
autonomous rural development and, in
the view of the Minister of Finance for
Bangladesh, “rural development is the
comerstone of al  development
strategy*’,

Although their industrial sectors
are, a= yet, lttle developed, these
countries have a considerable industrial

potential from natural resources and
raw materials which, if well utilized,
could allow substantial development of
industry, Allocations for industry are
thus between 8 and 17 per cent of
total outlays, but orentations differ
according to each country's potential,
Afghanistan, Bhutan and Nepal hope
to set up labour-intensive manufac-

Plans of the least developed countries in south Asia

turing and small-scale processing plants
based on indigencus raw materials.
Bangladesh hopes to develop agro-
based and agro-support industrics,
especially in rural areas. All five seek
to extend import substitution and to
diversify industrial outputs, partly by
appropriate transfers of foreign tech-
nology through multilateral rather than

Summary of financial requirements by sectors in 1980-1985

ﬂ{g::' Bangladesh  Bhuren  Maldives Nepal
{percentage)
1. Agriculture and related 24.6 29.1 28.6 28.5 35.1
activitics
= Agrculture 14.2 2.7 11.6
—  Animal husbandry 38 - -
— Fishing - 16.8 -
— Forestry 10.6 - 4.4
— Irrigation 14.1
— Land development 5.0
2. Industry and mining 17.1 B4 = 7.8
3. Trade and tourism 51.9 - 5.0 - -
4, Energy 11.4 7.5 - 17.5
5. Tmansport 14,5 18.9 23.2 17.8
B.S
6. Communications 33 44 - 1.6
7. Social 15.0 19.4 238 49.1 17.1
— Education 3.7 10.2 335 7.6
— Health and population 438 57 4.7 4.9
control
— Housing, sewage, water 8.7 7.9 10.9 4.6
supply
— Social welfare etc. 2.2 e = .
B. Others 52 43 8.2 3.1
Total 100.0 1000 100.0 100.0 100.0
Total financial require- 2 160.0 17 330.0 330.8 121.7 1812.0
ments (in § million)
Finances (percentage)
— Domestic resources 37.0 45.8 16.8 - 373
= External aid 63.0 54.2 B3.1 100.0 62.7
External assistance
{annual average in
1980 § per capita)
= Net Mlows 1979 9.8 16.0 5.3 43.1 12.0
— Projected net flows 15.5 24.1 39.4 161.3 15.2
1981-1985

Source: United Nations Conference on the Leéast Deweloped Couniries,

September 1951.
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bilateral channels.
There is also concern with energy
conservation and  foel efficiency.

Expenditures allocated to the energy
sector represent 10 to 15 per cent of
total outlays. Particular emphasis
has been put on setting up hydro-
electric plants except by the Maldives
which envisages construction of a
blogas  plant.  Afghanistan  and
Bangladesh possess large recoverable
reserves of natural gas and, according-
ly, seek to develop this source of
ENEIEY.

Another broad prority is streng-
thening of physical infrastructure and,
for that purpose, about one fourth of
total outlays is devoted to transport
and communications. The different
plans proposs better use of existing
facilities, a more critical screening and
programming of new transport invest-
ment, snd reducing competition
between  transport modes. Develop-
ment of this sector has become very
important for countries such as Bhutan
and the Maldives becauss it is a precon-
dition 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 particu-
lar national needs. Improvements in
literacy rmates and increase of skilled
personnel are common objectives, and
even a necessary condition for im-
proving economic balance (Bhutan and
the Maldives). Formulation of appro-
priate population policies is a main
concern of Bangladesh; besides efforts
to promote family planning, there
are proposals for extending primary
health care, and for providing housing
and related services.

The programmes are by no mcans
extravagant in terms of human needs.
Yot there are questions about the
capacity of Bangladesh and Nepal to
raise domestic resources equal to 46
and 37 per cent of proposed develop-
ment expenditures, and a doubt, too,
about the ability of the Maldives to
absorb the foreign aid by which it
hopes to finance all of its development
expenditures,

The Conference ended without
any ~substantial commitment [rom
potential donors beyond agreement
that a larger proportion of aid funds
should go to the least developed
countries.

trade barriers in developed market
countries, and also for electric
fans. Many industries have con-
siderable excess capacity, and it has
been government policy to improve
the situation by liberal provision
of credit and imports for modern-
izing and balancing plant or
machinery. Private industrial invest-
ment seems to have responded well
to these incentives.

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 Nepal,
fish in the Maldives, and tea,
rubber and coconut products in Sri
Lanka. Bangladesh depends mainly
on jute and jute goods, with hides,
skins and leather goods as impor-
tant subsidiary exports; but light
manufactures, including jute and
leather goods, are almost two
thirds of its total exports. A range
of primary commodities make up
over one quarter of Indla's ex-
ports: tea, spices, coffee, sugar,
fish, wheat, nuts and iron ore.
But India has developed a strong
industrial base, which includes
sophisticated heavy industries, so
that textiles, clothing, leather goods
and other light manufactures make
up over a third of its exports, and
metal products, machinery, trans-
port equipment and chemical prod-
ucts, about one eighth. In Pakistan,
rice, fish, raw cotton and other
primary commodities are a third
of exports, the remainder being
light manufactures in which tex-
tiles, clothing and leather goods
predominate.

Afghanistan, Bhutan and Nepal
have depended a good deal upon
their large neighbours, especially
the USSR or India, for both export
and import markets. But
Bangladesh, Pakistan and Sri Lanka
send little more than a tenth of
their exports to south Asian coun-
tries 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,
India, Pakistan and Sri Lanka go
to advanced countries, so that
their export receipts tend to vary
with the general conditions of
world trade. These four countries
also derive 75-85 per cent of their
imports from non-Asian sources, as
does Afghanistan, and for Iran the
proportion is even higher.

After the first oil shock, the
volume of world trade had in-
creased by around 5 per cent a
year, and its value by around 15
per cent a year, indicating the
persistence of world inflation at
a high annual rate of over 10 per
cent. Qil prices then increased by
one third in 1979 and by a further
two thirds in 1980, with the result
that the unit value of world exports
rose by one fifth. Growth in the
volume of world exports slowed
from 7 to 2 per cent a year, and
became negative in early 1981.
World recession had supervened
upon world inflation as the indus-
trial countries, and some developing
ones, became mal-adjusted to
changes in the world economy,
and as they tried to remedy
inflation 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 28 per
cent in 1979/80, were estimated to
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have fallen by 9 per cent in 1980/
81. The main cause was a decline,
after 1978/79, in the production of
raw jute by one quarter, together
with a fall in its price by 16 per cent
in 1980/81. Hence exports of jute
goods, which account for one half
of total exports, after doubling in
value during 1979/80, were ex-
pected to fall by S per cent in

1980/81. Good rice harvests de-
creased the need for cereal imports,
but higher prices for oil lifted
it from 16 per cent of total imports
in 1979/80 to an expected 19 per
cent in 1980/81. There was also a
sharp increase in imports of
machinery and transport equip-
ment. The result was that the
import surplus increased from

$ 1,077 million in 1979 to §$ 1,590
million in 1980, and was expected
to be about § 1,800 million for
1980/81.

India’s trade balance had de-
teriorated after the 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

Table Il.4a. South Asian countries and Iran. Network of export trade, 1977-1979 average

and 1980

(Values in $ million; percentages of total exports in brackets)

M World Developing  Afghanistan  Bangladesh India Iran Nepal  Pakistan Sri Lanka
Asiad
of
Afghanistan
1977-1979 309.0 88.9 - 0.3 38.4 8.7 " 36.4 &
(28.8) (0.1) (12.4) (2.8) (11.8)
1980 364.7 1225 - 0.0 62.1 12.3 < 446 =
(33.6) 0.0 (17.0) (3.4) (12.2)
Bangladesh
1977-1979 547.7 107.0 1.0 - 5.0 15.7 0.1 39.0 5.1
(19.5) (0.2) 0.9) (2.9) ) (7.1) (0 9)
1980 883.8 185.1 1.0 - 14.1 27.0 0.3 65.5
(20.9) 0.1) (1.6) 3.1) (=) (7.4) (o 3)
India
1977-1979 6959.7 867.0 30.0 51.7 - 1687 65.3 18.7 91.0
(124) 0.4) 0.7 2.4) (0.9) 0.3) (1.3)
1980 8984.0 11280 37.0 44.0 - 2230 84.0 4.0 88.0
(12.6) (0.4) 0.5) 2.5) 0.9) (-) (1.0)
Iran
1977-1979 213710 15653 18.0 46.0° 7413 - - 6.3 50.3
(1.3) (0.1) 0.2) (3.5) (=) (0.2)
1980 13278.0 1349.0 17.0 Saa 714.0 = = 2.0 107.0
(10.2) (0.1) (5.4) (-) (0.8)
Nepal®
1977-1979 70.1 431 5 78 28.9 & = 2.0¢ 0.1°
(61.5) (11.1) (41.2) (2.9) 0.1)
1980 97.1 59.9 = 6.6 438 - - 3.6 0.4
(61.7) (6.8) (45.1) (3.7) (0.4)
Pakistan
1977-1979 1573.0 368.4 19.9 27.5 25.1 61.3 0.2 & 35.5
(234) (1.3) (1.7) (1.6) (3.9) (=) 2.3)
1980 2617.9 861.3 23.0 54.7 70.7 199.1 0.4 - 38.8
(32.9) (0.9) 2.1 (2.7) (1.6) (=) (1.5)
Sri Lanka
1977-1979 859.0 169.4 239 3.0 6.9 236 - 489 .
(19.7) 0.3) (0.3) (0.8) 2.7 (5.7)
1980 1039.1 191.4 29 4.0 34.3 33.0 = 34.2 L
(18.4) (0.3) (0.4) (3.3) (3.2) (3.3)
Source: IMF, Direction of Trade Yearbook, 1981,

. mduda Iran.
® 1977-1978.

n:. These DOT figures are unreliable. Country data give total exports as $87.2 million and exports to India as 47.6 per cent of this
to

197&1979.
€ 1979 only.
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were large declines for such primary
exports as fish, spices and sugar,
and for such manufactures as jute
and coir products, garments, 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 up to
make recommendations for the
1980s. Its interim report stressed
the need for a growth of real export
receipts by 10 per cent a year and,
to help achieve that, advocated
better incentives and finance to all
exporters, actual or potential, and
also better access for them to sup-

plies of raw materials and com-
ponents.

Imports of cereals dropped by
one quarter in the second half of
1980 because of the good harvests,
while depressed activity in the tex-
tile industries ended imports of raw
cotton and reduced those of syn-
thetic fibres by one third. But
imports of petroleum oil and

Table IIL4b. South Asian countries and Iran, Network of import trade, 1977-1979 average and 1980
{Values in § million; percentages of total imports)

from World Developing  Afghanistan  Bangladesh India Iran Nepal  Pakistan  Sri Lanks
Imports Asia®
o
Afghanistan b
1977-1979 571.0 148.9 — 1.1 758 19.6 - 21.% 2.5
({26.1) (0.2} {13.3) (34) (3.8) (0.4)
1980 6563 2514 - 1.1 144.0 18.5 = 25.3 3.2
(38.3) (0.2) (21.9) (2.8) (3.9 (0.5)
Bangladesh
1977-1979 15208 254.8 1.0% = 44.2 34.1 4.9 184 3.0
1980 25463 643.5 - - 48.9 0.2 7.2 53ih 4.0
(25.3) (1.9 (=} (0.3} (2.1} {0.2)
Indin d d
1977-1979 B B89.7 1450.3 27.7 65 - B23.3 155 28.0 10.7
(16.3) (0.3) (0.1) (9.3) (0.2) (0.3) (0.1)
1980 13 581.0 21140 33.0 T - T95.0 e T8.0 38.0
(15.6) (0.2) (5.9) (0.6) {0.3)
Iran
19771979 14 6433 B876.3 23 17.3 2723 — - 67.3 26.0
(6.0 (=) (0.1) (1.9) (0.5) (0.2)
1980 11 914.0 14190 2.0 30,0 416.0 = = 219.0 36.0
(11.9) -} (0.3) {3.5) (1.8) {0.3)
Nepal b
1977-1979 202.2 146.6 - 0.2 130.6 = - 0.3 -
{(T2.5) (0.1) (64.6) (D.2)
1980 3454 258.7 = 0.4 232.7 - - 0.4 =
(74.9) (0.1} (67.4) (0.1}
Pakistan
1977-1979 32660 545.6 40.0 41.8 36.0 7.1 1.6 - 529
{16.7) (1.2) (1.3 (1.1) (0.2) (0.1) {1.6)
1980 53495 756.3 49.1 75.9 39 2.0 4.0 - 40.0
{14.1) (0.9) (1.4) (0.1) =) (0.1) 0.7
Sri Lanka
1977-1979 1023.0 330.1 - 0.8 91.8 5.5 0.1 24.2 —
{32.3) {0.1) (9.0) {5.4) (=) {(2.4)
1980 2035.1 5253 - 3.0 96.7 112.0 0.4 29.9 -
(25.8) (0.1} (4.8) (5.5) {=) {1.5)
Source:  IMF, Direction of Trade Yearbook, 1981,
* Includes Iran.
® 1978.1979.
£ 1977.
d 1977.1978.
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lubricants rose in value by B0 per
cent in 1979/80, and by 90 per
cent in the second half of that
year to become two fifths of
India’s import payments. There
were also large increases for im-
ports of metals, paper, chemicals
and fertilizers. 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. In continued to run
at high levels in the first half of

1981, and is estimated to have
reached § 6,944 million in 1980/81
as against § 3,192 million in 1979/
80. It is projected as § 7,386
million for 1981/82.

Mepal's exports decreased by
over one guarter in US dollar value
during 1980 as a heavy decline of
foodstuffs 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

weather reduced crops of ree,
maize and tobacco. Yet the main
deterioration in the trade balance
came from an increase of imports
by over one third. Oil imports, in
1979/80, rose from 8 to 12 per
cent of total imports, and there was
a big general rise also in other
manufactured 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

Table IIL.5 South Asian countries and Iran. Imports, exports and US dollar exchange rates, 1975-1981
{8 million)

1975 19786 1977 1978 1979 1980 1981
&Ighlnhtma Imports c.i.f. 350 261 328 395 349 405
f.ob, ETI 227 285 343 £ P e
Exports f.o.b. 217 291 306 321 418 611 198 (3)
Trade balance - 87 td 21 =22 LR
Exchange Intf.b 45.00 45.00 45.00 45.00 42.25 45.85 48.80 (3)
Bangladesh Imports c.i.f. 1 352 939 1122 1 550 1937 2610 953 (5)
f.o.b. 1188 T84 1042 1403 1 744 2 349 B58 (%)
Exports [.o.b, 07 401 476 549 667 759 354 (5
Trade balance - 881 - 383 - 566 -854  -1077  -1590 504 (5)
Exchange rate" 12.02 15.35 15.38 15.02 15.55 1545 16.92 (5)
India Imports c.i.f 6371 5663 6629 7 862 3818 14 128 6 035 (6)
f.o.b. 5 688 3056 5919 7019 B 766 12 611 5 389 (6)
Exports f.o.b. 4 345 5547 6 377 6662 7 804 8037 3418 (6)
Trade balance -1343 491 458 - 357 -062 -4 578 -1 971 (&)
Exchange rate” 8.38 8.96 8.74 8.19 8.13 786 8.26 (6)
Nepal Imports c.if. 171 163 168 221 254 342 197 (6)
[.o.b. 163 155 160 210 242 326 1B {6)
Exports f.o.b, 100 98 81 91 109 BO 59 (6)
Trade balance -63 -57 -79 -119 -133 -246  -129(6)
Exchange rate® 11.00 12.50 12.50 12.11 12.00 12.00 12.00 (6)
Pakistan Imports o.i.f. 2158 2 181 2 446 3 285 4 056 5350 2793 (6)
f.o.b, 1971 1995 2234 2981 3708 4 BE6 2 551 (6)
Exports f.o.b. 1052 1167 1188 1 475 2056 2618 1 707 (6)
Trade ‘bll.u'l::b -919 -828 -1 046 -1 506 -1 652 -2 268 - B44 (6)
Exchange rate 9.90 9.90 9.90 9.90 9.90 9.90 9.90 (8)
Sri Lanka Imports c.i.f. 137 579 662 967 1452 2018 T90(5)
f.o.b. 660 519 594 868 1302 1 786 687 (5)
Exports f.o.b, 563 572 718 845 982 1077 390 (5)
Trade balance -97 53 124 =23 =320 =709 =297 {5)
Exchange rate® T.05 846 9.15 15.61 1557 16.53 18.22 (5)
Sources: IMF, fnremarional Finaireial Statistics, September and November 1981. For Afghanistan, 1979 and 1980, Economist

Intelligence Unit, Quarterly Economic Review of Pakistan, Bangladesh, A fghanistan, 3rd Quarter, 1981.
Note:  Numerals denote number of months for year,
® Year ending March of following year.
b End of period.
€ Average of period.
52



1981. This deterioration may have
been connected with a change,
made in 1978, to arrangements for
trade with countries which, unlike
India, have convertible currencies.
A previous export bonus scheme
was abolished and a two-tier
exchange rate was instituted; the
rate of Rs 12 = § | continued to
apply to invisible trade and to
petroleum products, cement and
chemical fertilizers, but a new rate
of Rs 16 = § 1 applied to all other

trade. Between 1977/78 and 1979/
80, accordingly, India's share of
Nepal's export trade fell from 48
to 45 per cent, and its share of
Mepal’s import trade from 62 to
57 per cent.

Pakistan had a less marked
rise of its import surplus from
$ 1,652 million in 1979 to § 2,268
million in 1980, or to a forecast of
£ 2,230 million for 1980/81.
Export performance was better
than expected due to a spectacular

increase for raw cotton and sub-
stantial increases for rice and fish.
In 1980, export receipts thus
increased by 27 per cent, and
were expected to have increased
by 25 per cent in 1980/81. Im-
ports, however, increased more
rapidly by 32 per cent in 1980, and
their expected increase for 1980/
B1 was 14 per cent. The biggest
increases were for crude petroleum,
petroleum  products, chemicals,
fertilizers and transport equipment.

Figure 111.2. South Asian countries. Trade deficits, 1976-1979 average and 1980

5 million
5000 |

1000
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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 Lanka had begun to
liberalize imports and to rationalize
domestic prices in 1978, thereby
giving a dramatic stimulus to
investment and production. But it
also gave a strong stimulus to im-
ports which reinforced the effect
of higher oil prices. The value of
imports thus rose from § 1,302
million in 1979 to § 1,786 million
in 1980, and petroleum’s share
rose from 17 to 24 per
cent; it was expected to rse further
to 30 per cent in 1981. Food im-
ports, 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 dowly, by only
10 per cent in 1980, mainly be-
cause of lagging production of tree
crops whose share in the total
declined from 62 to 55 per cent.
Industrial exports, however, in-
creased in value by nearly one half
to become 32 per cent of total
exports; the major gains were for
textiles, garments and petroleum
products, The import surplus rose
from § 320 million in 1979 to
§ 709 million in 1980, equal to
two thirds of export receipts.
Measures were being taken to
strengthen policies of export pro-

India used to have 95 per cent of
the world’s legal production of opium,
but the competition of other countries
reduced this share to 50 per cent. The
iliegal trade in opium and heroin, its
more dangerous and expensive deriva-
tive, has long been much bigger. In re-
cent years it may have accounted for
something ke § 1.5 billion, on an
“f.0.b."" basis; and so could represent
about 1 per cent of all recorded ex-
ports from developing Asian countries.

During the Iate 1960s, the so-
called Golden Triangle of hill country
on the borders of Burma, Lao People’s
Democratic Republic and Thailand is
thought to have supplied about 70 per
cent of the illegal world trade in heroin
but, in the late 1970s, bad weather
conditions and aggressive official
policies 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 at 500 tons; there it is mostly
contralled by communist forces in
areas which are largely beyond the
central Government’s rule.

The declining output of the
Golden Triangle gave a stimulus for
that of the Golden Crescent, meaning
the bordering areas of Afghanistan,
Iran and Pakistan. In 1979 their
output was thought to be about
1,500 tons, or more than twice that of

A large unrecorded export

the Golden Trangle. But serious
internal troublés 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 increasad pressure or induce-
ments for an Indian contribution to
the illegal drug trade. Development
of synthetic subgtitutes had reduced
sharply the legitimate demands for
India’s opium, so that experienced
cultivators had a strong inducement
to raise the crop illegally., The Indian
authorities had to attempt both
suppression of this production and
control of an invasion by drug
traffickers.

The favourable weather condi-
tion which gave good cereal harvests
in 198081 also greatly boosted
yields of opium in south and south-east
Asia, especially in the Golden Triangle
area, and the Republic of Korea seems
to have suddenly become an important
staging post in the flow of opium from
south-east Asia to north America and
western  Europe. New and stronger
attempts are being made in most
countries, producing and consuming,
to suppress a traffic which inflicts so
much damage on individual health and
social order.
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motion, to improve yields of
rubber and coconuts, and to adjust
import duties. Exports were ex-
pected to increase, during 1981,
by 12 per cent, gains being
strongest for agricultural crops,
except rubber, and for textiles.
Imports were expected to grow
by only 5 per cent, but the trade
deficit would not change signifi-
cantly.
Although India had a very
large trade deficit in 1980, it may
have had only a small deficit, or
even a small surplus, in its current
balance of payments. The last
published figures for 1978/79 show
a trade deficit of § 2,300 million
being offset by positive items of
§ 843 million for net services
(airways, shipping, insurance,
tourism and investment income)
and of § 1,667 million for net
transfer payments, of which
$ 1,288 million were remittances
from Indians working in oil-ex-
porting countries of the Persian
Gulf. The result was a cument
account surplus of § 215 million,
but a doubtful one because there
was another positive item of
£ 733 million for errors and omis-
sions in the current account. Net
invisible receipts are thought to be
increasing fairly rapidly, but India’s
Economic Survey, 1980-81 wams
that net private remittances have
levelled off as the Gull states
cannot absorb much more migrant
labour.

This Economic Survey pives
figures for official gross and net
inflows of external finance:

{§ Million) 1978. 1979.  1980.
1979 1980 1981
el

Authorization 2844 2,289 3,198
Gross disburse-

ments 1,542 1682 2917
Debt servic-

ing 1,074 1,088 1,099
Met disburse-

ments 468 594 1,818

Even with a current surplus and net



aid, India’s reserves of foreign ex-
change (less gold), after reaching
a peak of § 7,432 million in 1979,
fell to § 6,944 million in 1980 and
were § 5,853 million in June 1981.

Mor were future prospects for
the balance of payments regarded
as bright. Petroleum, petroleum
products and fertilizers bulk large
in imports, and their prices were
likely to rise more rapidly than
those for India's exports, which
were being further constrained by
world recession and the associated
strengthening of protectionism in
advanced countries, Policies had
thus to be implemented for energy
conservation, for substitution of
oil imports by domestic sources
of energy, for import substitution
also in steel, cement, non-ferrous
metals and fertilizers, and for
export development.

India’s external public debt,
in 1979, stood at § 15,641 million
fon a disbursed basis). In 1980, a
further loan of § 688 million was
obtained from IMF and, over-
coming previous reluctance to bor-
row commnercially, India raised $ 61
million on the Eurocurrency credit
market. Further loans of § 923
million were raised on this market
in the first 10 months of 1981, and
also further credits of 3 937 million
from IMF. In November, 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 million of this
would be used to finance a balance
of payments deficit incurred in
1980/81, and the remainder for
later deficits associated with various
development projects under the
new Sixth Five-year Plan (1980-
1985). This plan foresaw balance
of payments problems as being
acute, and so as requiring innova-
tive approaches to cope with the
gap between external payments and
external receipts. The cumulative
deficit from 1980 to 1985, at
constant 1979/80 prices, was put
at Rs 91 billion or more than a

Table IIL.6. South Asian countries and Iran. Current balances of payments,

1976-1980
& milfion)
Merchandise trode Net Ner Current
Exports  [mports  services transfers  balances

Afghanistan®

1976-1979 average 293 - 459

1980 481 -681
Bangladesh

1976-1979 average 520 -1129 -170 531 - 348

1980 793 -2323 =263 1028 - 765
India

1976-1978 average 6059 -5 781 - 140 1 305 1443

1978/79 6 858 9132 803 1 653 214
Iran

1976-1978 average 20436 -22075 4076 - 2437
Nepal

1976-1979 average 96 -198 9 59 4

1980 92 - 335 78 108 - 57
Pakistan

1976-1979 average 1 408 -3047 =400 1203 - 836

1980 2 567 -5 454 - 507 2 465 -929
Sri Lanka

1976-1979 average T3 - 856 -69 100 -42

1980 1 062 -1 845 152 273 - 662

Sources: IMF, International Financial Statistics, November 1981; ADB, Key
Indicators, April 1981; and Economist Intelligence Unit, fran, Annual Supple ment,

1981,

% Year ending March of the following vear.

fifth of projected export receipts.

Pakistan’s large trading deficit
did not change much in 1980/81.
Merchandise exporls rose in US
dollar value by one quarter to
§ 2960 million and merchandise
imports by one seventh to § 5,404
million. Net invisibles, including
higher remittances of § 2284
million from workers abroad, large-
ly offset the deficit for trade and
services so that the current-account
deficit was reduced to $ 949
million, one sixth below that for
the previous fiscal year. Disburse-
ments of foreign aid, however,
were 30 per cent lower. The net
capital inflow was 5 818 million,
including a private inflow of about

$ 455 million, and there was an
SDR allocation of § 37 million.
Official short-term financing and
other capital transactions
brought the whole account into
a small surplus, which permitted
addition of $ 49 million to reserves
of foreign exchange — § 406
million less than in 1979/80.

Since 1978, Pakistan has had
to 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 agreements already signed.
It tried to get meore substantial
relief by multilateral rescheduling
but, in 1981, was able to get agree-
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ment only for § 232 million of debt
relief between January 1981 and
July 1982,

Bangladesh’s external position
continued to be most eritical,
notwithstanding good harvests. The
trade deficit of $ 1,590 million for
1980, twice export receipts, was

expected to become 5 2,040
million for 1980/81. A small
deficit for services would 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 and grants were
to provide $ 1,329 million, IMF
another § 238 million, and short-
term loans plus other capital
inflows about % 56 million. Re-
serves 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 previous
month a United Nations conference
was informed that Bangladesh was
preparing a 10-year action pro-
gramme, 1980-1990, in an attempt
to solve its “‘overwhelming prob-
lems of poverty, unemployment,
illiteracy and malnutrition™. The
plan would cost nearly § 56 billion;
46 per cent of this would be met
from domestic resources and
Bangladesh would hope to obtain
the remaining $ 30 billion from
external grants and loans. External
financial requirements for 1981-
1985 were put at § 11 billion
which, averaged at § 2.2 billion
a year, would be about one half
above the 198081 level of external
aid,

Sr Lanka's trade deficit had
more than doubled in 1980 because
its imports had surged under the
pressures of an investment boom,
a large budgetary deficit and a
much higher price for oil. A small
surplus for net services and large
private remittances offset § 173
million of the trade deficit to make
the current deficit § 606 million.
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This was almost triple the previous
current deficit, and a record level.
It was financed mainly by an
increase of public and private
borrowing from abroad. Direct
investment and borrowing by the
private sector came to $ 220
million, net long-term official bor-
rowing to 3§ 145 million, and
drawings from IMF to § 14 million.
These capital inflows, although
large, were not enough to prevent
depletion of reserves by § 165
million.

One remedial measure was an
adjustment of the 5ri Lankan
rupee. In 1980, it depreciated by
12.8 per cent against the SDR, and
by 6.2 per cent apainst the US
dollar; by September 1981, it had
appreciated a little against the
SDR, but had a further deprecia-
tion of 15.3 per cent against the
dollar. Multilateral agencies success-
fully pressed the Government to
take associated measures for cur-
tailing development expenditures
along with bank finance for them.
Domestic and foreign bomowings
were also to be restricted.

An expert analysis concluded
that there could be a small im-
provement in Sri Lanka’s current-
account deficit in 1981, but in-
creased private and official capital
inflows might not be enough to
cover more than three fifths of
this deficit plus debt repayments.
Foreign exchange reserves could
thus be further depleted. Nor did
it seem likely that external difficul-
ties would lessen much in the next
five years because of the pap
between levels of imports and
exports and the slower rate of
growth for exports. Official Sri
Lankan projections for 1981
pointed to little change in either
the curmrent balance or in reserves
of foreign exchange. Substantial
increases were expected in private
remittances, mostly from Middle
Eastern countries, and also in
official  transfers and external
public borrowing.

D. INFLATION AND PUBLIC
FINANCE

All south Asian countries and
Iran had, in 1980, serious problems
of inflation continuing into 1981,
the highest annual rate of increase
in the consumer price index was
26 per cent in Sri Lanka and the
lowest 12 per cent in both India
and Pakistan, For Bangladesh the
rate had been 13 per cent from
1978, It rose, between 1978 and
1980, from 3 to 12 per cent in
India, from 12 to 21 per cent in
Iran, from 6 to 17 per cent in
MNepal, from 7 to 12 per cent in
Pakistan, and from 12 to 26 per
cent in Sri Lanka. Except in Iran,
Mepal and Sri Lanka, these rates
do not compare badly with a
rise in the annual increase of
consumer prices for industrial
countries as a whole, from 7 per
cent in 1978 to 12 per cent in
1980, but that is only to say that
inflation was a serious problem for
the world ecn:mmy."’

The consumer price index is,
of course, only one indicator of
inflation, and a partial one which
can be affected by government
price controls, subsidies, or ad-
justments to administered prices.
In Iran, wholesale prices moved
closely with consumer prices; in
India and Sri Lanka they increased
more rapidly than consumer prices;
and in Bangladesh more slowly.
These divergences could be con-
nected, not only with time lags,
but with differences between the
two indexes in regard to the
weights assigned to important com-
modity groups, especially food and
petroleum products,

Such differences might also
help to explain the more rapid
rise of import prices than of either
wholesale or consumer prices in

* In Afghanistan, it is reported that
“inflation has not been a serious prob-
lem™, The official consumer price index
for Kabul, after rising by 12 per cent
in 1978, and by 5 per cent in 1979, rose
by less than | per cent in 1980.



Figure I1IL3. South Asian countries and Iran. Consumer price indexes, 1975 = 100
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India, Pakistan and Sri Lanka, down with the good crops of 1980/ credit policies were being applied
although in Bangladesh import 81. Non-food prices, however, then to moderate inflation.

prices rose less rapidly than con-
sumer prices. Export prices rose
more rapidly than consumer prices
in all these countries, except
perhaps in Iran where they rose at
about the same pace,

The limited indexes of wage
rates which are available suggest
that these rose more rapidly than
consumer prices in all south Asian
countries and Iran. This increase
of real wages appears to have been
greatest in Iran, where they may
have doubled between 1975 and
1980. There were also large in-
creases in Sri Lanka between 1977
and 1979, and in Bangladesh for
skilled workers during 1978/79;
there was a smaller but marked in-
crease 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 1979/80
food prices rose exceptionally be-
cause of the drought, but came

rose steeply because of increases
in import prices for petroleum,
fertilizer and materials, and up-
ward adjustments of administered
prices, themselves partly the result
of dearer imports and higher
wages. There was some slackening
of consumer price increases during
early 1981 until unseasonable rains
made some agricultural products
Scarcer.

The upsurge of prices in India
from early 1979 had been a mixed
result of agricultural shortages
through severe drought, and of
excessive liquidity, both aspects of
excess demand, reinforced by the
cost-push influence of import prices

rsing by 29 per cent, largely
because of the higher cost of
petroleum. Wholesale prices in-

creased 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 ex-
pected also for consumer prices,
which typically lag behind whole-
sale prices. Restrictive money and

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, been
affected by rising prices for imports
of petroleum and other goods. In
1980, the unit 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,
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however, also prevailed owing to
deficit  financing of  public
expenditure.

Sri Lanka’s case was similar
except that, unlike Pakistan, it
suffered, in 1980, from bad har-
vests which sent up the cost of both
domestic and imported cereals. The
unit value of imports increased by
no less than 43 per cent in 1980,

partly because of a devaluation
of the Sri Lankan rupee. Wages had
risen steeply, by 45 per cent
in 1978 and by 25-27 per cent in
1979 and 1980. Administered
prices also rose sharply, reflecting
efforts to reduce food subsidies
and to price petroleum products
more in line with world levels.
Yet here, too, there was abundant

liquidity from deficit financing to
promote inflation. In the first half
of 1981, however, fiscal and
monetary restraints reduced the
annual rate of increase in consumer
prices from 24 to 18 per cent.
There are different opinions
about the causative role of money
in general inflation of prices and
incomes, but widespread agreement

Table IIL.7. South Asian countries and Iran. Indexes of prices and wages, 1976-1981

{1975 = 100)
1976 1977 1978 1979 1080 198111} 1981 (1)
Afghanistan
Consumer prices (Kabul) 106.5 108.1 120.9 126.9 1274
Bangladesh
Consumer prices 0.4 99.8 1129 127.2 144.0 151.2 161.1
Wholesale prlceg. 100.6 113.5 124.2 139.5 150.0 gt
Import prices® % 100.0 111.5 114.5 123.7 136.75
Export prices” 100.0 1121 128.4 166.6 159.1
Wages" 103.3 114.7 141.9 1774 201.7 :
India
Consumer prices 92.2 100.0 102.5 109.0 121.5 129.6 1349
Wholesale prices 98.1 105.5 105.2 117.2 141.1 151.8 157.2
Unit value imports 104 93 97 125 - T —
Unit valuu exports 106 121 121 130 EaTe :
Wages 97.1 103.0 105.9 123.0 136.4 SN Ry
Iran
Consumer prices 111.3 141.7 158.2 174.8 211.0 2449
Wholesale prices 109.0 127.7 140.6 160.5 210.6 251.0
Unit value imports 2l i PO
Export prices 106.4 117.1 117.1 176.9 3153 337.8 3378
Wages 139.6 181.2 2359 3454 470.6 i A
Nepal
Consumer prices 98.9 105.8 1126 119.6 139.3 1478 152.1
Pakistan
Consumer prices 107.2 118.0 1259 137.8 153.9 166.2 170.1
Wholesale prices 108.0 i18.0 124.1 135.6 149.8 162.0: 168.6
Unit value imports 95.7 99.0 105.3 118.2 157.1 191.6 W
Unit value exporis 109.1 130.6 131.4 157.1 1749 175.8
Sri Lanka
Consumper prices 101.2 102.5 114.9 127.2 160.5 178.5 187.1
Wholesale prices 108.2 130.9 151.5 165.9 222.0 255.0 sda
Unit value imports 90 110 204 310 443 -
Unit value exports 117 1590 345 376 434 A ‘e
Wages 102.2 128.6 187.0 237.2 2959 300.9 290.3

Sources: IMF, Intermational Fingneial Staristics, November 1981: United MNations, Monthly Bullerin of Statistics, NMovember
1981 and ADB, Key Indicarors, April 1981 ; and national source for Bangladesh imports prices, export prices and wages.

% Years beginning 1 July.
b Base year 1976/77.
¢ Average of first ten months.

Minimum monthly wage in cotton mill industry.
€ Minimum rates for agricultural wages only.
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that inflation cannot proceed far or
last long without increases in the
supply of money. Opinions also
differ, in this context, about the
appropriate definition of money,
It seems most convenient, for
international comparisons at least,
to use the monetary data published
by IMF. This distinguishes between
“money”’, defined as currency
outside banks plus the private
sector’s demand deposits, M1, and
“quasi-money™, defined as time
savings and foreign currency de-
posits of residents. The sum of
money and quasi-money is some-
times called “money in the broader
sense’, M2. Here IMF usage is

but, for convenience, M2 will be
called *“fliquidity™, although this
term usually has a wider con-
notation.

Bangladesh, India, Nepal,
Pakistan and Sri Lanka all had
marked, continuous rises in the
ratio of lquidity to GDP at market
prices between 1975 and 1980.
In Bangladesh, this ratio more than
doubled; 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 liguidity,
prices and real GDP for:

of liquidity to GDP

= percentage change in
liquidity
— percentage change in
prices
— percentage change in real
GDP
and there were wvariations in

these components, partly as a result
of the inflationary process itself.

In India and Nepal, the annual
percentage growth of liquidity
slowed down after 1976; in
Bangladesh, it rose between 1976
and 1978, fell in 1979 and rose
again in 1980; in Pakistan and
Sri Lanka it rose irregularly after
1976 but fell in 1980. Generally

followed in calling M1 money, Percentage change in the ratio  speaking, there was abundant
Figure 1.4, South Asian countries. Annual percentage change in liquidity, 1975-1980
Percenttage —  Afghanistan
a0 [ Bangladesh
India
Nepal
Pakistan
Sri Lanks
0 A i i
1975 76 77 78 79 8O 81
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Table IIL8, South Asian countries. Money, liquidity and GDP,

1974-1980

(Bitlion units of national currencies)

I981
(first
1975 1976 1977 1978 1979 1980 half)
Afghanistan
Money 1443 1948 2293 2722 3420 36.34° %
Quasi-money 312 390 443 459 512 623 5
Liguidity 17.55 2338 2736 318 39.32 42577 "
Percentage
increase ; 332 170 163 236 83°%
Bangladesh
Money 8.28 9.22 11.67 L4.64 18.36 20.00 20.79
Quasi-money 6.46 B.26 9.94 1267 1505 20.38 2159
Liquidity 14.74 17.48 21.61 27.31 3341 40.38 4238
Percentage
inercase 5.4 18.6 236 264 223 20.9 50
GDFP 12574 10746 105.36 130.29 144.77 163.32 -
Liquidity /(GDP
{percentage) 1L.7 16.3 20.5 21.0 23.1 24.7
India b
Moncy 12233 15277 17850 217.12 22975 20583 2248
Quasi-money 8439 104.58 128.17 154.85 207.59 301.01 32449
Liquidity 206.72 257.35 306.67 371.97 437.34 506.84 549.32-“
Percentage b
increase 13.3 24.5 19.2 21.3 17.6 15.9 8.4
GDP T41.62 B05.94 902.13 977.04 1 0B5.46 s e
Liquidity /GDP
(percentage) 279 31.9 34.0 38.1 40.3 «
Nepal b
Money 1.33 1.64 1.93 2,20 253 286 3.35h
Cuad-money 0.85 1.17 1.47 1.87 2.18 2.66 1,9'1-'1:
Liquidity 2.18 2.81 3.40 4.07 4.71 552 6.32
Percentage b
increase 11.8 289 21.0 19.7 15.7 17.2 14.5
GDP 1657 1739 17.28 1960 21.15 23.87 raa
Liquidity /GDP
(percentage) 13.2 16.2 19.7 20.8 223 231
Pakistan
Money 25.62 34.04 3997 47.19 56.83 66.89 T2.73
Quasi-money 12.18 15.92 1897 23.44 2729 31.03 31.26
Liquidity 37.80 4996 5894 70.63 B4.12 9792 10399
Percentage
increase 21.2 32.2 18.0 19.8 19.1 16.4 6.3
GDP 111.13 13205 14945 173.67 19588 23553 -
Liguidity /GDP
{Percentage) M40 378 394 40.7 429 416 .
Sr Lanka
Money 3.06 4.13 5.33 5.90 7.64 9.33 8.99
Quasi-money 1.65 212 3.30 4.91 7.31 10.38 12.55
Liquidity 4.71 6.25 8.63 10.81 1495 19.71 2154
Percentage
increase 4.7 127 38.1 25.3 38.3 jl8 9.3
GDP 2658 3020 3641 4267 5239 6853 -
Liquidity /{GDP
(percentage) 17.7 20.7 23.7 25.3 28.5 288 o

Source: IMF, International Financial Statistics, November 1981,

3 March to September,
b First five months.
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liguidity in south Asia to support
the inflationary developments of
the late 1970s and 1980,

Table IIL9 throws some light
upon annual changes in liquidity
for these five countres. In
Bangladesh, the major components
of liquidity change were bank
credits to official entities (State
enterprises and local governments)
in 1978 and 1979, to the private
sector in 1979 and 1980, and to
the central Government in 1980,
Early in 1981, however, there was
a marked tightening of credit to
all of them in consequence of an
IMF standby arrangement, which
put phase 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
B to 105 per cent in October
1980 and other interest rates were
simultaneously raised and ratio-
nalized to attract zavings. Unex-
pected difficulties associated with
higher oil prices, lower jute prices
and continued drought had pre-
vented credit from being limited
to agreed levels in the second half
of 1980, Petroleum prices were
then raised to limit losses of the
Petroleum Corporation, but the
good harvests of 1980/81 led to an
increase of liquidity by more than
one guarter in this fiscal year.

In India, the major factor in
growth of liquidity was a tripling
of eredit 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 expend-
itures and-public savings to finance
them due, in large part, to low
levels of profitability in public
enterprises. In  1980/81, the
Government decided to tighten
restrictions on credit to the private
sector, raised interest rates of



commercial banks and other finan-
cial institutions, and also raised
prices charged by public enter-
prises, including prices of coal,
steel, fertilizers and railway trans-
portation. The minimum cash ratio
of the commercial banks was also
raised from 6 to 7 per cent.
Previous attempts to reduce excess
liquidity were hampered by the
avallability to traders and com-
panies of "“black money"™, i.e.
money which represents tax evasion
or illegal transactions, and kept
outside ordinary bank accounts.
An amnesty has been 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 reduction 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 for the
public sector and foreign exchange
reserves have increased, so that easy
monetary conditions continued to
prevail in 1980/81. Cheap credit
was being used to promote develop-
ment of agriculture and small-scale
industry, together with the imports
needed for that purpose.

Pakistan had incurred large
budget deficits up to 1978/79
because of a steep rise in expendi-
tures on defence, debt service and
subsidies, and because of a decline
in net foreign finance available for
budgetary purposes. Bank credit to
the public sector, therefore, sharply

increased, as did credit to the
private sector. Foreign exchange
reserves also increased, and added
further to monetary expansion.
Steps were taken in the following
fiscal year to increase tax revenues
and to curb both current and
development expenditures, with the
result that the over-all deficit fell
and, with it, government demands
on the banking system. Credit to
the private sector was also re-
stricted, but liquidity continued to

have a high, if slower, rate of
growth.

Sri Lanka's budgetary situation
badly deteriorated in 1980 so that
there was a massive increase of
bank credit to the povernment
sector. There was also a further
considerable increase of credit to
the private sector, with the result
that total liquidity increased by
more than one third in a single
year. Foreign exchange reserves fell
from § 517 million to § 246

Table TI1.9. South Asian countries. Changes in components of money

plus quasi-money, 1978-1981
(Billion units of natfonal currencles)

Claims on Maney
and
Foreign  Govern-  Official  Private  Foreign quasi-
aszets ment  entities  sector  sector®  Others  money
Afghanistan
1980 (year
end March) 17.44 -8.13 -0.19 =0.19 - -2.25 6.68
Bangladesh
1978 0.92 010 2.33 1.61 0.15 D.Eﬂb 5.69
1979 0.71 -0.19 2.45 3.57 -0.14 - l}.3ﬂ: 6.10
1980 -2.94 5.04 1.36 453 -0.59 -I:},iﬂh 698
June 1981 «1.7T1 3.88 0.62 064 -006 -1.37 2.00
India b
1978 12.94 18.69 - 34.22 - * 0.55‘: 65.30
1979 7.54 31.24 - 37.05 - = tﬂAEh 65.37
1980 -B.42 5T.81 - 40.78 -  =20.67 69.50
May 1981 - 1.44 37.20 - 24.53 - - lT.E]b 4248
Nepal
1978 -0l 011 .44 0.30 = -0.17 0.67
1979 0.18 0.22 0.15 0.30 - -0.21 0.64
1980 0.19 0.16 0.08 0.58 - -0.20 0.R1
May 1981 0.05 =0.19 0.06 0.65 - 0.23 0.80
Pakistan
1978 1.77 9.64 = 460 021° -452 1170
1979 2.82 7.73 - B8.58 vﬂ.41c -5.23 13.49
1980 4.13 8.61 - 712 -0.12° -594 1380
July 1981 -1.99 .82 - 2.57 -(I.JI.C 252 6.23
Srl Lanka
1978 0.62 -0.32 - 2495 -  =-1.08 2.17
1979 0.14 2.19 - 3.19 -1.37 4.15
1980 -4.20 6.37 - 4.49 = =191 4.75
June 1981 0.98 2.99 = 2.41 == -2.59 1.83
Source: IMF, International Financig! Staristics, November 1981.

? Includes long-term foreign lending (+) or borrowing ().
P Includes claims on other financial institutions.
£ fnecludes counterpart funds.
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million, partly because IMF froze
further releases from an Extended
Fund Facility of SDR 266 million.
The facility was restored in March
1981 after agreement on monetary
and fiscal changes. These included
suspension of new projects, a 10

per cent cut in departmental ex-
penditures, ceilings on domestic
and foreign borrowing, a ban on
banking credit for public expendi-
tures, and a downward adjustment
of the Sri Lankan rupee coupled
with the ending of a dual rate

Table 111.10. South Asian countries. Government finance, 1978/79-

1980/81
[Bilfion units of national currencies)
Dol Financed hy
Current  ment ex- Domestic Banks Forefpn
Current  expendi-  pendi-  Oversall non-bank re-
FEVEnUEs Hiires fures deficit SOurces
Bangladesh
1978/79 15.03 12.86 15.18 13.01 0.56 0.06 12.39
1979/80 18.35 14.45 22.80 18.90 0.24 292 1574
198!])'3]" 22.78 15.53 31.68 24.44 0.08 694 1742
India
1978/79 200.54 96.98 179.94 76.28 48.79 2046 7.13
1979/80% 22124 109.10 20610 9396 4631 3896 869
1980/8 1® 245.B9 127.06 225.05 106.22 3990 4900 17.32
MNepal
1978/79 1.81 1.04 1.98 1.21 0.20 0.02 0.99
1979780 1.86 1.14 2.40 1.68 0.18 0.14 1.36
1980/81" 141 1.45 341 245 0.25 016  2.05
Fakistan
1978/79 32.40 29.23 20.49 17.32 211 8.50 6.71
1979/80 40.51 33.67 21.81 14.66 141 6.30 6.95
1980/81" 51.66  37.50 2677 1261 090 3.83 7.88
Sri Lanka
1979 11.01 10.89 7.35 7.23 286 063 3.74
1980 11.15 12.82 12.77 14 .44 1.53 7.19 572
1981 15.08 15.76 12.04 1271 133 339 799

Sourcesr:  Mational sources.

% Budget estimates.
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system. The rupee had already
depreciated by 11 per cent during
1980 and, up to September 1981,
by a further 15 per cent. The
government deficit was being held
steady, and the proportion financed
by the banking system was being
reduced from one half to one
quarter.

Budgetary conditions in these
south Asian countries are broadly
indicated in table TII.10. Current
revenues more than sufficed to
finance  current  expenditures,
during 1980/81, except in Sri
Lanka where there was a small
current deficit. In the other coun-
tres, the current budget surplus
{government saving) sufficed, again
in 1980/81, to cover only a part of
development expenditures: abouti
one quarter in Bangladesh and
Nepal, and something over one
half in India and Pakistan. Bank
credit financed around one quarter
of the over-all deficit in Bangladesh,
Pakistan and Sri Lanka, and nearly
one half in India. Foreign resources
financed around two thirds of
development expenditures in Sri
Lanka, over one half of them in
Bangladesh and Nepal, but lttle
more than one quarter in Pakistan
and a comparatively small 8 per
cent in India. Bangladesh, more-
over, had 15 per cent less in exter-
nal financial inflows during 1980/
81 than it had anticipated, and so
had to cut back proposed develop-
ment spending from $ 1.65 hillion
to § 1.45 billion.



Islamization of economic life

Islam is a religion which pre-
scribes its own socio-cconomic values
and practices, and attempis have
recently been made to apply them
more strictly to economic activities.
That has been happening in some oil-
exporting countries of the Middle
East, and also in those predominantly
[slamic countries of the ESCAF region
which are strengthening cultural and
economic ties with the Middle East.

Iran, itsclf a Middle Eastern
country, has become politically trans-
formed into a kind of Islamic 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 selfsuffidency which limits foreign
participation and  processes of
modernization.

Elsewhere, the most notable
features of recent Islamization have
been levies imposed for charitable
purposes (Zgkar), and replacement
of fixed interest payments or charges
by armangements for profit sharing.
Some Arab banks have been founded,
orf changed, in accordance with this
idea of profit sharing.

Pakistan began, in 1980, a three-
year programme for Islamization of its
economy. The first step was to make
institutional arrangements for com-
pulsory 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 agricultural
produce (Lighr) to come into force
on a date which the Government
would announce. The proceeds of
Zakat are distributed among the
needy by local committees, which
come under provincial committees, and
these under a central committes.
In the first nine months of the reform,
Rs 814 million ($ 82 million) had been
collected and distributed among or-
phans, widows, disabled or handi-
capped 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 wore required to make
interest-free loans to small farmers for
seasonal purposes; and, a year later,
the requirement was extended to
small fishermen, A bigger step was to
abolish fixed interest payments or
charges made by the National Invest-
ment Trust, the House Building
Finance Corporation, and the Invest-
ment Corporation, and to substitute
arrangements {or profit sharing.

A further step was taken in the
1980/81 budget. Banks and businesses
which replaced interest by profit
sharing, and which had been certified
by religious authorities as being in
accord with Islamic principles, could

be registersed as Modargbe companies,
An associated innovation in regard to
corporate finance was the introduction
of a “participation term certificate™
to meplace debentures; it involves
investment for a limited term of wup
to 10 years, security by way of a
mortgage over a company's assets,
and profit shares instead of interest
charges. From January 1981, more-
over, special counters were opened in
all branches of the nationalized com-
mercial banks to accept 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 thess respects.
Zakat is collected in only a few strong-
ly Muslim states like Kedah and
Kelantan. Banks still pay interest, but
saving in retum for dividends has been
promoted by a Pilgrim’s Fund (Tabong
Hafi) and by a bumipurre unit trust
{Pernodalan  Masiongl), There have
been some pressures in Indonesia for
the establishment of Islamic banking,
but they have been resisted by officials
and disputed by some modemist
Muslims,

Amb banks have already estab-
lished branches in a number 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
there only in small, pilot institutions.
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IV. SOUTH-EAST ASIA, HONG KONG
AND THE REPUBLIC OF KOREA

The five ASEAN countries and Burma had strong rates of economic growth during the late 19705, at least twice
the average for advanced countries, and Hong Kong and the Republic of Korea had even stronger growth rates. In
1980 these rates were maintained or improved, except in the Philippines and Thailand where they nevertheless
remained high, and in the Republic of Korea, where disastrous harvests and other troubles led to a decline of over 6
per cent in real GDP. Although world recession in 1981 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 10 per cent in Hong Kong, despite falls in the prices of leading export commodities and
greater difficulties in marketing exports of manufactures. Economic conditions also improved in Democratic
Kampuchea, Lao People’s Democratic Republic and Viet Nam. There were, however, some troubles over the balance
of external payments in the Philippines, the Republic of Korea and Thailand, and these last two countries had to
devalue their currencies. Indonesia and Malaysia had reduced export surpluses, but not enough to cause serious
trouble. Except in Burma, inflation was a problem with rates ranging, in 1980, from 7 to 9 per cent in Malaysia and
Singapore to 29 per cent in the Republic of Korea. Nor was there much reduction of inflation in the first half of
1981. There were large increases of liquidity to fuel these inflations, although monetary restraint was being

atrempted in most of these countries during 1981, rogether with efforts to reduce large over-all fiscal deficits.

A. GROWING AND OPEN
ECONOMIES

The greater part of south-east
Asia is comprised by the five mem-
ber countries of the Association of
South-east Asian Nations (ASEAN),
the most effective politico-eco-
nomic group in the ESCAP region.
They give trading preferences to
one another on a limited range of
commodities, have agreement on
setting up five joint industrial
ventures, two of which are ready
for implementation, special arrange-
ments for consultation with GATT
and the EEC, and joint contacts
with Australia, Canada, Japan, New
Zealand and the United States.

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
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per capita GNP, in 1980, was
§ 428, well above the south Asian
level, and grew by 5.3 per cent a
vear during the 1970s, 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 Thai-
land's per capita growth rate in
the 1970s was 5.3 per cent a year,
and that of the Philippines was 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 Indonesia, by
contrast, the proportion for manu-
facturing 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 vear. It,
like Indonesia, has been helped by
discoveries of ocil and natural gas,
and, like the Philippines and
Thailand, is vigorously industrial-
izing. Manufacturing contributes
one fifth of its GDP and has been
growing by over 12 per cent a year.

Singapore,  formerly  very
reliant on entrepot trade, has
rapidly developed manufacturing
and a wide range of servicing activi-
ties to attain a per capita GNP of
§ 4,323, which has grown by nearly
7 per cent a year. Manufacturing
contributes 27 per cent of its
GDP, and services 67 per cent, both
largely export-oriented. It has, in-
deed, been so successful econom-
ically that it is passing out of the
ranks of what can properly be
called developing countres. Al-
ready its per capita income is
almost level with those of Ireland,
Israel and Spain, and not very far



below that of [taly; given con-
tinuation of  recent  trends,
Singapore should also have a higher
per capita income than New
Zealand before 1985,

These countries obviously have
achieved a remarkable economic
dynamism; one that owes much to
good agricultural progress and com-
paratively 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 com-
pared 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 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, the Philippines and
Thailand, 66 per cent for Malaysia;
they were 105 per cent for Hong
Kong and 244 per cent for
Singapore because of the additional
role of entrepot imports.

Openness was closely con-
nected with growth of GDP, for
this was largely export-led.
Malaysia and the Philippines, during
the 1970s, had growth rates for
exports about as high as oil-rich
Indonesia’s 65 per cent, 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
Philippines. Thailand had a faster
rate of 12 per cent for export
growth, and a rise in the share of
manufactures from 2 to 25 per
cent. In Singapore, the growth rate
for exports was 11 per cent, and
the share of manufactures (in-
cluding re-exports) rose from 27 to
46 per cent.

There is no such gquantitative
index for degree of market-orienta-
tion. But openness to foreign trade
and investment, particularly if these
grow rapidly, means a considerable
degree of market activity and
influence on the use and organiza-
tion of economic resources.
Dirigismne and autarkie tend to go
hand in hand. Yet none of these
economies allows market forces
unfettered sway. They  have
national economic plans, general
confrols beyond monetary and

Figure IV.1. South-zast Asian countries. Annual percentage change in real GNP/GDP per capita, 1976-1980
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fiscal measures over macro-£co-
nomic activity and investment
projects, and some public enter-
prises beyond public utilities. How-
ever, all give wide scope to private
enterprise and the search for
profit, seeking to harness market
forces, within and without their
countries, for purposes of eco-
nomic development.

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 3
per cent of GDP in 1980, bui
above a fairly steady proportion
of about 6 per cent during the
1970s, Burma is a socialist econ-
omy. The Constitution of Burma
provides that all land belongs to the
State. Banking and much of indus-
try is State-owned with the re-

mainder of industry being under
centralized controls. 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 capila
rose to just above & per cent, but
largely because of a big improve-
ment in the important rice harvest.

Hong Kong, like Singapore, 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

Figure 1V.2. Hong Kong, the Republic of Korea and Singapore. Annual percentage change in real GNP/GDP per capita, 1976-1980
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manufactures and services. It has
much the same level of per capita
GNP as Singapore and, during
the 1970s, much the same growth
rate.

The Republic of Korea also
emerged, after 1965, as an indus-
trialized economy and, during the
1970s, its export-led growth of
per capita GDP was exceptionally
high at nearly 8 per cent a year.
That brought its 1980 per capita
GNP to § 1,509, about the same
level as Malaysias. Exports, in
1979, were one third of GDP,
and manufactures 89 per cent of
exports; the growth rate for ex-
ports, in the 1970s, was 26 per
cent a year, and that for manufac-
turing industry 18 per cent a year.

Except, perhaps, for Burma,
these countries have strong eco-
nomic similarities and strong in-
terests in the world economy,
notwithstanding big differences of
size in terms of land area or popula-
tion. Indonesia, with a population
of 147 million, in 1980, had three
times as many people as the
Philippines or Thailand, four times
as many as Burma or the Fepublic
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 kilo-
metre in Malaysia to 3973 in
Singapore, or 4,320 in Hong Kong.

They have all reduced their
rates of population growth, largely

through well-developed pro-
grammes of family planning.
Burma, Indonesia, Malaysia, the

Philippines and Thailand now have
recorded rates between 2.1 and 2.4
per cent, as have most south Asian
countries; the rate for the Republic
of Korea is 1.6 per cent and that
for Singapore is even lower at 1.2
per cent. Hong Kong's rate averaged
a rather high 3.4 per cent between
1976 and 1980, but only because
of considerable migrations, illegal

During 1980 and 1981, there
were a number of important develop-
ments for increasing economic co-
operation among ASEAN countries.

A basis for co-operation in the
newly important fGeld of energy had
been laid by the ASEAN Council
on Petroleum and Energy formed in
1975, But it was not until September
1980 that a comprehensive programme
was worked out by a first meeting of
ASEAN energy ministers. This pro-
gramme involves both short- and long-
term arrangaments for co-operation
in regard to oil, natural gas, coal and
power utilities. Short-term measures
include emergency armngements for
sharing petroleum, and bilateral assist-
ance in regard to other schemes for
petrolenm or natural gas.

Five regional industrial projects
had been identified for joint govern-
ment sponsorship in 1976, and Japan
had offered § 1 billion in soft loans
to help finance them. Progress, how-
ever, was stalled by unexpected diffi-
culties in regard to feasibility studies
and other matters, so that it was not
until April 1981 that construction
began on the first project — a regional
urea fertilizer plant in  Indonesia.
A few months earlier, armngements
outside the 1976 agreement had been
completed for another regional fer-
tilizer plant in ecast Malaysia. In

Further ASEAN economic co-operation

January 1982, ASEAN economic
ministers agreed to establish three
more of thess projects; a copper
smelter in the Philippines, a motor
gear factory in Singapore and a soda
ash plant in Thailand, together in-
volving an estimated cost of § T8O
million, and all to be completed by
the end of 1986,

Trade preferences were further
extended, in May 1981, by the
eleventh meeting of ASEAN economic
ministers. The number of items sub-
ject to preferential trading arrange-
ments was increased to 6,581, of which
4508 had import values below
$ 50,000 in 1978. At the same time,
the ceiling walue was mised o
£ 320,000 for items which auto-
matically received a 20 per cent
preferénce  margin  (subject to ex-
clusion lists),

Two other developments involved
private sector interests, The ASEAN
Banking Council decided to form an
ASEAN Finance Corporation to help
finance  ASEAN-based investment
projects, and agreed that the banking
sectors of the five member couniries
should have equal participation in this
project, on an equity basis. In 1981,
private organizations within the auto-
motive industries also agreed to an
industrial complementation scheme for
automotive parts.

or legal, from China and, to a much
lesser extent, from Viet Nam.
Although Indonesia has slowed
down population growth, its people
are very unevenly distributed over
the land area. Two thirds of them
are concentrated in Java, which has
only 7 per cent of the land area and
go a very high density of popula-
tion. Yet, in the other islands, there
are big tracts of land which are
lightly peopled or still uncultivated.
For decades, the Government has
sought to relieve overcrowding and
poverty in Java by having people
move to these other islands, but
organization and financial deficien-
cies have inhibited success. Recent-
ly the oil boom has much increased

public revenues so that Repelita
I (the third five-year plan for
1979-1984) has an aim of moving
hall a million people to 250 new
settlements in Sumatra, Sulawesi,
Kalimantan or other islands.
Singapore excepted, compara-
tively high per capita incomes in
ASEAN countries do not mean that
serious problems of widespread
poverty, especially 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
capita, and 32 per cent of the urban
population below a poverty line of
§ 266 per capita. Another recent
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survey for Indonesia found that,
in Java, 51 per cent of rural people
were below a poverty line of § 98
per capita, and 28 per cent of
urban people were below a line of
$ 119. In Malaysia, it has been
estimated that 38 per cent of rural
and 13 per cent of urban house-
holds are below an official poverty
line; and, 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 reason for coexistence of
poverty with relatively high average

incomes is, of course, that wealth
and incomes are still very unevenly
distributed. The latest estimates of
income distribution available to the
secretariat for these countries puts
the poorest 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

1 This data comes from World
Bank, Sociol Indicators Deto Sheers,
May 1981; except for Malayvsia for
which the Fowurth Malaysia Plan is
the source.

il and natural gas give Brunei, a
country of only 5,765 sguare kilo-
metres and 213,000 people, a higher
per capita income than Ausiralia or
Japan. In 1979, this income was
§ 10,680, and nearly nine tenths of
it was derived from outputs of 254 000
barrels of crude oil and over 8 billion
cubic metres of natural gas. Some
crude is processed in a local refinery,
which is being extended, but most
of it is sent to two refineries in neigh-
bouring Sarawak. Brunei, however, has
the world's largest liquefaction plant
for matural gas, capable of producing
6 million tons of liguid gas a year.
By far the greater part of its output
goes to Japan under a 20-year contract.

Although the petroleum industry
provides nine tenths of Brunei's
income, and almost all the exports,
it employs less than a tenth of the
work force. Agriculture does not
absorb more, producing only enough
dce for about half of domestic require-
ment, some cassava, sweel potaloes,
bananas and a declining ouiput of
rubber — only 600 tons in 1979,
Manufacturing outside the petroleum
industry, is very little developed. Yot
imports, in 1980, were only one
ninth of exports and the trade surplus
was § 2,024 million, permitting
another large addition to reserves of
foreign exchange which had reached
$ 2,830 million in 1979.

Government revenue, similarly,
far exceeded government expenditure
as much the greater part of revenue

The Sultanate of Brunei

comes from oil and natural gas. In the
budget for 1981, it was anticipated
that revenues would 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 attempls are being made to
diversify the economy in anticipation
of the exhaustion of petroleum
resources. The third five-year pilan,
for 1975-1979, had allocated 5B 760
million for development spending,
mainly in education, health, communi-
cations and agriculture. Brunei now
has a modem seaport, a modemn air-
port and its own airdine. 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 of rice, livestock and food
for livestock. Im 1979, a Japanese
company began a large project for
breeding catile, and a Hong Kong firm
has followed with a large fish farm to
raise prawns and cels. Buta 1,250 acre
paddy scheme was set back by bad
weather, and another one was also
halted,

The fourth plan, for 1980-1984,
has increased development spending to
$B 1.7 billion. Most of it has been
allocated to facilities for road, sea and
air transport, postal services and tele-
communications, electricity and water
services, schools and hospitals.
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42-44 per cent of total household
income in Indonesia and Thailand,
and no less than 54-56 per cent in
Malaysia and the Philippines.

The position 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 than § 5,700, the average
household income being § 7,100.
In the Republic of Korea, income
distribution was similar to that of
Thailand; the highest 20 per cent
recieved 45 per cent of total house-
hold 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 Korea
received 16 per cent of the total
income as compared with 19 per
cent in Indonesia.

These comparisons are neces-
sarily 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 inequalities. For
that reason, national economic
plans now give greater emphasis to
direct corrective measures, especial-
ly in regard to the rural areas,
which still contain most of the
populations in south-cast Asian
countries, Singapore excepted.

B. EMPLOYMENT AND
OUTPUT

Indonesia has about two thirds
of its labour force engaged in agri-
culture and, because of the over-
crowded conditions in Java, many
of them are landless labourers.
Probably about two fifths of the
rural labour force is underem-
ployed, a general average in 1975
for developing market economies in



Table IV.l. South-east Asian countries, Hong Kong and the Republic of Korea. Population, employment and

real income, 1976-1980

GNP Annual percentage growth rates
fopmiaion BOpLYMENG BN e Population Employment Real GNP
(million) (million) (s) 1976.1979 1980 1976.1979 1980 1976.1979 1980
Brunei 0.2 10 680" 7.1 8.2 ;
Burma 34.1 13.2° 165 2.2 2.2 2.2 " 6.0° g.3"
Hong Kong 5.1 22 4207 33 15 43 75 9.1%  104P
Indonesia 147.5 - 428 24 2.3 4.6 - 6.6 8.5
Malaysia 13.6 5.1 1669 28 2.1 40 34 7.6 8.2
Philippines 47.9 17.0 750 24 26 4.1 3.7 6.7 4.7
Republic of
Korea 38.2 13.7 1 509 1.6 1.6 3.7 0.3 9.4 -6.2
Singapore 24 1.1 4323 1.2 1.2 5.2 5.5 8.4 10.2°
Thailand 47.2 19.9 682 24 2.2 2.2 2.6 7.0 6.3

Sourcer  United Nations, Monthly Bulletin of Stavistics, October 1981; World Bank, /980 World Bank Atlas; 1LO, Bulletin af
Labour Statistics 1981 and Yearbook of Labour Statistics 1980; ADB, Key Indicarors, April 1981 ; and official national sources.

® 1979,
b Gor.
€ 1976-1978.

Asia.? It has increased somewhat
the area of land under cultivation,
and also the proportion of such
land which is under irrigation. Any
expectation that these develop-
ments would increase rural employ-
ment 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 whele
labour force in 1978, but, even if
it is correct, the mtio is misleading.
General averages, again for the
developing market economies of
Asia, give urban unemployment at
69 per cent and urban under-
employment at 232 per cent.
Much rural unemployment must
escape registration and, in any
case, underemployment is con-

2 110, Aslan Dévelopment in the
1980, p. 13.

siderably greater than unemploy-
ment, in both villages and towns.

Similar remarks apply, with
varying force, lo unemployment
statistics for  Burma, where
recorded unemployment was 3.7
per cent in 1979, Malaysia where
it was 5.6 per cent, the Philippines
where it was 5.2 per cent, and
Thailand where it was 5.4 per cent.
More believable are the recorded
rates of 2.8 per cent for Hong
Kong, of 38 per cent for the
Republic of Korea, and of 3.4 per
cent for Singapore in 1980,

In Burma, as in Indonesia,
about two thirds of the labour
force is in agriculture, and there
has been little recent change in
the distribution of labour over
the wvarious sectors of the econ-
omy. 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
& marked shift in the distribution of
labour from agriculture, forestry
and fishing to industrial and service
industries. A drift of labour from
rubber estates, for example, has
added to their problems in im-
proving rubber output. Employ-
ment in manufacturing has in-
creased by nearly 8 per cent a year
in the 1970s, 2.4 per cent more
than the corresponding rate of
increase for the labour force, and
there are labour shortages in the
country’s export processing zones.
Labour shortages have also recently
become acute in construction activ-
ities, and have been partly filled
by migrants from Indonesia.

Migration accounted, in 1980,
for more than a tenth of Singapore’s
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labour force because of rapid eco-
nomic growth and a marked decline
in the rate of natural increase for its
own population. Subsidiary factors
were the policy of wage restraint
that, after the 1973 world oil crisis,
checked growth of real wages and
so improvement of labour produc-
tivity. A reverse policy was in-
troduced in mid-1979; it provided
for accelerated increases of wages
over a three-year period in order
to reduce excess demands for
labour, to encourage growth of
productivity, and to promote a
redistribution of labour towards
skill-intensive or middle technology
industries. In 1980, partly as a
result of this new wage policy,
growth of employment slowed
from 65 to 5.5 per cent, and
productivity improved by 5.0 per
cent as against 2.6 per cent in 1979.

In Hong Kong, by contrast,
unemployment increased, in 1980,
because immigration and other
factors raised the annual growth
rate of the labour force to nearly
9 per cent a year. In March 1981,
unemployment was over 4 pér
cent of the labour force. More
than half of employment i in
manufacturing, which had sluggish
growth in 1980, and more sluggish
growth in 1981, because the
world recession adversely affected
Hong Kong'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 indusirial
employment did not increase much
because of the detedoration 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 un-
employment rate dropped to 4.7
per cent,

The Philippines and Thailand
both had similar checks to the
growth of employment. Unemploy-
ment 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 in-
dustries. Their expansion has been
checked by the world recession,
among other factors, so that

Table IV.2. South-east Asian countries, Hong Kong and the Republic of Korea. Sector contributions to real GDP,
1976-1980

(Percentage]

Manufac- Finanee Public
furing, {banking, adminis-
electricity  Cons- fnsurance fration
Agri- gus and fruc-  Trans and real arnd
culture  Mining warer Hon port  Trade estare) defence  Others

Buifrra 1976-1979 36.2 1.2 11.4 21 53 23.7 28 pmialhd s
(MNet output FY

1969/70 MF) 1980 374 1.2 11.5 2.8 54 22.0 32 dawlbl waw
Indonesia 1976-1979 337 11.3 12.8 5.3 5.0 16.3 1.7 1.8 6.1
(GDPCY 1973 MF) 1980 il4 9.4 15.0 5.7 54 16.3 30 8.9 4.9
Malaysia 1976-1979 259 48 20.3 4.0 6.2 12.5 8.1 = _IB.I: i
(GDPCY 1970 MF) 1980 136 4.6 21.7 4.6 6.4 12.5 8.1 ol zEa
Philippines 1976-1979 26.4 2.2 25.7 7.2 53 Y e TES i
(GDPCY 1972 MP) 1980 25.T 2.6 264 7.3 53 WS Ll p b o e R e
Republic of Korea 1976-1979 20.8 1.3 31.9 58 7.0 184 36 32 8.0
(GDPCY 1975 MP) 1980 154 1.2 34.8 6.4 83 18.2 4.2 3 8.4
Singapore 1976-1979 1.5 0.4 255 53 164 156 15.6 B = i,
(GDPCY 1968 MP) 1980 1.2 04 269 4.8 17.8 244 16.6 SN 7. AN
Thailand 1976-1979 27.6 1.5 22.0 5.0 6.2 17.0 5.1 40 11.6
(GDPCY 1972 MP) 1980 25.1 1.7 22.8 5.7 6.4 16.0 57 4.3 12.3

Souwrcexr Official mational sources.

2 Indudes imputed bank service charges and import duties.
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unemployment increased to 5.4 per
cent in 1980, and was worsening in
1981 due to many shutdowns and
retrenchments. In Metro Manila,
unemployment  was  especially
severe,® although about 500,000
workers had gone to overseas
jobs, mainly in the Middle East.

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

The annual growth rate for
total output (GNP at constant
prices) had, between 1976 and
1979, averaged 8.4 to 9.7 per cent
for Hong Kong, the Republic of
Korea and Singapore, and 6.0 to
7.8 per cent for Burma, Indonesia,
Malaysia, the Philippines and
Thailand. In 1980, Burma's growth
rate improved from 5.4 to 8.3 per
cent because of good harvests,
Indonesia’s from 5.3 to B.5 per cent
because of the big rise in oil prices,
and there were smaller improve-
ments for Hong Kong, Malaysia and
Singapore. Forward estimates for
1981 pointed to only small falls in
the rates for these last three
countries.

The Republic of Korea had
a sharp fall, in 1980, from a posi-
tive growth rate of 7.1 per cent to
a negative rate of 6.2 per cent,
although it recovered in 1981 to
reach 6.5 per cent. Bad harvests
were partly to blame for the de-
cline. Thailand had a decline to
6.3 per cent in 1980, and expected
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

3 According to one authoritative
estimate the rate reached 26 per ceat in
the first half of 1981.

per cent and the official estimate
for 1981 was 5.0 per cent.

In Burma, agriculture, forestry
and fishing provide nearly two
fifths of GDP, and two thirds of
export receipts have recently come
from rice and teak. Economic
progress thus depends a good deal
on weather conditions. Severe
drought in 1979/80 had checked a
favourable growth trend that had
resulted from a shift of government
policy, in 1975, to increase produc-
tion incentives and the scope for
private enterprise. But there was a
good monsoon in 198081, and real
GDP increased by 8.3 per cent.
Other favourable influences than
the monsoon included extension of
the area under high-yvielding varie-
ties of rice, an 11 per cent increase
of manufacturing's contribution to
GDP, increased activity in forestry
and some recovery of the neglected
mining sector.

The area under high-yielding
varieties of rice more than doubled
after 1977 to become over
two fifths of the total paddy area
in 1980, a development which was
associated with three major irriga-
tion projects, and with more than
a doubling of applications of com-
mercial fertilizer. The expansion of
manufacturing activity has also
been geared to agricultural progress,
especially 1o industries processing
rice, jute and sugar or providing
urea fertilizers and other agricul-
tural inputs. Expanding manufac-
tures also include pulp and paper
mills, wood processing and fur-
niture factories, and cement fac-
tores 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 103,000 cubic tons. But in
1980/81 forestry production was

expected to maintain the & per cent
annual rate of growth that had been
achieved since 1975, The previously
neglected mining sector also began
to recover about 1975 and,
between then and 1979/80, the
output of oil increased by one half
and that of natural gas doubled.
Other mining outputs include tin,
the most important one, antimony,
copper, iron, lead, zinc, gems,
gold and silver; in 1980/81, they
added 15 per cent to export
receipts. These outputs have long
been adversely affected by un-
settled conditions in the remote
areas of many mines and by trans.
port  difficulties. Some new
projects, however, are under way
for copper, iron, tin and tungsten.

Indonesia’s economic fortunes
are also closely bound to agricul-
ture, forestry, fishing and mining
as, together, they now yield two
fifths of its GDP. Since 1975,
paddy production has been fairly
steadily increasing by a satisfactory
5 per cent a year because of a
continuing spread of improvements
associated with the green revolution,
The rice crop, in 1980, was over 20
million tons, an increase of more
than one half over 1970; it was
expected to reach 22 million tons
in 1981, another bumper crop
leading to storage problems but
reducing the need for imports of
rice. The output of maize has been
rising at about the same rate, and
those of coffee, tea and sugar by
7-9 per cent a year, although there
have been declines for cassava,
soybean and sweet potatoes. The
output of palm oil has also in-
creased by 10 per cent a year, but
those of copra and rubber by only
3 per cent.

Indonesia has the most exten-
sive concentration of tropical hard-
woods of any country, and 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
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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
since 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, however, there has been
some recovery as the monthly rate

of production rose from 47 million
to over 50 million tons in March
1981.

Recent manufacturing progress
has been more satisfactory.
Repelita 111 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 out-
put 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 refriperators, by 24 per cent
for cement, by 15 per cent for
tyres, by 13 per cent for light
bulbs, by 9-11 per cent for tele-
vision sets, radio sets, sewing
machines and yarn, but by less than
9 per cent for textiles, paper and
fertilizer. Large-scale development
projects also stimulated the con-
struction and service sectors, both

This small land-locked country,
with a scattered population of about
3.6 million, took its present political
torm in 1975, and overcame the last
guerrilla resistance to the change two
years later. It has had difficult eco-
nomic problems due to a long war
supervening on basic conditions of
under-development, They were made
worse in 1978 by serious food shor-
tages resulting from widespread and
damaging floods. The country, more-
over, depends on Thailand for most of
its rice imports, which account for
about one third of rice consumption,
and the border was temporarily closed
for two months because of a dispute
with Thailand. By 1979, however,
paddy output seems to have regained
its 1976 level of 858,000 tons, and
there were good harvests in 1980/81
which brought the ouiput up to a
reported 1,009,000 tons. Gains were
also made for the minor outputs of
root crops, vegetables, peanuts, sugar-
cane, 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 of the population and
provides more than two thirds of
GNP; in particular, to reduce the long
standing dependence on substantial
imports of cereals. Industry, by con-
trast, absorbs only 5 per cent of the
labour force, according to ILO esti-
mates, and may not provide more than
3 per cent of GNP. Per capita income
is estimated by the World Bank at
$ 100, which would put the republic
among the least developed countries.

A major difficulty is a weak
foreign  trade, Ower the triennium

Lao People’s Democratic Republic

1978-1980, commercial  exports
averaged only § 13.6 million a year,
commercial imports § 168 million
a year, and aid imports § 43,8 million
a year. There is also trade of a barter
kind, both official and private, with
Viet Nam and Thailand. Official barter
trade involved exports of § 6.2 million
a year, and private barter trade exports
of § 5.9 million a year; in both cases
there were balancing imports. Total
exports thus averaged § 37.9 million
a year, and total imports 5 40.8
million a vear. In the first half of 1981,
total exports were § 16.7 million and
total imports § 24.7 million.

Barter exports include scrap lron,
rattan goods, handicrafts and medicinal
plants. Forestry products, electricity
and coffec are the major commercial
exports, Tin used to be a major export
commodity, but iis production shrank
because of wartime damage to mine
installations, loss of technical and
managerial staff, and unsettled condi-
tions 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.

Wood exports, however, have
been retarded by serious deficiencies
of logging equipment, sawmills and
transport facilities. Electricity was a
recent export to Thailand from the
MNam Ngum dam, constructed on a
tributary of the Mekong; its second
phase came on stream in 1975 and
brought capacity toe 110,000 kWh.
About 90 per cent of the output was
bought by Thailand at an annual cost
of § 6-8 million. Coffee has become
the only important export crop, but
producing and processing methods

leave much to be desired so that hig
improvements are possible in regard
to the quantity and quality of ocutput.
Export growth, generally, i3 handi-
capped by meagre and deteriorated
transport facilities. Some foreign ex-
change iz also gained for fees for over-
flights of Laotan territory by inter-
national airlines, but not encugh to
prevent, in 1979, a net deficit om
services amounting to § 35 million.
This brought the total current deficit
to about § B4 million, or over twice
export receipts,

It was financed by varions types
of aid. Project aid contributed § 26
million, technical assistance § 30
million, and commodity aid, mainly
for food, $ 32 million. Modest in-
creases were made to project aid and
technical assistance in 1980, and
commodity ald increased by one third.
It seems that about half the total aid
came from centrally planned econo-
mies and the other half from inter-
national financial institutions, espe-
cially the Asian Development Bank,
and the International Development
Association, Japan, the Netherlands,
Sweden and Australia.

The Lao People's Democratic
Republic has made only chequered
progress towards realizing a socialist
and centrally planned economy. In
1976, the Government nationalized
various key industries along with
the banking and foreign trade sectors,
and attempted to promote agricul-
tural co-operatives. Prices were also
controlled, and major foods were
distributed by State agencies at sub-
sidized prices. Budgetary difliculties
associated with these measures led to
bottlenecks and Iimbalances so that

72



of which have shown strong recent
growth.

In Malaysia, agriculture has
grown more slowly than real GDP,
and mining has actually declined,
so that most recent progress is due
to manufacturing and construction,
The net output of agriculture,
livestock, forestry and fishing in-
creased by less than 4 per cent a
yvear betwen 1974 and 1980 and
was only 3.8 per cent in 1930.

policies were revised in order (o
tighten government spending, lber-
alize domestic trade, make prices more
flexible, and give price incentives to
farmers. These revisions were not
enough and, in 1979, further changes
were made, including payment of
higher prices to farmers, halting the
establishment of co-operatives, and
adjusting administered prices nearer
to free market levels. At the same time,
the old kip was replaced by a “‘libera-
tion kip", worth 20 times the cld one,
and there was a devaluation of 20 per
cent o make the liberation kip equal
2.5 US cents. Continuing severe
inflation then led to a “‘new liberation
kip" worth 100 of the former one, and
to a further 75 per cent devaluation.
The new liberation kip became warth
6.7 US cents — a rate which also soon
became unrealistic under pressures of
inflation, although mounting govern-
ment deficits were wholly financed
by external aid after 1979.

The economy continues to be
held back by shortages of skilled
labour, limited capacites to plan
projects or execute them, scarcity of
domestic finance, uncertainty about
the foreign aid needed to cover deficits
in government finance and in the cur-
rent balance of payments, and general-
Iy unsettled political conditions in the
Indo-China area. There were, however,
encouraging signs of progress in 1981.
Good harvests cased the food situation,
large stocks of timber had been accu-
mulated for export, and activity was
plcking up in a number of other arcas.
Given reasonably good weather con-
ditions for 1981/82 harvests, the Lao
People’s Democratic Republic should
make further slow progress in 1982.

It was expected to grow by 3.1 per
cent in 1981 and by 3.2 per cent in
1982, and the estimate for rice
production was an increase of
only 2.5 per cent in 1981. An
important cause of the slow growth
of this sector’s net output in
1981 was dedining outputs for logs
and timber due to the Govern-
ment's policy of conserving forests.
Falling prices for rubber and pepper
had the effect of limiting the in-
crease of rubber output to an
estimated 0.8 per cent and of
decreasing pepper output by one
sixth. Tobacco production dropped
by 29 per cent because of a crop
failure. It was, however, expected
that there would be increases 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.

There 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 led the
Government to reduce Malaysia’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 10 per cent in
1981. The biggest expected in-
creases were for cement {30 per
cent), basic metals (16 per cent),
processing of agricultural products
(15 per cent) and chemicals (9
per cent). The lowest increases
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 cent in 1980, and
that rate was expected to he 12.5
per cent in [981. The services
sector had expanded by 9 per cent
in 1980 and was expected to grow
somewhat less rapidly in 1981,
mainly because of a slower expan-
sion 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
been greater but for a deliberate
policy of increasing public sector
spending to provide a counter-
vailing domestic stimulus. The
fourth Malaysia Plan for 1981-
1985 will continue that policy,
as will the 1982 budget, which
gives liberal tax concessions and
other fiscal incentives to stimulate
the private sector, especially in
regard to industrial production.

Rubber and tin account for
only a fifth of Thailand's exports
so that it has been less affected
than Malaysia by recent falls in
the prices of these two commodi-
ties. Rice and cassava are more
important, accounting for a quarter
of Thailand’s exporis, and other
agricultural products for about a
seventh. Weather 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 1979, rose by 6 per cent
in 1980, and is expected to have
risen by about 8§ per cent in 1981.
These fluctuations, of course, affect
real GDP as well as the volume of
exports. Agriculture’s contribution
to real GDP declined, in the 1970s,
from one third to one quarter,
partly because there was little
improvement of agricultural pro-
ductivity but more because of
vigorous growth and diversification
of manufacturing activities. Their
contribution to real GDP rose
from 16 to 21 per cent, and im-
port-substituting industries, which
had accounted for one third of the
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Table IV.3. South-east Asian countries, Hong Kong and the Republic of Korea. Annual percentage
growth rates for indexes of production, 1976-1980

Agriculture Mining Manufacruring Eleciricity

19761979 1980 1976-1979 1980 1976-1979 1980 1976-1979 1980
Burma® £ 10.6 11.3 4.7 5.3 11.8 94 10.5
Hong Kong 2.0 7.3 A s e i 11.5 11.1
Indoncsia 2.4 4.5 52 bl 11.8 S 15.7 o
Malaysia 4.0 4.2 =04 =2.0 12.2 8.9 10,9 9.9
Philippines 4.3 2.6 65 N | 4.7 5.0 10.0 i
Republic of Korea 6.4 -11.% 29 -0.9 22.0 - 1.8 15.8 4.4
Singapore 35 40.6 12.0 12.3 11.5 7.6
Thailand 4.3 59 s 13-.15]:I ﬁ.lb 12.1 5.7

Sourcer FAOD, Production Yearbook 1980 United Nations, Monthily Bulletin of Statisties, October 1981; ADB, Key Indicators,
April 1981; Report of the Pyithu Hluttaw on the Financial, Economic and Socigl Conditions of the Socialist Republic of the Union

of Burma for 1981 /82; and Singapore, Yearbook of Statistics 1980/81,

% Fiscal year,
B Industry.

sector's growth in  the 1960s,
made a negative contribution in the
1970s. That growth became largely
export-led, particular success having
been scored by textiles, cdothing
and integrated circuits. The Govern-
ment gave special incentives for
such industries as they are labour-
intensive, make considerable use of
local materials and are export-
oriented. Less successfully, it has
also tried to decentralize industries
away from Bangkok.

Rubber output has declined
because of lower prices and security
problems, fishery output because of
higher costs and difficulties in
marketing, and forestry output
because of declining yields and
areas. Growth of manufacturing
has been adversely affected, since
1980, by the check of world
recession to demands for manu-
factured exports, by high interest
rates and tight money encouraging
stock decumulation, and by prices
falling below expectations for some
crops. There were decreases of out-
put in the first half of 1981, for
soft drinks, petroleum products,
paper and plywood; and below

usual increases for textiles, tobaceo,
canned pineapples and some
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products of the iron and electrical
industries. Large increases of out-
put, however, occurred for sugar,
machinery and {transport equip-
ment, cement and artificial flowers,
Some improvement was anticipated
durng the second half of 1981,
particularly as an 8.7 per cent
devaluation would help manufac-
tured exports. Industry’s contribu-
tion to real GDP, therefore, was
forecast as 7 per cent higher than in
1980.

The Philippines suffered, in
1980, from reduced 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 §
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 in
1981. Most industries were af-
fected, to some extent, by the
higher cost of oil and other forms
of energy, higher wages or
monetary stringency in 1980, Ex-
port industries were also affected
by the agricultural situation, or by
the reduced demands for manu-
factured exports.

The slowing down of industrial
growth seems to be more a con-
tinuation of a declining trend since
the first oil crisis. Longstanding
government policies of promoting
import-substituting industries had
fostered high-cost and relatively
inefficient manufactures, and their
growth inevitably tended to slow
down as coverage of local markets
became more extensive. That came
to be realized in 1980, when the
Government, with substantial new
aid from the World Bank, began
an ambitious programme of struc-
tural adjustment in order to im-



prove industrial efficiency and
competitiveness, as well as to
relieve unemployment, poverty and
dependence on imported energy.
Reforms made during 1980, in
accordance with this programme,
included reductions of tariffs,
rationalization of tax and other
government incentives to industries,
and financial aid to those having
to adjust to more competitive

conditions. 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
geographically  dispersed, indus-
trialization; but most of them
would be delayed because of dif-
ficulties over external finance.

The Government of Singapore
has also recognized a need for

accelerated structural adjustment.
although quite a different one,
Vigorous economic development
had been based on comparative
advantage in labour-intensive activ-
ities; but that has become eroded
by the labour shortages and the
high real wages which have resulted
from  successful development.
Between 1970 and 1980, the share
of manufacturing in Singapore's

The recently issued OECD, De-
velopment Co-operation, | 98] Review,
makes it clear that development as
sistance remains an important catalyst
to development and that it is indis-
pensable for poorer developing coun-
tries. Yet the mandate for aid is
eroding in some DAC countries and
there i& an urgent need for its re-
construction.

During the decade ended 1980
the total externmal resource flow to
developing countries increased in real
terms by about two thirds to § 80.2
billion. Concessional flows or ODA
increased by around a half to § 305
billion. There was a relative increase
in the importance of non-concessional
financing; between 1970 and 1979 its
ghare of flows increased from 58 to
64 per cent.

There were significant composi-
tional shifts in net total resource Mows.
The contributon of DAC bilateral
ODA declined from 30 to 19 per cent
between 1970 and 1979; the share of
OPEC bilateral ODA increased from 2
per cent in 1970 to 9 per cent in 1975
and then declined to 6 per cent in
1979, In the case of non-concessional
flows the share of direct investment
declined from 20 to 17 per cent and
that of the banking sector increased
considerably from 16 to 24 per cent.

ODA flows provide over B0 per
cent of the external financing of low-
income countries. In real terms there
has been a decline in this type of
assistance between 1974 and 1979,
Low-4dncomé countries recording a
decline or stagnation in real QDA
receipts  included [India, Indonesia
and Viet Mam in the ESCAP region.

There is evidence of a recent
effort to increase ODA flows to LDCs,
Between 1977 and 1980 ODA assist-

International development assistance

ance in current price terms to LDC
countries increased by two thirds,
Within the ESCAFPF region the increase
was 50 per cent to § 1,505 million
but the real increase would have been
much smaller.

Progpects for ODA

In 1980 ODA provided to de
veloping countries and multilateral
institutions increased by 17 per cent in
nominal and 7 per cent in real terms,
However the share of ODA from DAC
members, at 0.37 per cent of their
combined GNPs in 1980 and averaging
just over 0.35 per cent during 1975-
1980, was considerably lower than the
United Wations target of 0.7 per cent.
The prospects for continued growth in
ODA are not encouraging, The OECD
report anticipates a growth in real
terms of ODA from DAC countries
(which provide some 75 per cent of
total ODA) of between 3 to 4 per cent
per annum, which is starkly below that
achieved in 1980 and well below the
4 to 5 per cent rate of growth attained
in the second half of the 1970s.

‘The actual outcome in DAC coun-
tres will be heavily influenced by the
performance of the United States.
Current indications point to a {uture
decline in real terms in ODA from this
country which accounted for 27 per
cent of the DAC ODA contributions in
1980. However, it is anticipated that
France, the Federal Republic of
Germany and Japan will continue to
increase their relative aid efforts in
real terms over the medium term and
these countries account for over 40
per cent of the DAC total. There is
evidence, however, of donors switching
increasingly from commodity to pro-
ject aid and the disbursement period is
typically much longer in the latter
case.

The outlook is bicak concerning
the agreed § 12.5 billion replenishment
of IDA funding for the period 1980-
1983, The contribution of the United
States in 1981 and 1982 was markedly
lesz than anticipated and other con-
tributors reduced their contributions
proportionately also in 1982, It is
likely, therefore, that the replenish-
ment will take place over a four or
five year time period.

Prospects for ODA flows will be
further affected by recent and ex-
pected developments in the price of
oil. At the time of writing it appears
that the real and nominal prices of oil
could continue to decline through to
the middle 19808 and this will in-
evitably affect the ODA contributions
of the OPEC countries which ac-
counted for about one fifth of total
ODA in 1980,

If the slower rate of growth in
ODA materializes, it will be increasing-
ly difficult for aid donors to respond
to new needs and priorities, such as
those of the LDCs, of food and energy
production, or to maintain the momen-
tum of expansion of multilateral
Programimes.

Particular problems can be ex-
pected in the funding of multilateral
agencies. Given the current over-all
aid policies of two major multilateral
donors — the United Kingdom and
United States — and the position of
some countries that their shares in
financing multilateral agencies are too
large, it is unlikely that the require-
ments of the agencies 1o expand acti-
vities in real terms at 5 per cent per
annum will be funded. This could have
serious implications for the funding of
activities in agriculture and the LDCs
which have received particular empha-
sis in multlateral programmes.
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GDP rose from 20 to 24 per cent,
and manufacturing production 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 fur-
niture, petroleum refining, chemical

products, electrical and electronic
products, aircraft servicing, ship-
repairing, shipbuilding and oil-rig
building. Early growth of manu-
facturing had depended mostly on
import substitution, the limits of
which were soon reached in a small
domestic market. The Economic
Development Board then fostered

export-oriented and labour-inten-
sive activities such as textiles,
clothing and electronic products as
well as petroleum refining. Later
it encouraged, and market con-
ditions favoured, a shift of manu-
facturing activities to medium
technology and skill-intensive in-
dustries such as shipbuilding, oil-rig

Since the political reunification of
¥iet Nam in 1976, steps have been
taken, within the broad framework of
a transformation to a system of State
control and planning, to promote
agricultural collectives, to transform
private industry, to redeploy labour
from overcrowded cities to “new
economic zones™ in Hghtly settled
areas, and to co-ordinate the economic
activities of the more industrialized
and the more agricultural regions of
the country.

In 1980, the northemn part of the
country was hit by typhoons, and the
central area emcountered exceptional
drought conditions. Part of the rice
deficit was met by such dry crops as
maize, wheat, manjoc and sweet pota-
toes, the production of which had
been encouraged as a means of agricul-
tural diversification. Shortages of boats
and equipment caused a reduction in
the fishing catch.

A variety of measures were in-
troduced to improve the food situation.
Acreage of dry crops was increased,
and family farming was encouraged.
The new system of contract farming
involves:

(a) Allocating plots of land for
two to three years to labour-
ers in return for a specified
amount of produce supplied
to the State;

(b} Performance by work teams
of soil preparation, supply of
seed and fertilizer, irvigation,
drainage and crop protection;

(c) Contracts to individual work-
ers for transplanting, cultiva-
tion, crop tending and har-
vesting:

{d) Allocation of that part of the
harvest which meets the quo-
ta set according to work

The Socialist Republic of Viet Nam

points on the previous col-
lective system;

{e) Distribution of the remainder
of the harwest to contract
workers on a percéntage basis
{often 100 per cent),

Associated steps include replacement
of the progressive tax on co-operatives
by a fixed one, stabilization of State
purchases of farm products up to
1985, and provision of greater auto-
nomy to collectives.

Favourable results have been re-
ported, primarily because of an in-
creased area of cultivation, a return of
workers to agricultural activities, and
the new incentives to higher producti-
vity. In spite of continuing shortages of
such inputs as fertilizers, insecticides,
and fuel, the new policies combined
with good weather conditions in 1981
to increase agricultural output by 4
per cent in value terms, The spring
rce crop provided am output of 12.5
milion tons of paddy, exceeding the
official target for 1981. Total food
output for the year reached an all-
time high of 15 million tons; this
permitted the State to purchase a
record of 2.5 million tons of food. The
number of both domestic animals and
fowls has increased; in particular, the
number of pigs was up by 4.5 per cent,
that of buffaloes by 2.7 per cent, and
cows and oxen by 6.3 per cent.

Industrial production for 1981 in
the aggregate met its target, which was
a little higher than the level achieved in
1980. Output of local and small in-
dustries and handicrafts increased by 7
per cent. Output of electricity rose by
4.4 per cent, coal by 11.7 per cent,
transport barges by 18.2 per cent,
launches and tughoats by 31.5 per cent,
sugar by 33 per cent, tinned food by
23 per cent and cigarettes by 41.8 per

cent. In the construction sector a
number of large-scale industrial projects
were being accelerated. Shortfalls below
targeted levels were experienced, how-
ever, in some industrial products,
export goods, transport and capital
construction.

Viet Nam's major export is coal.
Its production has, however, been
adversely affected by a shortage of
miners and deterioration of mine
equipment. Coal output appears to
have fallen from 6.2 million tons in
1977 to 5.3 million tons in 1980,
followed by an estimated increase to
5.9 milion tons in 1981. Assistance
from the Soviet Union helped to ex-
pand mines in four areas during 1981,
improving output and export prospects.

The Government has introduced
various economic reforms in the in-
dustrial sector. These include payment
of higher procurement prices to in-
crease supplies of raw materials, and
maore 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.

Substantial quantities of aid have
been provided to Viet Nam in recent
vears by the Soviet Union and other
CMEA countries. Other significant aid
suppliers have included Sweden, Fin-
land and France. Though the World
Bank in 1981 undertook no new lending
to Viet Mam, the Intemational Mone-
tary FEund's allocation of special
drawing rights (SDRs) was increased
from § 12 million to § 28 million.

In a report presented to the
Vietnamese Mational Assembly in late
1981, the Chairman of the State Flan-
ning Commission indicated that among
the fundamental tasks of the 1982
State plan would be the development
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building, the manufacture of pre-
cision instruments, portable elec-
trical tools and computer periph-
erals. By 1975, high added-value
industries were absorbing more
than half the manufacturing work
force and contributing nearly three
quarters of total added value in
the manufacturing sector. By 1979,

of agriculture and consumer goods
production to meet domestic demand ;
satisfaction of the people’s basic needs
for food, clothing, education, medical
treatment, and transportation; read-
justment of production, capital con-
struction, and communication and
trunsport; and continwation of the
socialist transformation.

Agriculture continued to be re-
cognized as the sector requiring the
greatest emphasis, not only as the
means of satisfying the people's
essential food and clothing needs bui
also as a major source of supply to
the consumer poods industries and
exporl markets. A target of 16 million
tons of starch food was set one million
tons (or 6.7 per cent) higher than the
previous peak year of 1981. Among
other major agricultural activities, pig
raizsing was fo be increased by 6 per
cent and cattle mising by 4 per cent.
Fish output and timber exploitation
were cach targeted for 5 per cent
growih over 1981.

In industry, emphasis was to be
placed on consumer goods production,
especially necessitics such as textiles,
paper, and medicines. Priority was to
be given to key industries such as elec-
tricity, coal and fertilizer. Textile out-
put was (o be increased by 62 per
cent over 1981, paper by 31 per cent,
electricity and coal by 6 per cent each,
and cement by 77 per cent.

In the social field, the State plan
provided [or an increase in universal
school enrolment to 12.3 million
during the 1982/83 academic year and
an increase in the number of students
in complementary education by 5 per
cent to reach 50,000, It was planned
to build 11,430 medical establish-
menis and sanitoria containing nearly
200,000 beds, a 3.7 per cent increase
over 1981,

moreover, export sales were two
thirds of the sector’s total sales.
In that year, the Government
announced a programme for big
increases of wages so as to dis-
courage inefficient or wasteful use
of labour, and to encourage
development of high added-value
industries.

World recession, and increasing
competition by other developing
countries (including ASEAN mem-
bers) in exporting labour-intensive
manufactures to advanced coun-
tries, have slowed down the expan-
sion of manufacturing production
from 15 to 12 per cent in 1980,
and there was no improvement up
to mid-1981. The garment and
sawmilling industries contracted
and also petroleum refining; the
garment industry because of rising
labour costs and market restric-
tions in OECD countries, saw-
milling because of lower demands
for its outputs and supply difficul-
ties over inputs, and petroleum
refining because of the oil glut

caused by lower demands for
petrolewm.
Entrepot trade is still im-

portant enough to make the con-
tribution of the wholesale and
retail trade sector to GDP a high
25 per cent, twice the propor-
tion in Malaysia. The financial
sector has also become impor-
tant due to a rapid expansion of
banks and finance companies ser-
vicing international as well as
local clients, an expansion which
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 per
cent, trade and finance each for one
fifth, and transport for 6 per
cent. Most manufacturing is for
export markets, the major industry
being clothing but watches or
clocks, electrical and electronic

appliances or components, and
textiles are also important. The
growth of real domestic exports
slowed from 18 per cent in the
first half of 1980 to 5 per cent in
the second half; and a recovery to
only 7 per cent was expected for
1981. World recession and in-
creasing 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 Mass Transit
Railway’s [Island Line, involving
an expenditure of § 1.4 billion
over three to four years.

Rapid economic growth of
the Republic of Korea had begun
in the early 1960s, was not much
affected by the oil shock of 1973-
1974, and was particolarly im-
pressive between 1976 and 1978.
Its main feature had been success-
ful export drives and restructuring
of productive activities towards
heavy industries, metallurgical and
chemical. Serious inflation
developed and that, combined with
a fixed exchange rate, under-
mineéd the competitiveness of ex-
ports. From 1977  exports
weakened markedly and, in 1979,
declined by nearly 4 per cent in
real terms. Then came the second
oil shock, which doubled the
import bill for oil, political and
social unrest following the assassi-
nation of President Park, and a
disastrous harvest in 1980. The net
result was that real GNP fell by
over 6 per cent, and inflation
greatly worsened.

Remedial measures involved
depreciation of the won, monetary
restriction and wage restraint. In
January 1980, the won was de-
valued by 16.5 per cent and there-
after left to float against the US
dollar. At the same time, interest
rates were raised by 5-6 per cent,
and attempts were made to slow
the expansion of liquidity. They
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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. Wage
increases 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.

Other measures, taken in 1981,
were aimed at increasing industrial
efficiency and improving alloca-
tions of investment by strength-
ening market forces. Nearly 400
items were removed from the
import restriction list, and direct
foreign invesiment 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 execu-
tion, in industries which significant-
ly benefit from tariff or other
protection against imports. Priod-
ties will be given to those invest-
ments which can contribute to
international competitiveness and
develop efficiency in the use of
energy. Steps were also taken to
liberalize and diversify the money
markeat,

Normal harvests in 1980/81,
and a considerable recovery of real

Table IV.4. South-east Asian countries, Hong Kong and the Republic
of Korea. Direction of export trade, 1976-1980

§ million Percenrage digtribution
1976- 1979 1980 1976- 1979 1980
1979 1979
average average
World 61 06245 B4071.22 108 560.17 100.0 100.0 100.0
Industrial
countrics 41 238.65 55 691.38 68 148.39 67.5 66.2 628
USA 14 23549 17 793,75 21 580.17 23.3 21.2 199
Japan 13847.78 19 B20.79 25 045.78 227 236 231
EEC 957946 13 430.61 15 699.63 15.7 160 145
Developing
countries 17 935,52 25709.73 36 232.50 294 306 334
Oil-exporting
countries 3 303.26 4 475.17 & B03.62 5.4 5.3 6.3
Non-oil develop-
ing countries 14 632.26 21 23456 29428.88 40 253 2741
Intra-subragional 10 059.20 14 004.86 20 341.44 16.5 16.7 18.7
Brunei 190.27 258.20 324.10 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 650.87 B79.50 1516.329 1.1 1.0 14
H.ahfn:l 1 BBR.44 2 689.54 3 744.79 3l 3.2 34
Philippines 628.16 95205 121342 1.0 11 LI
Republic of
Korea 791.99 1227.34 1 418.80 13 1.5 1.3
Singapore 357617 4 544,89 7 152.56 59 54 6.6
Thailand T714.72 115285 1 642,82 1.2 14 15
ASEAN 745836 10 218.83 15 269.98 12.2 121 140
USSR and Eastern
Europe 649,71 985.10 1 400.48 1.1 1.2 13
Source: IMF, Direction of Trade Staristics Yearbook, 1981,

MNotre: Subtotals do not add to 100 per cent because of deficiencies of alloca-

tion.
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exports in the first half of 1981,
were expected to restore growth
of real GDP 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 wvery 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 their manufactured exports.
In 1980, 96 per cent of Hong
Kong's exporis were manufactures,
and I8 per cent were machinery
or transport equipment. For the
Republic of Korea the two propor-
tions 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, the Philippines and
Thailand have a much lower
proportion of manufactures in their
exports, and a much smaller propo-
tion of machinery or transport
equipment in manufactured
exports. The proportion of manu-
factures was 35-36 per cent for the
Philippines and Thailand, and 28
per cent for Malaysia. Yet these
proportions were much higher than
the 3 per cent which held for
Burma or the 9 per cent which held
for Indonesia, and more than half
of Indonesia’s manufactured ex-
ports were petroleum products.

Indonesia is a special case
among this group of countries in
that over two thirds of its exports



are crude petroleum or petroleum
products. Such products also con-
stitute over a quarter of Singapore’s
total exports, because it has de-
veloped the biggest refining capac-
ity in south-east Asia. Malaysia
also exports crude oil or petro-
leum products, and they are one
third of its exports.

Other exports in this group of
countries comprise primary com-
maodities from agriculture, fishing,
forestry and mining. Tin, iron ore
and other minerals excluding petro-
leum are 9-14 per cent of exports
in Malaysia, the Philippines and
Thailand, but only 1 per cent in
Indonesia. The agricultural or fores-
try exports include rice, maize,
coconut oil, copra, coffee, palm
oil, rubber, sugar and timber.
These are about 90 per cent of
Burma’s exports, and the propor-
tion is 60 per cent for Thailand,
47 per cent for Malaysia, 35 per
cent for the Philippines, and 21
per cent for Indonesia.

Food exports are doubly de-
pendent upon climatic conditions;
their supply is affected by weather
in the exporting country and the
demand for them in the importing
countries. Other agricultural ex-
ports, mainly industrial raw mate-
rials, are also affected by climatic
conditions but much more by
demand conditions in the indus-
trial countries, which are the
biggest importers of these mate-
rials. Mineral exports are still more
dependent on demands in the
industrial countries.

Machinery and transport equip-
ment is the largest category of
imports, the proportion ranging
from one fifth in Hong Kong to
about one third in Indonesia,
Malaysia, 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 cent.

Mineral fuels, mostly petroleum or
natural pas, have also become
important; 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 superior crude and import more
sulphurous Middle Eastern crude
for domestic requirements. Imports
of other minerals ranged, as a
proportion of total imports, from
5 per cent in Hong Kong and
Singapore to 12 per cent in the
Republic of Korea or Thailand.
Food is a major category of im-

ports in Indonesia and Malaysia,
being one sixth of total imports,
and also in Hong Kong where the
proportion is more than one
eighth.

Tables IV.4 and IV.5 give a
partial view of the direction of
trade for these countries as a
whole, partial because published
statistics omit most of the trade
between Indonesia and Singapore,
and also oil exports by Brunei for
contract refining in Sarawak,
Malaysia. The tables indicate that,
in 1980, 63 per cent of the com-
bined exports of this group of
countries went to industrial coun-
tries, and 57 per cent of their
combined imports were drawn from

Table IV.5. South-east Asian countries, Hong Kong and the
Republic of Korea. Direction of import trade, 1976-1980

£ million Percentage distribution
1975. 1979 1980 1976- 1979 1980
1979 1979
average average
Waorld 61 603.12 85021.97 11082594 1000 1000 100.0
Industrial
couniries 37979.06 5221765 63163.19 61.6 614 57.0
USA 978358 1415609 1758178 15.9 166 15.9
Japan 16 001.96 21077.24 25641.02 25.0 248 231
EEC T946.23 1116870 12783.19 12.9 13.1 115
Developing
countries 21 215.21 29377.57 4283683 344 346 38.7
Oil-exporting
countries 7726.14 1063416 16 256.62 12.5 125 14.7
Non-oil develop-
ing countries 13 489.07 1874341 26580.21 21.9 220 24.0
Intra-subregional 8 28049 11 707.59 16 905.73 13.4 138 152
Brunei 202.82 324.20 446.50 0.3 04 0.4
Burma 15692 198.80 233.70 0.2 0.2 0.2
Hong Kong T09.53 94936 1622.62 1.2 1.1 1.5
Indonesia 68595 998.93 943.38 1.1 1.2 0.8
Malaysia 2288.64 3329.08 4 43468 37 3.9 4.0
Philippines 299.24 506,22 B30.25 0.5 0.6 0.7
Republic of
Korea 802.20 115104 1952.38 1.3 1.4 1.8
Singapore 2 08857 289045 4 772.16 34 34 4.3
Thailand 1 04642 1 359.51 1 670.06 1.7 1.6 15
ASEAN 6409.02 9084.19 1265053 10.4 10.7 114
USSR and Eastern
Europe 31652 37262 496.00 0.5 0.4 0.4

Source: IMF, Direction of Trade Statistics Yearbook, 1981,
Nore: Subtotals do not add to 100 per cent because of deficiencies of alloca-

tion.
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Table IV.6. South-east Asian countries, Hong Kong and the Republic
of Korea, Imports, exports and trade balance and exchange rates,

1975-1981
(& million)
1975 1976 1977 1978 1979 1980  198fa
Burma
Imports c.i.f. 250 194 273 326 18 354 201
Imports f.o.b. 227 176 248 297 289 322 182
Exports I.o.b. 158 193 207 234 383 472 230
Trade balance =69 17 -41 -63 94 150 48
Exchange mte 64542 67697 7T.1356 6B651 6.6506 6.6087 7.1334
Hong Kong
Imports 6777 BEB28 10446 13459 17 157 22438 10664
Exports 6040 B474 9617 11507 15178 19743 10396
Trade balance - 137 - 354 -829 1952 -1979 -2695 -268
Exchange rateb 4939 4904 4662 4685 5.003 4976 5307
Indonesia
Imports c.i.f. 4770 5673 6230 6690 7202 10834
Imports f.o.b. 4210 5020 5484 5910 6425 9674
Exports f.o.b., 7102 B547 10853 11643 15590 21 908
Trade balance 2892 3527 5369 5733 9165 12234 i
Exchange ratel 415.0 4150 4150 442.05 623.05 627.00 £29.04
Malaysia
Imports ci.f, 3552 3825 4536 5911 7842 10813 5583
Imports f.ob. 3250 3462 4094 5335 7058 9741 5030
Exports [.o.b. 3844 5289 6078 T3IBY 11067 12955 5703
Trade balance 594 1827 1984 2046 4009 3214 673
Exchange rateD 24016 25416 24613 2.3160 21884 2.1769 2.2941
Philippines ~
Impaorts c.i.f. 3776 3953 4270 5143 6613 B295 2025
Imports f.o.b. 3459 3633 3965 4732 6142 TT727 1 8922
Exports f.0.b. 2267 2572 3150 3424 4533 5744 1575
Trade balance =1192 -1061 -B15 -1308 -1609 -1983 - 31?:
Exchange rateb 7.2479 7.4403 74028 7.3658 7.3776 7.5114 7.6767
Republic of Korea
Imports c.i.r 7274 8774 10811 14972 20339 22304 12818
Imports Fo.b. 6748 8238 10132 13992 18850 20671 11879
Exports [o.b. 5081 7715 10047 12718 15055 17511 10155
Trade balance -1 667 -523 -85 -1274 -3795 -3160 -1724
Exchange rateb 484.00 484,00 484,00 484.00 484.00 607.43 674.06
Singapore
Imports ci.f. 8126 9068 10462 13030 17636 23984 13604
Imports f.o.b. 7602 B506 9833 12235 16560 22521 12774
Exports f.o.b. 5380 6583 823 10108 14234 19362 10316
Trade balance «2222 -1923 -1597 -2127 -2326 -3159 -2458
Exchange ratel 23713 24708 24394 22740 2.1746 2.1412 2.1114
Thailand
Imports .0 3280 3572 4617 5355 TI158 9215 5182
Imports F.o.b. 2955 3218 4159 4824 6449 B3I02 4669
Exports [.o.b. 2208 2980 3490 4085 5298 6505 3714
Trade balance - 747 - 238 =669 -739 -1151 -1797 -955
Exchange rateb 20,379 20400 20400 20336 20419% 20476 20.784

Sources: IMF, International Finaneial Statistics, November 1981, and Hong
Kong, Monthly Digest of Staristics, August 1981.

1 First half of 1981 unless otherwise stated.

- Units of national currency per 5.
- First quarter.

B0

them. Japan was easily the largest
supplier of imports, and has recent-
ly surpassed the United States to
become the largest buyer of ex-
ports. 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 exporis, and
imports from them as a somewhat
smaller proportion of the group's
total imports,

Table IV.6 shows changes in

merchandise trade for individual
countries.
Burma, after more than a

decade of declining real exports,
resumed a growth of trade which
doubled the wvolume of exports
between 1975 and 1980 and
trebled export receipts. This
growth, however, was fluctuating
because rice is about one third of
Burma's exports, and teak about
one gquarter. Trading results were
good in 1980 as exports rose by
23 per cent. Prospects for 1981
seemed good as, in the first half
of the year, exports remained at
a high level.

Indonesia's exports rose by 40
per cent in 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 well,
as world prices fell for rubber,
coffee and timber, and becauss
timber exports were restricted in
order to help the local wood
processing industries. Manufactured
exports, however, increased consid-
erably to become one fifth of
non-oil exports; there were partic-
ularly 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, and those
from rubber and tin were mod-
erately lower.

Growth of Malaysia's export
receipts by 17 per cent in 1980 was
largely due to price increases for
gil, tin, rubber and timber, al-
though there were decreases for
vegetable oils. Imports increased
twice as rapidly, but there was a

trade surplus equal to one quarter
of export receipts. Malaysia's ex-
ports in 1981 were affected by
falling commodity prices as well as
by decreases in volume for all
major primary commodites except
rubber and palm oil. Manufactured
exports had grown by 24 per cent
in 1980, but the rate slowed down
to 7 per cent in 1981,

Rising commodity prices and
an increased quantity of manu-
factured exports led to a 27 per

cent increase in the Philippines’
export receipts during 1980.
Receipts from sugar trebled and
those from copper increased by one
quarter, offsetting declines for
coconut products and timber.
Manufactured exports grew by one
third, mainly clothing, furniture,
electrical 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

Figure 1V.3. South-easi Asian countries. Balances of trade, 1976-1979 average and 1980
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a third of export receipts and
partly due to the rise of oil prices.
In 1981, the growth of exports was
projected to decline to 7 per cent
because of lower prices for sugar,
copper and timber, and the effect
of world recession on demands for
manufactures,

Thailand’s export receipts also
rose sharply in 1980, by 23 per
cent, because of higher prices for
rice, maize, rubber and tin, and

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 quarter of exports in 1980.
For 1981 as a whole, exports and
imports both increased by 14 per
cent so that the trade deficit
widened from % 1,797 million to
5 3,070 million.

Falling commodity prices

Figure IV.4. Hong Kong, the Republic of Korea and Singapore. Balances of

trade, 1976-1979 average and 1980
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a bigger quantity of cassava ex-
ports, although the wvolume of
rubber exports dropped by an
eighth and that of sugar exporis
by more than one half. Never-
theless, Thailand also had a sub-
stantial trade deficit, equal to 28
per cent of export receipts, and
also owing much to dearer oil.
In the first half of 1981, export
receipts increased by 15 per cent,
partly because of better harvests

B2

slowed down the growth of
Singapore’s total export receipts to
23 per cent in 1980, but higher
oil prices led to an increase of its
domestic export receipts by 42 per
cent. Excluding petroleum prod-
ucts, however, domestic exports
grew by 26 per cent, a slower rate
than the 35 per cent achieved in
1979, World recession had the
effect of considerably slowing
down the growth of both entrepot

and domestic exports in 1981; in
the first half, exports grew by less
than 8 per cent, and only ship-
repairing and oil-dg construction
appeared to have buoyant export
demands. Appreciation of the
Singapore dollar against the US
dollar and other currencies, and

higher wages both reduced the
competitiveness of  domestic
exports.

Hong Kong's domestic exports
grew at an annual real rate of 18
per cent in the first half of 1980,
and most rapidly for electrical or
electronic goods and components,
for metal manufactures and for
clocks and watches. It has, indeed,
become the world’s largest exporter
of time-pieces. But, in the second
half of 1980, world recession
slowed down the real growth of
domestic exports to 5 per cent
and, although the Hong Kong dollar
was depreciating, it was not ex-
pected that domestic exports would
increase by more than 7 per cent
over 1981, Re-exports, however,
were expected to grow by about
one third,

The Republic of Korea's ex-
ports grew by 16 per cent in 19580,
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 cent for light industrial exports.
The trade deficit was reduced from
$ 3.8 bilion in 1979 to § 3.2
billion, but was still nearly a fifth
of export receipts. Better results
were expected for 1981 with a
target growth rate for exports of
20 per cent. In the first seven
months of the year, exports were
increasing at an equivalent annual
rate of mnearly 26 per cent, and
all major exporis participated in
this growth. Devaluation and depre-
ciation 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 surplus realized in
1979. Malaysia had a previous
substantial surplus turned into a
small deficit. In the Philippines,
the Republic of Korea and
Thailand the current deficits would
have been considerably larger but
for remittances from workers in
Middle Eastern and other foreign
countries. Capital inflows, however,
were more than sufficient to cover
current deficits as all countries,
except Thailand, were able to make
substantial additions to their
reserves of foreign exchange, es-
pecially Indonesia, Malaysia, the
Republic of Korea and Singapore.

For some of them, much of
the inflow of capital was from
private sources and connected with
investment opportunities in their
dynamic and open economies. Over
the triennium 1976-1979, about one
half of net capital inflows into the
Philippines and the Republic of
Korea was privately financed, and
the proportion for Singapore was
nearly four fifths; for Thailand it
was rather less than one quarter
and for Malaysia about one fifth.
Indonesia relied heavily upon
official loans from multilateral
agencies and DAC countries, as
did Burma, although there private-
ly financed loans were one fifth
of total capital inflows durng 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, the current deficit,
as a proportion of export receipts,
was 34 per cent in 1976-1979
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 to 31 per cent.
Net loans from multilateral agencies
and DAC countries thus averaged,
between 1976 and 1979, § 439
million a year for the Philippines,

Table IV.7. South-east Asian countries, Hong Kong and the Republic
of Korea. Current balances of payments, 1976-1980
(% million)
a
Merchandise frade Net Net Clirvent
Exports  Imporis services transfer  balances

Burma

Average 1976-1979 254 437 -21, 28 -176

1980 401 741 .23 81° -282
Hong Kong

Average 1976-1979 11 194 -12473 FL-i] Bt

1980 19743 -22438 i Eree] i
Indonesia

Awverage 1976-1979 11 391 -7 981 =3779 21 =348

1980 21 748 - 12 608 -6 331 54 2 863

sia

Averge 1976-1979 T 396 - 5443 - 1354 -46 553

1980 12 896 -10 553 -2 T - 109 -470
Philippines

Average 1976-1979 3 406 =4 605 = 263 298 =1 164

1980 5784 -T727 - 547 436 -2 054
Republic of Korea

Average 1976-197% 11320 -13132 55 373 -1 348

1980 17215 -21599 -11375 455 -5 304
Singapore

Average 1976-1979 9 196 -11 667 1901 -42 -612

1980 1B070  -22392 2793 -50 -1579
Thafland

Awverage 1976-1979 3923 -4 T85 =377 42 -1197

1980 6 449 - 8 364 - 584 210 -2 289

Sourcer: IMF, [nrernationsl Firnancial Sratistics, November 1981, and Hong

Kong, Monthiy Digest of Starisrics, August 1981,

2 Balance of payments used here is not coincident with trade data gain in table

IV.6.
b Includes private transfers.
© Official grants.

§ 759 million for the Republic of
Korea and § 362 million for
Thailand. Corresponding averages
were 5 203 million for Burma,
$ 922 million for Indonesia, and
$ 176 million for Malaysia.

The cument deficit of the
Philippines was expected to worsen
during 1981, and reserves were
being drawn upon; they decreased
from § 2,846 million in December
1980 to § 2,010 million in
September 1981, although by then
% 947 million had been borrowed
in the Eurocurrency credit market,
and SDR 200 million drawn from
IMF. Other official grants and

loans were also increasing. The peso
was softening against the dollar,
although by no means sufficiently
to express fully the country's
difficulties over foreign 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
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over-all deficit of § 230 million 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 million, because private
capital inflows also decreased and
by more than an increase of public
sector external borrowing. In the
second half of 1981, however,
private capital inflows increased
after the devaluation and other
measures  taken to  encourage
foreign investment in Thailand.

Indonesia’s 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 of export receipts. The
main cause was a sharp decline in
earnings from non-oil exports,
particularly coffee, palm oil, rubber
and timber. Yet, in September
1981, official reserves of foreign
exchange were 3§ 6.7 billion and it
had no difficulties over raising
external loans. WNevertheless, at
the end of the year, the Government
announced a scheme for 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 transformation of a
surplus for services to a deficit of
5 1,378 million. One major cause
of this transformation was an
additional outflow of § 1 billion
for payments of interest and
dividends on previous huge bor-
rowings and direct investments.
Another was a sudden loss of
profitability on overseas construc-
tion contracts, most of which
were in the Middle East, due to
the competition of other countries.
Profits from these contracts had
been a major source of service
receipts but, in 1980, some con-
struction companies incurred heavy
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losses and some were bankrupted.
Long-term capital inflows also
decreased by over § | billion in
1980, in spite of larger public
borrowings, so that short-term
borrowings, both private and
official, had to increase sharply to
cover a rise of the “basic™ deficit
from $ 1.5 billion to § 4.1 billion.
No improvement was projected for
the 1981 current deficit. In the
first seven months, this deficit
reached § 3.3 billion, and foreign
exchange reserves fell from § 6.6
billion in December 1980 to
$ 5.6 billion in July, indicating
net capital inflows of about § 3.7
billion, as against $ 5.7 billion for
the whole of 1980.

Malaysia's trade balance has
been in persistent surplus, reaching
a peak of 5 3.4 billion in 1979,
but falling to § 2.3 billion in 1980
and expected to turn into a small
deficit during 1981. A substantial
trade surplus is needed to finance
heavy net service payments [for
transport, insurance etc., and to
cover external payments of interest
and dividends. In 1981, the current
account was expected to have a
deficit of about § 2.5 billion.
Capital inflows, however, have been
strong, including much direct
investment, and they appeared to
be increasing in 1981 by more than
enough to meet the current deficit,
Concern, nevertheless, was felt
about reserves of foreign exchange
which, in July, sufficed for about
two months® imports.

Singapore’s balance of pay-
mentis characteristically has large
trade deficits covered by large
service surpluses and smaller net
inflows of capital, mainly in the
form of direct investments. The
current deficit increased by 70
per cent in 1980 but did not
change, as a proportion of exports,
from the 7 per cent for 1976-1979,
It was more than covered by net
capital inflows so that reserves of
foreign  exchange increased by
$ 749 million. They increased

further during 1981, reaching $ 6.7
billion in June, as compared with
§ 6.2 billion a year earlier, and the
Singapore dollar remained a com-
paratively strong currency.

Burma's current account defi-
¢it, in 1980, reached § 291 million,
equal to three quarters of its
exports and almost entirely due to
a deficit of merchandise trade.
Official grants came to only $ 80
million, and net long-term bor-
rowing to $ 352 million, so that
there was an over-all balance of
§ 92 million to increase reserves
of foreign exchange. Prospects
seemed good for growth of exports,
especially in regard to rice, timber
and minerals. Borrowing has in-
creased fairly rapidly so that
external debt reached § 1.8 billion
in 1980, when debt service ab-
sorbed 29 per cent of export
receipts. It is, therefore, a matter
of wurgency to develop Burma’s
undoubted and considerable poten-
tial for export production.

D. INFLATION AND PUBLIC
FINANCE

Balance of payments problems
went with inflation, and there have
been diverse changes in the rate of
inflation, as indicated by annual
percentage change in the con-
sumer price index. During 1980,
this had reached 29 per cent in
the Republic of Korea, 16-21 per
cent in Hong Kong, Indonesia,
the Philippines and Thailand, 7-9
per cent in Malaysia 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 in Hong Kong,
Indonesia, the Philippines and
Thailland, although rates ranged
from 12 per cent in Thailand to
26 per cent in the Republic of
Korea. Burma had a virtually
stationary price level. In Malaysia
the rate increased from 6.7 to 11.3
per cent, and in Singapore was
steady at 8.5 per cent.



These rates were generally
much higher than those which had
prevailed in the late 19605 and
early 1970s, and were strongly
associated with adjustments to the
big increase of oil prices. For these
are open economies, and oil absorbs
a considerable part of their import
payments, in 1980, the proportion
was 28-31 per cent for the
Philippines, the Republic of Korea,
Singapore and Thailand, and the
full effects of higher oil prices had
not then been completely felt.
In the two ocil-producing countries,
Indonesia and Malaysia, domestic
oil prices were also adjusted
towards world levels.

There were rses, 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 was due to a devaluation
of the won by 16.5 per cent against
the US dollar and to later deprecia-
tion of the won. The Philippines
and Thailand had 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 1981, however, this rate
came down to 8 per cent for the
Republic of Korea and to 10 per
cent for Thailand, although it rose
to 25 per cent for the Philippines.

Wage data are partial in

coverage and not available for
every country. Hong Kong,
Malaysia and Singapore had wage
increases of 10-15 per cent in 1980,
and there were bigger ones of 23-
24 per cent in the Republic of
Korea and Thailand. Dearer oil,
the devaluation of the won and
big wage increases were strong cost-
push influences in the Republic of
Korea's high mte of inflation,
and rising import prices for oil and
other commodities, together with
large wage increases, were im-
portant 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

Figure IV.5. South-cast Asian countries. Consumer price indexes, 1975 = 100
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the Philippines, there was a rise of
only 5 per cent in 1980 for the
index of daily wage rates of un-
skilled labourers in Manila's indus-
tries; but effective minimum wages
(which include the basic minimum
wage, monthly emergency al-
lowance and 13th month pay)
were reported as having risen by 25-
32 per cent for agricultural and non-
agricultural labour in general. Since
then minimum wages were frozen,
and real wages have declined; that
decline, together with increasing
unemployment, has added to social
tensions.

As in south Asia, abundant
liquidity permitted and stimulated
inflationary developments. There
were rapid increases, during 1980,
in both the money supply (M1)

increase of liquidity was Indonesia’s
54 per cent, well above large
incredses of 22-29 per cent for
Hong  Kong, Malaysia, the
Philippines, the Republic of Korea,
Singapore and Thailand. In the
third quarter of 1980, Burma had
a similar annual increase of 15 per
cent.

Generally, in these predomi-
nantly market economies, the
major component of changes in
liquidity (M2) 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
was moderated, in 1980, by a

partly induced by the attraction
of funds to developed countries
offering higher rates of interest.
Increases of commercial credit were
very substantial, the pace being set
in Hong Kong by new foreign banks
competing vigorously for business
with established banks, and helping
to fuel an excessive property boom.
Steps were being considered to
widen controls over banks’ interest
rates. In Singapore, credit expan-
sion was associated with vigorous
growth of deposits, domestic 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

and liquidity (M2). The biggest small loss of foreign exchange, Government of the Philippines
Figure 1V.6. Hong Kong, the Republic of Korea and Singapore. Consumer price indexes, 1975 = 100
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did not borrow much from the
banking system during 1979 and
1980, and there was substantial
loss of foreign exchange to
moderate growth of liquidity. Ex-
pansion of credit to the private
sector, however, was 50 vigorous as
to double between 1977 and 1980.
Nevertheless, there was a “liquidity
crisis” in 1981, when two leading
businessmen departed from the
country, leaving behind debts of
about § 92 million. That disturbed
the confidence of depositors in
banks or other financial institu-
tions, and so led to a withdrawal of
deposits. It also made banks more
cautious about lending. The super-
visory powers of the Central Bank
were increased, and other financial
reforms  were made, including
decontrol of interest rates on time
and saving deposits, allowing
floating rates on loans with a term
exceeding two years, and permit-
ting banks to compete in the fields
of lending served by finance compa-
nies and investment houses. There
was, accordingly, a marked slowing
down of credit to the private sector
in the first half of 1981, and
growth of ligquidity was almost
halted.

In Malaysia, although credit
expansion 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 1980, its
effects were reinforced by those of
a substantial increase of foreign
assets in 1979, and by substantial
government borrowing from the
banks in 1980. Bank loans to the
private sector increased by more
than a third in 1980, and by one
fifth in the first half of 1981.
Some  measures were taken to
tighten liquidity; banks were
allowed to raise their prime rates
for the first time in many years,
and an official desire was expressed
to keep monetary growth down to
17 per cent a year.

In Thailand, during both 1979
and 1980, povernment borrowing

Table IV.8. South-east Asian countries, Hong Kong and the Republic
of Korea, Indexes of prices and wages, 1976-1981
{1975 = 100}
1976 1977 1978 1979 1980 I9BIfI) 1981fI)
Burma (Rangoon)
Consumer price 1258 121.0 1137 1201 1208 118.6 120.1
Wholesale price® 1156 1016 92.6 96.7, 99.1, 911°
Unit value of imports 1159 119.8 1309 13246 1361 g Sh
Unit value of exports 960 1110 121.0 1150 1360 141.0 157.0
Monthly wages: males 1184 1224 1162 1235 ... i PN
females 1103 1428 1142 1240 % -
Hong Kong
Consumer price 1028 1093 1157 128.7 1488 1609 166.6
Unit value of imports 1040 1086 1154 1360 1488 1574 1628
Unit value of domestic
exports - 109.9 1124 1184 1395 1533 159.1 163.8
Average daily wages 115.1 1292 1443 170.8 1967 ...
Indonesia i
Consumer price 119.8 133.1 144.1 1721 208.0 2275 2318
Wholesale price 1146 1308 1434 218.1 286.1 314.0 3164
Unit value of imports 1026 975 1092 108.2 124.2 140.2 i
Unit value of exports 1052 1174 11846 1635 244.1 2708 ™
Malayszin, West
Consumer price 1026 107.5 1127 1168 1246 1324 136.1
Import price 101,7 1044 1069 114.7 1375 15458 aas
Export price 120.5 141.2 150.9 174.6 1925 184.7% PR
Philippines
Consumer priwh 109.2 1201 1288 150.1 176.6 191.1 195.1
Wholesale price 109.2 1200 1282 151.7 1794 - .-
Unit value of imports 101.5 1121 1137 134.2 169.2 1864 226.7
Unit value of exports 89.9 90.7 101.2 124.7 132.2 1437 136.1
Monthly wages 1148 1156 131.2 1633 ... A o,
Daily wage rate 1051 110.2 1152 1214 126.1 -
Republic of Korea
Consumer price 115.3 127.0 1453 1719 2213 2576 2694
Wholesale price 112.1 1222 1365 162.1 2252 260.0 275.6
Unit value of imports 98.0 1000 1060 129.0 206.0 2450 243.0
Unit value of exports 112.0 1220 135.0 1620 214.0 2370 250.0
Monthly wages 134,7 1802 2421 311.4 3822 4037 Gadg
Singapore
Consumer price 98.1 101.2 106.1 1103 1199 1099 1139
Wholesale price 1067 111.6 1133 129.6 1550 1627 1634
Unit value of imports 1048 113.2 1168 1257 1473 Ty H
Unit value of exports 1065 1153 1194 127.6 146.5 ok rae
Weakly wages 1047 111.9 1182 1285 1453 FORER
Thailand
Consumer price 1049 1138 1237 1364 1636 178.1 185.6
Whaolesale price 104.0 1095 1147 1295 1609 1724 Frea
Unit value of imports 1055 1134 1223 1414 1800 1925 199.2
Unit value of exports 973 994 1074 1283 1519 1540 Wl
Monthly wages 1000 1114 137.7 ...

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

® Wholesale price index of agricultural products.
b Fiscal year beginning 1 April of the year stated.

€ April-June,
4 provisional.

® Includes fringe benefit.

{ Prior to 1979, Diakarta only.

£ January-May.
b Manila,

International Financial Staiistics, November 1981 ; and from official national sources.
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from the banking system had
reinforced the more powerful effect
of lending to the private sector in
increasing liquidity; and, in 1980,
there was a further strong reinforce-
ment from an increase of net
foreign assets, due to large capital
inflows. Liquidity thus increased
by 23 per cent in 1980. But, in
the first three months of 1981,
liguidity was increasing at a some-
what slower annual rate of 19 per
cent a year.

Liquidity growth in the
Republic of Korea owed something
to government borrowing 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 1980. The Govern-
ment had intended to tighten

liquidity, partly in order to force
business to depend less on bank
loans and more on equity capital.
As recession deepened, however,
the target growth for money supply
in 1980 was raised from 15 to 20
per cent, interest rates were
lowered and credits were allowed to
be extended selectively for stimula-
tion of investment. There was no
reduction, in the first half of 1981,
in liquidity growth, notwithstand-
ing a much larger decrease in net
foreign assets.

Indonesia®s case was excep-
tional, both beecause 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’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 to the private sector in-
creased by about as much as
government  indebtedness  was

reduced, so that liguidity expanded
by over one third in 1979, and by
over one hall in 1980. There was
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 govern-
ment 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 per cent a year between
1978 and 1980. The main compo-
nents of that growth were small

This new plan was announced in
1981, beginning the second decade of
an outline Perspective Plan, 1971-1990,
within which the objectives of a New
Economic Policy are to be realized.
These objectives are the eradication of
poverty and the restructuring of
Malaysian society so as to give the
bumipuras a bigger share of wealth
and economic activities, Eradication of
poverty is being pursued through land
development  schemes, govemment
assistance in replanting, shifting em-
ployment from low productivity rural
waork to higher productivity industrial
and service activities, subsidizing
agricultural inputs, and increased pro-
vision of public facilities and amenities,
including low-cost public  housing.
Restructuring society means giving
more employment to bumiputras in
the modern sector, and especially in
higherdevel jobs, It also means in-
creasing, through various measures,
bumipuira ownership of commercial
and industrdal enterprises until, by
1990, this reaches 30 per cent of
total corporate equity. Enterprises
recelving investment incentives are
required to set aside at least 30 per
cent of share capital for bumipuiras;

The Fourth Malaysia Plan for 1981-1985

and the Government, through various
institutions, holds equity capital in
trust for Bbumipuinzs until the shares
can be divested to them.

The Fourth Malaysia Plan (FMF)
aims at a real growth of GDP averaging
7.6 per cent a year, somewhat lower
than the B.6 per cent achieved under
the Third Malaysia Plan (TMF). None-
theless, it would mean a growth of
per capita GDP by 5.0 per cent a year
in real terms, and that is ambitious
in the light of prospective constraints.
Growth performance in 1976-1980
had benefited from both the oil
bonanza and improvement in the
terms of trade for other commodities.
Present prospecis are for slower
growth until 1983, and slow improve-
ment after that as the world economy
recovers from recession.

The agricultural and mining
sectors will grow more slowly than real
GNP, and manufacturing, construction
and services more rapidly. On the
demand side, the major stimuli of
growth are to come from exports,
prvate investment and public con-
sumption, with respective 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
services are projected to grow more
rapidly than in 1976-1980, but the
terms of trade are expected to decline
marginally by 0.2 per cent a year. The
most rapidly growing export would be
IMG and manufactured goods, es-
pecially textiles and electronics,

Total investment under the FMP
is projected as $M 102.6 billion, of
which $M 74.1 billion would be
private and $M 28.5 billion public.
Greater emphasis is placed on private
investment, particulardy in manufac-
turing, as a source of growth; its sham
of total investment i to rise from 632
per cent to 72.2 per cent. Public invest-
ment, after growing by real rates of
16.0 per cent a yvear in 1971-1975, and
by 9.3 per cent a year in 1976-1980,
is projected to decline by 1.4 per
cent a year during 1981-1985, reflec-
ting both a previows high rmate of
infrastructure development and the
current emphasis on  private sector
investment. The bulk of public sector
investment is to go towards achieving
the objectives of the New Economic
Policy, and expanding social facilities.
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Figure IV.7. South-east Asian countrics, Annual percentage change in lquidity, 1975-1980
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increases of net foreign assets Similarly, Singapore had a current 15 per cent of current revenues.

and loans made to State enterprises
or organizations,

Burma, Indonesia and Singa-
pore have maintained large sur-
pluses in their current government
budgets in order to finance develop-
ment expenditures made within the
budget and part of capital expendi-
tures 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
expenditures within the budget.
In the same year, Burma’s current
surplus was 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,

surplus equal to 44 per cent of
current revenues, and an owver-all
surplus.

Malaysia, the Philippines and
Thailand have had large over-all
deficits, although they also had
current surpluses. The current sur-
plus was relatively small in Malaysia
and Thailand being, in 1980, 7 per
cent of current revenue in Malaysia
and 1 per cent in Thailand. The
Philippines had a substantial cur-
rent surplus equal to 23 per cent of
current revenues, about three quar-
ters 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

The 1981 budget plans to reduce
this deficit to 7 per cent of current
revenues,

Fiscal conditions in Burma had
deteriorated until taxation was
restructured in 1976 to ensure
bigger receipts, including contribu-
tions from State enterprises which
came to provide about a third of
current revenues. That led to an
increase of government expendi-
tures, especially for development
purposes, but still left handsome
over-all surpluses, which were used,
together with increasing foreign
loans, to finance development
expenditures,

Indonesia’s current revenues
have, as often mentioned, been
boosted by higher prices for oil,
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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. MNewver-
theless, the 1980/81 budget
planned to increase current expend-
itures and current revenues by
43-45 per cent, and to increase
development expenditures by 47
per cent. The over-all deficit
would, however, then still be a
negligible proportion of current
revenues, 4

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 invest-
ment 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 1981
budget, nevertheless, had increased

4 The 1982/83 budget drastically
cut subsidies on fuel oil and food so as
to increase both projected expenditures
and revenues by one eighth.

Table IV.9. South-east Asian countries, Hong Kong and the Republic

of Korea. Money, liquidity and GDP
{Billion units of national currencies)

1976 1977 1978 1979 1980 198]
Burma
Money 54 5.6 6.3 7.0 78"
Quasi-mopey 0.6 0.7 1.0 1.5 z.u:
Liquidity 6.0 6.3 7.3 8.5 9.8
Percentage
increase 9.1 5.0 15.9 16.4 14,12 ees
GDP* 274 29.6 31.7 34.1 37.1 G
Liguidity/GDP
{percentage) 21.9 213 23.0 24.9 e
Hong Kong
Money @ 14.1 18.1 20.1 20.9 24.1 22.4%
Qmﬁ-mcgz}rd 34.3 403 464 54.4 72.8 83.2¢
Liquidity® d 48.4 58.4 66.5 75.3 969  106.6°
Percentage
increase 21.0 20.7 13.9 13.2 28.7 10,0
GDFP 52.0 59.6 69.5 B6.1 106.8 B
Liquidity/GDP
{percentage) 93.1 98.0 95.7 87.4 90.7 o
Indonesia
Money 16009 20064 24884 33161 50113 559860
Quasi-money 10639 1169.2 14408 20740 32814 370007
Liguidity P 26648 31756 39292 53901 82927 929860
Percentage
increase 30.7 19,2 23.7 37.2 53.9 12af
GDF 154667 190107 22458.0 31023.0 437650 s
Liquidity /GDP
(percentage) 17.2 16.7 17.5 17.4 18.9
Malaysia
Money 5.3 6.1 7.2 8.5 9.8 10.5¢
Quasi-mopey 7.5 8.7 10.3 133 17.7 18.7f
Liquidity 12.8 14.8 17.5 21.8 27.5 29.2f
Percentage
increase 28.0 15.6 18.2 24.6 26.1 6.2f
GDP 28.2 32.3 36.4 44.5 51.6 S5
Liquidity/GDP
{percentage) 454 45,8 48.1 49.0 53.3 v

Figure IV.8. Hong Kong, the Republic of Korea and Singapore. Annual percentage

change in liquidity, 1975-1980

0

current revenues by 16 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 cur-
rent revenues, from an already large
proportion of 51 per cent to 59
per cent.

In the Philippines, fiscal opera-
tions have been expansive over a
longer period, and the 1980 over-all
deficit was 7 per cent of current
revenues. These increased by 16 per
cent in that year, current expendi-
tures by 25 per cent and budgetary
development expenditures by 31
per cent. The 1981 budget was still
more expansionary as it projected



Table IV.9 fcontinued)

1976 1977 1978 1979 i980 1981
Philippines
Money 12.1 14.9 16.9 158.8 22.5 21.0°
Quasi-money 13.0 17.6 234 26.6 329 34.3°
Liguidity b 25.1 325 40.3 45.4 554 55.3¢
Percentage
increase 30.7 29.5 24.0 12.7 22.0 —p.2e
GDP 133.9 155.6 178.6 219.1 266.5 S
Liquidity /GDP
(percentage) 18.7 20.9 22.6 20.7 20.8
Republic of Korea
Money 1544 2173 2714 3275 3807 32728
Qua:si-mug:y 2588 3582 5037 6603 BT728 105218
Liquidity 4132 5755 7751 9878 12535 137938
Percentage
increase 32,6 39.3 34.7 27.4 26.9 10.08
GDP 133565 171227 230303 29357.1 35958.0 IR
Liquidity/GDP
(percentage) 30.9 336 33.7 336 34.9 Lt
Singapore
Money 4.0 4.4 4.9 5.7 6.1 6.67
Quasi-money 5.2 5.4 5.9 7.2 9.9 10.9f
Liquidity 9,2 9.8 10.8 129 16.0 17.51
Percentage
increase 12.2 6.5 10.2 19.4 24.0 10.9F
GDP 14.6 16.0 17.6 19. 224
Liquidity/GDP
{percentage) 63.0 61.3 614 65.5 714
Thailand
Money 40.6 44.3 529 614 69.8  73.2h
Qu!si-mn?}w 84.3 1054 125.7 142.1 180.3 19180
Liquidity 124.9 149.7 1786  203.5 250.1  265.0h
Percentage
increase 21.0 19.9 19.3 14.0 229 6.0h
GDP 337.6 393.0 470.0  556.2 673.7 e
Liquidity /GDP
(percentage) 37.0 38.1 38.0 36.6 37.1 F

Sourees: IMF, Imternational Financal Statiseics, November 1981;: and official

national sources,

A January-September IP'E% b Liquidity refers to M2. © Fiscal year beginning
1 Apﬁlrof the yvear stated. Data have been revised after 1978, ® January-July
I

1981.

an increase of planned expendi-
tures by 36 per cent, and a rise of
the over-all deficit from P2.5
billion to P98 billion. There have
been, and continue to be, great
difficulties in financing capital
expenditures for development pur-
poses, in spite of considerably
increased foreign aid.

Fiscal conditions in Thailand
deteriorated in 1980 owing to a
surge of expendtiures. Ordinary
current expenditures rose by 30
per cent, development expenditures

anuary-June 1981. & January-August 1981.

January-April 1981,

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 defence, 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 com-
munications. In 1981, the over-all

Thailand’s Development Plan
for 1982-1986

This development plan was
prepared in circumstances of disturbing
change, The second oil crisis was
forcing difficult economic adjustments,
conflicts in neighbouring countries
were adding to burdens of defence
and imposing new burdens of caring
for mefugees, and internal imbalances
were heightening social problems and
tensions. Those imbalances were partly
the result of the concentration of
previous plans on economic growth.
The present plan gives greater emphasis
to fuller employment of the labour
force and to a better distribution of
income,

The zsix major aims of the plan
are:

+ Accelerated reduction of rural
poverty, especially in the poorest areas,
by fostering schemes for local develop-
ment through co-operatives or self-
help arrangements;

= Strong fiscal and monetary
discipline in order to promote econo-
mic and financial security;

+ Restructuring major economic
sectors 50 as to improve productivity
in agriculture and industry;

s Providing a wider and more
equitable distribution of social services,
including further opportunities to poor
people for education and employ ment;

s Coeordinating national securi-
ty activities with national economic

development;
+ Improving economic manage-
ment and devel t administration.

Real GDP has a target growth rate
of 65 per cent a year, which would
mean a doubling of per capita income
by 1991, This target may seem modest
because per capita income has in-
creased by 7.4 per cent a year from
1974 to 1981. But that previous
growth went with rising budget deficits
and rising balance of paymenis deficits.
The stronger financial measures now
contemplated would reduce fiscal
deficits from 2.7 per cent of GDP to
1.1 per cent. Trade deficits, similarly,
would fall from 7.6 per cent of GDP
to 5.7 per cent.

Growth of government spending
is to be held down to 20 per cent a
year, and revenue is to rise from 14
per cent of GNP 10 18 per cent, with

the consequence that borrowing will
finance only 6.5 per cent of govern-
{Conrinued overleaf]
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feontinued from previous page)

ment spending, instead of 11 per cent
in 1981.

The most important type of
spending is to be that which is directed
against rural poverty. Structural adjost-
ments should mise the growth of
agricultural productivity from the
previons annual rate of 3.9 per cent
to 4.7 per cent, and so bring this
productivity above subsistence require-
ments. In the 246 poorest districts,
provision is made for basic socio-
economic resources not now generally
available, All social services are to be
made more widespread and equitably
distributed, especially pomary and
adult education, water, sanitation,
nutrition and health care. Population
growth, which has declined to 2.1
per cent a year, Is expected to decline
further and reach 1.5 per cent by
1986. In all programmes, creation of
employmeént is to be a main con-
sideration.

Exports are projected to rise by
22 per cent a year, and imports at the
high, but lesser, rate of 18 per cent.
A considerable part of export growth
is to come from manufsctures for
which the export target is a real
growth rate of 15 per cent, a Hitle
higher than in 1980. Manufacturing
as a whole is to grow 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. Mining outputs,
mainly tin, are to grow by over 16 per

Thailand’s Development Plan for 1981-1985

cent a year, and they also contribute
1o 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 sup-
plies, and also promotion of stmategic
export industries such as those
producing small communications
equipment, medical supplies and
preserved foods. Some 4,000 self-
defence villages are also to be
established and, generally, rural
development is to have a self-defence
aspect.

Implementation of planning is to
be improved by varioons administrative
reforms. These include an Economic
Policy Steering Committee to co-
ordinate policies, better co-ordination
of financial and manpower aspocts of
policies, and improvements to bud-
geting and programming of projects.
More stress, too, is put on decentraliza-
tion of authority for local execution of
planning measures.

Joint investment projects with the
private sector are fo receive special
encouragement, mainly in the fields
of modem agriculture in imigated
arcas, conservation of enefgy in the
industrial sector, promotion and mar-
keting of exports or tourism, and
quality control owver agriculture
exporis.

deficit showed signs of decreasing,
mainly because of higher revenue
receipts.

In the Republic of Korea,
fiscal operations have decisive

Q2

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 owver-all deficit
became 15 per cent of current
revenue. The 1980 budget had
assumed continued growth of the
economy and, as it became clear
that there was recession, changes
were made, late in the year, in the
hope of stimulating the economy.
Tax rates were reduced and some
additions were made to budgetary
expenditures so that these were
expected to be 35 per cent above
the 1980 level. The 1981 budget
was further expansionary; current
plus  development expenditures
were to dse by 70 per cent, but
the owverall deficit would be
reduced to 7 per cent of current
revenues because projected
revenues would rise by 26 per cent.

Singapore has pursued an op-
posite policy of achieving budget
surpluses. In 1980, however, the
over-all surplus declined from 7
per cent of current revenue to §
per cent. Expenditures rose because
of increases for debt service, public
service wages and construction of
public works and public housing.
An actual deficit was expected
for 1980/81.

Hong Kong has also had a
series of budget surpluses — and,
in 1980/81, a record one which was
31 per cent of current revenues.
Government expenditures concen-
trate on community and social
services; economic services take
only 7 per cent of the total. The
1981/82 budget gave considerable
tax reductions to corporations and
individuals so that the surplus may
well be reduced.



Table TV.10. South-east Asian countries, Hong Kong and the Republic of Korea. Changes in components

of money plus quasi-money, 1978-1981
(Billion units of narional currencies)

Includes bonds, import deposiis and government lending funds.

Claims on
Net for- Government Official Privare Forelgn Money and
elgn assers secior enfifles sector sector™ Others quEsi-money
Burma
1978 —0.14 —0.19 107 0.62 —0.16 0,23 0.97
1979 0.62 -2.03 4.28 —0.35 —0.85 -0.46 121
January-September 1980 0.44 —1.43 2.14 0.17 —047 0.38 1.23
Hong Kong
1979 11.27 = = u,ss: = = 22.85°¢
1980 -3.31 - - 43.12 - - 39.81°
January-June 1981 - - - - - - 19.09°
Indonesia
1978 561.1 —118.4 58.8 1429.0 = =1 l?ﬁ.ag 753.6
1979 1 8816 —739.8 14.0 10368 - ~731.8 14609
1980 30879 -1 567.0 2634 12809 - -162.7 I 29026
January-June 1981 219.8 ~530.4 1.8 §89.5 - 425.2 1 005.9
Malaysia
1978 0.39 =0.20 - 2.66 - —0.19 266
1979 244 =1.72 - il.f.]l‘j - 048 422
1980 0.24 1.25 = 719, - ~2.98 5.70
January-Tune 1981 =0.21 0.11 - 2.12 — -0.26 1.76
Philippines
1978 —6.65 0.60 0.31 11.79° - 1.76° 731
1979 _7.43 0.15 0.89 1537, = —3,91: 5.07
1980 —6.735 141 1.18 15.&?11 - -0.89 10,03
January-July 1981 —-1.72 342 048 3.15 = —6.16° 0.83
Republic of Korea
1978 _254 206 30 2 603 - _s589% 1 996
1979 —479 76 0 3 409 4 ﬂa?gif. 2127
1980 —811 521 30 4555 = ~1 638, 2657
January-August 1981 —1 296 493 100 2476 - 575 1 258
Singapore
1978 1.76 —0.70 - 152 = -1.53 1.06
1979 1.58 -1.13 - 262 = ~1.03 2.04
1980 0.72 047 = 4.17 = ~1.26 3.17
January-June 1981 0.65 —0.56 - 2.17 = ~0.96 1.50
Thailand
1978 ~10.05% 7.50 = 36.08 - —4.645 28.86
1979 0,73 10.06 - 35.17 - 21118 24 85
1980 20,06 18.10 = 23.97 = —16.008 46.13
January-April 1981 —3,91 6.16 - 25.62 - -12.938 14.94
Sources: IMF, Intermational Financial Statistics, November 1981; and Hong Kong, The 98182 Budget: Economic Background,
January 1981,
% Includes long-term foreign lending (+) or borrowing ().
b Includes other financial institutions.
€ Includes deposits with deposit-taking companies.
d Includes import deposits,
® Includes bonds.
f
B

Residuals,
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Table TV.11. South-east Asian couniries, Hong Kong and the Republic of Korea. Government finance,
1978-1981
[Rillion units of national currencies)

7 i Financed by
Clrrent Chirrent Development surplus/ Domestic ks Forefgn
FEVENLe expenditure expenditures deficitf-) non-bank Fesources
Burma
1978/79 5.15% 1.48 0.68 0.98 . . .
197980 6.24"° 3.72 0.95 1.57 i i
1980/81 6.39% 422 1.30 0.87 . .
Hong Kong
1978/79 1256 oo - 11.09 _____ 1.47
1979/80 1680,  --.... L A 292
1980/81 1933Y  Liool 127002 5.63
Indonesia
1978/79 53016 2 743.7 25556 2.3 : ; 2
1979/80 B077.9 4 061.8 4014.2 1.9 5 . .
1980/81 117209 5 B00.0 5916.1 4.7 i :
Malaysia
1978 10.7 9.0 4.7 -3.0 . --.Mj_ R 0.6
1960, 167 156 56 s IIITesdTo ¥
1981 184° 17.1 12.2 ~10.9 T A (g i 1.1
Philippines
1978 24.07 19.23% 6.73 ~1.89 L
1979 31.40 2331° 8.35 -0.26 .
1980 36.63 28.17° 10.96 ~2.50 =
Republic of Korea
1978 3963.1 387857 530.5 —445.9 102.3 -120.2 4638
1979 5307.2 5203.17 7217 —623.6 239.0 265.9 118.7
1980 . 66108 673537 B54.8 —979.3 643.7 355.8 ~20.2
1981 B 308.6 7272.2 1 603.1 —566.7 1209 578.3 1325
Singapore
1978/79 4.35 2.75 141 0.19 SR U e -1.81
1979/80 5.23 3.18 1.69 0.36 e =T s -2.02
1980/81 6.62 3,74 257 0.31 By 3. 1 R e —2.68
1981 (April-Tune) 1.77 0.86 0.64 0.26 e 1, SN -0.78
Thailand
1978 65.19 58,9268 18.99 ~12.72 1.26 12.64 _1.18
1979 78.67 u,ssg 19.29 -13.15 0.99 11.%0 0.27
1980 9542 94,60 26.60 _25.78 1.96 24.46 ~0.64
1981 (January-June) 61.57 50,605 12.17 —1.20 0.06 3.74 _2.60

Sowurcer:  Official national sources.

m =8 A0 o
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Includes grants and foreign loans.

Three quarters only.

Includes public authorities current surplus,
Includes special receipts and change in assets,

Includes net lendings.
Budget estimate.

Includes extrabudgetary.



New development plans of the Republic of Korea and Singapore

The Republic of Korea has
finalized its Fifth Five Year Economic
and Social Development Plan for
1982-1986. The objectives are pro-
motion of industrial efficiency, price
stability and social dewelopment.
Significant features include a scaling
down of growth largets, preater
relinnce on  markets for allocating
resources, and more emphasis on
social development. Vigorous pro-
motion of industry, emphasizing
heavy and chemical industries, con-
tributed to owerheating the economy
in recent years, with consequent
inflationary pressures. Export com-
petitiveness was  thus undermined,
and duplicative owverinvestment re-
sulted in a low utilization of capacity
in some heavy or chemical indus-
tries.

The new plan has targets for
real growth of GNP at 7.5 per cent
a year and for real per capita growth
at 5.9 per cent a year. Per capita
GNP would then rise from an esti-
mated level of § 1,701 in 1981 to
$ 3,354, at current prices, in 1986.

During the previous plan, for 1977-
1981, the twmrgeted growth rate was
9.2 per cent a year, but the actual
rate was only 4.5 per cent, because
of sharply negative prowth in 1980,
The lower target growth rate is in-
tended to restrain inflation, protect
export competiveness, and direct
more resources to soclal develop-
ment. Growth will continue to
be export-led, with emphasis on
industrial and chemical products, but
it is also hoped to achicve a more
balanced development of large-, me-
dium- and smallscale industry.
Singapore faces, in the 1980s,
the problem of all newly industrializ-
ing countrdes which lack indigenous
resources; a need (o restrocture jts
economy from labourintensive indus-
trial exports because of pgrowing
domestic and external constrainis,
But its industrial restructuring iz in
a different direction from that of
the Republic of Korea owing to
different msource and market con-
straints. The new economic plan for
the 1980s, unveiled in March 1981,
indicates that Singapore will mowve

towards those more sophisticated
industries which are not intensive
users of land, energy or raw materials,
but mther skill-intensive at a medium
level of technology. It will also seck
to develop higher value-added services
by capitalizing on a stmategic location
and relatively well-developed resources.

Unlike the Republic of Korea,
which had boldly tried to restructure
its economy during the international
oll crisis and world recession of the
mid-1970s, Singapore had held back
then, continuing on a path of labour-
intensive development. Since 1979,
however, there has been a concerted
effort to make up flor lost time,
Singapore now aims at a higher growth
rate for the 1980s: E-10 per cent a
year as against 6-8 per cent in the
second half of the 1970s. As in the
past, new developments are to depend
heavily on foreign emtéerprise and
resources. But it is lkely to become
difficult to attract skill-intensive,
middle-technology industries 1o
Singapore than it was to attract the
labour-intensive industries which made
it prosper.
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V. CHINA AND ITS NORTHERN NEIGHBOURS

In 1980, China had a population approaching 1 billion and a per capita GDP of approximarely § 260. Real
output grew by 6.9 per cent despite adverse weather conditions reducing growth in gross agricultural output to 2.7
per cent. Industrial ourput rose by 8.7 per cent. In 1981, it was expected that real output would grow by only 1.7
per cent, with gross industrial and agricultural outputs increasing by about 3.0 per cent. Energy output declined by 1.3
per cent in 1980, and a number of problems was affecting energy output prospects. International trade grew rapidiy
in 1980 but at a slower rate in 1981. Exports grew by 29 per cent in 1980 and by 13.2 per cent in 1981. Deficits in
the balance of paytents have been covered by increased foreign borrowing in 1980 and 1981. Strenuous and ap-
parently successful moves have been made to reduce the size of budget deficits, to limit inflation and to attain
restructuring obfectives, including an increase in the share of consumption in outpur and increased emphasis in
production in light industrial goods. Major fiscal problems, however, are reduced revenues due fo the decline in State
enterprise profits and the large increase in subsidies resulting from higher agricultural procurement prices sinice 1979,

INTRODUCTION

While China, with a population
of approximately 1 billion and a
per capita GDP of around $ 260, is
the most populous country in the
waorld and still in an early develop-
ing stage, its economic achieve-
ments have been impressive. Until
recently two major objectives have
guided economic performance: the
substantial reduction of poverty
and a rapid process of industrializa-
tion, 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 results 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 savings
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for investment purposes.

While these results were most
encouraging, serious constraints to
development appeared and resulied
in major changes in development
objectives and strategy from 1979.
The constraints included dissatisfac-
tion about a high level of savings
and investment and a relatively
slow rate of growth in real per
capita consumption of around 1.3
per cent per annum between 1957
and 1977; small scope to increase
the quantity of arable land; in-
efficient use of resources including,
in particular, raw materials and
energy in the industrial sector; a
severe shortage of skilled man-
power; an increasingly outdated
technological base; and a generally
poor level of economic planning,
which resulted in uneconomic in-
vestment 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 were intensive dis-
cussions about possible alternative
approaches to development during
1978 and, in December of that
year, a new development strate
was adopted by the Government.
The revised strategy stressed the
need for increases in consumption
and improvements 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 agricul-
tural raw materials; revising the

1 Third Plenary Session of the 11th
Party Central Committee, December
1978.



structure of industrial output by
enlarging the share of light (con-
sumer-oriented) industry and agri-
cultural supplies and by reducing
the share of heavy industry, im-
proving the system of planning and
management by decentralizing re-
gponsibility, 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 ex-
panding the role of the inter-
national  sector by  increasing
foreign trade, capital inflows and
technical co-operation in order to
stimulate growth in key branches
of the economy, particularly
industry.

[Implementing the reforms
proved partly successful, but a
number of unexpected problems
has also emerged. During the
period 1978-1980, net material
product [1"1TI'|.t|F",‘.I2 increased by
about 29 per cent, agricultural
output by 22 per cent and light
industrial output by 44 per cent.
Between 1977 and 1979, real
consumption per capita rose by
more than 17 per cent and in-
creased considerably again in 1980.

The latter was partly the result
of the increases in output; partly
also the result of expanding rural
incomes as a result of higher
procurement prices and higher
wages in  the industrial sector.
However, while in 1980 there was
a sharp reduction of funds allocated
for industrial investment in the
national budget, capital construc-
tion actually expanded because of
an unplanned increase in capital
construction expenditure by enter-
prises 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

2 See the box on p. 100 for a discus-
gion of the relationship of net material
product to the United Nations System
of Mational Accounts.

which, though maodest by inter-
national standards, was a new
phenomenon in  recent  Chinese
history. Finally, the new policies
gave rise to the unusual situation
of deficits, for 1979 and 1980, in
both the State budget and the
current account of the balance of
payments.

Increasing concern about these
adverse aspects of the reforms
led to a revision of the 1981 annual
economic plan. These revisions em-
phasized  short-term  economic
stabilization measures, the process
of continuing structural adjustment
and improving economic efficiency.
The aims of these revisions were to
balance the national budget, to
reduce and control the use of bank
credit for the financing of invest-
ment, to establish equilibrium in
the balance of payments, and to
control inflation. One of the major
policy measures was to have been
a severe reduction of investment,
particularly in  heavy industry.
However, further consideration of
the probable adverse consequences
of this reduction of investment
flows wupon current output and
employment, and on future poten-
tial for growth, appears to have
resulted in a decision to sustain
investment at a higher level than
announced earlier, by seeking
foreign loans. The net result ex-
pected from a tentative review
of developments in 1981 was that
national income would increase
by about 3.0 per cent, without
fiscal, monetary and balance of
payments objectives being severely
compromised.

A. POPULATION, EMPLOY-
MENT AND OUTPUT

The average annual rate of
growth of China’s population from
1949 to 1980 was 2.0 per cent,
but it declined from as high as
2.9 in 1965 to as low as 1.2 per
cent in 1980.3 This reduction was
due to the birth rate declining

much more rapidly than the death
rate. Between 1965 and 1979, it
fell by more than 50 per cent
because of a rapid decline in infant
mortality, an increase in the num-
ber of women with primary edu-
cation and a vigorously imple-
mented  family  planning pro-
gramme, which has relied upon
economic incentives and disincen-
tives as well as moral persuasion.
Given China's extremely precarious
agricultural position, as 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 popula-
tion growth has been critical to its
development effort. The Govern-
ment’s intention is to reduce the
growth rate of population to an
average rate of 1 per ceni between
1980 and 2000. This will require
vigorous efforts, given the already
low birth rate and the forthcoming
increase in the number of women
of child-bearing age as a conse-
quence of previously wvery high
birth rates.

The dramatic demographic
changes occurring recently have
markedly improved development
prospects. The proportion of the
population under 15 years of age
is unusually low for a less de-
veloped country. Hence, the pro-
portion of the population of
working age (15-64 years) is high
estimated at 64 per cent in IQEH'.].g
Moreover, nearly two thirds of this
working-age population is in the
labour force. The reduced propor-
tion of the school-age population
in total population will improve
educational opportunities, capital-
labour ratios will increase more
rapidly and the food supply prokb-

3 China, State Statistical Bureau
and the Bureav's *‘Communique on ful-
filment of China’s 1980 Mational Eco-
nomic Plan™, 29 April 1981,

4 China, State Statistical Bureau;
Ministry of Agriculture.

5 China, State Statistical Bureau,
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lem will become more manageable.

The distribution of population
reflects the country’s complex geog-
raphy. Some 95 per cent of the
people reside in the great river
plains constituting the eastern
coastal belt, where most of the
couniry’s arable land (about 11 per
cent of total land area) is to be
found. The urban share of the total
population, however, has been suc-
cessfully held to less than 14 per
cent as the result of policies to
decentralize industrial development
and to control  ruralfurban
mig;:a:ti,un.E

In 1979, the labour force was
4058 million, and was three
fourths agricultural. Industry (in-
cluding mining, manufacturing and
power), and services (including con-
struction, transport, commerce and
non-material services) absorbed the
remaining quarter in equal propor-
tions. This distribution of the
labour force among scctors is
characteristic of a less developed
country, but the sectoral distribu-
tion of production, in which
industry accounts for two fifths
of output and agriculture for only
one third, is not. Average outputs
per worker in industry and agr-
culture are thus considerably dif-
ferent. Approximately three quar-
ters of the labour force in 1979
were employed on communes,
and the remaining quarter were
workers or staff in State organiza-
tions (including State farms) or
urban collectives.

5 China, State Statistical Bureau.

T China, State Statistical Bureau.

§ Though small relative to  the
employment problem, the entry of
China into the labowr exporl market
is an interesting recent development.
Fourteen Chinese enterprises are engaged
in supplying labowr on contract services
abroad. Over the first three quarters of
1981, some 282 overseas employment
contracts, worth ¥ 460 milion, were
made, These provided employment for
13,000 Chinese engineers, technicians,
seamen and cooks. Monthly wages for
those cmployed averaged § 300-450.
Chirna News Service, October 1981,
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Between 1977 and 1979, em-
ployment grew by 6.3 per cent,
which is approximately the same
as the rate of growth in the labour
force. However, while the alloca-
tion of labour continues to be
heavily controlled, there have been
a number of developments causing
an employment problem in urban
areas. Population drift from rural
to urban areas has been one factor.
Since 1976 there has been a relaxa-
tion of former policies that sent
youths to the countryside and
enforced strict control over their
return to home towns. As a result,
there was, in the late 1970s, an
increase in the number of “‘returned
home™ youths, reaching 20 million
by 1979. The State planned to
create jobs for this labour force
over a three-year period; 8 million
were to be absorbed in 1979, 7
million in 1980% and 6 million
in 1981. One aspect of this pro-
gramme has been the granting of
permission to establish individual or
collective small-scale service under-
takings. In 1980, more than
E10,000 people were operating
individual businesses in urban areas,
a rise of more than 160 per cent
over the previous }-'e'ar.ln

Unemployment of a frictional
nature has also appeared as a result
of recent policy reforms. The shift
in priority from heavy to light
industries, introduced in 1979 and
accelerated by the investment cut-
back of 1981, entailed structural
adjustments. Similarly, the drive to
improve industrial efficiency has
involved curtailment of employ-
ment in many enterprises. The joint
effect of these two policies caused
the closure of 533 large- and
medium-sized factories in 1980,
and of over 300 more in 1981; in

3 A total of 9 million people were
provided with jobs in 1980 and included
those ““waiting for jobs™ as well as new
entrants into the labour force. China,
State Statistical Bureau, “Communiqueé
wee s OP, cil, p. 56,

10

Atid.

addition, thousands of small fac-
tories were also closed down 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
1980s, and a major problem will
be to provide socially beneficial
employment. The scope for ex-
panding employment 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 output
expands and as the share in indus-
trial output of relatively more
labour-intensive light industry in-
creases. The wvery low share of
services in total output also can be
expected to grow,

Between 1978 and 1980,
China’s economy expanded rapidly.
Because of exceptionally good
harvests in 1978 and 1979, NMP
increased at an average annual real
rate of 9.7 per cent. In 1980, it
grew by 69 per cent.!? These
rates compare favourably with the
average annual real growth rate of
54 per cent from 1957 to 1979,
Between 1978 and 1979, per capita
MNMP increased by 164 per cent
and in 1980 by 5.7 per cent.

The growth rate of NMP,
however, fell significantly in 1981.
The planned rate of growth of gross
industrial and agricultural ::lut]:rul,1
had been set at 5.5 per cent (equiv-
alent to 5.8 per cent in terms of

1 “China’s angry uncmployed™,
Asiaweek, 8 May 1981, citing Liberation
Army Daily.

12 hina, State Statistical Bureau,
“Communiqué . . ., op, cit., p. 33,

13 Gross industrial output exceeds
value added in the industrial scctor
because of the inclusion of inputs.
Gross agricultural output exceeds value
added in agriculture because of the
inclusion of inputs and the addition of
the gross industrial output of brigade
enterprises,



N]u.all'],14 but actual results appear
to be substantially lower, the
preliminary estimate being 3 per
cent or perhaps higher. 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 industral and agricultural
output to rise by 4 per cent.

The details of net material
product and expenditure most
recently available are for 1979,
when net material product was 335
billion yuan.!® Of total NMP in
1979, 38 per cent originated in
agriculture, 46 per cent in industry
(heavy industry alone contributing
26 per cent), 4 per cent each in
construction and transport, and 8
per cent in commerce. The most
striking feature is the unusually
high share for industry.

Gross domestic product (GDP)
has been estimated at 391 billion
yuan for 1979 and, as net factor
income from abroad was only 0.1
billion yuan, GNP was virtually
equivalent to GDP. Making adjust-
ments for the relative over-pricing
of industrial products and for
accounting conventions in China,
the structure of GDP in 1979
showed two fifths originating in
industry, one third in agriculture
and approximately one quarter in
services. The contribution of in-
dustry to output in China is about
the same as that for middle-income
countries, but the share of agri-
culture is more than double. The
residual share of services appears
very low, whether by comparison
with low- or middle-income
developing countries. One reason
is the inclusion of services in other

14 1981 Mational Plan, as announced
in August 1980,

15 Statement of Prime Minister Zhao
Ziyang to the National People’s Congress
in late November 1981.

16 Tne yuan)dollar exchange rate has
moved from 1.5193 yuan per dollar in
late 1979 to 1.7605 in June 1981,

sectors; another is the small size of
the personal services sector,

The matic of total investment
to net material expenditure (NME)
increased to as high as 37 per cent
in 1978, In terms of GDP, the ratio
was approximately 32 per cent in
1979, although this would have
been less if allowance were made
for the owver-pricing of industrial
products. Nevertheless, it is high
in comparison with other low-
income countries. One objective of
the changed development strategy
already described was to reduce
the share of investment in NME,
and a combination of policy

measures has seen it reduced
from 37 per cent in 1978 to 34 per
cent in 1979 and further to 30 per
cent in 1980, although this reduc
tion 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 de-
mand. The Govenment’s an-
nounced objective is to further
reduce the ratio of investment to
NMP to around 25 per cent. Prelim-
inary information suggests that,
while the absolute fall in invest-
ment expenditure will not be as

Table V.1, China. Net material product and expenditure at current

market prices, 1977-1980

{Billion yuan and percentage)
1977 1978 1979 1980
Net material product by sector
of origin:
Agriculture 98.4 108.4 128.1 135.0
(37.0) (36.0)  (38.0)  (38.0)
Industry 119.7 138.5 155.0 167.0
(45.0) (46.0) (46.0) (46.0)
Construction 10.6 12.0 135 14.5
4.0 (4.0) (4.0} 4.0
Transport 10.6 12.0 13.5 14.0
(4,00 {4.0) 4.0) (4.00
Commerce 26.6 30.1 27.0 29.0
(10.0) (10.0) (8.0) (8.0)
Total 265.9 0.1 3370 363.0°
{100.0) (100.0) (100.0) (100.0)
Net material expenditure by type:
Total investment 2312 108.7 111.3 108.9
(31.3) (36.1) (33.0) (30.0)
Fixed investment 64.9 78.2 84.6 ses
(24.4) (26.0) (25.1)
Inventory accumulation 18.3 30.4 26.7 -
{6.9) (10.1) (1.9
Material consumption 174.1 189.0 219.9 i
(65.4) (62.8) (65.2)
Investment plus consumption 257.3 297.7 3311
(96.7) (98.9) (98.2)
Material foreign trade (net) 1.5 -1.B 3.5
{0.6) (~0.6) i—1.0)
Residual error 7.2 5.2 9.4
2.m (L.7) (2.8)
Total 265.9 3011 3370 363.0°
{100.0) (100.0) (100.0% (100.0)

Sources: China, State Statistical Bureau; Ministry of Foreign Trade; and Bank

of China.
a

op. cit.,, p. 34,
Y Beijing Review, No. 32, 1981.

Revised to 335.0 billion yuan in State Statistical Bureau, “Communique ,..",
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large as announced in early 1981,
the level of investment spending
will fall.

Unlike most developing coun-
tries, China has financed its relative-
ly high investment in relation to
GDP from domestic savings, the
share of total investment funds
from domestic sources being ap-
proximately 97 per cent in 1979.
It appears, however, that con-
siderably pgreater use has been
made of foreign capital in 1981.1 7

The allocation of investment
funds in the past has favoured
industry at the expense of agri-
culture and, within industry, the
heavy industry sector. During 1977-
1979, agriculture received one fifth
of fixed investment and industry

17 Seep.114.

Table ¥.2. China. Allocation of fixed investment, 1977-1979 average

(Percentage)
Agriculture Indusery ther Total
State capital construction 2.8 29.9 12.8 45.5
Commune investment 12.8 5.3 3.2 21.3
Remainder 5.0 21.6 6.6 33.2
Total 20.6 56.8 22.6 100.0

Sources: China, State Statistical Bureau; Ministry of Foreign Trade; and the

Bank of China.

nearly three fifths. The share of
heavy industry in total fixed
investment during 1977-1979 was
nearly 50 per cent. In keeping
with new policy initiatives, the
share of investment allocated to
light industry and to the produc-
tion of agricultural supplies will
increase in 1981.

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
System of National Accounts, in that
it excludes depreciation and most
non-material services, including
houasing.

In China, material prodoct in-
cludes the outputs of agriculture,
industry, construction, commerce, and
transport and communications; non-
material production includes the ser-
vices of parly organizations, povem-
ment, defence, education, banking and
finance, culture, health and manage-
ment, Calculation of NMP varies
between sectors: in agrnculture, it is the
difference between gross agricultural
output and intermediate inputs; in
the other sectors, value added is the
sum of wages, contributions to wel-
fare funds and to enterprise Dunds,
interest payments, taxes and profits.

In 1979, non-material services
(excluding vent of housing) were
approximately 6.5 per cent of GDP.
This iz lower than for most other
socialist economies because of frequent
inclusion of such non-material factors
as education, health and culture in
NMP, because of the under-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 around 3 per cemt
of GDP in developing countries. Thus
the total walue of non-material ser-
vices amounts to approximately 10 per
cent of GDP.

The value of depreciation is
estimated at around 6.5 per cent of
MNMP, and this is also low by compari-
son with other countries. It iz due, in
part, to the practice of assuming long
life gpans for buildings and machinery
and to the omission of depreciation
charges on urban residential buildings,

To compare China’s relative sec-
toral outpuis with those of other
countries, two adjustments would need
be made to the GDP estimate described
above. First, conformity with con-
ventional national income accounting
definitions requires reallocation of the
output of brigade industry from agri-
culture to industry, and of education,
health and social services provided by
production units to the non-material
services sector. Secondly, the relative
prices of Chinese industrial goods are
unusually high and inflate the share
attributed to industry.
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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, com-
merce and infrastructure and for a
large amount in agriculture. Other
sources included the after-tax prof-
its of collective and State enter-
prises, the revenues of brigades and
communes, and the extrabudgetary
incomes of local governments,
From 1979, however, State enter-
prises could finance 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. AGRICULTURE

In China, the agricultural sec-
tor accounts for approximately
one third of GDP and employs
nearly three guarters of the labour
force. Although it has only 7 per
cent of the worlds arable land,
China has become an important
world producer of many crops.
It is the world's largest producer
of rice, with an output which is
four times that of India, the next
largest grower. It produces about
one sixth of the world’s grain, one
quarter of its tuber crops and
approximately a tenth of its com-
bined output of maize, sorghum,
soybean, cotton,  groundnuts,
rapeseed and tea. China also has the



Table V.3, China. Comparative data on agricultural inputs, 1978

Cifier
developing Developed
Ching countries couniries
Proportion of arable land irrigated
(percentage) 45 17 8
Chemical fertilizers application
(kg per arable ha) a0 25 110
Tractor mechanization
{arable ha per tractor) 180 40 270

Sowrcexr China, Ministty of Agriculture and other sources; other countries

from FAQ,

world’s largest stock of poats and
the second largest of sheep, as well
as two fifths of the pigs.

These achievements have been
made possible by highly intensive
use of land, high concentration of
labour, triple and double cropping,
and heavy use of both irrigation
and fertilizers. Nearly half of
China’s arable land is irrigated,
double the average proportion for
other developing countries. Ferti-

lizer application is three times
above the average for other
developing countries, and four

fifths that of developed countries.
There is one tractor per 200 ha of
arable land, compared to one per
300 ha for developed countries
and one per 50 ha for developing
countries. China's crop yields are
thus well above those of develop-
ing countries and, in certain in-
stances (cereals as a whole, rice,
sorghum and groundnuts) are 30-70
per cent higher than average world
yields.

During 1977 to 1979, gross
agricultural output grew by about
19 per cent with grain output in
1979 meaching a record level of
production of 332 million tons.
This impressive performance was
due to favourable weather condi-
tions and to agricultural reforms.
In 1980, however, adverse weather
conditions reduced growth in out-
put to 2.7 per cent.

Droughts in winter adversely
affected some 13 million hectares
in the north, and unusually wet
weather resulted in widespread

flooding in the central and southern
regions. Grain output fell by 4
per cent to 318 million tons as the
result both of climatic conditions
and a reduction in grain acreage.
Some 1.5 million hectares of rice,
wheat and corn land were diverted
to the production of cash crops.
As a consequence of growth in the
latter and in livestock production,
the reduced impact of the grain
harvest on over-all agricultural
production was more than offset,
Output of cotton rose by 23 per
cent, sugarbeet by 103 per cent,
oil-bearing crops by 20 per cent
and meat by 14 per cent, Had it
not been for its highly developed
agricultural infrastructure, inclu-
ding expanded irrigation facilities,
the impact of the adverse weather
on agricultural output would have
been much more severe.

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 1981,
and the gross value of agricultural
output was targeted to increase by
4 per cent. Current indications are
that, despite continuing adverse
weather conditions in early 1981,
the pgross walue of agricultural
output grew by about 3 per cent
in 1981 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 was reported at
around 50 million tons which was
an increase of 2 per cent over the
1979 harvest. Other estimates sug-
gest that the 1981/82 wheat crop
could reach 56 million tons as
compared with 54 million tons in
1980/81; that coarse grain output
for 1981/82 could be 82 million
tons and that cotton production
could be equal to the 1980 record
level of 2.8 million tons. Qutput
of sugar in 1980/81 is likely to
approximate 3 million tons and
this is 20 per cent above output in
1979/80. Most of the increase in

18 Statement of Prime Minister Zhao
Ziyang to the National People’s Con-
gress, in late November 1981.

Table V.4. China. Comparative data regarding crop yields, 1977-1979

average
(Tonsjha)
Developed Developing
Chiira Werld countries counitries

All cereals® 2.65 2.03 2.62 1.46
Rice 3.95 2.25 554 2.10
Wheat 1.82 1.85 2.08 1.39
Cormn 276 312 5.09 1.39
Sorghum 2.26 1.33 3.37 0.95
Soybean 1.05 1.85 2.02 1.42
Cotion 0.45 0.41 0.68 0.28
Groundnuts 1.29 0.96 242 0.88
Rapesced 071 0.98 148 053

Souwrces:  China, official estimates; FAD, Production Yearbooks,

a4 Excludes soybean and tubers.
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Table V.5. China. Foodgrain and cash crop production, 1977-1980

(Million fons)
TO50 ot put
as pereentage
1977 1978 1979 1980 of world outpur

Foodgrain
Rice (paddy) 128.5 137.0 143.8 1423 35.6
Wheat 40.1 538 62.8 54.2 12.2
Comn 49.4 56.0 60.1 59.7 15.2
Sorghum 7.7 8.1 7.7 1.7 13.2
Soybean 7.3 7.6 7.5 7.9 9.5
Millet 6.2 6.6 6.2 6.0" 20.1
Tubers 29.7 31.8 28.5 27.8 21.4*
Other 13.9 3.9 155 15.9 .

Total foodgrains 2828 304.8 33z 318.2

Cash crops
Cotton 21 22 2.2 2.7 18.9
Jute 0.9 1.1 1.1 1.1 275
Mulberry 0.2 0.2 0.2 -
Tussah - 0.1 0.1 et pe
Tea 0.3 0.3 0.3 0.3 15.8
Sugarcane 17.8 21.1 21.5 228 3.1
Sugarbeet 5 2.7 3.1 6.3 2.3
Fruits 57 6.6 T.0 T.2 uw
Vegetables 33 33 3.2 .

Sowurcey: China, Ministry of Agriculture; and FAO, Production Yearbook, 1980,

% Rootsand tubers,

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 ome fifth of 1 per cent
per annum. Only in the last three
years has there been any appre-
ciable 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 rapidly by
7.1 per cent annum in 1977-1979
to 274 kilograms per capita per
annum fell by 5.1 per cent in 1980.
The imbalance between domestic
supply and demand for grain has
been handled by the rationing of
scarce supplies or by imports which
have been small, however, in rela-
tion to domestic production. From
1957, grain imports have averaged
around 2 per cent of domestic
consumption, with this figure rising
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to around 4 per cent in 1980.'7
Policy measures are nearly as
important as weather in influencing
fluctuations in the volume and
compaosition 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 agri-
cultural lands have been opened
up and institutional reforms made
to increase grain output by relating
rewards more directly to work
performance. From 1977, the sys-
tem of distribution in agricultural
production units based on the
principle of an equal per capita

19 The net figure is small, but ob-
gcures the fact that substantial exports
of certain grains from some regions were
maofe than matched by imports of basic
consumer grains by other reglons.
Despite the small net grain deficit, China
continues to suffer from chronic short-
ages of foodgrains in some regions. The
value of imports of grain, moreover, are
important in relation to the availability
of foreign exchange and the size of the
international grain market.

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 internal organiza-
tion and distribution; and the basic
“accounting unit™ has been reduced
to the level of the working team,
the effect of which is to give the
individual peasant household full
responsibility for its production
performance. A system of subcon-
tract work hag also been adopted
50 that households, or small teams,
can retain for their own use output
in excess of production quotas.
Plots of land have been allocated
to individuals for household agri-
cultural activities, and side-line
occupations have been encouraged
to make fuller use of such plots.
The limit on private plots has been
raised to 15 per cent from 7 per
cent of the total cultivated area.
Collectives have been encour-
aged 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
of commodities, including grains.
Furthermore, powerful output in-
centives have been created with an
upward adjustment of agricultural
procurement prices. Higher State
purchase prices, for instance,
helped to expand meat production
by almost 12 per cent in 1978-
1980; this performance was assisted
by a greater supply of animal feed
grains in response to more flexible
price policy. Such measures were
expected to increase the marketed
supply of grains (without adversely
affecting the volume of other cash
and industrial crops), and to reduce
the relative scale of non-marketed
agricultural production (which in
1980 was still more than 50 per
cent, and for grain more than 75



per -:cnt},m

Agricultural  decentralization
has meant giving production teams
and brigades greater power of
decision over their production
plans, and also encouraging com-
munes and State farms to make
more use of credit and so less use
of State grants for financing opera-
tions. All these changes are bringing
about more efficient use of capital,
including working capital. To this

20 HE. Gianzhang, “Newly emerging
economic forms', Beffing Review, No.
21,25 May 1980, p. 18.

end, the Agricultural Bank was
reactivated in 1979 and under-
went  considerable expansion in
1980; there are plans for doubling
its loan portfolio by 1985.

The agricultural sector received
only about a fifth of the nation's
total fixed investment in recent
years, a very small proportion
compared to its share in employ-
ment and total output, and over
three fifths of this has been
financed by the communes’ own
resources. However, because of the
recently announced policy of ex-

tending the period of read]ustment
of the economy until 1985,%1 it
appears likely that increases in the
share 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 reforms
since 1980 have also concerned
themselves with cereal supply.
Regional specialization in wvarious

21 Statement of Prime Minister Zhao
Ziyang to the National People’s Con-
gress, in late November 1981.

The Mongolian People’s Republic
is the oldest centrally planned econ-
omy in the ESCAP region or, for that
matter, in the world outside the USSR,
From its inception, in 1924, it has
developed a socialist system with
assistance from the USSR, and retains
strong links with it. It has had much
land, a small population, and a basical-
ly pastoral economy. In 1980, the
population was 1.7 million. The
traditional economy is being trans-
formed by the development of agricul-
ture and industry.

Agriculture has been developed
to produce fodder, wheat, maize, other
cereals, potatoes and vegetables, al-
though less than 1 per cent of the total
land area has come under cultivation.
During the 1976-1980 plan, 277,000
ha of virgin land was developed but
animal husbandry is still the dominant
farming activity, and sheep are its
mainstay. In the 1981-1985 plan
pericd, however, it is planned to build
new virgin land State farms and to re-
pair 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 FAQ
estimates, bad weather bringing it 13
per cent below 1979 output. The
livestock population was greatly re-
duced in 1978 due to bad weather.
The loss of 2.6 million animals was
made up by a natural addition of 9.3
million in 1979, but later cold weather
in early 1980 reduced the natural

The Mongolian People’s Republic

increase to 8.5 million. The target
for 1981 is for a 9.1 million increase,
giving a 600,000 increase in net terms
over 1980 livestock population. A rate
of growth in agricultural output in
excess of 4 per cent was projected for
1981.

Farming is dominated by large
State farms, uzsing mechanized tech-
niques, and by herding co-operatives.
There were over 60 State farms and
‘fodder farms™ in 1980, 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 16,000 ha of arable land
and use about 240 tractors of 15 hp,
36 grain harvesters and 39 trucks; a
typical co-operative might have 36
tractors and 15 trucks.

Mongolia’s exports are largely
from farming and, more recently,
mining. It has long produced some
coal, gold and fluorspar, and is now
building successive stages of a large
mining and ore concentration plant for
copper and molybdenum. This is a
joint Mongolian-Soviet project. The
output of coal and lignite was 4.1
million tons in 1980, and that of
fluorspar 0.5 million tons.

Most industry is concentrated
around large towns. Their factories
produce bricks, sawn timber, cement,
leather goods, woollen cloth and other
textiles, bakery goods and butter.
Gross industrial output rose by 9.4

per cent in 1980, a considerable
increase but below the target rate of
11.3 per cent.

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, 3 per cent for leather footwear,
and 7 per cent for bakery goods.
There were also gains 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 consumpiion
of 98 kg. Milk production 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
£ T80 in 1979, which put it into the
World Bank’s group of middle-income
developing countries. [ts real GNP
had grown at an average annual rate of
7 per cent between 1976 and 1980,
and 44 per cent of that growth came
from industry. According to the
seventh five-year plan for 1981-1985,
a growth of 41 to 45 per cent in GNP
is projected. The projected rate of
growth for industry in 1981-1985 is
10.4 to 11.6 per cent per annum.
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types of crops, combined with
more effective concentration of
investment outlays, has been
selected as one way of reducing
the grain deficit. Accordingly, a
decree issued by the State Council
in July 1980, designated the ex-
tensive plains in the north-eastern
provinces of Hailongjiang, Jillin and
Liaoning for development as a ma-
jor “grain base". Because of the
region’s short growing season and
severe winters, its vast agricultural
potential can be utilized only by
considerable mechanization. It was
thus planned to mechanize more
than 70 per cent of the region's
cultivated area by 1985.%% Fulfil-
ment of this plan will depend on
the country’s capacity to increase
its imports of farm machinery
and also on its ability to expand
the domestic industry for agricul-
tural machinery. Such expansion
has been planned, despite the
general cut in the heavy industry
sector.

Notwithstanding recent de-
velopments, the agricultural sector
continues to face problems, many
related to a shortage of trained
manpower. There is a shortage of
personnel to plan and evaluate
investment projects, and of ex-

22 isia Research Bulletin, June
1981.

perienced technical personnel for
engineering. Manaperial skills are
also lacking. Some critical inputs
such as agricultural machinery have
been found to have excessive pro-
duction cosis andfor inferior guali-
ty. Others, such as chemical ferti-
lizers, have often been used in-
efficiently. In addition, physical
problems related to land develop-
ment, such as soil erosion, siltation
and salinity, remain unresolved.

C. INDUSTRY

China’s industry in 1979 con-
tributed 40 per cent to GDP and
46 per cent to NMP. 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 economies. Because of
its vast size, however, China ranks
among the world's largest producers
in several industrial products. It is
the largest producer of cotton yam
and fabric and among the top 10
in the output of cement, coal,
tungsten, sulphuric acid, steel and
electricity. In 1981, it was the
second largest producer of mdio
gets.

There has been a remarkable
transformation in China’s indus-

Table V.6. China. Characteristics of industrial enterprises, by ownership

type, 1979
Enterprises
Srare- Urbar Rural Brigades
owned  collectives OIS
Number (thousand units) B4 100 171 580
Per enterprise
Gross output {million yuan)® 4.4 0.6 0.1 =
Net output {million yuan) 1.5 0.2 0.1 -
Employment (number) 371.0 133.0 52.0 17.0

Sowrce: China, State Economic Commission.

a
b

At 1970 prices,
A1 1979 prces.
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trial output. First, an entire struc-
ture 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
effort to decentralize the location
of industry to poorer regions and
to rural areas.

The rapid growth of industry,
the increased level of self-sufficien-
cy and the successful policy of
dispersion have been the result of
a central command over resources,
the allocation of a large share of
domestic savings to industry and a
preparedness to use whatever tech-
nologies were available when access
could not be had to more efficient
technologies.

As a result of these policies,
the growth in output secured has
been due overwhelmingly to the
increased use of capital and labour
rather than to their more efficient
use, Between 1957 and 1979, when
the ratio of investment to GDP
fluctuated between 25 and 30 per
cent, over 50 per cent of these
resources were allocated to indus-
try. In 1979, 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 re-
maining tenth to the State. State
enterprises, however, predominate
in terms of their contrbution to
industrial output, employment and
capital. The average State enterprise
employs 371 workers, has gross
fixed assets of about 4 million
yuan, and produces goods worth
4.4 million yuan per year. The
average annual wage in State
enterprises is about 1.5 times
more than in urban collectives, and
this reflects higher capital-labour
ratios. All principal factories are
State enterprises.

The majority of enterprises are
light industries, but are far less
capital-intensive than those in the
heavy industry sector, and account



for only two fifths of industrial
output and employment. Because
of  earlier
achieving self-sufficiency, China has
a large sector producing machinery
and metal products, and this
contributed 27 per cent to total
industrial output in 1979, a per-
centage which is about twice as
large as India’s, and three guarters
that of Japan.

Between 1952 and 1978, net
industrial output grew at an average
annual rate of around 10 per cent.
Heavy industry, however, expanded
27 times and light industry only
nine times, Heavy industry com-
prises mainly capital goods, while
light industry comprises household
consumer durables and hand tools.
The over-all performance in indus-
try was exceeded during this period
by only a few developing countries,
including the Republic of Korea in
the ESCAP region.

In 1980, the over-all rate of
industrial growth was 8.7 per cent,
exceeding the planned growth rate
of 5.6 per cent. Although capital
expenditure covered by the State
budget decreased by nearly 25 per
cent, total capital spending rose by
7.8 per cent. The reason was partly
that State enterprises were per-
mitted access to bank credit to
finance investment plans. This im-
pact of bank lending on industrial
activity in 1980 was reinforced by
the positive effects on output of
various micro-economic measures
discussed below,

Initial reaction in early 1981 to
the unintended solid performance
of the industrdal sector was to
revise the plan for 1981 by sched-
uling a large decrease in total invest-
ment of 40 per cent, mostly to be
concentrated on heavy industry.
The revised growth target for
industrial output was only 0.8
per cent, in contrast with the 6.0
per cent originally planned_H It
appears, however, that this drastic
cut in planned investment was
further reviewed following concern

concentration  on

Figure V.l. China. Industrial output, 1977-1980
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about the idle capacity it would
create in the capital goods sector,
and the long-term impact it might
have on capacily constraints to
growth in certain industries. As a
result, investment appears to have
been sustained at a much higher
level than the revised plan original-
ly intended, as a result of foreign
borrowings. Thus, it is likely that
growth of gross industrial output,
in 1981, will exceed the revised
plan target of 0.8 per cent,24

23 Yao Yilin, "Report on the read-
justment of the 1981 national economic
plan and State revenue and expendi-
tl:’:;". Beifing Reveiw, No. 11, 16 March
1981.

24 In the first three quarters of 1981
gross industrial output grew by 1.1 per
cent in comparison with the same period
in 1980, Hght industry output rising by
12.1 per ceni and heavy industry de-
clining 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,

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 ex-
pense of heavy industry in general,
and of the machine-building sector
in pa.ﬁinl::l.ll.'lr.25 The new policy
guidelines provided for increased
allocations on a priority basis of
fixed and working capital, and of
foreign exchange, to light industry
and producers of agricultural in-
puts. They also receive priority in
allocations of materdals, fuel and
power. As a result of these revised
priorities and of measures taken to
improve efficiency, the growth rate

B Dudng the period 1952-1978
heavy industry, which includes most
producer goods, mining and electric
power expanded 27 times; light industry,
which includes manufactured consumer
goods and some producers goods ex-
panded, by only nine times.
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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 respectively, The share
of light industry in total industrial
output thus increased to 47 per
cent in 1980, four percentage
points above ijts contribution in
1975-1979.

The impact of these policy
changes, and of various measures
adopted to improve efficiency, is
reflected in the performance of
different groups of industry. In the
area of consumer durables, output
of radio sets, in 1980, rose by 118
per cent, television sets by 88 per
cent, cameras 57 per cent, and
sewing machines, wrist-watches and

Table V.7. China. Industrial output of major products, 1980 and growth

1975-1980
Growith rafe
(percentage change)
1980 Avergge annual
oufput 1975-1979 1980

Heavy industry
Crude coal 620 million tons 7.1 2.4
Crude il 106 million tons 8.3 -0.2
Natwral gas 14.3 billion cu m 20.6 -1.7
Electricity 301 billion KWh 9.5 6.6
Fig iron 38 million tons 10.7 is
Stecl 37 million tons 9.6 T
Rolled stee] 27 million tons 11.4 B.8
Coke 34 million tons 52 15
Cement B0 million tons 12.4 8.1
Plate glass 28 million cases 125 18.9
Timber £4 million cum 4.1 -1.5
Sulphuric acid 7.6 million tons 9.6 9.1
Soda ash 1.6 million tons 4.6 8.5
Caustic soda 1.9 million tons 9.1 5.3
Chemical fertilizer 12.3 million tons 19.4 15.7
Chemical insecticides 0.5 million tons 6.2 0.0
Plastics 0.9 million tons 245 13.2
Ethylene 0.5 million tons 60.8 12.6
Calclum carbide 1.5 million tons 9.4 8.0
Rubber tires 11.5 million 13.7 -2.0
Power generating equipment 4 193 MW 5.8 =325
Mining equipment 0.2 million tons 7.7 -38.3
Machine tools 1.3 million -535 —4.3
Motor vehicles 0.2 million T4 19.4
Tractors 0.1 million 125 -22.2
Hand tractors 0.2 million 11.0 -31.4
Internal combustion engines 25.4 million hp 5.5 -12.7
Locomotives 512 22 ~10.6
Railway passenger wagons 1 002 1.6 17.1
Railway freight wagons 10 600 0.5 -34.1
Steel ships (civilian use) 0.8 million tons - 1.1

Light industry
Cotton yam 2.9 million tons 5.7 11.4
Cotton doth 13.5 billion metres 6.6 10.9
Gunny bags 433 million 15.8 259
Chemical fibres 0.5 million tons 20.5 38.0
Television sets 2.5 million 65.3 8715
Radios 30 million 10.2 117.5
Camcras 0.4 million 6.5 56.7
Bicycles 13 million 128 29.0
Sewing machines 7.7 million 13.3 30.8
Wrist watches 22 million 215 29.8
Synthetic detergents 0.4 million tons 155 =1.0
Light bulbs 950 million 13.1 11.8
Sugar 2.6 million tons 95 2.8
Salt 17.3 million tons -0.1 17.0

Source: China, State Statistical Bureau.
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bicycles each by approximately 30
per cent. These growth rates were
all far in excess of those for 1975-
1979. By contrast, except for mo-
tor vehicles and railway passenger
wagons, outputs of major ma-
chinery and transport equipment,
and of mining and power-generating
equipment, railway freight wagons
and hand tractors, declined marked-
ly below their output levels in
earlier years.

In the energy 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 cent in 1979, and
declined by 2.4 per cent in 1980.
Immediate problems are the need
to develop new mines and to
generally improve technologies and
facilities to 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 being fully
exploited and other proven re-
sources require substantial invest-
ment, with considerable gestation
lags. Both oil and coal production
are being partly tapped for ex-
port, and this has exacerbated
domestic shortages.

Production of chemical fer-
tilizer has grown rapidly as a result
of several large complexes, built in
1973-1974, coming fully into
operation. However, some factories
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 that of potash too
little.

Together with sectoral restruc-
turing through the investment proc-



ess, the Government's aim of
raising industrial efficiency in State
enterprises was pursued by giving
local units more executive au-
thority.

Once production targets have
been fulfilled, operation units have
been permitted to produce in
accord with market conditions.
Various types of companies have
been set up as specialists in the
production and sale of narrow
ranges of products, to promote
quality and cost efficiency, and to
help reduce redundancy in invest-
ment, In addition, enterprises have
been provided with expanded op-
portunities to market their own
outputs, and there has been =a
reduction in the range of goods
required to be distdbuted through
the State purchasing and supply
apparatus.

Of particular importance is
the major departure from former
procedures for financing invest-
ment. Virtually all capital acquisi-
tions had previously been financed
by enterprises through State bud-
getary appropriations. From 1979,
loanable funds became available
to industrial enterprises through the
banking system, individual enter-
prises being allowed to finance their
capital acquisitions on credit terms.
As investment funds became avail-
able on a cost basis, enterprises
have been induced to become in-
creasingly cost-conscious, thereby
improving the efficiency of using
capital, including working capital.
At the same time a profit retention
scheme was introduced, whereby
some profits of enterprises can be
retained to finance investment
-le'x.pe-ﬂ|:11h:|.n|3:3\.zllsi

Some 6,000 enterprises (out of
a total of about 400,000), ac-
counting for 45 per cent of the
nation’s gross industrial output
(GIO), had, by the close of 1980,
localized their decision-making pro-

26 Beifing Review, No. 11, 1981,
p. 20.

China*s hydroclectric  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 besn
tapped. One third of the total ocutput
of 20 million kW in 1980 was generated
by small stations, ecach with an
installed capacity of less than 12,000
kW. There are about 90,000 small
hydropower stations in China.

Development of small hydro-
power stations has occurred, not only
because of the scattered distribution
and small size of water resources, but
also by the country’s policy of local
{county-level) self-sufficiency. Most
hydrostations have been built by the
peasants  themselves for agricultural
and light industrial activities, and for
houschold uwses. The less demanding
requirements of small hydropower
stations in terms of manpower, finan-
cial inputs and technological know-
how have made it possible for small
rural communities to bulld their own
stations.

Governmenti policies, too, have
helped the construction of small
stations. By directing that power
stations be owned and managed by the
people who build them, a wvested
interest was introduced into the
development of hydroelectric power,
To promote this development, = re-
glonal training centre for small hydro-
power stations has been established
in Hangrhou to promote technical
exchanges and co-operation with other
countries.

The availability of hydroelectric
power has, especially in the moun-

More attention to hydropower

tainous regions, fostered agricultural
mechanization and the development
of local small industry. Small stations
have been assessed as more cost-
efficient than large stations in China;
generation is about 25 per cent less
expensive than from the larger opera-
tions. Investment cost of § 0.12-0.20
per kWh in small stations is almost the
game as in large ones, and thus easily
meets the internationally recommended
feasible cut-off point of § 040. A
major shortcoming of small stations,
however, is their unstable output
levels. Because of the absence of
regulation reservoirs to serve most
small hydropower stations, the genera-
tion of electricity Muctnates with water
levels. Under the influence of seasonal
fluctuations, especially in the mon-
soon belt, supply thus frequently fails
to moet demand.

In view of increasing pressure on
other energy sources (through de-
pletion of domestic reserves and
rising prices on forelgn  markets),
China could well utilize more [ully
its hydropower potential. In fact,
it is paying growing attention to
development of hydroclectric power
and, in particular, the construction of
larger 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 kW.
Future plans include an additional
supply of 1 million kW of hydro-
electric power in 1981, an annual
increase of 1.5 million KW for the rest
of the decade, and 2 million kW
through the rest of the century. At
this rate, China’s hydropower capacity
would expand sixfold between 1979
and 2000.

cedures and taken responsibility for
their own finances.2” This process
increased managerial flexibility at
the operating level, and permitted
local adjustments to incentives for
achieving increased nfﬁciency.“
One result was that the volume of

27
p. 24

28 Recent improvemenis in the per-
formance of industiral enterprises in
Sichuan Province are reported on in the
Beijing Review, No. 14, 1981.

Beifing Review, MNo. 12, 1981,

their market sales rose, as a share of
total retail sales, to 35 per cent.
Industrial expansion faces a
number of constraints. The out-
look for energy output is one prob-
lem. Oil output has recently de-
clined, and increases in output up
to 1985 may be difficult to achieve.
Coal is also beset with problems,
and it is unlikely that the annual
growth in primal energy until
1985 will greatly exceed 2.0 per
cent. Electricity generation, given

107



the existing situation and produc-
tion pestation periods, can grow
by only about 5 per cent per
annum up to 1985. These rates
of growth in energy ouipul are
well under half of those achieved
in the period 1952-1980. Beyond
1985, prospects for increased
energy supply are better but will
depend upon increased capital out-
lays now, and the energy sector
already receives two fifths of in-
dustrial investment. Vital invest-
ment in other sectors will, there-
fore, be compromised.

In these circumstances, the
thrust of policies must be to in-
crease supply and to conserve
energy use. Fortunately, there is
much scope for this. The pricing
of energy in the past has encour-
aged excessive use. Relatively inex-
pensive  adaptation to existing
equipment could effect substantial
economies, and there is need for
the greater use of coal in heavy
industry. The shift to light industry
from energy-intensive heavy indus-
try 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 availability of capital, A more
efficient use of capital than in the
past is essential, given a reduced
share of investment in total ex-
penditure and an increased share
of investment in non-productive
sectors. The increased emphasis
given light industry will tend to
reduce capital-output matios, but
other reforms relating to primary
and inventory management are also
vitally important if excess capacity
is to be reduced.

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 eased by expansion of the
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metallurgical and petro-chemical
industries and by the greater use
of coal, Capacity constraints in
agriculture will prove less tract-
able; however, other remedial steps
are increasingly to adopt measures
which economize on the use of
raw materials, to expand industries
such as electronics, which are less
intensive in the use of raw mate-
rials, and to continue the elimina-
tion of inefficient plants.

Industrial output has also en-
countered severe problems as a
result of often backward technol-
ogy, poor product design and
quality control. Remedial measures
already adopted include the provi-
sion of incentives for innovation
and for greater access to foreign
technology.

Telecommunications are &
problem area because of serious
shortages of telex and telephone
facilities in major cities. Within
China, long-distance communica-
tions rely upon surface lines and
telephone exchanges in large- and
medium-sized cities are in need
of expansion and modemization.

Rail transport is a vital part of
China’s over-all transportation sys-
tem. Despite the impressive expan-
sion of alternative transport facili-
ties, it continues to provide for
nearly 50 per cent of commercial
freight movements. It is easily
the most important manner in
which bulk transport is carried out
over medium- to long-term dis-
tances, especially from north to
south where there are no natural
waterway facilities. In 1980, new
track construction was approxi-
mately 900 km, increasing total
track to more than 51,000 km.
At the moment, only 2,000 km are
electrified, with 600 km having
been added in 1980 and with a
further 3,000 km under construc-
tion or scheduled for construction.

While the utilization of railroad
capacity is efficient, capacity out-
put is far below demand. Since
1952, the volume of traffic has

increased more than ten times.
Length of railway tracks has
only slightly more than doubled.
Moreover, the building of goods
tracks has until recently concen-
trated on relatively under-serviced
areas. Since 1979, track construg-
tion has concentrated around
densely populated east-coast areas,
which provide for around 80-90
per cent of total transport demand.
A further problem is due to an
excess of short-haul traffic because
of inadequate and relatively expen-
sive road transport facilities.

Mew regulations for the rail-
roading of goods were brought into
effect 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
importance of water transport as
an alternative to rail and road
transport. Navigable waterways are
twice as long as the rail network.
Over the last three years, water-
bome transport has been growing
in volume terms by more than 20
per cent a year, and it now ac-
counts for 40 per cent of total
freight shipment, with inland water-
way shipping accounting for ap-
proximately 7 per cent and coastal
shipping 10 per cent of over-all
domestic freight movements on a
kmyton 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 are
now being tackled by the Ministry
of Communications, Improved facil-
ities are also being provided at
major inland ports.



Ocean shipping has increased
considerably. Ower the last 20
years, the China Ocean Shipping
Company fleet increased from 20
vessels in 1961 to over 500 in 1980,
The freight capacity of its feet
in 1980 was approximately 43
million tons. Bulk cargoes dominate
shipping traffic, with ore and
grain accounting for 34 per cent,

cement and coal and fertilizers 12
per cent and petroleum for 18 per
cent. In part this is due to the
highly competitive rates offered by
Chinese shippers and, in part, to
relatively  under-developed  con-
tainer services. The latter problem
is being addressed, and regular
container services are now being
expanded. At the same time con-

tainer facilities at Chinese poris
are being improved. The lack of
deep-water berths is still a critical
problem, which has made for
considerable congestion at existing
deep-water facilities. Congestion
problems have also been aggravated
by inadequate management and
operational techniques.

This country occupies the moun-
tinous northem half of the Korean
peninsula. Arable land is limited to
less than a fifth of iis total area, but
the country is dch in minerals —
bauxite, coal, graphite, iron, lead,
magnesite, tungsten and zinc. It has
a relatively small population, 17.5
milion in 1979, and one third of
its labour force is engapged in indus
trial activities which, however, con-
tribute two thirds of its GNP,

The State is ruled by the central
committee of a single party, the
Korean Workers” Party, under the
principle of Juche, or national self-
reliance, The economy s largely
nationalized and centrally planned to
achieve self-sufficlency and growth.
That has meant a build-up of heavy
industry, and one third of industrial
output now comes from the engineer-
“ing industries which, it is reported,
had achieved for the economy 98 per
cent of self-sufficiency in machinery
by 1978,

During the 1970s, industrial out-
put expanded at an average annual rate
of 16 per cemt, and a little more
mpidly in 1980. This rate was 2.5
times the comesponding average
growth rate for real GNP, which
indicates that the economy’s dyna-
mism derives mainly from indus-
irialization. State capital expenditures
for 1980 were to increase by 11.3 per
cent, but those for industry by 16.6
per cent.

Maore than half the production of
consumer goods comes from small-
to medium-gized factories. Recently,
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more attention has been paid to con-
sumer goods with the establishment
of a new Ministry of Food and Daily
MNecessities.

There has also been some relaxs-
tion of the principle of Juche., Export
industries have been actively pro-
moted, and encourngement has been
given to joint ventures with foreign
enterprises, mostly western.

Agriculture has grown much less
mapidly than industry. Its average
annual growth rate during the 1970s
was 6.1 per cent, and this fell to 2.4
per ceni with the bad climatic condi-
tions of 1980 in north-cast Asia. Food
production grew more slowly still,
by only 3 per cent a year in the 1970s.
According to FAO estimates, B.S
million tons of grains were produced in
1980, the main crops being rice and
maize. In 1980, some 350,000 tons
of rice and 210,000 tons of maize
were exported, and 550,000 tons of
wheat were imported.

The limited arable area, and a
harsh dimate which usually permits
the production of only one crop a
year, have made it difficult to attaxin
seif-sufficiency in food. Since 1959,
peasant farming has been replaced by
collective farms using B8-10- tractors
per 100 hectares. Rice production is
largely mechanized on some collective
farms. [Irrigation has also  been
developed to the point of covering
nearly half the cultivated area, a higher
proportion than the average for Asia.
Increasing size of farms has been
counterbalanced by decreaging size of
groups working the farms. These
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groups work on a subteam contract
system, which allows the award of
productivity bonuses to a team rather
than to individuals,

Current development plans for
agriculture stress [rait production and
fishing. Orchards occupy 2.5 per cent
of the total land area. Fish-pond
farming has already developed to yield
about 3 million tons of this major
protein food. Deep-sea fishing provides
much less than that, but it was allo-
cated the largest rate of increase, 70
per cent, of State investment expendi-
tures under the 1980 budget.

Most of the country's trade is
with CMEA countries, but a recent
expansion of trade with non-commu-
nist couniries, notably Japan, has
increased their proportion of trade
with the DPREK to two fifths. In 1979,
total merchandise eéxports Wwere
probably about § 1.500 million and
merchandize imports about § 1,600
million. Minerals and metals were
nearly one third of exports, as were
other primary commodities; textiles
and clothing, machinery and transport
equipment were each 5 per cent, and
other manufactures the remaining 30
per cent. About one third of imports
are capital goods, one fifth raw mate-
rials, one tenth petroleum and the
remaining third consumer goods of
various kinds. Shortage of foreign
exchange has been a major constraint
on economic growth, and this prob-
lem has been intensifisd by difficulties
in servicing or repaying foreign loans
which, in 1981, were estimated to have
reached § 2.1 billion.
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D. FOREIGN TRADE AND
PAYMENTS

China’s trade?? has grown
quite spectacularly since the cal-
culated “opening up" of the
economy in 1977. Between then
and 1980, exports almost doubled
and imports (f.0.b.) slightly more
than doubled in current wvalue
terms.3®  Measured as the dif-
ference between exports and im-
ports (f.o.b.), the balance of trade
shifted from a surplus of 1.8
billion yuan in 1977 to deficits
of 0.4 million yuan and 1.2 billion
yuan in 1978 and 1979, and then
to a surplus of 0.56 billion yuan
in 1980. The balance, when in
deficit, never exceeded 6.0 per
cent of exports in any one year,

29 pata sources include China’s State
Statistical Bureau, Ministry of Foreign
Trade, and IMF"s International Financial
Statistics, November 1981. Unfortunate-
ly, complete trade data are not yet
available in China. The Customs Ad-
ministration recommenced data collec-
tion in 1980 but encountered processing
problems. Data are collected by the
People’s Bank of China on the basis of
payments transactions, and by the
Ministry of Foreign Trade on the basis
of reports by foreign trade corporations.
Discrepancies occur, among other rea-
sons, because some payments, notably
in the case of Hong Kong, are not made
through the People’s Bank of China,
because trade data exceeds payments
data due to the loss of perishable ex-
ports, and because of timing difficulties.
On the import side, discrepancies also
exist between People's Bank of China
reporting and that of the Ministry of
Foreign Trade. Payments generally are
much in excess of imports reported by
foreign trade corporations to the Minis-
iry of Foreign Trade because of imports
by bodies not required to report to the
Ministry of Foreign Trade.

30 The trade statistics have not been
deflated to allow for price changes. In
the context of world inflation rates of
over 14 per cent in 1979, and of over
12 per cent in 1980 and 1981, accom-
panied by significant increases in prices
of Chinese exports in the wake of do-
mestic price liberalization, the quantum
rate of increase of trade would, of
course, be significantly lower. MNewver-
theless, as compared with recent trade
experience in other developing countries
(facing the same woild inflationary
situation), China’s record is impressive,
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and over 1977-1980 was in slight
surplus,

As in most large continental
countries, the contribution of trade
to GDP is relatively minor, al-
though increasing rapidly- from a
low initial base. The magnitude of
trade, however, must not be
assessed in terms of its direct im-
pact on income generation, but
rather in terms of the access which
it increasingly provides to sorely
needed technology, of the com-
petitive stimulus which it provides
to the domestic economy, and of
the access to food, raw materials,
semi-processed commodities and
capital equipment of vital impor-
tance to the development needs of
the Chinese economy. The impor-
tance 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 pre-
vious bottlenecks, although creating
in some cases confusion for poten-
tial foreign trading partners.

In 1980, exports expanded by
29 per cent to a level of 27.2
billion yuan, but preliminary data
suggest a decline in the rate of
increase for exports during 1981
as exports, in the first three quar-
ters of the year, expanded by only
13.2 per cent compared with the
same period in the previous year,

Rapid over-all growth was
accompanied by  considerable
changes in the composition of both
exports and imports. On  the
export side, rsing energy prices
and China’s need for foreign
exchange caused the share of
crude oil, petroleum products and
coal to rise from one fifth to over
one quarter of total exports be-
tweeen 1979 and 1980. Stagnating
prices for other primary products,
however, reduced the share of food
and other raw 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
contributions from handicrafts,
cotton and silk thread, fabrics
and garments.

The composition of imports
in 1979 had 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 consumer
goods was held down to less than
one fifth, cereals accounting for
half of them. In 1980, however,
the share of consumer goods in-
creased from 19 to 21 per cent,
and that of raw materials for light
industry from 17 to 24.3 per cent,
reflecting the Government’s altered
development priorities.

There were no significant shifts
in China’s terms of trade in 1979.

Table V8. China, International trade, 1977-1980
(Billion yuan)

1977 1978 1979 1980
Exports 13.97 16.76 21.17 27.24
Imports (f.0.b.) 12.18 17.19 2238 26.68
Balance of trade 1.79 —0.43 -1.21 056
Balance of trade as percentage of exports 129 26 5.7 2.1

Sowurce:

IMF, Intermational Finanelal Statistics, November 1981.



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
an improvement in 1980, as the
continued rise of oil prices more
than offset increases in import
prices.

Rapid expansion of trade after
1977, and an associated change in
the composition of imports and
exports, affected the direction of
trade.

There have been pronounced
shifts in the direction of trade
since 1977, resulting primarily from
the increased use of trade to up-
grade industrial technology. The
share in total exports of the market
economies increased from 83.7 to

Table V.9, China. Composition of international trade, 1977-1980
{Percentage)

1977 i978 1979 1980
Imports
Producer goods
Machinery and equipment 17.7 17.5 25.2 265
Raw materials for:  heavy industry 32.0 38.2 32.9 20.7
tight industry 19.6 19.4 17.3 24.3
agriculture 6.8 6.3 5.9 7.3
Consumer goods 23.9 18.6 18.6 21.2
Total 100.0 100.0 1000 100.0
Exporis
Primary products
Mineral fuels, lubricants and related 14.1 13.8 19.5 26.5
raw materials
Food 24.7 23.8 19.8 } 364
Other 15.8 15.9 14.3
Industrial products
Heavy and chemical industry products 11.2 104 10,9 10.0
Light industry and textile products 352 36.1 355 330
Total 100.0 100.0 100.0 10:0.0

Sources: China, State Statistical Bureau and Ministry of Foreign Trade.

Figure V.2. Ratios of exports and imporis to net material product, 1957-1980

Ratio
A0 L
lmpofts'
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06 -
T
02 - Deficit
Bl suotus
l'..'l i AL i i i i
1957 62 65 70 75 77 B0

% Imports are valued at c.i.f. while elsewhere they are on f.o.b. basis.
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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’s exports increased from
36.9 to 42.3 per cent, and the
share of the developing countries
declined from 46.8 to 44.4 per
cent. The share of Hong Kong in
export trade between 1977 and
1980%!  declined from 254 to
234 per cent. Between 1977 and
1980, the share in total 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 China's total exports
declined from 16.3 per cent to 13,3
per cent between 1977 and 1979,
On the import side, shifts
in the composition of trade were
*! References to 1980 trade are

based on the data for January-September
only.

even more pronounced. The share
of the market economies in China’s
imports increased from 84.0 to
868 per cent between 1977 and
1979, the share of the industrial
countries increased from 66.9 per
cent to 72.9 per cent and that of
the developing countries declined
from 17.1 to 13.9 per cent during
the same time period. Strikingly,
the share of the United States 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 cor-
responding shifts in trade balances.
Between 1977 and 1979, China's
balance of trade, with the market
and centrally directed economies
considered separately, moved from
positions of surplus to deficit.
Within the market economy group,
a net deficit position with the in-
dustrial economies increased, and
the surplus position with the
developing countries remained the
same in proportionate terms. As

Table V.10, China. Direction of trade, 1977-1980

far as individual countries are
concerned, there was a marked
shift from a surplus position with
the United States in 1977 to a
deficit position in 1979,

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 1978. Another con-
tributory factor has been the activ-
ities of the Peoples Bank of
China and of Chinese-owned banks
abroad. Finally, on the receipts
side, remittances from overseas
Chinese have been a large and
growing item among invisible trans-
actions. 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

{Pereentage)
Trade balance
Exports Imporiz 10 exports
1977 1979 IPEG‘ 1977 1e79  1980° 1977 1979

Market economies of which: 837 86T - B4.0 B6.8 wies 4.7 ~14.8
Industrial countries of which: 36.9 42.3 .'e 66.9 72.9 v, -T72.3 -97.8
Australia 1.3 L1 10 72 63 6.6 —413.3  -531.1
Canada 11 L1 0.8 64 40 46 -4758  -328.9
Japan 18.0 20.2 225 29.2 25.2 24.0 —55.4 —42.7
Franoee 1.9 1.7 1.9 3.9 2.6 16 =973 —T73.6
Federal Republic of Germany s 34 4.0 7.3 111 7.1 -103.1 —278.8
United Kingdom 0.4 15 31 39 3.2 3.3 -114 =i T
United States 2.4 4.4 55 1.6 11.8 18.3 36.2 -212.0
Developing countries and territories of which: 46.8 44.4 e 17.1 13.9 I 65.4 64.2
Hong Kong 254 17.0 234 1.2 1.4 2.6 92.9 93.6
Indonesia - - - - - 0.1 - -
Malaysia 12.5 1.3 ] 15 1.2 0.9 -1135 -=10.3
Pakistan 0.8 0.9 0.7 0.1 0.2 1.0 86.7 75.2
Philippines 0.8 1.0 1.4 05 0.3 0.3 45.4 65.0
Singapore 27 2.2 2.0 1.1 0.7 1.1 62.3 64.7
Centrally planned economies of which: 163 133 i 16.0 13.2 Vi 6.4 —14.5
Demaocratic People’s Republic of Korea 3.0 23 23 2.0 2.1 1.7 352 —4.2
German Democratic Republic 1.6 1.4 1.0 1.8 1.3 1.7 —8.8 0.2
Romania 34 3.6 2.8 3.8 3.9 2.6 =7.3 -23.2
USSR 23 1.8 1.1 2.1 1.6 1.2 13.5 -3.4

Source: China, Ministry of Foreign Trade.

A January-September.
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New forms of private foreign investment

In order to speed up its mod-
ernization programme, China began,
in late 1979, to promote inflows of
foreign capital. By the end of 1980,
nearly 1,200 industrial agreements had
been signed, with capital commitments
of § 1.4 billion. The agreements cover
several new forms of foreign participa-
tion: equity joint ventures, contractual
joint wventures, compensation trade
agreements and processing or assem-
bly contract agreements,

The most common type of
foreign  involvement in  China’s
industrial activities is the processing
or assembly contract arrangement.
Under it, China receives a fee for
processing or assembling imported in-
puts supplied by the forign con-
tractor. This involves short-term capital
flows, but not equity investment. Four
special economic zones (SEZ) have
been set up near the borders with
Hong Kong and Macau to accommo-
date enterprises working under these
contracts. Three (Shenzhen, Zhuhai
and Shantou) are in Guangdong
Province, and the fourth (Xiamen) is
in Fujian Province. In addition, within
Shenzhen SEZ, is the Shekou Indus-
trial Area, set up in mid-1979 (before
Shenzhen SEZ) and managed by China
Merchants” Steam Navigaton on a
25-year lease, The company is a
Chinese enterprise, established and
based in Hong Kong over a hundred
years ago to attract foreign investment
and promote trade. Shekou currently
has 17 foreign investment projects with
a combined capital of § 95.2 million.
By the end of 1980, neary 6,400
orders for processing and assembly
work, velued at § 990 million, had
been entered in Guangdong’s SEZs.
Outpuis were produced with imported
equipment costing $ 67 million. The
bulk of these contracts are with Hong
Kong and Macau (70 per cent) and
Japan (20 per cent). A total of 470
export processing agreements, with
capital commitments of $ 380 million,
had been entered into in the SEZs by
the end of 1980.

The second most common form
of foreign investment is the compen-
sation trade agreement, by which the
foreign partner supplies equipment
and technical assistance and is repaid
with part of the annual output. The
Chinese partner retains 100 per cent
ownership and control, By the end of

1980, a iotal of 362 agreements,
involving § 254 million capital, had
been signed. Most projects are again
undertaken with Hong Kong and
Macau (60 per cent) and Japan (35
per cent).

The most common type of
foreign participation, in terms of
capital commitments, is the con-
tractual joint venture, in the form of
either 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, and is repaid with a specified
amount of output. The enterprise
initially undertakes production at the
later stages of the manufacturing
process, 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 the manufacture of toys, and
another is in petro-chemicals. Joint
operation projects are a variation of
the co-operative production arrange-
mer , whereby the foreign partner
supplies the equipment and the
Chinese counterpart manages the enter-
prise. Profits are divided, but not
necessarily in  proportion to equity
shares, and the foreign capital is
repaid within ten years.

In mid-1981, there were 58
equity joint ventures, of which 22 had
operations in China. (The remaining
36, with capital commitments of § &3
million, were mostly trading corpora-
tions located abroad and handling
Chinese products.) The partners share
equity and management. The capital
committed in the 22 projects totalled
$ 217 million, of which 83 per cent
was foreign capital. Most projects
are in fourism and light or handicraft
industries. A majority of the foreign
partners are overseas Chinese. One
joint venture, considered to be an
exemplary case of co-operation with
foreign  industrialists, is an elevator
company in which China holds 75 per
cent of the equity; 20-30 per cent of
the output is exported,

Yet another new form of indus-
trial arrangement with foreign corpora-
tions is exemplified by an agreement
recently concluded with an American
company to work as partner in the
manufacture of eight product groups,

ranging from diesel engines to road-
building machines and buses. The
Ameérican company will supply the
technology, via a third partner, dis-
tribute the products, and also provide
foreign finance if that is necessary.
Two other such agreements have been
signed, involving railway undercarringes
and aircraft parts and frames. In effect,
these are trilateral armngements
whereby China has charge of the manu-
facturing process, and technology is
transferred from a wesiern enierprise,
identified by the American pariner,
who takes care of marketing.

Preliminary evaluation of these
various schemes of foreign investment
indicates that most of the foreign
participation is from overseas Chinese,
Few large’ multinationals, which could
effect significant transfers of technol-
ogy, have been attracted to China.
China is thus considering how to im-
prove incentives for foreign invest-
ment, and to give greater protection to
foreign interests. For instance, rules
liberalizing industrial activities in the
SEZs may be enacted and would
probably allow foreign investors duty-
free imports of raw materials, reduce
by 50 per cent current taxes on Cig-
arettes and liquor, lower the rate of
tax on profits, or grant longer tax
holidays. Administmative procedures
would be simplified, multi-entry visas
would be issued, and foreign currencles
might be permitted for special trans-
actions, although the renminbi would
remain the dominant currency. China-
affiliated banks in Hong Kong and
Macau would be permitted to establish
branches, and the SEZz would
probably be given full autonomy to
conduct foreign trade. In addition,
foreigners might be permitted to
invest also in commercial enterprises.
Forelgn employers could also be given
the dght to dismiss workers, and there
are plans to alleviate labour shoriages
by bringing skilled workers from
other regions to the SEZs. There are
discussions, too, about making
Shenzhen an arbitration centre for
settling disputes between local and
foreign industrialists.

Uncertainty over China’s treat-
ment of foreign carnings was reduced,
in late 1981, by the adoption of an
income tax law for foreign companies,

(Conrimied overleaf]

113



designed generally to attract more
foreign investment. Though the law
imposes an unexpectedly high maxi-
mum tax 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 pay-
ments were also provided for firms
investing in industries with low profit
ratios but desipnated as operating in
priority fields. Moreover, some com-
panies would be able to write off their
tax payments against home govern-
ment tax credits, a provizion that has
been seen as paving the way for
American oil companies to participate
in offshore cil 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
cenil rate.

in recent wyears and that this,
together with the balance of
merchandise trade, resulted in cur-
rent 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 deter-
mined by rapidly increasing ex-
penditures 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 sug-
gests  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 cur-
rent-account deficit in those years
and to finance repayments. In
recent years, there have also been
marked changes in the use of long-
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term capital. As usual, in 1977 and
1978 there were net long-term
capital outflows to finance foreign
assistance abroad but in 1979, for
the first time, there were net long-
term borrowings. These were § 2.5
billion, of which 3 1.3 billion
was Eurocurrency borrowings and
the balance mostly funding under
compensation agreements. Long-
term borrowings in 1980 were
around §$ 2.0 billion, with the
share of Eurccurrency loans falling
markedly. Of particular note, how-
ever, has been an increased recourse
to long-term borrowing in 1981 for
sustaining growth and maintaining
external financial equilibrium. In
1981, foreign borrowings reached
a record level of 8.0 billion yuan,
which is approximately equivalent
to 5 5.3 billion.

From IMF China withdrew
SDR 218 million from its reserve
tranche in late 1980. Then in early
1981, it took ocut the balance of
SDR 150 million, in addition to
using the SDR 450 million standby
credit  facility and borrowing
SDR. 309.5 million from the Trust
Fund.

There are not much data
available concerning China’s exter-
nal 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
§ 125 billion is a rough measure
of such debt outstanding at the end
of 1981, This would be equivalent
to arcound &0 per cent of exporis
in 1981 (assuming an export
growth 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 posi-
tion appeared sound, the ratio of
reserves to imports being 0.5 in
mid-1981. Total reserves (foreign
exchange holdings, SDRs, and gold
at national valuation) increased
from $ 2.141 million in 1978, to

§ 3,116 million in 1980, before
rising to $ 4,337 million in the
second quarter of 1981 as foreign
currency was accumulated in order
to liquidate trade debts.?? Gold
holdings have remained constant
singe 1979 at 12.8 million 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,
followed bz a decline to 1.7605 in
June 1981.33

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
budget consolidates the budgets of
the public sector, and approval 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
maintained budgets which were
close to balancing. In that year,
however, and in 1980, there were
considerable deficits. A surplus of
about 1 billion yuan in 1978 was
followed in 1979 by an unplanned
deficit of 17 billion yuan. In 1980,
the Government planned to run an
8 billion yuan deficit, but it incur-
red an actual deficit of 12.8 billion
yuan. These two deficits were equal
to approximately 5 and 3 per cent
of GDP. Concern about this situa-
tion led the Government, in its
revised 1981 plan, to take steps to
balance the State budget at around

Ie IMF, Intermational Financial Sta-
fiztics, November 1981,

33 For domestic enterprises using
accumulated profits on deposit with the
Bank of China for import purposes,
however, the official exchange rate in
late 1981 was 2.8 yuan per §, with the
rate rising as high as 3.2 yuan on the
open market.



106 billion yuan and, towards the
close of the year, it appeared that
this objective would come close to
being met.

The 1980 budget deficit was
partly the result of a variety of
policy measures affecting both
revenues and expenditures. On the
revenue side, profit remittances
from State enterprises were reduced
because of policies which generally
raised wapge levels. Revenue was
also affected by the relatively
slower pace of the economy’s
development in 1979 and 1980,
and by the profit retention scheme
making for greater financial autono-
my at local and enterprise levels.
These conditions, which are policy
induced, are likely to continue and
emphasize the importance of im-
proving the system of tax collection
if budgets are to be balanced. On
the expenditure side, the deficit
was affected by tax-selief pro-
grammes to aid poverty-stricken
areas and by increased procure-
ment prices for agriculiural prod-
ucts. The gross deficit of 138
billion yuan in 1980 was financed
by a 128 billion yuan overdraft
from the People’s Bank of China,
and by 1.0 billion yuan of foreign
borrowing (net of repayments).

Concerned about the appear-
ance of inflation, and the substan-
tial budget deficits of 1979 and
1980, the Government, in early
February 1981,3‘ announced a
revised budget which reduced over-
all expenditure from 1205 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.

More recently, a revised final
budget for 1981 was announced.3>
There was to be a small deficit of

4 Announcement at MNational Peo-
ple's Congress Standing Committes in
February 1981,

35 Final budget announced at fourth

session, Fifth National People’s Congress,
1 December 1981.

2.7 billion yuan, and expenditure
on capital construction was in-
creased 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
reductions of military expenditures
had been much greater than was
orginally contemplated. Current
indications are that these budget
targets will be realized. Of partic-
ular note in the 1981 budget has
been the use for the first time of
open market operations to finance
the budget. Domestic bond sales
were 4.9 billion yuan.
Paradoxically, China’s harvest
in 1981, which appears to be equal
to the record harvest in 1979, has
created problems for the State
budget. The increase in procure-
ment prices for farm products in
1979 has meant that when the
volume of grain production in-
creases, the State is bound to buy
whatever the peasants wish to

sell, including the paying of a
premium for above-quota produc-
tion. When the grain is resold,
however, it is at a subsidized
price, to minimize increases in the
cost of living. At the recently con-
cluded Mational People's Congress,
it was disclosed that government
price subsidies for 28 items are
expected to reach the equivalent
of 32 billion yuan compared with
208 billion yuan in 1980, 14.6
billion yuan in 1979 and 7.8 billion
yuan in 1978. This uncontrolled
growth of subsidies has limited
expenditure options in other areas.

While the State budget deficit
in 1981 has been reduced to less
than one quarter of the size of the
previous year's deficit by a reduc-
tion in spending, if further small
budget deficits are to be attained,
consideration will need be given to
gither reducing the range of prod-
ucts to be subsidized, raising
production targets so that farmers
will find it more difficult to pro-

Table V.11. China. State budget, 1978-1981

{Billion yuan)
1978 1979 1980 1981
Revenue 112.1 110.3 108.5 105.9
Domestic 111.9 106.8 105.3 97.9
Taxes 519 538 54.5 60.9
State enterprise profits 60.0 529 48.2 34.7
Other 0.0 0.0 2.6 1.3
Foreign loans 0.2 35 3.2 8.0
Expenditures 111.1 127.4 121.3 108.6
Capital construction 45.2 51.5 539 3.0
Agricultural support 7.7 9.0 73 84"
Education, culiure, health and services 13.6 14.6 15.6 17.0
Defence 16.8 223 19.4 16.9
Other 7.8 30.0 24.7 28.3
Surplus/deficit
Official (net of foreign loans) 1.0 -17.0 =128 -2.7
Gross (foreign loans as financing item) 0.8 ~20.5 -13.83 -9.7
Financing {(minus indicates credit)
Domestic bank deposits drawn ~1.0 8.0 0.0 -2.2
Domestic bank overdrafts 0.0 9.0 12.8 0.0
Domestic bond sales 0.0 0.0 0.0 4.9
Foreign loans {net)® 0.2 s 1.0 1.0

Sources: For 1978-1979, from China, Ministry of Finance and Befjing Review,
Mo. 32, 1981, For 1980-1981, from Report of Minister of Finance at fourth session,
Fifth National People’s Congress, 1 December, quoted in Far Eastern Economic

Review, 11 December 1981,

& Includes drought and flood payments of 1.1 billion yuan.
Mol including most weapon procurement.
€ Includes loans from and repayments to the Bank of China.

115



duce above quota, or setting
ceilings on subsidies.

At the same time the State
budget has also been affected on
the revenue side. Historically, the
largest share of revenue has been
derived from enterprise profits and
these have recently declined, among
other reasons, because enterprises
have been required to pay the
increased prices for agricultural raw
materials, but have not been per-
mitted to pass these higher costs
along in terms of increased output
prices. As a result, enterprise profits
fell by 8 per cent in 1980, con-
tributing 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 expenditure side, capi-
tal construction increased to 44 per
cent of total expenditure in 1980,
but in 1981 this share was expected
to fall significantly as a result of
the cancellation of a large number
of industrial projects in 1980,
Industry has been the largest
recipient of State expenditures on
capital construction, with a share 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 of its expendi-
tures. In line with the State’s
distribution principles, less-
developed and poorer provinces
contributed a smaller share of their
revenue to the State budget than
richer and industrialized provinces.
MNegative contributions were allo-
cated to the poorest provinces.
Not only does the central Govern-
ment control the levels of pro-
vincial expenditures, it also restricts
their composition. Even during
recent periods of decentralization,
local governments have had only
limited discretionary power over
their expenditures. The central
Government has yet to find a
means of providing incentives for
better local wutilization of funds
while retaining sufficient control
to ensure co-ordination between
individual spending units and State
policy.

Unlike market economies,
China has had a neutral monetary
policy in the sense that its financial
policies are designed to accommo-
date production sectors, rather than
to exercise a primary influence on

Table V.12, China. Loans, credit to Government, deposits and currency

in eirculation, 1977-1980
{Billion yuan, end of perfod)

1977 1978 1979 1980

Total loans 166.3 185.0 204.0 241.5
Industry 56,8 61.7 67.1 80.2
Commerce 99,7 111.8 1232 143.7
Agriculture 9.8 115 13.7 17.6
Gross credit to Government 0.0 0.0 9.0 19.0
Total deposits 106.4 113.4 134.0 165.9
State? 40.1 45.7 46.5 56.3
Enterprises 38.5 36.8 46.9 57.3
Individuals® 278 30,9 40.6 523
Curreéncy in circulation 19.5 212 26.8 M.6

Source; China, the People’s Bank of China,
2 Befitng Review, 20 July 1981, p. 21.

b Budget surpluses, budgetary appropriations for investment by enterprises,
deposits of government organizations.

€ Private savings deposiis.
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the level of economic activity.
The major function of monetary
policy has been to supply an
amount of liquidity consistent with
planned objectives and stable
prices. Emphasis has been on
controlling the amount of currency
in circulation rather than the sup-
ply of money, as conventionally
defined, or the structure of interest
rates.

The banking system is domi-
nated by the People’s Bank of
China, which acts as the focal point
for collecting and disbursing bud-
getary funds, receives deposits at
interest from individuals and insti-
tutions, and makes loans to trading
and producing organizations to
augment their budgetary alloca-
tions.

Although centralized control
and monitoring of financial trans-
actions is a key element in eco-
nomic management, there are flows
of money which are not directly
controlled. These include flows
from the household sector; sur-
charges, levied by counties, which
are not surrendered to the central
authorities; and some funds re-
tained by State enterprises for their
own use, such as depreciation and
welfare funds and a small propor-
tion of the profits of State enter-
prises (on average 10 per cent).

Total loans extended by the
banking system at the end of 1980
were 242 billion yuan, an increase
of 18.4 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, those to indusiry 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 working capital but,
because there are only short time
lapses between obtaining and



selling supplies, these loans are of
considerably shorter maturity than
are those to the industrial sector.
Approximately 60 per cent of
industrial loans went to heavy
industry, but this proportion can be
expected to decrease in keeping
with restructuring priorities. Simi-
larly, although the share of agricul-
ture in total loans in 1980 remained
about the same, this share should
increase in future because of the
higher priority given to the agd-
cultural sector,

Credit extended to the Govern-
ment has an important influence on
liquidity in China. In 1977 and
1978, the State budget was in sur-
plus but part of the budget deficits
of 1979 and 1980 were financed by
loans from the People’s Bank of
China. In 1979, 9.0 billion yuan
of the 17.0 billion yuan deficit was
financed by loans and, in 1980, it
appeared that the 12.8 billion yuan
deficit was financed in this manner.

The capacity of the central
bank to lend depends on its role in
mobilizing the idle funds of
Government and individuals. At the
end of 1980, total deposits with the
bank were 165.9 billion yuan, of
which public deposits accounted
for approximately 68 per cent.

Because the People’s Bank of
China controls the majority of
financial transactions other than
private ones, measures for con-
trolling 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; transac-
tions other than those involving
wages and purchases of consumer
goods are overwhelmingly financed
by bank transfers; and the two
most important infusions of cash
into the economy — wage payments
and State purchases of farm prod-
ucts — are determined by setting

Table V.13, China. Growth of monetary aggregates, 1978-1980

fPercentage change)
1978 1979 1980°
Currency in circulation (outside banks) 8.7 264 29.3
Currency in circulation plus deposits of individuals 10.2 29.3 29.0
Total loans 11.2 10.2 18.4
Industry 8.6 8.7 19.5
Commerce 12.1 10.2 16.6
Agriculiure 17.3 19.1 28.6
Total credit® 11.2 16.3 26.1
Total deposits 6.6 18.2 238
State 14.0 1.8 21.1
Enterprises —14.4 274 22.2
Individuals 11.2 3l4 28.7

Source; China, the People’s Bank of China.

% Beijing Review, 20 July 1981, p. 21.

Defined as total loans plus overdraft from the People’s Bank of China to the

Ministry of Finance.

wage rates and procurement prices.
The savings of individuals can be
affected by manipulating interest
rates which, although low, have
been real. Finally, currency can
be recovered by sales from the
inventories of State enterprises,
by receipts from the provision of
public goods and services, by tax
receipts and, very recently, by open
market operations.

In controlling the amount of
currency in circulation, the normal
target appears to be to achieve a
rate of growth of currency in
circulation slightly less than the
rate of growth for gross industrial
and agricultural output. By this
criterion, 1979 and 1980 were
years in which the currency in
circulation was excessive. Adding
currency in circulation to the bank
deposits of individuals gives similar
results. In 1978 and 1979, currency
in circulation and the deposits
of individuals expanded much more
rapidly than did gross industrial
and agricultural output.

Strong  influences on  the
growth in currency in circulation,
in 1980, were the excess of actual
over planned investment, resulting

in part from bank loans and, in
part, from the rise in both procure-
ment prices and nominal wages.
The latter were also a major deter-
minant of a 29 per cent increase
in savings deposits during 1979 and
1980.

One important aspect of the
control of currency is that it makes
also for an effective monitoring
of the implementation of the
financial part of the national plan,
by limiting transactions which are
inconsistent with it.

The role of interest rate
policy in this monetary environ-
ment is to guide the savings habits
of the community and, more
recently and increasingly, to en-
courage enterprises 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 in
interest rates and expanded services
in accordance with the Govern-
ment’s over-all policies for eco-
nomic reform. Interest rates on
fixed-term deposits and on loans
are to be increased by 1 April 1982,
The increase in the deposit rates
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is of approximately 15 per cent,
depending upon the term of the
deposit. The increase in rates, at
slightly more favourable terms, is
also available to owverseas Chinese
who place their savings on fixed-
term deposit with the bank in
yuan. Loan rates to industry,
commerce and agriculture and to
individual peasants are also to be
increased. The interest rate in-
creases are intended to encourage
accumulation and the more effi-
cient use of funds and to decrease
the amount of cash in circulation,
The bank will also, for the first
time, permil its industrial plants to
hold fixed-term deposits and, in
their case, is prepared to offer a
wider choice of rates and of time
periods.

F. PRICES, WAGES AND
INCOMES

In China, there are two gencral
categories of prices: those fixed by
the State, normally on the basis of
production costs plus profits; and
those set by the producing entity
or by negotiation between vendor
and purchaser, Although recent
reforms have increased the impor-
tance of the second category, which

Table V.14, China. Prices, 1978-1980
{Percentage change)

more closely approximates market
conditions, the price structure in
China remains predominantly con-
trolled. Commodities whose prices
are controlled by the State include
railroad, transportation, coal, basic
chemical materials, steel, iron ore,
grain, edible oils, cotion and cotton
cloth, and comprise around 70 per
cent of the total value of all goods
produced.

The influence of the State on
price determination is particularly
strong in the industrial sector
although recent reforms, which
emphasize profits as the key target
for enterprises, have encouraged
price consciousness on the part of
enterprise managers in selecting
combinations of productive factors
and techniques. Prices in the indus-
trial sectors are fixed at the ex-
factory, wholesale and retail levels
and are generally high in relation
to production costs to facilitate
revenue collection by ensuring high
profits for transfer to the central
budget. Shifts in the pricing strue-
ture are intended to guide partic-
ular enterprises or industries, to
generally clear markets, or to
promote distributional objectives.
In markets not intended ito be
cleared by price setting, as in the

case of essential commodities such
as grain, edible oil, kerosene, fish,
egps, sugar, soap, wrist-watches,
sewing machines, cotton and cotton
cloth, commodities are rationed. In
other markets, prices are set with
a view to clearing markets. Some-
times, when this does not occur,
the usual phenomena appear: devia-
tions from the official price,
queuing, stockpiling, longer waiting
times, non-fulfilment of plan tar-
gets, and larger than usual increases
of money in circulation.

The role of the market in
determining prices is more impor-
tant in the agricultural than the
industrial sector. Because of dif-
ficulties in calculating costs of
production, the procurement price
of grain has been set on the basis
of past prices and prices of other
cash crops have been adjusted to
it. Prices for goods produced in
excess of quotas are generally
higher than procurement prices.
Finally, there is the rapidly growing
private market in village fairs for
goods produced on private plots.

In China, there are several
major price indexes, the most
important indicators of general
price movements being the cost of
living index and the index of

Stare Srare purchase  Ratio of exchange of alf
b commercial prices for agricul-  industrial products for
Cosr of living®  Retail prices prices Rural fair prices  Services  rural products agriculiural produets
i i2) {3 {4 5] i) 7
1978 -2.9 2.6 0.2 -32.3 —0.4 39 =38
1979 1.7 1.9 1.5 —4.5 0.4 22.1 -18.6
1980° 7.59 6.0 5.0 26 0.6 o i

Source;  China, State Statistical Bureau,
a

trade (column 5). The respective weights are 90 per cent and 10 per cent.

b
prices (column 4),
¥ Through end September,

d “Communiqué . . .", op. ¢it.
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A weighted average of the retail price index for State-owned commercial enterprises (column 3} and the price index for service

A weighted average of the reiail price index for State-owned enterprises (column 3) and the index of rural fair



State purchase prices for agri-
cultural products,

Prices in China from 1950 to
1979 were very stable. The cost-
of-living index increased during
this period at an average annual
rate of around 1 per cent. In 1980,
however, the cost-of-living index
and the retail price index rose by 8
per cent and 6 per cent respective-
ly, which, although modest by
international standards, was socially
disruptive in China. The rise in the
cost-of living index was a result
partly of the raising of the procure-
ment prices of agricultural prod-
ucts; partly of the increase in
administered prices by up to 40
per cent, and of increases in the
cost of eight major foods (vegeta-
bles, eggs, poultry, aquatic prod-
ucts, milk, mutton, beef and pork);
and partly a result of the larger
amount of currency in circulation
already discussed.

It is probable that these official
figures understate the degree of
inflation because there have been
unauthorized increases in adminis-
tered prices, which prompted the
authorities to strengthen price con-
trols in December 1980. Among
other things, the measures aimed
at stricter controls over credit and
currency in crculation, and at a
general tightening of the adminis-
tration of price controls.

There are two other observa-
tions to be made about recent

price movements, First, the steady
historical improvement 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
farm inputs, including insecticides,
farm machinery and chemical ferti-
lizers. Since 1950, agrcultural
prices have increased about twice as
rapidly as industrial prices and,
from 1977 to 1979, the rural/urban
terms of trade improved 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 two categories
of wages — one for factory workers
and the other for professionals —
and, in addition to basic wages,
there are bonuses, fringe benefits
or subsidies.

During the Cultural Revolu-
tion, wages stagnated and it has
been government policy since 1977
to increase them so as to stimulate
production and to iIncrease the
share of consumption in total
output. Between 1977 and 1979,
wages in State-owned and collective
enterprises increased by about 15
per cent. The effect of the decision

made in 1979, to increase further
the wages of these workers, had an
impact on wages in 1980, when the
increase probably exceeded 13 per
cent. These increases in nominal
wages were still very substantial
in real terms, given inflation rates.
Rural incomes in China are
derived from collective income,
distributed to commune members
on a workpoint basis, and from
produce raised on private plots of
land. In 1979, the latter accounted
for 27 per cent of rural income and
its share is 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. Total annual average per
capita income in rural areas was
about 160 yuan in 1979, This
was well below the average annual
per capita income in the cities
which, in 1979, was 336 yuan. The
gap is due to increasing differences
in capitalflabour ratios in rural
and urban areas. Rural/urban in-
come differentials manifest them-
selves also in regional income dif-
ferentials. In 1979, average national
per capita GNP was § 256; it ex-
ceeded $ 1,000 in Shanghai and
was less than $ 200 in Sichuan.’%

36 Xinhua News, Beijing, 6 Septem-
ver 1980
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VI. SOUTH PACIFIC ISLAND COUNTRIES

FPacific island countries had come into economic difficulties during 1980. World prices fell for their major
export commodities with the exception of sugar and, in that year, bad weather severely damaged the sugar crop
upon which Fifi depends very heavily for its export receipts. There was some recovery in Fiji during 1981 due to
increases of prodiuction, and in Papua New Guinea due fo bigger outpuis from the Bougainville mine and invesiment
activities connected with the new Ok Tedi mine. Commodity prices continued to fall to the detriment of export
receipts in all Pacific island countries, and Kiribati suffered a big loss with the exhaustion of the phosphate deposit
on Banaba island. Higher prices for oil and other imports added ro difficulties over balances of payments, as did the
stimulus to imports of consumer goods from high rates of inflation, Samoa, despite a previous large devaluarion, lost
its free reserves of foreign exchange, and Solomon Islands had to devalue its currency. Except in Fiji and Papua New
Guinea, inflation was associated with the financing of budgetary deficits and ranged, during 1980, from 11 per
cent in Papua New Guinea to 23-30 per cent in Samoa and Tonga. Inflation moderated in 1981 in Fiji, Papua New
Guinea, Samoa and Tonge, but accelerated in Cook Islands, Solomon Islands and Vanuwatu. 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 AND 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 de-
veloping countres within the
region. For their economies are
very small and open, they have
almost no manufacturing activities
except in Fiji and Papua New
Guinea, which do not have much,
and they are not self-sufficient, on
present standards of living, even in
food. They have, moreover, the
handicap of long distances sepa-
rating 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 sup-
plies of commercial energy.

Papua New Guinea, much the
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largest Pacific island nation, has
abundant forests and a large hydro-
power potential, a big copper mine
and another one being developed,
some other minerals which have
yvet to be properly exploited, and
a few light industries which employ
less than 2 per cent of an eco-
nomically active population num-
bering about 1.3 million. Yet, on
the whole, it is a traditional econ-
omy with most of its people
working on subsistence farms or
cultivating, as smallholders, coffee,
cocoa, coconuts and a few minor
cash crops like tea, rubber and
palm oil.

Fiji has a population of
630,000, about one fifth of Papua
New Guinea's total. It is con-
siderably more developed, as manu-
facturing contributed 12 per cent
to its GDP in 1980, but a single
agricultural  commodity, sugar,
accounts for over half its exports
or about a third of its GDP. Coco-
nut products are the next most

important category of exports.

Solomon [slands and Vanuatu
occupy high islands that are densely
forested and well watered. They
are more dependent on subsistence
farming than Papua New Guinea.
About 90 per cent of Solomon
Islands’ population of 230,000
depends on subsistence agriculture
and fishing. Copra contributes
about one quarter of exports, and
three fifths of it comes from
smallholders. Fishing, mainly com-
mercial, contributes nearly another
quarter to exports, as does timber.
Vanuatu has about half the popula-
tion of Solomon Islands, and most
of its people live by subsistence
farming. But there are considerable
plantations producing copra, beef
and small quantities of cocoa and
coffee. Copra, fish and timber are
the main exports.

Kiribati and Tuvalu have very
small populations of 60,000 and
8,000, respectively, scattered over
many atolls. Kiribati used to



derive most of its export income
from the phosphate deposits on
Banaba (formerly 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. Mauru'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 have 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 work-
force engaged in any form of manu-
facturing or construction, and both
have had considerable migration of
labour to New Zealand or Australia,

These island countries are
exceptionally dependent on exports
as, over 1978-1980, the proportion
of domestic exports to GDP was
about one half in Kirdbati and

Figure VL1,
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Solomon Islands, around two fifths
in Papua New Guinea, about one
quarter in Fiji and about one sixth
in Samoa and Tonga. Some are
even more dependent on imports,
as the ratio of import payments
to GDP was 35 per cent in Papua
New Guinea, 44 per cent in Kiribati
and Solomon lslands, 52 per cent
in Fiji, 65 per cent in Tonga and
75 per eent in Samoa. In Fiji,
Samoa and Tonga receipts from
tourist covered a considerable part
of the trade gap, but they, and
other countries with large import
surpluses, also depended heavily
on official aid flows.

MNevertheless, these countries
appear to be within the World
Bank’s category of middle-income
developing countries with per
capita GDP, in 1979, exceeding
§ 370. Fiji led with § 1,518, fol-

lowed 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’s average income would be
somewhat inflated by the wery
much higher incomes of the rela-
tively small number of ex-patriates
residing in the country; and
Kiribati's average income would
have dropped sharply with the
exhaustion of phosphate deposits
on Banaba lsland. Kiribati's average
income, moreover, and those of
Samoa, Tonga and Tuvalu include
a substantial contribution from
remittances sent by workers in
other countries, Samoa, too, has
sought special United WNations

assistance as a “least developed”
country, criteria for which include,
besides poverty, heavy dependence
on subsistence agriculture, little
industry, very low rates of eco-
nomic growth and poor develop-
ment of exports. Other island
countries could also be put into
this category.

B. EMPLOYMENT AND
OUTPUT

Demographic  statistics for
Pacific island countries have serious
imperfections, but it would seem
that population has recently been
growing by over 3 per cent a
year in Solomon Islands and
Vanuatu, by around 2 per cent a
year in Fiji, Kiribati and Papua
MNew Guinea, but by only about 1
per cent in Samoa and Tonga.

Table VLI.1. South Pacific island countries. Distribution of non-agricultural sector employment, 1976-1980

{Percentage)
Covernment,
Manufacruring Building Finance and  commusity Total
and arnd Transport  Trade other business arid personal fehou.
Mining utilivies construciion efe, efe. services services  Others  sand)
Cook Islands
March 1979 0.4 163 8.1 14.6 19.7 1.8 39.2 wils 28
Fiji
1976-1979 15 221 12.0 10.6 174 5T 30.2 ik 70,7
September 1980 1.2 215 11.7 10.3 178 5.7 318 . 76.8
Papua Mew Guinea
June 1976 4.3 10.9 7.1 7.9 e s 45.3 A 1674
Samoa
1976 - 79 12.2 13.8 16.2 2.2 47.7 Vi 14.9
Solomon Islands
1976-1979 0.2 144 1.5 11.0 14.3 1.4 454 % &5 129
Tonga
1976 . 7.1 . " -~ 9.7 63.2 9.6
1980 10.4 A % ii 28.7 61.0 11.6
Vanuatu
1976 38 6.3 5.0 188 1B 30.0 12.5 84

Sources,  Official national sources.
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A reason for the low growth rate
in these last two countries is that
many of their people have gone
abroad to work, mostly in Ausira-
lia or New Zealand, and such
migration has also 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,
which wholly or substantially ab-
sorbs much the greater part of the
economically active population.
Some subsistence farmers grow cash
crops or engage in casual labour or
marketing activities; demarcating
them from purely subsistence
farmers is not easy, and lines are
not drawn uniformly by different
countries. Table VL1, therefore, for

the distribution of sector employ-
ment, 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 impor-
tance, is the proportion of non-
agricultural labour to the total
population, This was about 6 per
cent in Papua New Guinea and
Solomon Islands, and 9-14 per cent
in the other island countries.
Industrial activities are little
developed outside Fiji. There,
manufacturing provides more than
a fifth of non-agricultural employ-
ment, but in the otheér countries
4.14 per cent, except in Cook
I[slands where canming activities
raised it to 16 per cent of a very
small non-agricultural labour force.
Mining absorbs over 4 per cent in
Papua New Guinea only because of

a single great mine at Bougainville
producing copper and gold. Fiji
has some gold, too, but the mines
there absorb little more than 1 per
cent of the non-agricultural labour
force. The proportion for building
and construction is more uniform,
ranging from 6-7 per cent in Papua
New Guinea and Vanuatu to 12 per
cent in Fiji.

Most of the non-agricultural
employment in Pacific island coun-
tries is provided within the services
sector, 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 50 per cent
for government and personal
services.

National account statistics also
have their defects in these island

Table VI.2. South Pacific island countries. Sector contributions to real GDP, 1976-1981

fPerceritage)
Manufac- Build- Finance Governmeny,
turing ing and and other  community
Agricul- and wtili- con- Transport  Trade  busimess  and personal
ture ete.  Mining ties sfruction Ele. ere. services services
Cook Islands
({MP, CY) 1976-1977 16.3 - 55 335 8.6 19.4 159 309
Fiji
(FCat 1977 1977-1979 21.9 - 12.7 7.5 9.3 18.2 104 20.0
prices CY) 1980 {prov.) 21.2 - 12.7 6.7 9.2 20.7 10.2 194
1981 (est.) 1.6 - 12.9 6.5 9.2 20.1 9.9 19.8
Kiribati
(FC, CY) 1977 19.7 453 1.9 8.4 2.7 o 0.5 216°
Papua New Guinea
(MP, FY ending
in June) 1976-1977 313 10.5 8.7 7.9 6.5 BS 39 229
Samoa
(FC,CY) 1978 (prov.) 51.7 - 23 6.7 53 96 6.1 17.8
Tonga
(FC, FY ending 1976-1979 427 0.5 10.3 42 5.2 13.0 T4 16.7
in June) 1980 40.5 0.7 86 6.4 6.6 14.3 71 15.8

Sowrcer:  Official national sources,

% Includes wholesale and retail trade.
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MWew  Hebrides became the
Republic of Vanuatu on 30 July 1980.
The country consists of about 70
inhabited islands in the south-west
Pacific. Its land surface of 12,189
square kilometres supports a popula-
tion of 112,596 (1979), approximately
921 per cent of whom are Ni-Vanuatu
and 2 per cent of European origin.
Population growth was quite high,
averaging 3.2 per cent a year between
1967 and 1979.

About B0 per cent of the pop-
ulation is within the subsistence
sector. Formal wage employment,
totalling 10,500 persons in 1976, was
divided between the public service (30
per cent), agriculture (20 per cent),
commerce (10 per cent), transport and
construction (9 per cent), manufac-
turing (3 per cent), banking (3 per
cent) and housshold 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 per capita was § 530 In
1978, and was estimated as § 590 in
1979, The growth rate of real incoms
per head averaged 1.9 per cent over
1970-1978. As in most other South

Vanuatu, Balance of payments, 1976-1979
(Million SDRs)

The new Republic of Vanuatu

Pacific lsland countdes, export activi-
ties dominate the economy. Copra,
plus a small amount of coconut oil,
provided half of exports in 1976-
1980 and frozen fish two fifths. Beef
and wveal contributed another 5 per
cent, and cocoa about the same
proportion. Between 1976 and 1979,
commaodity 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 (64 per cent in 1980), fol-
lowed by New Caledonia (7 per cent)
and Japan (4 per cent). Merchandise
imports came largely from Australia
(35 per cent), France and Japan (11
per cént each), and Fiji and New
Zealand (10 per cent each). The
relatively large share of food, beverages
and tobacco in total import spending,
about 29 per cent in 1979, reflected
rapid urbanization as well as indige-
nous preferonces for imported staples.
Fuels, machinery and transport equip-
ment accounted for another 33 per
cent of imports.

The trade and service balances
of Vanuatu were in deficit to varying
extents during 1976-1979; but they
were more than offset by compen-

1978 1977 1978 1979
Exports, f.o.b. 14.0 274 0.5 333
Imports, f.o.b. —225 -27.2 =340 -39.6
Services (net) of which —4.5 -154 -9.3 -5.6
Freights and insurance —5.6 —6.8 =8.5 -9.9
Time charters -0.4 -1.2 0.8 =1.1
Private transfers (net) 0.2 0.2 0.2 0.2
Official transfers (net) 245 245 2B.5 31.1
Current account balance 11.7 94 15.9 194
Capital flows and errors and
omissions (net) =104 0.1 -11.2 -134
Balance for financing® 1.3 9.5 4.7 6.0
Conversion rates (vatu per SDR) 93.3 924 88.0 B5.6

Source: [MF Survey, 23 November 1981, p. 372,
% Balance financed by commercial banks and official foreign assets.

sating offical transfers, so that reserves
of foreign exchange increased by § 30
million, or just over one fifth of
merchandise exports.

The budget, similarly, had large
over-all surpluses from 1976 to 1980;
they totalled 751 million vatu or about
4 per ceni of expenditure. Over the
same period, public spending grew at
an average annual rate of 6.5 per cent,
against 7 per cent for government
revenue. Foreign aid provided 80 per
cent of total fiscal receipts in 1976,
and 70 per cent in 1980. British
legislation had created a “‘tax haven™
status for Vanuatu, so over 96 per
cent of domestic tax revenue is derived
from international transactions.

A steady increase in government
tax receipts reflected, by and large, the
expansion of trade. Domestic inflation,
which increased from an annual rate of
5.5 per cent during 1976-1979 (table
VL6) to 18 per cent in 1980, resulted
from tadff increases on a wide range
of imports. The second oil price shock,
and a depreciation of the New
Hebrides franc (NHF), were also
factors in the inflation.

The NHF and the Australian
dollar had been legal tender, but the
Central Bank of Vanuatu, set up in the
latter half of 1980, assumed issue
powers at the beginning of 1981. The
NHF and the official currency, the
vatu, used to be pegged to the French
franc at a fixed rate of one vatu
equals 0061875 franc. This link was
severed on 9 September 1981, since
when the vatu has been tied to the
SDR at the rate of 106.20 vatu to one
SDR.

The Vanuatu authorities have
adopted tight monetary measures to
counter domestic inflation and loss
of foreign exchange. The rate of
interest was thus raised to 18 per
cent in September 1981.

There is an offshore banking cen-
tre, the development of which was
strongly encouraged in the early 1970s.
Its business is conducted by financial
institutions and service offices. An
associated new development is the
formation of a maritime services com-
pany, which has established a register
in Mew York to enable shipping to
operate under the Vanuatu flag.
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countries, but give a better idea
of economic structure than do
the employment statistics. Table
V1.2 displays what are available.
The contribution of agriculture and
fishing to GDP is large in Samoa
and 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 important with transport
and communications accounting
for 3-9 per cent of GDP, trade for
0.21 per cent, finance for 1-16
per cent, and government, com-
munity and personal services for

Figure YL2.
Percentage
0 ¢
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South Pacific island countries. Annual percentage change in real GDP per capita, 1976-1980
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agriculture

The widespread popularity of
imported white rice has led to several
attempts to promote local production
of this cereal in the South Pacific
island region. These efforts, however,
have by and large been less successlul
than was expected, except in the case
of Solomon Islands. Success there
depended on largescale and capital-
intensive production which could be
too expensive for other island coun-
tries 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 ware comparatively much less
demanding of land, labour and other
inputs, and are evidently much easier
to grow and harvest.,

Average vields of swest potato
{Ipomoea batatas] in subsisténce gar-
dens of Papua NMew Guinea, for exams-
ple, are between 15 and 20 tons per
per hectare of land cropped. On the
basis of milled rice equivalent, three
tons of sweel potatoes would yield
the same energy as one ton of milled
fdce o wheat flour. This root crop,
which is a traditional staple in several
South Pacific islands, thus gives much
higher returns to productive inputs
than des. Average yields per hectare of
pther local roots and tubers, in sub-
gistence gardens, and of wild or cul-
tivated sago palms are also quite high;
they are up to 10 tons for local taro
{Colocasia esculentg) and Chinese taro
{ Xanthosoma sagittifolium), sbout 12
tons for pgreater and lesser yam
{Diocorea exculents and D. alata), over
20 tons for cassava [Mandhot
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,

a JM. Macewan, “Subsistence
agriculture” in D.JE. Densley and
others (eds.), Agriculture in the Econ-
omy — A Series of Review Fapers

ort Moresby, Department of Primary
1978), pp. 49-50; R.M,
food at institutions
in the lowlands™, Harvesr, vol. 4,
No. 3, Third Quarier 1978, p. 141;
and Poeific Islands Monrhly, vol. 52,
MNo.2, February 1981, p. 62.

The need to strengthen subsistence

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, sven within
the labourdintensive  smallholding
system.

The feasibility of increasing pro-
duction of staple food in urban and
per-urban areas deserves greater atten-
tion; 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 investmeni in
transport and distribution facilities.

A final consideration is that
import substitution, through greater
smallholder production of roots and
tubers, would generate considerable
demand for labour and so help rural
development. Indeed, the need to
encourage greater production  of
traditional staples is made more
pressing by some adverse develapments
at village level. The ready availability
of imported [oodstuffs has lessened
retiance on locally grown food crops
and wvegetables, and that, in tumn, has
blunted and diluted gardening skills
and knowledge. Permanent tree crops,
moreover, are planted on the best
gardening sites near to villages or in
the wake of moving food pgardens
when these are left fallow. Soil fertili-
ty 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
dlninl.e_g.gatlan of the village subsistence
system.

b See, for example, B.R, Finnoy,
“"Economic change and dietary con-
sequences among the Tahitians™,
Micronesica, vol. 2, No. 1, June 1965,
pp. 6-7; D.D, Michell II, Land and
Agriculture in Nagovist Papia New

fnea, Institute of Applied Social
and Economic Research Hunﬂﬁgh
No. 3 (Port Moresby, IASER, 1 X

,121-127; and M.A. Bathgate,
‘The structure of rural supply to the
Honiara Market in the lomon

Islands™, Developmenr Studies Cenire
Cecasional  Paper No. Ii  (Canberra,
Development Studies Centre, 1978),
pp- 61-63.
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16-23 per cent but in Cook Islands
for over 30 per cent.

Figure Y12 also shows recent
changes in real GDP for Fiji, Papua
New Guinea, Samoa, Solomon
Islands and Tonga. 1980 was a bad
year for all of them. 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 about 1 per
cent because bad weather damaged
the important sugar crop. A decline
of nearly 8 per cent in Solomon
Islands was caused mainly by a
fall in copra prices and quantities,

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 was
expected to increase by about 2
per cent in 1981. In Papua New
Guinea, there was some. recovery
of outpuls from the Bougainville
mine, and a stimulus from initial
investment in the Ok Tedi mining
project. These are expected to
reduce the decline of meal GDP
to about 2 per cent in 1981,
Prospects for 1982 were better
for Papua New Guinea, but not
for Fiji. Papua New Guinea ex-
pected to gain from both spending
on the Ok Tedi project and from
some recovery of world prices
for its exports. Fiji expected
a decline of construction because
of reduced government spending,
and some contraction of agricul-
tural production, in spite of con-
tinued high levels of activity in
fishing and forestry activities.

The recession of 1980 and
1981 has, of course, had its effect
on employment opportunities.
Even before, there was a growing
problem of wuwrban, and more
particularly, youth employment. In
Fiji, for example, the annual net
addition to the labour force is over
9,000 but, between March 1979
and February 1980, the number



of regular, paid jobs increased by
less than 1,200; and, for the year
ending September 1980, this in-
crease was only 664, As has been
mentioned, people have migrated to
Australia or New Zealand in search
of jobs, not only from Fiji but also
in considerable numbers from
Cook Islands, Niue, Samoa and
Tonga, all of which have problems
of employment. External migration
has relieved these problems, al-
though recently the host countries
have tightened conditions for entry.
There is, however, the traditional
“circular™ migration of unem-
ployed from urban centres back to
their villages, where they may
resume subsistence farming, es-

pecially in the bigger islands which
still have adequate arable land.
Vanishing job opportunities in
Papua New Guinea have been
found to slow down markedly
previously high rates of migration
to the towns; and a similar effect
must prevail in other island coun-
tries. That finding strengthens the
case for Governments to promote
rural development programmes.
They would serve a douhle purpose
of creating useful employment in
rural areas and of reducing ex-
cessive demands for public spending
on urban infrastructure and facili-
ties. Some South Pacific island
Governments have, therefore, made
rural development a major objective

of their economic policies or plans.

C. TRADE AND FINANCIAL
FLOWS

It is evident from table VL3
that Fiji is heavily dependent for
merchandise export receipts on
sugar, although its relative contribu-
tion is highly variable owing mainly
to fluctuations of the world price.
Papua New Guinea is similarly
dependent on copper and gold,
both from a single mine, but with
substantial contributions also from
coffee and cocoa. Solomon Islands
is about equally dependent on
copra, fish and timber; Samoa is
mainly dependent on copra and

Table V1.3, South Pacific island countries, Composition and value of exports, 1976-1981

{Percentage)
Total
Cacontit  Palm Logs and valued
products  oil  Fisheries® timber Cocoa Sugr Coffee Copper Gold Orhers ($ million)

Fiji

1976-1979 54 4.2 0.7 - 58.1 - - 38 7.8 181.7

1980 2.3 5.3 2.0 - 58.0 = - 4.0 284 339.2

1981 (January to June) 34 suw N - 23.6 - - 6.8 105.1
Papua New Guinea

19761979 E,'il'z 1.7 2.7 13 10.6 - 20.3 238 17.3 14‘5'5 802.9

1980 S.Evc 3.7 4.5 6.4 - 16.2 19.8 24.6 16.ﬁd 1 048.1

1981 (January to June) 5.2 28 5.1 i3 - 10.6 257 30.0 155 426.3
Samoa

1976-1979 44.9 1.3 - 32.1 - - - - 21.7 12.8

1980 53.2 2.8 - 19.0 - = - - 250 17.2
Solomon Islands

1976-1979 26.1 10.1 23.7 254 - - - - = 14.7 40.5

1980 17.3 10.9 32.6 24.5 - - - - - 146 73.0
Tonga

1976-1979 72.5% - - - - - - - 2?.4:: 6.0

1980 675° - - -~ - - - - 325 7.0

Sowrces: ESCAFP, Statistical Indicators for Asia and the Paciffc, various issues, and official national sources.

Includes re-exports.

Includes a small amount of earnings from exports of dried and smoked fish.

b
©  Data are on a date of shipment basis and are supplied by the relevant industries.
d

Includes tea.

2]

Includes bananas.

Includes copra, coconut oil and desiccated coconut.
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cocoa, and has developed some
exports of tropical vegetables to
neighbouring countries. Tonga's
major exports were copra and desic-
cated coconut, but copm is being
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 coffec
and only a 3 per cent increase
in its wvolume. 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 vear, as com-
pared 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 af-
fected both by falling prices and by
the imposition of a new quota,
set by the International Coffee
Organization, which cut back its
export by one quarter of the 1980
level.

Fiji's export receipts had
boomed in 1980 with world prices
for' sugar and pold; 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 the first half of 1980. Since
then sugar prices have also fallen.
There was also a first halfl year

Figure VL3a. Fiji and Papua New Guinea, Merchandise trade, 1971-1980
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decline of one third for coconut
oil, and a 15 per cent decline for
gold.

Samoa had gained from higher
cocoa prices in 1980, and they
raised the dollar value of this
export by 30 per cent. However,
the more important copra export
declined so that there was a fall
of 6 per cent in the dollar value
of Samoa'’s total export receipts.
Prospects for 1981 were not

good; prices were falling, and
there was a big decline in the
quantity of copra exports in the
first hallf of the year. That could
have been partly a result of a 12-
week strike of public servants,
which also affected shipments of
other commodities.

There were mixed changes in
the exports of Solomon Islands
during 1980, and these had the net
effect of keeping the dollar value

of its exports almost constant.
Falling prices for copra went with
a big drop in its quantity, timber
exports were stable in both value
and quantity, fish exports declined
in quantity but rose by more than
one third in walue, 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

Figure VL3b. Kiribati, Samoa, Solomon Islands and Tonga, Merchandise imports, 1971-1980
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for by the opening of a coconut
oil mill, which gave higher added
value to the copra output by
processing it into oil.

The check to export receipts
has hardly affected imports of
these countries, with the exception
of Samoa. Their dollar value rose,
in 1980, by 19 per cent in Fiji,

27 per cent in Papua New Guinea,
24 per cent in Solomon Islands and
16 per cent in Tonga. Fiji and
Papua New Guinea expected a
further rise of one seventh in 1981,
but no estimates were available
for the other countries.

Food and beverages account
for a high proportion of imports,

although this proportion has recent-
ly been declining. In 1980, it was
15 per cent in Fiji, 21 per cent in
Papua MNew Guinea, 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 higger proportion

One of the most pressing agri-
cultural problems in South Pacific
island economies relates to the very
large number of senile and uneconomic
coconut palms, and other perennial
irees or planis sach as cocoa or
coffee.® The problem of falling
productivity can be somewhat ower-
come, in the short-run, by better main-
tenance and/or harvest pmctices, espe-
cially in rural smallholdings. Agron-
omists have estimated that, in Papua
New Guinea, improved husbandry
could mise the outputs of export
crops — such as coconuts, cocoa and
coffes 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 prass-rooti
level; and, unfortunately, Governments
have not adequately provided them.

In the longer-run, larpe-scale
replanting  with  improved andfor
superior varictics, would hawe to be
carried out. These wvarieties, which
could treble productivity, might help
growers to mide out comfortably
downswing phascs of the commodity-
export cycle. A systematic, ongoing
renewal programme would, however,
be expensive and in most cases, would
involve a drop in output during the
initial (gestation) stages. That is not
the only constraint. Stocks of im-
proved and superior cultivars are
cither msufficdent or unawilable in
most island countrics. Nurseries could
be set up to provide improved budding
materials within the relatively short

® For example, had the cocoa
industry in Papua New Guinca been
able to sustain output and exporis at
the 1975 volume, growers would have
received an extra $ 75 million over

the booming period from 1976 to
1979,

The problem of aging trees

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 requoire several years of research
and development, and so very substan-
tial outlays.

There appears to be considerable
scope for regional co-operation in this
respect. For such co-operation would
not only help lower the costs to be
underwritten by each participating
couniry, but would possibly reduce
serious administrative delays and other
difficulties in recruiting ex-patriate
personnel having the required skills
and technical qualifications.

Another binding constraint is that
replanting and redevelopment on eéx-
patriate plantations have been retarded
by uncertzinties over temure, This is a
particularly acute problem in Papua
Mew Guinca, where the Government
has tried various measures to deal with
it. Th,g Plantation Redistribution
Scheme™ has, for all practical pur-
poses, been suspended since March
1980, after a review of its operation.
In September 1981, moreover, the
Prime Minister announced the re-issue
and guamantee of agricultural leases to

® The Land Acquisition Act and
the Plantation Redistribution Scheme
of 1974 were orginally designed to
take over ex-patriate-owned agricul-
tural holdings in land-short areas,
and mefurn them to customary land-
owning groups. This would be done
through negotiation, or through com-
pulsory acquisition with financial com-
pensation. However, strong intemnal
pressures at grass-root level, together
with privately initiated and voluntary
sales/purchases of ex-patriate estates
by communal groups throughout
Papua New Guinea, have, in effect,
widened the Scheme to include all
agricultural plantations under non-
indigenous ownership.

such ex-patriates a8 made a commit-
ment to redevelop their pl.muﬂun:.""

A major difficulty over village
replanting is the extreme reluctance of
indigenous smallholders to cut down
and replace perennial trees which are
stlll bearing fruit, and hence vielding
cash incomes. Such resistance, which
is due largely to socio-cultural factors,
might be overcome through concerted
extension services. As already noted,
however, gpovemment resources and
manpower for such sorvices appear,
s0 far, to have been insulficient.
Furthermore, renewal activities would
involve severe financial sacrifices for
cultivators as, regrettably, assistance
to  smallholders from  domestic
financial institutions and agencies has
usually not been available. When it has
been, it was often very costly and
exacting, in terms of interest, service
charges, and requirements for repay-
ment or collateral. Nor has it been
adequate to meet all renewal expenses,
and/for to replace income losses during
the gestation period. Cocoa redevelop-
ment in Papua New Guinea has been
held back by such constraints, not-
withstanding an attractive **financial
package™ initiated, and pui together,
by the Bank of Papua New Guinea in
1980,

€ In comparison, all alienated land
in Solomon [slands was converted to
T5-year fixed term leases at the end of
1977. The lease period was fo ensure
financial wviability through planting
three cycles of perennial tree crops.
Alienated land will also be returned
to customary ownership in Vanuatu.
However, current occupiers will have
first right to apply for leases, or to
enter into joint venture with local
people. In Fiji, the minimuam period
of agricultural leases was extended
from 10 years in 1977, with goaran-
teed compensation for improvements.
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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 manufacturing activities,
and chemicals are also a small
proportion in view of limited wse
of fertilizer in largely subsistence
agriculture. Imports of machinery
and transport equipment are con-
siderable: 23 per cent of the total
in Fiji, 29 per cent in Papua New
Guinea, 38 per cent in Solomon
Islands and 1720 per cent in
Samoa and Tonga.

Fiji, for some years, has had
a large deficit in merchandise trade,

which has been partly offset by a
surplus for services arising mainly
from iourism, and by net transfers,
which include remittances from
workers overseas as well as official
grants. During the 1970s, services
and activities connected with
tourism are thought to have
accounted for about two fifths of
Fiji’s GDP. From 1977 to 1979,
the surpluses for services and
transfers covered about 70 per
cent of Fiji's large trade deficit,
and the remainder had to be
covered by capital inflows. In
1980, they covered less than half
of a trade deficit which had in-
creased by one third, and became
equal to three fifths of export

receipts. MNel capital inflows, ac-
cordingly, rose from £ 34 million
to & 81 million, about two fifths
of which was direct investment.
Papua Mew Guinea normally
has a large trade surplus because
there are large payments to be
made to overseas sharcholders
in the Bougainville copper mine
and other companies, and to
the considerable number of ex-
patriates employed by Govern-
ment or engaged in business activi-
ties, including plantations. Large
transfers, however, have also been
needed, by far their biggest com-
ponent being budgetary grants
made regularly by the Australian
Government. The export surplus

Table VI.4. South Pacific island countries. Composition and value of imports, 1976-1981

(Percentage)
Mineral Machin-  Mise. Toral
Food and Beverages Orude ma-  fuels  Animal, Chemi- Basic  eryand manu- Other  walue
live and terials and [l oil cals FIRCTIR - trans. Jac- irr- (¥
animaly  tobacco fexcl fuels) ricants and fats  etc.  foctures  equip.  tures  ports  million)

Cook Islands

1976-1979 20.8 4.1 e s 03 5.7 16.6 16.5 2.1 18.2 17.3
Fiji*

1976-1979 18.1 1.4 0.9 17.5 1.4 7.0 18.7 20.4 114 3.2 3488

1980 (prov.) 14,2 0.8 0.7 23.0 1.1 6.7 18.7 226 86 36 561.0

1981 (est.) 134 0.9 1.0 243 1.1 7.0 18.1 223 83 36 w37.6
Papua New Guinea

1976 b 21.1 1.7 0.3 13.6 0.2 3.2 1.6 315 81 227 437.2

1980° 193 1.3 0.3 183 0.3 53 13.1 29.9 74 48 T41.5
Samoa

1976-1979 d 233 s 1.2 8.5 0.5 33 19.6 27.6 53 T.2 49.2

1980 (prov.) 20.1 " 16.7 . RN 21.7 20.1 ene 214 65.1
Solomon [slands

1976-1979 14.3 4.2 0.6 12.3 0.9 7.3 17.4 30.8 83 39 38.5

1980 11.0 30 0.7 164 0.7 53 17.0 37.7 78 04 72.1
Tonga

1976-1979 213 6.8 51 10.3 .1 5.9 19.0: 17.4 7.7 D4 22.2

1980 (prov.) 235 6.6 6.1 14.2 0.1 6.0 18.6 16.9 71 09 b e i |

Sources: As for table V13,
1 includes reexports.

b Faca year ending in June. Data are not available for the period from July 1976 to December 1979 due to the lack of com-
puter facilities for processing relevant import trade statistics.

€ First three quarters only.

4 Ectimates on the basis of data from January to September 1980,
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Table VLS. South Pacific island countries. Balances of trade® and pay-

ments, and exchange rates,? 1976-1980

(% miflion)
1976 1977 1978 1979 1980
Fiji
Trade balance —-89.5 —-874 =105.0 =154.6 —199.5
Services (net) 50.2 68.9 79.9 98.9 954
Goods and services balance -39.3 -18.5 =25.0 -55.8 =104.1
Transfers (net) =35 =1.0 =20 4.7 9.2
Current account balance -42.9 =195 =270 =511 —94.9
MNon-monetary capital (net) 128 288 8.8 34.2 814
Errors and omissions 33 7.3 9.8 12.5 43.7
Owver-all balance —26.9 16.6 -84 5.6 10.2
Exchange rate 1.111 1.090 1.181 1.197 1.223
Papua New Guinea
Trade balance 1224 135.2 4.3 2283 -2.7
Services (net) 1615 -173.2 2395 -—309.1  —404.5
Goods and services balance =39.1 =695 =155.2 —80.8 -407.2
Transfers (net) 84.6 171.9 166.5 157.4 150.8
Current account balance 45.4 1024 11.3 76.6 -256.3
Nor-monetary capital (net) 0.3 19.0 16.2 376 101.0
Errors and omissions -31.5 15.0 —-30.1 —5.2 74.1
Over-all balance 44.2 139.0 —2.5 109, —-81.2
Exchange rate 1.262 1.264 1.412 1.405 1.452
Samoa
Trade balance —-229 —26.1 —41.3 -56.1 ~47.9
Services (net) 1.8 2.8 1.4 1.3 e
Goods and services balance =21.2 =233 =399 =54.7
Transfers (net)” 11.1 14.9 26.4 334
Current account balance -10.1 -84 =136 =213 -
Non-monetary capital (met)® 9.0 14.4 11.5 14.6 s
Ermrors and omissions 14 —0.1 —5.7 4.8 ey
Owver-all balance 25 5.8 -1.7 -1.8 ~1.5
Exchange rate 1.255 1.271 1.359 1.220 1.088
Solomon Islands
Trade balance —-1.5 4.2 =0.3 11.4 -1.0
Services (net) -9.9 —11.4 —15.6 -19.9 -31.2
Goods and services balance —11.4 -71.2 —-15.9 —8.5 —32.2
Transfers (net) 131 13.0 19.2 20.1 19.8
Current account balance 1.7 5.8 3.3 11.6 —-12.4
Non-monetary capital (net) 4.9 T3 6.2 3.5 3.1
Errors and omissions —-4.8 5.3 5.7 7.6 0.6
Over-all balance 1.8 6.9 15.2 1.5 ]
Exchange rate 1.225 1.109 1.145 L.150 1.201
Tonga®
Trade balance -127 -106  -108 163 ~16.7
Services (net) 2.4 2.0 1.6 3.7 4.0
Goods and services balance =10.2 =-8.5 =9.1 =12.5 =12.7
Transfers (net) 8.1 6.6 B4 10.2 11.3
Current account balance -2.2 -1.9 0.7 -2.3 -1.4
Non-monetary cfapital {net) 0.8 4.1 39 3.0 5.1
Over-all balan 1.5 22 3.2 0.7 3.7
Exchange rate 1.370 1.091 1.117 1.094 1.105

Sources: Official national sources.
% Trade balances are not strictly comparable with commodity export and

import data due to time lags in actual dates of shipments or arrivals of the relevant

goods, relative to those on customs warrants or letters of credit, ete.
b Period averages of US dollars per local currency units. The rates for Cook

Islands are 0.996 for 1976, 0.971 for 1977, L.038 for 1978, 1.023 for 1979 and

0.973 for 1980,

¢ Estimates only. 9 Unofficial report. ©

cludes errors and omissions. £ End of period mte.
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and net transfers had been suf-
ficient to yield considerable current
account surpluses until 1980, but
there was then a large current
deficit of § 256 million consequent
upon the disappearance of the trade
surplus. Private capital inflows
increased to $ 45 million, mainly
because of the Ok Tedi project,
and official capital flows increased
to $66 million, mainly through
borrowing from private sources.
Nevertheless, Papua New Guinea’s
reserves of foreign exchange were
depleted by § &1 million and
reduced to a level which covered
half a year's imports.

Official estimates for [981
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 for services
or in net transfers, so 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 § 39 million to § 256 million,
because of Ok Tedi and projects
for timber and fishing, and official
capital flows would increase from
$7 million to $§128 million,
including & 60 million of com-
pensatory finance from IMF,
Reserves, however, would again
decrease, perhaps by 5 121 million.
Prospects for 1982 were a similar
over-all deficit of § 82 million,
after a further government bor-
rowing abroad for $ 97 million,
and a reduction of reserves to a
level which would cover less than
two months' imports of goods
and 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 proportion of
the trade deficit: one 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 Federal Republic of Germany,
and the Economic Development
Fund of EEC, totalling $ 19 million
in 1979. Private remittances, in that
year, mainly from workers in
Australia or MNew Zealand, were
about § & million, equal to one
tenth of import payments. Soft
loans from ADB, IDA and other
sources came to § 7.6 million, and
other loans to § 7 million. A small
decline of foreign exchange reserves
covered the balance.

The large and persistent cur-
rent deficits led Samoa to devalue
its curmency, in 1979, by 15 per
cent against the New Zealand
dollar, which itself depreciated
against the US dollar, so that
Samoa’s  effective  devaluation
against the US dollar was 21.5 per
centl over 1979, At the same time
tariffs were mised on some non-
food items, quantitative restrictions
were imposed on other imports,
and also imposed on outward
remittances. Imports, therefore, de-
creased by about one sixth in 1980,
but exports also fell due to world
recession, so that there was little
change in the trade d=ficit. 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 their
previous level. Grants for capital
projects were expected to be
$ 11.6 million, soft loans § 5.8
million and other foreign loans
§ 38 million. Foreign exchange
reserves, in the first quarter of
1980, had fallen to the alarmingly
low figure of § 1.6 million and, if
foreign labilities are deducted, to
a negative figure of § & million,
This, of course, indicates a serious,
not to say desperate position, in
regard to Samoa’s  external
accounis. Mo later figures were
published for 1980 or 1981.

Solomon Islands had compara-

tively large over-all surpluses in its
balance of payments, between
1977 and 1979, mostly because of
official grants and direct private
investment. The trade surplus was
large only in 1979, but even then
sufficient to cover little more than
half of a deficit of § 20 million
for services; freight and insurance
charges came to § 12 million,
charter of a fishing fleet to § 7
million, 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 negative, wholly
because of an increase of imports
by one fifth. The services deficit
increased by one half, and there
was a total current deficit of § 32
million, equal to one sixth of
imports. There was 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, according-

The economic hope for Papua
New Guinea during the 19808 will be
the huge Ok Tedi project. This high-
mine is located in Mount

Province. [t contains an estimated 34
million ‘tons of gold deposits yiclding
2.9 grams of gold per ton. Below this
meserve 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 pgreat project was
signed, in March 1981, between the
Government, which will take up a 20
per cent equity, and a locally incor-
porated company, owned by comps-
nies in Australia, the Federl Republic

itween two groups of companies, one
of which, in another joint venture had
completed, in Aprl 1972, pre-produc-
tion and development works for the
Bougainville copper/gold mine ahead
of schedule, and within the estimated
budget. Construction works at Ok Tedi
incude overland and nver tansport
facilities to shift the ores from the
mine to the coasi, which is some BOO
kilometres away. A township for 3,000
people, and a hydroelectric plant of
46,000 kW, have also to be built. The

Ok Tedi: a lode of gold

1984 at a total cost of § 1.1 billion
at 1981 prices and wages. Gold ores
will be mined first, and copper de-
posits two years later. The mining
workforce would be around 2,000,
The Ok Tedi goldfcopper pro-
jects resembles the Bougainville pro-
ject of the early 1970s in several
ways. Both are large-scale, capital-
intensive ventures, and, just as

so will Ok Tedi during the 1980s
Although no direct revenue would
accrue to the Government until at least




on imported fish

Most islapd countries have also
spent a great deal of Toreign exchange
on fish and imports of canned and
frozen beef, frozen pork and mutton.
The larger island countries have recent-
ly achieved near sclf-sufficiency for
poultry products and, in lesser and
varying degrees, for pork and beef;
but, although they now export much
high-value frozen and canned tuna,
they still spend heavily on imports of
canned mackerel pike. This spending
could be reduced by appropriate
technological practices and 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
nufritious, commands low (export)

Lessening dependence

market prices, and is usually turned
into pet food. In Solomon Islands and,
to a lesser degree, in Fiji, part of this
flesh is canned and markoted internally
a5 “flake tuna™, a product which has
become extremely popular and re-
placad 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 lImoland. Another
potential relates to wasteful disposal
of low-value *“trash fish” caught,
along with prawns, in trawling opera-
tions. In Papua MNew Guinea, 12,000
to 15,000 tons of trash fish are dis-
cirded annually but, with proper
processing technologies, this valuable
source of protein could also be made
suitable, and available, for human
consumptio.

ly, 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
regarded as non-essential.

Tonga has had persistent trade
deficits which, between 1977 and
1979, averaged twice the value of
exports; in 1980, the deficit was
24 times export receipts. There
have also been surpluses for ser
vices, equal to about ome fifth
of the trade deficit. Transfers,
two thirds of which came from
workers” remittances, met most
of the combined deficit for
goods and services, so that there
were only small deficits on current
account. Inflows of capital,
formerly mostly official but lately
dominated by inter-bank transfers,
have thus been used to build up
reserves of foreign exchange. These
rose from $ 7.1 million in 1978 to
£ 11.0 million in 1980 when they
would have covered nearly five
months® imports. During the first
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half of 1981, both exports and
imports were running at the same
rates as in 1980,

D. INFLATION AND PUBLIC
FINANCE

Rates of inflation, as measured
by changes in index numbers of
consumer prices, have not been
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 WVanuatu, but 52 to
Bl per cent in Cook Islands, Samoa
and Tonga. During 1980, consumer
prices rose by 11 per cent in Papua
MNew 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, there was
deceleration in Fiji, Samoa and
Tonga, no change in Papua New
Guinea, and acceleration in Cook

Islands, Solomon [Islands and
Vanuatu; prices, in this last coun-
try, were rsing then by 33 per
cent a year.

This inflation was a mixed
result of increases of import prices,
notably those of petroleum
products, and of internal monetary
changes, including devaluations of
some local currencies. Annual
changes were also affected by
seasonal wariation in local food
crops.

In 1980, import prices rose
by 20 per cent in Fiji and by 22
per cent in Tonga; there was little
appreciation of their currencies in
that year against the US dollar. Oil
was then 23 per cent of their
imports, and the rise of its world
price by about 70 per cent
is estimated to have accounted
directly for one fifth of the rise
in Fiji's consumer price index
(153 per cent). The prices of
imported food rose by 12 per cent
in Fiji during 1981, and all food
and beverages, local as well as
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 alone has a 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 eent.
Drought conditions also raised by
17 per cent the prices of local
foodstuffs, which have a weight of
18 per cent in Papua New Guinea's
consumer 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 least as great
a weight in their consumer price
indexes. In 1980, food prces,
imported and local, rose by 14-16
per cent in Cook Islands and
Vanuatu, by 21-25 per cent in



Samoa and Solomon Islands and by
30 per cent in Tonga. Two de-
preciations of the Samoan dollar,
by 10 per cent in 1979 and by 11
per cent in 1980, contributed a
good deal to inflation of other
prices besides food.

Wage adjustments followed
price rises and reinforced them,
directly or indirectly, although they
were not usually sufficient to main-
tain real wages, especially for the
better-paid workers. Papua New
Guinea raised wages generally by
7.4 per cent in March 1980, by 4.8
per cent in the following September
and by 5.8 per cent in March 1981.

It has also had a policy of
revaluing the kina in the hope of
insulating the economy from ex-

ternal inflation. Some research
studies, however, find little relation
between the revaluations and local
retail prices of imported goods,
partly because there is an oligopo-
listic structure in regard to the
distribution of imported goods, and
partly because the revaluations have
had considerably adverse effects
on the export sector and on local
industries which produce sub-
stitutes for imports. Such con-
siderations have led to a revision of
the policy; no further revaluations
were made in 1980 although there
were then renewed inflationary
pressures, external as well as
internal. The revised policy was
associated with no greater rise
than 3 per cent in the consumer

price index over the first three
quarters of 1981.

A 12-week strike by public
servants in Samoa, early in 1981,
was settled by salary increases
ranging from 5 to 36 per cent.
Tonga granted its civil servants
similar rises of 10 to 33 per cent,
and Solomon Islands granted its
civil servants more moderate rises
of 8 to 12 per cent. No doubt
these increases spread from the
public to the private sector.

Monetary data are available in
a useful form for only four of these
island countries: Fiji, Papua New
Guinea, Samoa and Solomon
Islands. In the former and two
largest countries, monetary expan-
sion, in recent years, has been

Figure V1.4. South Pacific island countrics. Consumer price indexes, 1976-1981

(Fourth quarter 1975 = 100}

Samoa

Tonga

Solomon Islands
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78 79
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comparatively moderate, but con-
siderably preater in the latter two
smaller countries.

Fiji's long suceession of adverse
trade balances was broken in 1980
by the sugar boom and, in that
year, nearly $F 25 million was
added to the country’s net foreign
assets, as compared with 3F 4 mil-
lion in 1979. Yet, at the same time,
there were reductions of $F 13 mil-
lion in bank loans to the Govern-
ment and to official entities,
instead of a ¢ombined increase of

$F 12 million in 1979, There had,
however, been an increase of §F 41
million in bank loans to the private
sector during 1979, mainly to
finance booming exports of sugar,
and this was reduced to an increase
of §F 21 million during 1980, when
the sugar crop was damaged by two
cyclones and then by drought. The
net result was that money plus
quasi-money  increased by rather
more than one third between 1978
and 1980,

The authorties decided that

Table ¥VI1.6. South Pacific iland countries. Consumer price indexes,

1976-1981
{Foursh quarter 1975 = 100)°
1976 1977 1978 1979 [980 1981
fDec.)  (Dec) {Dec.) {Dec.) (Dec.) [(Jume)
Cook [slands
Consumer price index 124 144 157 181 209 230
Food price index 124 146 152 175 203 225
Fiji
Consumer price index 109 118 124 137 158 166
Food price index 100 110 126 138 160 168
Papua Mew Guinea
Consumer price index 104 111 117 127 141 144
Food price index 104 111 113 124 144 147
Samoa
Consumer price index 113 126 129 160 208 227
Food price index 105 125 125 165 207 228
Solomon [slands
Consumer price index 103 118 128 140 163 178
Food price index 101 118 128 141 171 188
Tonga
Consumer price index 110 128 135 152 187 198
Food price index 108 128 137 147 191 204
Vanuatu (March 1976 = lﬂﬂ}b
Consumer price index® 106 114 118 122 144 166
Food price index® 107 110 119 121 149 177

Sourcex: ESCAP, Statisticel Indicators for Asiz and the Pacific, various issues;
South Paclfic Commission, Retail Price Indexes, 1979; and Vanuatu, Statistical

Bulletin, various issues.
a

applicable.
b

Approximate equivalents derived by chaining to the preceding indexes where

The carlier indicator, the retail price index based on the 1971 consumption

patterns at Port Vila, was discontinued after June 1975 becausc 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.

©  Low-income group only.
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this expansion was excessive and
took steps to reduce it. In August
1980, the statutory reserve deposit
ratio was raised from 5 to 7 per
cent, and banks were asked to
restrict loans to a maximum ratio
of 65 per cent of their deposits.
The commercial rate of interest
was also raised from 10.5 to 12 per
cent. These measures were only
partly successful in checking expan-
sion of credit to the private sector;
this had increased by §F 40 million
in 1979 and by S$F 21 million in
1980 but by $F 28 million in the
year ended June 1981,

There was, however, a dramatic
change in Fiji's balance of pay-
ments during the first half of 1981,
when net foreign asseis decreased
by §F 45 million. Government
borrowing from the banking system
also decreased, by the small amount
of SF 3 million, but credit to
official entities increased by $F 19
million, mainly due to three major
projects — a water supply scheme, a
new highway and a hydroelectric
scheme. Increasing expenditures on
facilities for tourism had also
stimulated bank lending to the
private sector, in spite of official
restraints. The net result, for
the year ending June 1981, was an
increase of money plus quasi-
money of nearly 11 per cent, as
compared with 19 per cent for
the year ending June 1980, but the
main factor was the heavy fall in
net foreign assets.

Monetary policy in Papua New
Guinea had been quite relaxed in
1979 and early 1980 because of
optimism about export receipts and
government revenues,  largely
derived from them. Prices for
copper and gold were then at
record levels, and a substantial
trade surplus had helped net foreign
assets to increase by 90 million
kina. At the same time, a reduction
of bank debt by export stabiliza-
tion funds about offset an expan-
sion of bank credit to the Govern-
ment by 21 million kina. All this



led to an expansion of money plus
guasi-money of more than one
quarter in 1979. Continuing opti-
mism about immediate prospects
led the authorities, in Aprl 1980
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 pay-
ments suddenly swung 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 decreas-
ing, some restrictive measures were
taken; interest rates were lifted by
2 per cent at the end of August
1980, and directives were issued
to the banks about loans and
investments. For 1981, the target
expansion of the broad money
supply 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 pro-
jected deficit in the balance of
payments, non-seasonal credit from
commercial banks was given a
limit of 45 million kina.

As 1981 progressed, it be-
came apparent that the deficit in
the balance of paymenis would
be larger than had been anticipated,
owing to further falls in the world
prices of Papua New Guinea's
export commodities and the rise
of world interest rates to record
high levels, Within the country,
too, bank lending, mostly for pur-
poses of consumption, was still
rising. In March, local interest
rates were raised by 1 percentage
point, and by a further 2 percent-

age points in June. The liquidity
ratio, however, was reduced by
2 per cent in July to assist finance
of exports, although the ceiling
of 45 million 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 June year. 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 kina,

and that change swamped expan-
sionary influences to reduce the

volume of money and quasi-
money by nearly 25 million kina.
Tight credit conditions were to

continue throughout 1981 because
of the need to check imports and
reduce inflation.

In Samoa, where published
financial data are somewhat
sketchy, it appears that monetary
expansion became rapid after
1977 as, between then and June
1980, the wvolume of money in-
creased by 79 per cent, as against
45 per cent for Fiji and 29 per
cent for Papua New Guinea. In
spite 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 per cent in
1978, 43 per cent in 1979 and 24
per cent in the year ended June
1980. Most of the bank lending to
Government was for finance of

Table VL.7. South Pacific island countries. Changes in components of

money plus guasi-money, 1978-1981
{Million units of national currencies)

Claims on
Net Money and
foreign  Government  Privare  Official quasi-
assels sector sector  entities  Other money

Fii

1978 -1.5 11.7 1.7 6.0 —4.5 19.3

1979 43 5.7 40.7 55 =5.7 50.5

1980 24.9 —8.3 208 -4.9 —4 .4 36.9

Januvary-June

1981 -45.3 -3.2 14.8 19.0 0.6 -14.1

Papua New Guinea

1978 —48.0 102 49.1 7.8% 08 20.6

1979 9.9 214 43.1 -94% _223 122.7

1980 =776 =200 15.6 -1.2* 4.6 ~=18.6

January-June a

1981 -110.9 60.8 s 0.0 =51 -24.6

Samoa

1978 =5.1 3.2 4.0 =03 1.8

lﬂ??b -2.3 4.0 38 . 0.5 5.0

1980 =35 2.8 0.9 Wikt 0.7 0.9
Solomon [slands

1978 13.7 -2.2 0.2 cer =34 8.3

tﬁ“l“)h 6.6 2.6 7.7 i =18 14.1

1980 -5.7 2.3 29 o =23 -238

Sources: IMF, Imternational Financial Statistics, November 1981, and official

national sources.
" Financial institutions,
b Asg at June,
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public works. Ultimately, the
ability of the banking system in
an open economy is constrained by
its reserves of foreign exchange, and
Samoa's net foreign reserves fell
from 3.6 million tala in 1977 to
1.3 million tala in June 1980, so
that external debt was incurred to
IMF and other agencies in respect
of this negative level.

Solomon Islands had even
more excessive monetary expansion
than Samoa as, between 1977 and
1980, its volume of money plus
quasi-money increased by 96 per
cent. The increase was 41 per cent
in 1978 and 49 per cent in 1979.
The main reason was large net
increases of net foreign assets in
1978, and a lesser increase in 1979
augmented by a big expansion
of bank credit to the private sector
amounting to 8§51 7.7 million. At
the same time, government bor-
rowing from the banks amounted
to $51 2.6 million whereas debt
had been repaid in 1978. In the
first half of 1980, there was a large
trade deficit which reduced net
foreign assets by §31 5.7 million,
not completely offset in monetary
effect by new loans of $S1 2.3
million to the Government and
$51 2.9 million to the private
sector, so that the supply of money
plus guasi-money now declined by
$51 2.8 million.

The Government's response
was to devalue the Solomon Islands
dollar by 6 per cent against the
basket of foreign currencies to
which it is adjusted. Import duties
have also been raised, some to
penalty levels, and bank lending
was made more restrictive and
expensive,

Fiji's current domestic reve-
nues, plus small amounts from
foreign grants covered, on average
between 1976 and 1980, 85 per
cent of its current and capital
government expenditures. External
loans financed, on average, less than
two fifths of the deficit, and the
remainder came from internal loans
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raised from the public or from the
banking system. The 1981 budget
forecast a rse of the over-all
deficit from S$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, total-
ling $F 46 million, but higher
interest rates and other difficulties
in servicing this debt led the Gov-
ernment to reduce further borrow-
ing 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 to 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,
When small, they had been financed
mostly from domestic loans, but,
in 1979 and 1980, foreign loans
financed more than half the over-all
deficit. The 1981 budget envisaged
a 15 per cent increase of ftax
receipts, a small increase of the
Australian grant, a 5 per cent
increase of current expenditures,
a 10 per cent increase of capital
expenditures, and a trebling of
net loans and investments. That
meant an over-all deficit of about
the same size as in 1980, equal 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 toe 57 million kina,
and that could put more strain
on the monetary sector.

In Samoa, between 1976 and
1980, tax receipts and other
domestic revenues both nearly
doubled, and foreign grants de-

clined to less than 1 per cent of
current revenue. Current expendi-
tures also doubled, but capital
expenditures trebled. The over-all
deficit, already at a high average of
72 per cent of current revenues in
1976-1977, rose to 105 per cent in
1978-1979, and to 111 per cent in
1980. Most of the increase of
development spending went to a
Rural Development Programme,
and to improvements of infrastruc-
ture. Multilateral agencies, pro-
viding such loans, have insisted
more stongly that their aid wil
depend upon proper local identifi-
cation of projects and evidence that
these are financially viable and of
national importance, Because of
deficiencies of manpower for this
purpose, it is likely that Samoa will
receive less concessionary loans
during the period of its Fourth
Plan, 1980-1984.

Current expenditure trebled in
Solomon lslands between 1976 and
1980, and capital expenditure fell
from two fifths of total budget
expenditure to little more than one
third. Tax revenues also trebled,
and the over-all deficit fell a little
from 73 per cent of current receipts
to 70 per cent. Most of this was
financed by development grants
from the United Kingdom, but the
proportion dropped from 88 per
cent in 1976-1977 to 53 per cent in
1979-1980. The gap was met by
loans from Australia, Japan and
Mew Fealand, and also from inter-
nal sources, especially banks. In
1980, these domestic sources were
lending the Government almost half
as much as the United Kingdom
was providing in development
grants, and almost as much as the
other three countries were lending
bilaterally. The 1981 budget en-
visaged a doubling of capital
expenditures, mostly for infrastruc-
ture purposes, and the over-all
deficit would almost double to
551 70 million. It was now to be
mostly financed by loans from
other sources than the United



Kingdom, whose development
grants would increase very little to
551 10 million. Local sources would
provide another $51 4 million.

Table VL8 includes data for
Tonga, but they are not complete
in respect of development expendi-
tures because those which are made
overseas for purchases of equip-
ment, aid-in-kind and services are
not included in the budget tables.
Receipts and expenditures both
nearly doubled between 1976 and
1980, and the apparent over-all
deficit was quite small, less than
1 per cent of receipts in 1980,
Inflows of foreign capital were
recorded as 3T 15.9 million for
bilateral aid and $T 3.1 million for
multilateral aid, together pgreater
than recorded expenditure by two
fifths. These aid flows have in-
creased very rapidly, from $T 2.6
million in 1976 to $T 7.0 million in
1978, and to 3T 19.1 million in
1980. Since 1975, the ranks of
donors have expanded from only
the United Kingdom and New
Zealand to Australia, the Federal
Republic of Germany, EEC and
ADB.

A final reflection on public
finance in these Pacific island
countries is that, although there
has been a relative shift of spending
from current to capital purposes,
this shift has not given them a
strong impetus for economic
growth. Except in Solomon Islands,
current government spending has
not inereased as rapidly as inflation,
and so has declined in real terms.
Growing populations, accordingly,
are getting less, or poorer quality,
public services in most areas. (An
example is the recent suspension of
a programme for controlling
malaria in Papua New Guinea.)
In regard to capital expenditures,
greater care in planning and control
would seem to be needed if they
are to enhance productive capaci-
ties sufficiently for attaining
growth of average real incomes and
greater economic self-reliance.

Table VL8. South Pacific island countries. Public finance, 1976-1981

{Million units of national currencies)

1981
1976 1977 1978 1979 1980 budger
Fiji
Receipis 123 134 157 194 222 240
Tax revenue 104 114 133 156 180 202
Non-tax revenue 17 18 20 k| 34 K ¥4
Foreign grants 2 2 4 [ ] 6
Expenditure 147 169 188 221 253 194
Cutrent expendituse 108 119 140 165 193 215
Capital expenditure 39 41 36 38 49 58
Net lending B 11 17 11 22
Balance {— deficit) —24 =35 =31 -27 =31 —54
Domestic financing 16 16 i3 19 7 12
External finandng 10 19 =2 8 23 42
Papua New Guinea
Receipts 393 390 445 460 519 5BO
Tax revenue 240 216 174 283 344 396
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 45 46 41 33 36 65
Net lending and
investment i & 10 13 37
Balance (- deficit) -23 -19 -16 —64 -78 -75
Domestic financing 9 10 13 37 31 57
Oiverseas 14 9 3 27 47 18
Samoa
Receipis 12.22 17.71 18.25 22.19 25.02 30.29
Tax revenue B.70 12.19 14 .64 16.63 18.70 21.53
Non-tax revenue is2 322 3.57 444 6.77 Bl
Foreign grants 0.25 229  0.03 1.07 0.15 0.15
Expenditure 22.11 28.67 37.24 44 .63 54.04 58.19
Current expenditure 1061 13.01 14.29 16.85 19.07 2146
Capital expenditure 11.50 15.68 22.95 27.78 35.87 36.73
Balance (— deficit) -9.89 -1098 —18.99 -—2244 -2892 -27.90
Overseas financing:
Project akd 4.27 5.90 8.56 12.26 15.08 16.42
Saft term loans 263 3.30 6.13 6.20 11.65 1148
Other 2.99 1.78 430 398 2.19 0.57
Solomon Islands
Receipts 10.23 13.93 17.18 23.89 28.00 35.00
Tax revenue 9.31 11.09 15.21 2245 27.50 35.00
United Kingdom
budgei granis 0.92 1.84 1.97 144 0.50 -
Expenditure 17.74 21,79 3161 3730 4757 7048
Current expenditure 10.70 14.10 17.18 2222 30.50 315.50
Capital expenditure 7.04 7.69 1343 15.08 17.07 34.98
Balance {— deficit) =7.51 -7.86 =1443 =1341 =1957 =3548
United Kingdom develop-
ment aid {grant) 7.20 636 10.39 7.93 956 9.94
Other foreign aid 0.13 0.35 1.61 3.62 549 21.66
Internal sources 0.18 1.15 243 1.86 4.52 3.88
Tonga
Receipts 6,21 798 10.47 12.07 13.29
Expenditure 7.31 3.18 10.40 11.58 1342
Balance (— deficit) -0.90 -0.20 0.07 0.51 —0.13 5
Aid inflows:
Bilateral 2.08 350 5.09 11.55 15.93 2
Multilateral 052 0.81 1.95 2,30 3.05 .

Sources  (Mfficial national sources.
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VII. SOME HUMAN PROBLEMS

The Survey concludes with brief, current reviews of major social problems in developing ESCAP countries.
Population pressures are still heavy in most parts of the region, although there has been much recent progress in
reducing them, especially by measures of family planning. Health problems, however, are nor decreasing, and are
strongly related ro poverty through widespread malnutrition, and also through lack of access by poor peaple and
rural people to adequate medical care. There is a need 1o reorganize health services so as to put more emphasis on
preveniive measures, and 5o as to make curative measures more widely and readily available in rural areas. Attention
has also to be given, in this connection, to measures for arresting deterioration of the physical and the social environ-
ment. Although Asian countries have legislation against economic exploitation of children, this continues to be
widespread and reprehensible — a dark aspect of industrialization and wrbanization. Economic modernization is
also damaging the extended family system, which has traditionally cared for old and disabled people, and the old
are a rising proportion of the population. Alternative care of the old and disabled will increasingly require provision
af appropriate measures of social security. There has been recent progress in reducing socio-economic handicaps
fraditionally imposed on women, but much remains to be done in this respect. Refugees have become another
problem, sericus for those directly concerned and an economic burden on the countries which have first to receive
them, If political tensions could be relieved, so would be these problems; for expenditures on defence and
armaments might then be diverted to improving socic-economic conditions.

A. POPULATION PRESSURE

AND GROWTH

The ESCAP region embraces
39 member and associate member
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 whole region has been
estimated at 2,485 million, 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 de-
mographic, as for other, purposes
it is convenient to break the enor-
mously varied ESCAP region into
four major subregions, as in table
VIL1.

As well as being very populous,
if unevenly so, the ESCAP region
has rates of growth which are
among the highest in the world.
Motwithstanding recent declines of
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fertility, the average annual growth
over 1975-1980 was 1.79 per cent
as against 0.94 per cent for north
America, 0.40 per cent for western
Europe and 0.94 per cent for the
USSR. A disturbing demographic
feature is that the most populous
countries had higher than average
growth mtes over this quinquen-
nium; only 1.3 per cent in China,
but 2.0 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
to the region's population are
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
Kong, Singapore, Sri Lanka and

Peninsular Malaysia — have satis-
factory 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 countries are
mostly speculative because of in-
complete registration of births and
fluctuations in considerable migra-
tion streams.

It would appear, from such
evidence as is available, that, in
the 1960s and 1970s, fertility
rates  significantly declined in
several countries of the region; and
in China, the Republic of Korea,
Thailand and Viet Nam that the
decline exceeded one fifth. Be-
tween 1965 and 1975, recorded
birth rates fell by between one
fifth and two fifths in Fiji, Hong
Kong, Singapore and Sri Lanka;
by one tenth to one fifth in India,
Indonesia and the Philippines; but



hardly at all in Bangladesh, Burma,
Iran and Pakistan.

East Asia (with the exception
of Mongolia) has the lowest birth
rates in the developing ESCAP
region. Gross reproduction rates
in Hong Kong, the Republic of
Korea and Singapore are at a
similar level to those for the more
developed countries in  other
regions. Many conditions have
helped to lower fertility in east
Asia, including the spread of
education and effective official
programmes for reducing birth
rates.

The highest fertility rates,
around 45 per thousand, are in
the poor Musim countrdes of
south  Asia =  Afghanistan,
Bangladesh and Pakistan. India has
a fertility rate which is closer to
that for east Asia than to that of
its Muslim neighbours.

I China's crude birth rate has been
estimated at 18 per thousand for 1980,
and it & official policy to reduce the
natural rate of increase in population to
5 per thousand by 1985, partly Ih;f,,?h
a one-child family policy, which provides
both financial ncentives and penalties
for achieving this aim.

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 comtinued
almost unchecked until the position
was reached that expectation of life
at birth exceeded 65 years. In
others, the trend slowed con-
siderably 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, St Lanka and Thailand
at intermediate levels,

East Asia has the lowest
mortality rates, and these are fairly
uniform ower all its countries.
South Asia has the highest rates,
with the notable exception of
Sr Lanka. In such countries as

Table VII.1. Selected demographic indicators for the ESCAP region

Afghanistan, Bhutan, Lao People’s
Democratic Republic and Nepal,
crude death rates have been steady
at a high 20 or more per thousand.

Good data on infant or child
mortality are limited to relatively
few countries of the region, but
many have, in recent years,
published estimates of varying
reliability; they range from a low
of 10 per thousand live births in
Japan to a high of 140 or more
in Afghanistan, Bangladesh, Lao
People’s Democratic  Republic,
Nepal and Pakistan. Infant mor-
tality is lower for girls than for
boys in China, Indonesia, Malaysia,
the Philippines, Sri Lanka and
Thailand, but the reverse holds for
India.

The rate of maternal mortality
is reported by most countries as
exceeding 300 per 100,000 live
births. A survey made of a rural
area in Bangladesh found this
rate to be 570 per 100,000 live
births and, for the youngest group
of mothers, it was as high as 1,770
per 100,000, Another survey made
in Afghanistan put maternal mor-

Average annial Cruede birth Crude death Expectation of

Estimated 1980 growth rate rate Fare life at birch
population i 970- 1975- 1970 1975 1978- 19735- 1970 1975
Area fin thowusands) 1975 1984 1975 1980 1975 1og0 1975 1980
ESCAP region 2 485 400 222 .79 35.2 294 13.5 11.3 55.2 5R4
East Asia” 1 156 600 2.01 1.37 29.7 21.0 9.7 7.3 62.2 67.6
South-cast aim'-ﬁh 362 300 2.31 2.13 39.1 5.2 15.9 134 41.3 52.7
South Asia® 944 100 247 2.21 40.9 37.6 175 15.5 48.1 49.2
Oceania® 22 400 183 147 249 218 93 9.0 68.2 69.0

Sowree;  Provisional projections of the United Nations Population Division/ISEA 1980,

East Asia includes China, Hong Kong, Japan, Mongolia and the Republic of Korea.
South-cast Asia includes Brunei, Burma, Democratic Kampuchea, Indonesia, Lao People's Democratic Republic, Malaysia,

Philippines, Singapore, Thailand and Viet Mam.
€ South Asia includes Afghanistan, Bangladesh, Bhutan, India, Iran, Maldives, Népal, Pakistan and Sri Lanka.

Islands, Tonga, Trust Territory of the Pacific Islands, Tevalu and Vanuatu,

Oceania includes Australia, Cook Islands, Fiji, Kiribati, Naum, New Zealand, Niue, Papua MNew Guinea, Samoa, Solomon
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tality at 700 per 100,000 Ilive
births. This mortality rate, like
other ones, is highest among the
poor, and it is also greater for
very young or very old mothers.
Poor health associated with low
nutritional levels is a basic factor
here, although the main direct
causes of death for younger
mothers are complications of preg-
nancy, child birth and puerperium.
The role of illegal abortions is well
recognized but difficult to estimate,
even approximately, because of
the secrecy with which they are
conducted.

The most general, and a fairly
sensitive, indicator of health condi-
tions is the average expectation of
life from birth. In east Asia, this
expectation has risen to 64 years
in China, and to 65 years in
Mongolia, but their rates are still
well below Japan’s 76 years. In
south-east  Asia, Malaysia and
Singapore have similarly  high
expectations of life, and the expec-
tation has risen to above 60 years
in other south-east Asian countries,
with the important exceptions of
Burma and Indonesia. Their expec-
tations of life are close to the
fairly uniform 50 years reported
in south Asian countries, and this
level is only marginally higher
than that prevailing in south Asia
during the early 19705,

It has also to be recognized
that life expectancies vary con-
siderably within a country, unless
it is sufficiently small and homo-
geneous to avoid that. Mortality
rates are higher in rural than in
urban areas for most developing
ESCAP countries. In many. too,
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 ESCAPs 39 re-
gional member and associate mem-
ber countries had official popula-

142

tion or family planning policies.
These 25 countrics and areas,
together with another four which
support or permit unofficial activ-
ities for family planning, contain
almost 98 per cent of the region’s
people. In Hong Kong, the
Republic of Korea and Singapore,
at least 40 per cent of eligible
couples 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
Iranm it is about 20 per cent.

Mevertheless, there is a wide
gap between current fertility levels
and those recommended for 1985
by ESCAP regional consultative
meetings, held in relation to the
World Population Conference of
1974. Government commitment to
family planning has increased
markedly year by year, but more
substantial budget expenditures are
urgently required for this area, and
stronger political and administrative
support given to it, if progress is
to continue at the desired
accelerating pace.

B. HEALTH, POVERTY AND
THE ENVIRONMENT

Information about the inci-
dence and causes of morbidity is
deficient, Within the developing
ESCAP region, there appears to
have been little recent peneral
progress in reducing the incidence
or prevalence of many diseases that
have long affected its people.
Respiratory and diarrhoeal diseases
have been reduced in some coun-
tries but not in others; they, with
malaria, continue to have a leading
role in morbidity trends and appear
to be again increasing in south
Asian countries. The eradication of
smallpox was the major improve-
ment during the 1970s, a brilliant
achievement but one that cannot
be peneralized because the disease
has a very specific etiology. There

has been no lessening of the inci-
dence of such other common
diseases as malaria, filariasis,
cholera, leprosy or tuberculosis, all
of which may have increased; as
have food-borne and sexually
transmitted diseases.

Health problems of mothers
and children, and high levels of
morbidity and mortality, are largely
due to synergistic effects of mal-
nutrition, infection and uncon-
trolled fertility, themselves con.
sequences of poor environmental
and socio-economic conditions —
including lack of health care. In
the more developed countries, mal-
nutrition and infection, parisitic
and respiratory diseases have been
largely eliminated; but they are
still the main sources of suffering,
debility and death in the less
developed countries.

It is of paramount importance
to recognize the debilitating and
often fatal consequences of wide-
spread malnutrition affecting the
health of children and women of
child-bearing age in most de-
veloping ESCAP countries. A
rural nutritional survey made in
Bangladesh during 1975/76 found
that 70 per cent of rural people
were anaemic; for children younger
than 5 years the figure was 82 per
cent, and for pregnant or lactating
women it was 70 per cenl, as
against 62 per ceni for men. In
Thailand, protein deficiencies were
recently found to affect 53 per
cent of newly born children. In
all countries, chronic malnutrition
and anaemia are closely linked with
such acute infections as malaria,
infectious hepatitis, urinary tract
infections and pulmonary tuber-
culosis,

It has, indeed, to be recognized
that health depends very much on
nutrition. Estimates for Asian coun-
tries put the proportion of children
under 5 years of age who suffer
from malnutrition, severe or
moderate, at 15 to 80 per cent,
and totalling about 70 million over



all these countries, An FAO survey,
published in 1977, found that al-
most 300 million pecple in 11
Asian countries® had an insuf-
ficient consumption of calories.

Increases in the production or
import of foodstuffs have not been
sufficient in nine Asian countries®
to provide, even on average, enough
calories for their people. But the
situation & worsened by marked
inequality in the distribution of
household incomes. Studies made
in India have indicated that the
T0 per cent of houstholds at the
lowest end of the income scale get
only 75 per cent of the minimal
daily requirement of calories
(2,200), in contrast to the 4 per
cent of households at the top end
of the income scale who get 177
per cent of the requirement.
Similar findings have been made in
some other developing countries,
the general result being that the
poorest 20 per cent of households
have about half the per capita
intake of calories consumed by the
top 10 per cent.

Malnutrition, or under-nutri-
tion, 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 malnut -
tion.

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 coun-
tries, like Bangladesh and India,
even the poorest countries in Asia
have sufficient supplies of protein
for their people — if these supplies
were evenly distributed. They are

L Afghanistan, Bangladesh, Burma,
India, Indonesia, iran, Nepal, Pakistan,
the Philippines, the Republic of Korea
and Thailand.

3 Those listed in 2, except the
Republic of Korea and Thailand.

Figure Vil.1. Developing ESCAP countries. Expectations of life, 1976-1980
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not, of course, anything like equal-
ly distributed, so that protein
deficiencies are suffered by the
lower-income households in most
Asian countries,

There are other nutritional
deficiencies, particularly in regard
to vitamins and mineral trace
elements, and these induce wide-
spread conditions such as anaemia
or blindness. To some extent,
they are related to the core nutri-
tional deficiencies or are of lesser

urgency, but are serious enough.
Environment also plays a big
role in health conditions. The most
obvious factors here are potable
water 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 communicable diseases
due to unsafe drinking water and
an almost complete lack of sanitary
facilities. Even in Sri Lanka, which

Figure VII.2. Developing ESCAP countries. Percentage of population under-

nourished, 1972-1974
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has a relatively low death rate,
safe drinking water 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
connection between environment
and health is the doubling of
malaria cases, between 1970 and
1975, 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, and four an improving
trend. A conference sponsored by
the World Health Organization,
held in 1976, linked the transmis-
sion of malaria by mosguitoes to
the maintenance of primitive tech-
niques of rice farming. These
favour the multiplication of mos-
quitoes, and the practice of sleeping
by paddy fields their role as vectors
of the clinical parasite. There are
pesticide sprays to reduce the
problem, and they were success-
fully applied, on a large scale,
during the 1950s. Today, their use
has diminished owing to financial
and such operational constraints
as lack of trained personnel and
equipment.

The environmental conditions
just discussed are important aspects
of what has come to be called
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 morbidity rates are
especially high in Bangladesh, India,
Pakistan, Sri Lanka and Viet Mam
because of water- 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 deterioration of inland
waterways and coastal waters.

Less direct, or more long-term,
aspects of environmental deteriora-
tion have also to be noticed. Asia
is losing its forests, and at an
alarming rate in  Indonesia,
Malaysia, MNepal, the Philippines,

Sr Lanka and Thailand. If present
trends went unchecked, these coun-
tries could lose their entire forests
within two decades. Or, to widen
the picture, the ESCAP region
could lose 70 per cent of its forests
by the turn of the century. De-
forestation has varicus causes:
collection of firewood by rural

Existing health services are very
unevenly distributed between the
larger urban areas and the rest of a
country, so that most rural people
have very limited access to them. In
India, for example, it has been esti-
mated, that about 80 per cent of
hospital beds and over 30 per cent of
physcians are located in urban areas.
In Thailand, to take another example,
there s 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 workers.

Uneven distribution of health
services i bound wup with an undue
emphasis on curative medicing at the
expense of preventive medicine and
protective health care. The core of
institutional health services, and a good
deal of private ones, too, has been the
hospital. The result is a highly cen-
tralized system with decision making,
personnel and financial managements
located in a ministry, which is almost
always in the capital, and with opera-
tional facilities concentrated in a
hospital mnetwork, which i readily
available only to a minorty of people.
Experience has shown that instito-
tional services provided by well-trained
professionals is a very expensive, and
gossly  inequitable, solution to the
problem of health care. It is also
wasteful, in that many of the doctors
and nurses trained to good professional
standards, at considerable public cost,
find it easy and advantageous to
migrate to advanced countries where
their services are much  better
remunerated.

The alternative is well known but
lacks practical recognition. If the
great majority of Asians are to have
anything like effective medical care,
large numbers of people have to be

Imbalances of health services

quickly trained in basic and technolog-
ically simple health skills, and chosen
for that training on the basis of cul-
tural kinship with rural communities,
Such a system has been successfully
developed in China and Viet Nam, and
similar, much more limited, experi-
ments have been tried in India, [ran,
Indonesia, Singapore and Thailand
with encouraging success.

There is, accordingly, a develop-
ing new concept of moedical care as
being grouped around, not a hospital,
but a health centre which emphasizes
widespread distribution of health ser-
vices, and their accessibility; it would
also be concerned with a preventive
as much az with a curative approach
by way of ambulatory services. This
kind of health centre should be the
core of institutional health services,
at least in the rural areas of Asia.

The World Health Organization
and the United WNations Children's
Fund (UNICEF) have thus evolved a
recommended  approach to  health
services, which has been labelled
primary health care. [t means ex-
tending more or less specialized health
services to people, especially rural
people, through outposts manned or
managped by professionals, but mone
or less peripheral to the central ad-
ministration 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 only practical ap-
proach which is likely fo provide
adequate coverage of health services
in deweloping Asian countries; but it
has many difficulties to overcome —
financial, bureaucratic and profes-
sional. The western approach to health
services has great merits and great
advantages to those who practise it,
or receive it, but it is grossly inade-
guate for most Asian countries at their

present stage of development.

households, conversion of forests
to arable farms, shifting cultivation
of the “slash and bum™ type,
commercial logging and illegal log-
ging. Its consequences are accel-
erated 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 which
reduces the productivity of land.
This occurs in arid or semi-arid
arcas 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 21 million square kilo-
metres within the ESCAP region.
That threat has obvious implica-
tions for food production and
nutrition, and so for 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 reversal can be hoped for,

Notice has also to be taken of
a fundamental aspect of what can
be called the “social 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 de-
veloping ESCAP countries, traffic
accidents and murders have become
leading causes of death, and in-
creasingly so. Firearms are far too
easily obtained, and motorcycles
are giving Aslan criminals un-
precedented mobility to escape
detection. The main reguiremenis
here would seem to be streng-
thening the forces of law and order,
improving dedication to their basic
social role, and gaining wider
public co-operation for their work.
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C. DISADVANTAGED PEOPLE

Poverty is the underlying fac-
tor in most of Asia’s social prob-
lems, but these have other aspects
connected with such circumstances
as age, sex and physical or mental
disabilities. In some countries, too,
they are connected with race, or
with loss of citizenship and
residence through people becoming
refugees from their own countries.

1. Exploited children

A conspicuous problem is the
unscrupulous abuse of child labour,
widely practised in the poorer
countries of south and south-east
Asia, as well as in other large
areas of the developing world.
Many thousands of children, some

as young as 6 years, are virtually
sold into annual or lifetime work in
farms, homes, factories or brothels.
They are often forced to live under
infamous conditions regarding diet,
accommodation, work and pay.
Those consigned to factories may
be kept in unhygienic work places,
made to handle dangerous ma-
chinery, chemicals or polluted
materials, to work long hours with
very few holidays, to sleep on
factory floors, or to eat unwhole-
some and scanty food. Those sold
to brothels may be brutalized
into prostitution, and deprived of
liberty along with self-respect.

In 1981, the Economic and
Social Council of the United
Mations received a 1'1.‘.1.':«:"14 on this
problem which contained some
illustrative material.

@ In some parts of Bombay,
one quarter of children had begun
working between the ages of 6
and 9 years, and nearly half be-
tween 10 and 12,

@ In Pakistan, there were
1.5 million children employed in
carpet weaving, many of them
from the age of 6 years. They
worked 11-12 hours a day for
a monthly wage of $ 8§ — § 12.
These figures related only to those
urban factories which are subject
to government inspection.

@ In the Republic of Korea,
there were girls, barely 12 or 13

4 A. Bouhdiba, Exploitation of
Child Labour, paper presented to the
United MNations, Economic and Social
Council, Commission on Human Rights,
Sub-Commission on Prevention of Dis-
crimination and Protection of Minorities
(E/CNA/Sub.2/4759), 8 July 1981.

Table VIL2. ESCAP countries. Population by age, sex and urban/rural residence, 1970s

{Percentage)
Age group Urban Rural
Year 014  15-24 2564 55+ Year  Male Female Male Female
South Asia
Bangladesh 1978 42,2 20.6 34.5 2.7 1974 3.6 3.4 47.9 45.1
India 1979 399 19.8 36.9 34 1977 11.0 10.2 40.8 35.0
Iran 1976 444 19.1 33.0 35 1976 2456 224 269 26.1
Maldives 1974 44.9 17.3 356 2.2 gt gy P TR PR
Nepal 1971 40.5 174 39.0 3.1 1971 2.2 1.8 48.2 47.8
Pakistan 1972 SRR L it S bt T45__
Sri Lanka 1978 39.0 20.7 36.1 4.2 1971 11.9 10.5 395 38.0
East and south-east Asia
Burma 1977 40.5 184 376 is S e S e
Hong Kong 1979 26.5 24.0 43.5 6.0 PLar i S Siah T
Indonesia 1971 44‘{]! 15‘41 37 .Za 2.5 1971 8.6 B.7 £0.7 42.0
Malaysia 1977 40.2 22.1 34.1 3.6 1970 138 13.5 6.6 36.1
Philippines 1976 429 213 329 29 1970 15.5 16.4 34.3 339
Republic of Korea 1975 5.1 21.0 37.5 35 1975 24.1 24.2 26.2 255
Singapore 1979 285 239 429 4.6 1979 509 49.1 - -
Thailand 1979 41.7 205 345 33 1970 6.6 6.7 43.2 43.5
Pacific islands
Fiji 1976 41.1 22.1 343 23 1976 18.6 18.6 ile 30.9
Kiribati 1973 438 18.3 338 4.1 1973 14.9 14.9 4.1 36.1
Papua New Guinea 1976 438 18.4 34.0 L 1976 7.9 5.2 43.7 43.1
Samoa 1977 48.2 20.7 28.2 2.9 1977 10.8 10.4 40.9 379
Solomon Islands 1978 484 17.5 308 33 1972 5.5 33 473 43,9
Tonga 1976 44.4 20.0 32.2 33 5 i e

Sowrce:  United Nations, Demographic Yearbook 1979,

% peninsular Malaysia only,
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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.

A npumber of studies have
been made, It is estimated that in
some countries as many as one
fourth of children under sixteen
years have to work, many of these
in factories, which are often unli-
censed. A considerable proportion
of these children suffer from mal-
nutrition or from hazards related
to their work. Even in licensed
factories, working and living con-
ditions are often poor, in spite
of the existence of laws to pro-
tect child workers.

Principle 9 of the United
Nations Declaration of the Rights
of the Child states:

“*The child shall be protected

against all forms of neglect,
cruelty or exploitation. He
shall not be the subject of
traffic, in any form. The
child shall not be admitted
to employment before an
appropriate minimum age,
he shall in no case be caused
or permitted to engage in
any occupation or employ-
ment which would prejudice
his health or education, or
interfere with his physical,
mental or moral develop-
ment™.

Most countries have laws con-
forming 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 vears
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

Youth policies

One fifth of the ESCAFP region’s
people are within the age group of 15
to 24 years. It is a particularly impor-
tant age group. lits members have often
been active in forcing political changes
or in supporting those who seek them.
More fundamentally, it is members of
this group who receive higher educa-
tion, academic or technical, and so
will soon become the educated or
skilled personnel needed for modem
eCONOMmic progress,

Education has thus become a high
prority for most Governments. There
is, however, concern about its effec-
tiveness. Rural areas have been dis-
advantaged in regard to the provision
of educational, as well as health,
services because of over-concentration
of expenditures on wurban centres.
Curricula, moreover, have neglected
courses suited to rural needs and over-
emphasized those which lead 1o
white-collar employment. There has,
accordingly, been a neglect of the

important needs of agriculture, an
inadequate gearing of education to
available and emerging job opportumni-
ties, and a good deal of white-collar
unemployment, Another consequence
has been a growing migration of
young people to cities, attracted not
only by the hope of better-paid jobs
but by the facilities which cities offer
for recreation, sport and social life.

In recent years, various forms of
national youth ocouncils have been
set up to reflect government recogni-
tion of the social needs of young peo-
ple, and their role in national dewelop-
ment. These councils, however, often
lack sufficiently comprehensive ap-
preciation of the needs of youth in
regard (o education, employment and
recrention, or effective co-ordination
for this purpose hetwesn ministries,
agencies and voluntary organizations.
In particular, more focus is needed on
the providon of youth services in
country areas, including the provision
of sporting and recreational facilities.

are also the formidable difficulties
of enforcing labour laws by limited
inspectorates, handicapped by in-
adequate training or information,
and restricted by wvarious modes
of self-interest.

2. Neglected old people

Falling rates of natural increase
and nsing expectations ol 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
proportion of old people in the
population will increase quite
rapidly, especially in east or south-
cast Asia where average expectation
of life has risen more than in south
Asia, It has been estimated that,
by the end of this century, the
population which is 60 years or
over will double in south-east
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.

As people age, they usually
become less fit for work, and have
increasing difficulties in retaining or
finding employment. Their health
also becomes at greater risk, and so
their need for medical care. In
Asian societies, care of the aged was
traditionally accepted as a respon-
sibility by younger, economically
active members of an extended
family. Yet, just as the proportion
of the population which needs
such care increases, the extended
family system is weakening through
the physical separation of relatives
that comes with economic mod-
ernization and associated personal
maobility. In some villages of
Malaysia, the Philippines . and
Thailand, so many younger people
have gone that the old are left
almost alone with little support.
Asian societies have some ambiva-
lence about caring for old people,
traditional wvalues place this re-
sponsibility on their families, but
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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 prob-
lems 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 worsening plight of the in-
creasing number and proportion
of their people who are passing
beyond working age. That must
put a strain upon their resources,
which could be relieved only by
achieving adequate and equitable
economic growth.

3. Underprivileged women

More attention has been paid
to the long tradition of women’s
socio-economic  inferiority, and
some progress has been made in
reversing it. Im  recent years,
women's participation in the labour
force of ESCAP 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 growth of female enrolments at
all levels of formal education in
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most ESCAP countries. The United
Mations Decade for Women has had
some effect 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 women's welfare or to
deal with women's affairs.

Mevertheless, such organiza-
tions have had a low priority, and
very much remains to be done. In
regard to employment, about half
of the economically active women
in Asia are in agriculture, one
quarter in industry, and one quarter
in services of various kinds, The
organized or modern sector thus
absorbs a minority of women
workers, and those within it en-
counter discrimination in regard to
the range of jobs available to them,
and the terms upon which they can
work or be remunerated. Women
have so far obtained only a small
share of managerial or professional
jobs, and tend to concentrate in
a limited number of occupations,
demanding little education or skill,
and involving routine work at low
wages. Such discrimination is be-
coming less tolerable now that
increasing conjugal separation is
making for more houscholds
headed by women, and that the
extended family system, which
cared for divorced or bereaved
women, is becoming weaker.

In regard to education, there
is a bigger proportion of drop-outs
from formal courses for women
than for men, and women have a
much lower rate of participation
in adult education programmes,
including those which offer voca-
tional and technical courses. That,
of course, has some effect in
keeping them in lower-paid jobs.

Although most ESCAP coun-
tries have laws which give women
equal opportunities with men in
regard to employment, education
and politics, women are far from
full achievement of such oppor-

tunities. Reasons for this state
of affairs lie in economic con-
straints and traditional values re-
lating to women. These constraints
and wvalues have been slow (o
change, partly because they are
widely accepted by women them-
selves.

4. Disabled people

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 are a too common
sight in Asia, and, in some coun-
tries, children are purposely
maimed in a horrible way so that
they may contribute to the family
income by begging. Often begging
is the only way genuinely disabled
people can support themselves.

Most disabled people, however,
live in rural areas where the ex-
tended family system gives them
more support. They are usually
extremely poor, and almost cut off
from medical services which could
prevent their disability, at an early
enough stage of diagnosis, or pre-
vent it from becoming progressively
waorse. 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 help for the disabled
has three main facets. The first
requirement is extension of health
services in rural areas, desirable on
a number of grounds, but needing,
in this respect, medical personnel
and facilities for early detection of
conditions leading to a disability,
care or arrest of these conditions,
if that is possible, and, if not, help
to  minimize the physical and
mental consequences of the dis-
ability.

An associated requirement is



the identification or creation of
work opportunities within the
potential of a disabled person,
and training to realize such a
potential. Special types of voca-
tional training, that is, should be
provided as well as rehabilitative
medical care.

Another requirement, perhaps
less essential, is provision of accom-
modation and work places adapted
to the physical limitations of the
disabled so as to help them live
or work more safely and com-
fortably. This has been particularly
stressed by the 1976 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, without great cost.

Few would quarrel with the
three-pronged programme just de-
scribed — on other than economic
grounds. There is no doubt that it
would involve considerable cost,
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 would then become an
important question how far redis-
tribution could go without
checking economic growth to the
point where less actual resources
were available for relieving of
poverty — and the various kinds
of suffering which it entails.

5. Refugees

At the end of 1980, the
United MNations High Commissioner
for Refugees (UNHCR) was help-
ing, in Asia, over 2 million people
who had fled from their home-
lands to neighbouring countries
because of political troubles or
persecution. Pakistan was shel-
tering about 1400000 refugees
from Afghanistan.® Thailand had
over 261,000 refugees, of whom
105,000 were from Lao People’s
Democratic  Republic, 147,000
from Democratic Kampuchea
and 9,000 from Viet Nam.
There were also refugees from
Viet Nam in other developing
ESCAP countries and areas:
263,000 in China, 30,000 in Hong
Kong, over B,000 in Indonesia,
11,000 in Malaysia, nearly 4,000
in the Philippines, and about 1,000
in Singapore. Lao People’s Dem-
ocratic Republic had, itself, over
10,000 refugees from Demo-
cratic Kampuchea, and Viet Nam
about 38,000 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 coun-

3 Report of the United Nations
High Commissioner for Refugecs,
General Assembly, Official Records;
Thirty-sixth session, Supplement No. 12
(AS36/12).

tries. By this date, 187,000 people
who had fled from Burma to
Bangladesh were back in Burma
again. Some 310,000 Kampucheans
had also, by this date, retuned to
their own country, as had 73,000
Lao. About 157,000 Vietnamese
were also settled in third coun-
tries during 1930, Many more,
of course, had been resettled in
previous years,

In co-operation with Govern-
ments and charitable organizations,
UNHCR has done much to assist
these people; to help maintain
them in the countries to which
they fled, to train them for a new
life abroad, and to find permanent
settlement for them in third coun-
tries. In 1980, it spemt § 268
million for these purposes.

It cannot be doubted that
refugees, even if generously as-
sisted, 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.
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Armaments and development

The thirty-sixth session of the
United MNations General Assembly
received a report from the secretariat
on the relation between disarmament
and development. The report found
that “‘it would be virtually impossible
to dispute the desirability of reversing
the arms race in order to speed up the
process of soco-economic develap-
ment""

Two striking comparisons are
made to emphasize this point. For
many years, total world military
spending has exceeded the combined
national incomes of all countries in
Africa and Latin America. These
expenditures, oo, are about 19 times
s large as all the official development
assistance from OECD countries to
poorer countries. Or, to take a micro-
illustration, the World Health Organiza-
tion spent less than § 100 million over
10 years to eradicate smallpox, about
the sme sum and period that one
country spent on improving a small
air-to-pir missile,

S0 much secrecy attaches fto
military spending that it is impossible
to reach accurate estimates of its cost.
But the report, after careful study,
thought that § 500 billion would not
be an underestimate of world military
spending in 1980. That sum would be
about & per cent of world GNP,
equal to § 110 for every person on
earth, and roughly equal to the com-
bined expenditures by all developing
countries on their own gross capital
formation. Global expenditures on
redearch and development for military
purposes is at least six times greater

Defence expenditures, health and education expenditures, and foreign aid,

1973-1981°
{Percentages of GDP at current factor eost) o

1973-1975 1976-1978

average average 1979 1980 98]
SOUTH ASIA AND IRAN
Bangladesh
Defence 0.6 1.5 15 1S 1.3
Health and education 1.1 = 1.3 1.6 1.5 1.5
Foreign aid 5.6 8.9 10.3 121 10.0
Indin
Defence 3.6 35 33 34 3.13
Health and education 04 0.6 06 0.6 D.Sd
Foreign aid® 08 1.1 0.4 0.5 1.3
Iran
Defence 16.0 134 o :
Health and education 6.3 6.6 it 2
Mepal
Defence 0.6 0.9 | 1y R
Health and education 1.4 2.1 CiEe b
Foreign aid 23 35 4,7 59
Pakistan
Defence 6.6 6.3 089 53
Health and education 0.1 0.1 0.2 03 0.3
Foreign aid 4.6 4.6 2.5 2.7 1.4
_ Sri Lanka
Delence 1.4 1.4 1.7 186
Health and education 4.0 3.9 36 35
Foreign aid 1B 6.0 9.1 954
SOUTH-EAST ASIA AND
REPUBLIC OF KOREA
Burma ¢
Defence 3.‘?l. 3.6 LB o o
Health and education J.Dr 2.5 26 25 2.6
Foreign aid 2.1 2.1 6. &% I,
""';}a—-indmeaia
A Defence 5 3.9 44 558
Health and education 1.u; 14 ie 208 ..
Foreign aid 13 0.7 OF | e ue
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1973-1975 1976-1978
average average 1979 [980 981

Malaysin
Defence 48 4.5 4.1 4.1 "
Health and education [ 6.4 Sk Els 0
Foreign aid 1.9 1.6 16 0.7 .
Philippines
Defence 2.5 2.7 1.7 16 -
Health and education 2.6 2.6 it e ¥ R S
Foreign aid 1.7 1.0 0% 06 e
Republic of Korea
Defence 4.6 6.7 61 7.2 r
Health and education 26 33 36 4.1 A
Foreign aid 1.7 1.8 10 0.7
Singapore
Defence 5.6 64 58 63 -
Health and education 3.9 3.6 38 A2 il
Thailand
@’ Defence 3B 4.5 55 50
Health and education 2.0 26 pr 2 L S
Foreign aid 0.3 0.9 y i TR .

Sourcer World Bank, World Development Report 1981 IMF, Government
Fingnee Staristics Yearbook 1981 and national sources.

& Years and end of fiscal years except for Sri Lanka, Indoneaia, Malaysia,
Philippines, and Singapore where years are calendar. Expenditures include only
disbursements by the Central Government. Foreign aid here means ner disburse-
ment of grants and loans made on concessionary financial terms by multilateral
agencies, members of the Development Assistance Committee of the OECD and
members of the Organization of Petroleum Exporting Countries.

b GDP at current market prices for Burma, Indonesia, Malaysia and the Philip-
pines. € 1974-1975 average. 9 The 1980-1981 GDP in current prices has been
estimated by applying a 20 per cent growth factor, m’lwlawdﬂby the National
Counecil of Applied Economic Research, to the prévious level, ~ For 1980-1981,
including Rs 5410 million from IMF Trust Fund. f Fiscal year 1974/75 only.
E The 1980 GDP in current prices has been estimated from data about changes
in price and real GDP. B 1975 only.

than all research and dewelopment
expenditures in developing countries.

Asian coontries, in 1980, had
about a 6 per cent share in global
military spending, but this share had
risen from less than 2 per cent in 1955,
or from 2.5 per cent in 1970. For all
developing countries, military spending
rose, as a proportion of GNP, from
3.2 to 4.2 per cent. The share of
developing countrics in world trade in
armaments, moreover, has been around
three quarters during the 19705, main-
ly because they lack industries for
producing the most expensive iypes of
armaments.

The accompanying tahle gives
gome necessarily imperfect indications
of the relative importance of military
spending in 13 developing ESCAP
countries. It appears, from this data,
that the proportion of military
spending to GNP is not far from the
world average of 6 per cent in
Indonesia, Pakistan, the Republic of
Korea, Singapore and Thailand. It
also appears that military spending
much exceeds receipts from foreign
aid in these countries, as it does in
India, Malaysia and the Philippines.
MNor are the comparisons generlly
favourable against central government
expenditures on health and education.

It would seem that, if measures
for dissrmament became practicable,
even within the ESCAF region alone,
muoch could be done to meet the
urgent economic and social needs
discussed in this final chapter of the
SLrrey.
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