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FOREWORD

The worst recession in half a century has cast a shadow over the growth prospects of the developing countries
of Asia and the Pacific. In 1981, many of these nations managed to maintain the tempo of economic progress,
but 1982 brought a general slow-down in growth rates under the grim pressures of lingering recession, high interest
rates and faltering export earnings because of slack demand and increasing protectionism in the industrialized
countries. The impact was felt not only in widespread development cutbacks and mounting fiscal imbalances but
also by millions of people as unemployment rose and hardships worsened for the region’s ragged legions of rural
poor.

Growth prospects for the developing Asia-Pacific countries in 1983 did not appear to be promising. As this
volume went to press early in the year, there were some signs that the world economy had neared or reached the
bottom of its long slide, as indicated by declining inflation and interest rates in the United States of America.
However, unemployment in the industrialized countries was widely forecast to remain high throughout 1983, as
protectionist pressures likely would as well. There was also considerable doubt whether a global economic recovery,
if it was indeed at hand, would be potent enough to fuel a full resurgence of growth rates in the developing world
during 1983. As an in-depth analysis of the current situation, this volume forms a useful preliminary to the
secretariat’s forthcoming major review and appraisal of the implementation of the International Development
Strategy for the Third United Nations Development Decade.

This thirty-sixth annual Economic and Social Survey of Asia and the Pacific (until 1974 titled the Economic
Survey of Asia and the Far East) pursues two closely related themes. Part One reviews recent economic and social
developments in the region in the context of the present recession. Part Two examines the role of fiscal policy in
development, a particularly important issue in the difficult economic circumstances of the developing ESCAP
region today.

Like previous Surveys, this issue 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. Every effort has been made to ensure that the data herein are authoritative and up to date. While the
review of developments is comprehensive until mid-1982, later information has been included to the extent possible
up to year-end.

S.AM.S. Kibria
Executive Secretary
ESCAP

February 1983



EXPLANATORY NOTE

The term “ESCAP region” is used in the present issue of the Survey to include Afghanistan, Australia, Bangladesh, Bhutan,
Brunei, Burma, China, Cook Islands, Democratic Kampuchea, Fiji, Guam, Hong Kong, India, Indonesia, Iran, Japan, Lao People’s
Democratic Republic, Malavsia, Maldives, Mongolia, Nauru, Nepal, New Zealand, Niue, Pakistan, Papua New Guinea, the Philippines,
Republic of Kiribati, the Republic of Korea, Samoa, Singapore, Sclomon lslands, S Lanka, Thailand, Tonga, Trust Territory of the
Pacific Islands, Tuvalu, Vanuatu and Viet Nam. The term “developing ESCAP region” excludes Australia, Japan and New Zealand.

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 Mations concerning the legal status of any country or territory or of its authorities, or concerning the delimita-

tion of its frontiers.

Reference to “tons” indicates metric tons.
Values are in United States dollars unless specified otherwise.
The term “billion™ signifies a thousand million.

In the tables, three dots (. . .) indicate that duta 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 involved, including the beginning and end years, and a stroke (/) indicates
a crop year, a fiscal year or plan year, The fiscal years, currencies and 1982 exchange rates of the ESCAP countries are listed in the

following table:

Mid-point rate of
Country Fiscal year Currency and abbreviation exchange for SUS I

as af June 1982
Afghanigtan .. ........... 21 March to 20 March Afghani (AT) 50,600
Anstlia Lol e e s 1 July to 30 June Australian dollar (5A) 0.978
Bangladesh . .. «v s s passs 1 July to 30 June Taka (Tk) 22,113
B o e e e 1 April to 31 March Ngultrum (Nu) 9.493
)i O VAN B o L T 1 January to 31 December Brunei dollar ($Br) 21392
1 | R R e R AL 1 April 1o 31 March Kyat (K) 7.894
IR o oyl i i e S 1 January to 31 December ¥ uan renminbi (Y RMRB) 1.931
CookMslands . ......0.0... g 1 April to 31 March New Zealand dollar (SNZ) 1.346
Democratic Kampuchen — 1 January to 31 December Riel (KR} e
Fl. iiinenaan i e 1 January to 31 December Fijian dollar (3F) 0.939
ISIETL . .ot i bt e 1 Dctober to 30 September United States dollar (SUS) 1.000
HongKeng . ........... 1 April to 31 March Hong Kong dollar (SHK) 5.568
R i e 1 April 1o 31 March Rupee (Rs) 9.492
Indonesia . ........0 0040 1 April to 31 March Rupiah (Rp) 657.200
IO oo wocmsniig o s e 21 March to 20 March Rial (Rls) B4.788
i A L 1 April to 31 March Yen (Y) 254,000
Kiribati . .....000000. 1 July to 30 June Australian dollar ($A) 0.978
Lao People's Democratic Repu 1 July to 30 June MNew Kip (NK) 10.000
Malaysin .. .. .0 v nen.n 1 January to 31 December Ringgit ($M) 2,360
Maldbres: . .. i s e 1 October to 30 September Rupee (Mal Rs) 7.050
Mongolia .......00000004 1 January to 31 December Tughrik (Tug) 3.150
NaUEE .+ oovennssw PR 1 July to 30 Jume Australian dollar (SA) 0.978
Rapil voin s b s g 16 July to 15 July Rupes (NRs) 13.200
MNew Zealand . . .. ........ 1 April to 31 March Mew Zealand dollar (SNZ) 1.346
PRI o i e e e 1 July to 30 June Rupee (PRs) 12,208
Papua New Guinea . . . . . : 1 January to 31 December Kina (K) 0.739
Philippines . ... ... cuess . 1 January to 31 December Peso (P) 8470
Republicolf Korea . .. ... o' 1 January to 31 December Won (W) T48.800
o 110 R e S S R TR B 1 January to 31 December Tala (3WS) 1.219
SINZAPOTE & v o a vsss o ninnses 1 Aprl 1o 31 March Singapore dollar (§5) 2.150
Solomon Islands . . ........ 1 January to 31 December Solomon Islands dollar {($51% 0,931
LN oonaruiswommn waun 1 January to 31 December Rupee (SLHEs) 20,850
Thadland ' v i Viaaains 1 Detober to 30 September Baht (B) 23.000
TONEL ooeom mow apmonnww s wn 1 July to 30 June Paanga (P) 0.980
Tovale: i v seaiiedada 1 January to 31 December Australian dollar (3A) 0.978
Wanuatth . . . vow v v vnnownn s 1 January to 31 December Vatu (VT) 971.235
VietMam ....... . i Dong 9.453

Sources: United Natons, Monthly Bulletin of Srafistics, various issues; International Monetary Fund, fnremarional Financial
Statiztics, various issues; and national sources,

% End of August 1982,
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Part One

RECENT ECONOMIC AND SOCIAL
DEVELOPMENTS



I. INTERNATIONAL ECONOMIC DEVELOPMENTS

"I'ﬁe world economy during 1982
continued to be dominated
by the progressive weakening of
economic activity in the indus-
trial countries. For much of the
year, the attention of policy
makers remained fixed on combat-
ing the resurgence of inflationary
conditions in the wake of the
second oil shock of 1979-1980,
Industrial production in Europe
and North America in particular
declined; unemployment reached
the highest level in decades; world
trade stagnated.

For the developing countries
the situation grew increasingly
serious. Prices of manufactures
imported by developing countries
fell slightly in 1981, but they began
to rise again at the end of the year
and in the first half of 1982. At the
same time, world commodity prices
declined sharply due to depressed
demand in the industrial countries.
As a result, the terms of trade
worsened significantly for many
developing countries in 1981 and
1982, raising serious problems for
them in securing the external
resources needed to maintain the
momentum of development,

These problems were com-
pounded in 1982 by foreign ex-
change rate movements which
cheapened the relative value of the
developing countries” currencies
against those of certain major
developed countries. With the fall-
off in external earnings and cur-
rency values, the developing coun-
tries found it increasingly difficult

to service their external debt.
Indeed, management of the devel-
oping countries’ debt burden rose
in 1982 to crisis proportions in
several cases, placing severe strain
on the survival of an orderly
international monetary system.

In the presence of depressed
economic conditions, the rate of
inflation in many of the major
industrial countries fell substan-
tially as 1982 progressed, accom-
panied by a significant decline in
interest rates and an easing of
monetary restraint. Even allowing
for these encouraging developments
and their implications for positive
policy adjustments, it seemed
optimistic as 1982 drew to a
close to expect any more than a
weak recovery in investment, con-
sumer spending and economic
growth in the industrial countries in
1983. A major factor threatening to
prevent the hoped-for international
economic revival was the rising tide
of protectionism. In these cir-
cumstances, prospects that the
developing countries would in 1983
make any real progress toward
achievement of the objectives set
for the Third United Nations
Development Decade were bleak.

A. OUTPUT AND PRICES

1. The industrial economies

The global economic recession
which began in late 1979 gathered
momentum throughout 1980 and
1981 and intensified further in

1982. In the industrial countries,
the growth of output in 1980 was
barely a third of the annual average
achieved during the previous three
years. Even by comparison with
the 1970s as a whole, which had
encountered relatively subdued per-
formance and included the sharp
recession of 1974-1975, the record
for 1980, at 1.3 per cent, was
dismal.

Output growth in the industrial
countries slipped further in 1981
to a meagre 1.1 per cent, and it
continued to decline in 1982.
Though the evidence suggests that
a fitful recovery began in some
industrial countries in the second
half of the year, economic growth
in the main industrial economies of
the Organisation for Economic
Co-operation and Development
(OECD) area for 1982 as a whole
was estimated to have declined by
0.5 per cent.!

Although economic growth in
the industrial economies as a group
was sharply depressed during 1980-
1982, the experience of individual
countries varied. The United States
of America and Canada recovered
somewhat in 1981 from the very
low or negative growth rates they
had experienced in 1980, but at
the same time most of the Euro-
pean and smaller industrial econ-
omies slipped into negative growth.
For 1982 the situation was re-

|0rpnisation for Economic Co-
operation and Development, Economic
Outlook, No.31 (Pars, December
1982).



versed, but the positive growth
rates recorded in Europe and Japan
were not enough to outweigh the
effect of a decline of nearly 2 per
cent in the United States and 5.0
per cent in Canada as these econo-
mies sank back into recession in the
first half of the yexlr.2 Of all the
major industrial countries, Japan
alone managed to maintain fairly
steady growth of industrial output
until 1981, and the subsequent
decline was relatively muted.

The severity of the recession in
the industrial countries was mani-
fested in many ways. One was the
emergence of substantial unemploy-
ment in virtually all of their econ-
omies — Japan being the major
exception — at levels higher than

2 1bid.

any experienced since before the
Second World War, surpassing 10
per cent of the labour force in
some cases in the second half of
19823  Another was the pro-
nounced fall in industrial output
in western Europe and Japan in
1981 following upon the heels of
the decline starting in early 1980,
and the sharp drop in Canada and
the United States from mid-1981
after their temporary recovery from
the major downturn of the first
half of 1980. For the major indus-
trial countries as a group, industrial
output in the first quarter of 1982

3ll should be recalled, however,
that the rate of unemployment had
shown a persistent tendency to rise
from the mid-1960s as one aspect of
the secular decline in the economic
growth of the industrial economies
which began about that time.

was approximately 5 per cent lower
than that achieved in early 1980.
Industrial capacity utilization as a
consequence fell markedly in these
countries, In the United States, for
example, capacity utilization fell to
68 per cent in October 1982, The
existence of such idle capacity
could be expected to exercise a
restraining influence on business
investment and the expansion of
employment in the early stages of
recovery from the recession.

The fall-off in domestic
demand which lay behind the poor
performance of the industrial econ-
omies reflected the weakness in
consumer spending resulting from
the marked decline in the growth of
household incomes and rising un-
certainties concerning the future.
Household consumption in real

Box 1.1 Protectionism

One of the most alarming aspects
of the current world recession for the
developing ESCAP countries has been
the resurgence of protectionist forces
in the industrial countries as unem-
ployment in these countries has
continued to mount and as their
industries have had to face increasingly
intense competition in markets that
have failed to expand because of
depressed levels of effective demand.

Protectionism is not a new
phenomenon. Indeed, it could be
argued that protectionist attitudes have
historically been a more dominant
characteristic in the conduct of world
trade than has the ideal of an unfet-
tered trading system. A trend away
from protectionism was observable in
the quarter century following the
Second World War, a period of persist-
ent expansion which permitted — and
in fact flourished as a direct result of
~ increasing global economic inter-
dependence. From 1947 on, much was
done under the auspices of the General
Agreement on Tariffs and Trade
(GATT) to reduce trade Dbarriers,
especially tariffs, as well as to promote
nondiscrimination in trade on the
basis of the most favoured nation prin-
ciple (MFN). In the presence of grow-
ing nationalistic economic concerns in

recent years, however, that success has
led to a shift in the attention of
Governments to alternative approaches
to protection in the form of non-
tariff barriers, for which the GATT
rules provide no effective counter-
weight. Non-tariff trade barriers in-
clude such practices as complex and
cumbersome customs documentation,
excessive plant and animal health
regulations, “domestic content™ legis-
lation and legal and administrative
procedures such as requirements that
imports be channelled through a sin‘le
location or single buyer. Such practices
are often structured to discriminate
against particular countries or groups
of countries.

In addition to the growth of non-
tariff barriers to trade, a disturbing
aspect of the current recession has
been the increasing resort to bilateral
agreements to restrict imports alleged
to be harmful to particular industries
in developed countries. Such agree-
ments, euphemistically described as
“voluntary™, are in most cases reached
under duress with developing countries
which, as the weaker parties, have
little alternative but to accept such
restrictive arrangements. A well-known
case is the Multifibre Agreement
(MFA). Though concerned with

textiles, it effectively covered approxi-
mately one third of the manufactured
exports of the developing countries in
1982. MFA is of concern both because
of the restrictions it imposes on trade
in textles, which are commonly prom-
inent among the manufactured ex-
ports of countries in the early stages
of industrialization, and because of the
implication it has for the proliferation
of similar agreements covering other
products as the developing countries
attempt to industrialize their econo-
mies and reduce their dependence on
a narrow range of agricultural exports.

Much concern has been expressed
in international forums, including most
recently the ministerial meeting of
GATT member countries held in late
November 1982, about the resurgence
of protectionism. Though the 1982
GATT session reached general agree-
ment on the need to reduce trade
restrictions and avoid protectionist
measures, there could be little
confidence that in practice, given the
likelihood of rising unemployment in
the industrial economies during 1983
and 1984, the individual member
countries would translate these general
sentiments into firm  resistance to
protectionist pressures in particular
cases.




terms in the industrial countries
grew by 4.5 per cent in 1978 but
by 1980 had fallen to only 1 per
cent, followed by a slight improve-
ment to 1.4 per cent in 1981. In
addition, the drawing down of
inventories in 1980 and 1981
contributed to the weakness of
aggregate demand.

An encouraging feature of
1981 and 1982 was the decline in
the rate of inflation in the larger
industrial countries. In the United
States, the annual rate of consumer
price increase had fallen to 5-6 per
cent by late 1982, compared with
over 9 per cent in 1981, In the
United Kingdom of Great Britain
and Northern Ireland the decelera-
tion of inflation was even more
marked, as reflected in the reduc-
tion in the gross national product
(GNP) deflator from nearly 19 per
cent in 1980 to 10 per cent in
1982, with the annual rate of
consumer price change falling to
less than 6 per cent in December
1982, Smaller changes were
recorded in other industrial coun-
tries. With the exceptions of Japan
and the Federal Republic of
Germany, however, prices contin-
ued to move upward at historical-
ly high rates throughout most of
1982.

The poor economic per-
formance of the industrial countries
over 1980-1982 was closely asso-
ciated with certain policies fol-
lowed by the major industrial
economies, especially the United
States and the United Kingdom.
The prime economic policy target
was the elimination or at least
substantial reduction of inflation,
which had emerged along with
unemployment as a structural
condition in the 1970s in the wake
of various earlier adverse develop-
ments, including the secular drift
to lower growth rates starting in
the 1960s and the massive in-
creases in oil prices in 1973 and
1974. For the industrial countries
as a group the average rate of

Table 1.1 Industrial countries. Changes in output and prices, 1976-1982

(Percentages)
1976 1977 1978 1979 1980 1981 1982
Real GNP or GDP®

USA 54 5.5 4.8 3.2 -0.2 20 -1.0
Japan 5.0 53 5.1 52 42 29 3.5
Canada 5.5 2.1 36 2.9 S 3.1 05
France 5.2 3.1 38 33 14 04 2.1
Germany, Federal Rep. of 53 28 36 44 1.8 -0.3 1.0
Italy 59 1.9 2.7 4.9 3.9 -0.2 23
UK 2.8 22 3.7 1.9 -2.1 -2.2 0.8
Other industrial countries® 3.7 24 2.1 2.8 2.1 -0.1 1.6

All industrial countries® 49 40
USA 5.2 S8
Japan 6.6 5.7
Canada 9.5 7.1
France 99 9.0
Germany, Federal Rep, of 33 38
Italy 18.0 195
UK 14.6 14.0
Other industrial countries® 104 103
All industrial countries® 7.6 7.7

4.0 36 1.3 1.1 08

Pri d
73 8.5 9.0 92 7.0
4.6 2.6 3.0 29 23
65 102 111 101 98
9.7 101 115 136 137
38 37 4.9 43 45
139 159 208 176 170
109 15.0 188 125 100

9.0 7.7 8.3 90 90
7.5 79 8.9 8.7 76

Sources: International Monetary Fund, World Economic Outlook, Occasional
Paper 9 (Washington, D.C., April 1982), table 1 and Annual Report 1982 (Washing-

ton, D.C.,, 1982), table 1.

Notes: ® Estimated. ° GNP for Canada, United States, Japan and Federal

Republic of Germany; GDP for France, Italy and United Kingdom.
average of percentage changes for individual countries.

change in prices as measured by
the GNP deflator had been 4.2
per cent over the 1963-1972
period. The rate of inflation was
considerably higher during the next
10 years, averaging 8.6 per cent per
annum, though Japan and the
Federal Republic of Germany were
much more successful in containing
prices in the latter part of the
1970s than were others of the
industrial group. A resurgence of in-
flation in 1979, partly as a con-
sequence of the second round of
oil price increases, stimulated the
adoption of restrictive fiscal and
monetary policies in many indus-
trial countries in the conviction
that the elimination of the high
rates of inflation experienced in the
1970s was an essential requirement
for the achievement of full employ-

€ Weighted
GNP deflator.

ment and economic growth over
the longer term.

The relative degree of emphasis
on fiscal and monetary policy
varied among the industrial coun-
tries. By and large, however,
priority was given to monetary
policy, partly because of strong
convictions among policy makers
in the larger economies but also
because of the difficulties of
applying discretionary fiscal policy
instruments to restrict demand in
the short term wunder existing
institutional and political condi-
tions. High levels of unemployment
placed considerable pressure on
government budgets to finance
social benefits while at the same
time the low level of economic
activity constricted revenue growth.
The major emphasis, therefore,

3



turned to the control of money and
credit and the concomitant financ-
ing of budget deficits out of private
savings. These policies, in combina-
tion with other factors, led to a
very sharp rise in interest rates,
at first in nominal terms and later
in real terms as the rate of inflation
moderated, with ensuing depressing
effects on business investment in
new capital and inventories as well
as on household consumption and
investment.

2. The third world

Though many of the develop-
ing countries, especially those of

the ESCAP region, displayed
considerable resilience in the face
of the global economic recession,
almost all of them had by 1982
been drawn into the vortex of the
world-wide depression. For the oil
exporters, other factors such as
military conflict in the Middle East
and the effects of conservation and
substitution policies in oil-import-
ing countries added to the effects
of the general decline in activity in
the industrial countries, resulting in
an even greater rate of decline in
output than had occurred in 1980.
For the non-oil developing
countries, the main effects of the
global recession were felt through

Table 1.2 Developing countries. Changes in output and prices, 1976-1982

(Percentages)
1976 1977 1978 1979 1980 1981 1982°
Real GDP
Oil-exporting countries 123 S9 18 29 =27 46 -10
Oil sectors 135 18 42 3.1 -122 -157 -990
Non-oil sectors 113 89 58 28 4.4 52 49
Non-oil developing &
countriesb 59% 55 64 5.0 4.8 25 38
By amab
Africa 42 19 24 26 4.6 26 20
Asia 7.2¢ 7.1 96 46 4.8 47 48
Europe 71 52 54 4.1 1.7 27 28
Middle East 44 56 68 5.0 6.1 47 68
Western hemisphere 53 56 44 67 6.0 0.1 35
By analytical gl'oupb
Net oil exporters 66 35 62 7.2 7.3 66 5.1
Net oil importers 58¢ 59 64 4.7 4 19 36
Major exporters of
manufactures d 63 56 49 63 44 0.2 35
Low-income countries 43¢ 6.5 88 34 52 36 39
Other net oil importers 62 5.2 55 36 3.1 33 35
Consumer prices
Oil-exporting countries® 168 155 10.2 105 126 13.1 10.5
Non-oil developing countries® ® 27,65 23.0 200 247 321 314 294
Africa 149 193 152 192 193 227 243
Asia 03¢ 58 37 65 126 99 1.7
Europe 125 162 211 275 405 259 21.2
Middle East 19.1 196 211 258 4277 328 318
Western hemisphere 66.2 51.2 424 496 583 657 61.1

Sources: International Monetary Fund, World Economic Outiook, op. cit., tables

2 and 3 and Annual Report 1982, op. cit,, tables 2 and 3.

Notes: * Estimated.

previous three years. © Excluding

capita GDP did not exceed $US350in 1978.
indexes, weighted by the average United States dollar values of GDP over the previous

three years.
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China

® Arithmetic averages of country growth rates weighted
by the average United States dollar values of goss domestic product (GDP) over the
Comprising 40 countries whose per

€ Geometric averages of country

declining terms of trade associated
with a drastic fall-off in their com-
modity export prices, declining
export volume as a result of stagna-
tion in world trade and increasing
difficulties in servicing external
debt as well as in gaining access
to external financial resources.
Restrictive internal policies were
inescapable for many developing
countries, and these policies tended
to reinforce the depressive in-
fluences on growth coming from
external developments.

Economic growth for the non-
oil developing countries as a whole
fell in 1981 to 2.5 per cent, about
half what it had been in 1979 and
in 1980, a level which itself was
well below what had been achieved
by the developing world during the
latter half of the 1970s. Nonethe-
less, there were considerable dif-
ferences among regions and among
countries within regions, as might
be expected given the diversity of
production and export structures
and policy responses to external
developments,

Net oil exporters among the
non-oil developing countries” had
the benefit of higher oil prices in
1979 and 1980, but the weakening
of oil prices and unfavourable
influences on other commodity
exports  subsequently  brought
about a decline in these countries’
growth rates in 1981, A further fall
to around 5 per cent was in pros-
pect for 1982. Among the develop-
ing countries, major exporters of
manufactures showed negative
growth in 1981; much of this
was attributable to the negative
growth brought about by adjust-
ment policies in Argentina and
Brazil, which accounted for a large
part of the output of the group as
a whole. By contrast, other mem-
bers of this group, such as Hong
Kong, the Republic of Korea and

4See Table 1.2 for classification of
non-oil developing countries which are
net oil exporters,



Singapore, grew at very high rates.
Net oil importers were badly hit
both because of their dependence
on oil, which absorbed a high pro-
portion of their export earnings,
and their dependence on exports
of primary products, which caused
the impact of the decline in com-
modity prices 1o be severely felt,
In contrast with those developing
countries with a significant propor-
tion of manufactures in exports,
the primary commodities exporters

were particularly susceptible to
external shocks,
Among the major world

regions in which developing coun-
tries predominate, the Middle East
and Asia on the whole held out
better than others. Growth rates
in Asia, though well below the high
level of around 8 per cent averaged
during 1976-1978, were maintained
at nearly 5 per cent during 1980
and 1981. All of the countries in
south-east and east Asia with the
exception of the Philippines grew
at 7 per cent or more in 1981.
There were also a number of good
performances among the south
Asian group, especially Bangladesh,
Burma and Pakistan, where rates
of more than 6 per cent were
achieved. For 1982, however,
almost all the countries of Asia
were likely to show lower rates of
growth, though still above what
was expected for other regions.
Much the same could be said of
the developing island countries of
the Pacific.

Price movements among the
non-oil developing  countries
diverged markedly among the dif-
ferent regions. Rates of inflation
reached very high levels in Europe,
the Middle East and Latin America
in 1980 after a general upward
movement during the preceding
years. Asia again stood out in
achieving much lower rates of infla-
tion than other regions, with
China’s outstanding performance
playing a major part in reducing
the regional average.

Not all of the acceleration of
inflation rates in the non-oil devel-
oping countries was attributable to
external influences such as oil price
increases.  These undoubtedly
played their part, but expansionary
policies in many developing coun-
tries during the second half of the
1970s also contributed, especially
in Latin America. For 1982, some
abatement in price increases was in
prospect under the influence of
more restrictive monetary and fiscal
policies adopted in many countries
in reaction to the adverse external
environment.

B. TRADE
1. Volume of trade

The effects of the recession on
world trade were striking. Total
trade slumped to a rate of growth
of about 1.5 per cent in 1980 com-
pared with an annual average of
over 5.5 per cent during the pre-
vious two years. There was no
recovery in 1981; indeed, the
expansion of world trade came to a
halt. For 1982, early forecasts
indicated that while some growth
would take place it would amount
to no more than about 1.5 per cent.
Even this moderate increase ap-
peared doubtful as the year pro-
ceeded. The picture looked some-
what brighter if trade in ofl were
excluded, though even with that
adjustment the volume of total
trade grew by only 2.5 per cent in
{981 as against 4.5 per cent in
1980.%

The low level of trade growth
for the industrial economies as a
whole masks some important dif-
ferences among these economies.
United States exports fell in volume
by over 3 per cent in 1981. A
further fall of over B per cent was
forecast® for 1982, and indications
late in the year were that the

World Bank, World Bamk Anmial
Report 1982 (Washington, D.C., 1982),
p. 27.

decline would be even greater while
import growth would be significant-
ly in excess of the 1 per cent
forecast earlier in the year. The
United Kingdom also experienced a
decline in export growth in 1981,
though that position was expected
to be reversed in 1982,

By contrast, following a mas-
sive increase of 16.7 per cent in
1980, exports from Japan con-
tinued their impressive growth with
an increase of 10.5 per cent in
1981, well above that of any other
country in the industrial group.
France, the Federal Republic of
Germany and Italy also expanded
their exports by about 5 per cent in
1981, Import growth in all of these
countries, as well as the United
Kingdom and the smaller industrial
economies, declined,

An important factor account-
ing for these differences was the
effect of exchange rate variations
among the major industrial coun-
tries, together with the effects of
inflation and changes in labour
costs on relative competitiveness
within the group. The impact of
these factors was complex but
generally tended to favour exports
from Japan and European countries
{except the United Kingdom) and
work against United States exports.
Conversely, they helped to push
up the wvelume of United States
imports while restraining import
demand in Japan and Europe,

The volume of exports from
oil-exporting countries fell by
about 17 per cent in 1981 follow-
ing a slightly larger drop in 1980.
In 1982, an even larger fall of
around 20 per cent was expected as
energy-importing countries, espe-
cially the developed market coun-
tries, adjusted their demand both in
consequence of their lower level of
economic activity and the impact
of conservation and substitution

&[nlernatioml Monetary Fund, World
Economic Outlook, Occasional Paper 9
(Washington, D.C., 1982), p. 152, tahle
11,
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policies, Despite the decline in
earnings, the oil exporters contin-
ued to expand their imports
during 1980 and 1981 at an average
annual rate of nearly 20 per cent.
But with the substantial reduction
in their net exchange surplus
because of both lower export
volumes and prices, the import
growth rate was expected to fall
drastically to 5 per cent in 1982.
The developed market econo-

mies were the principal beneficia-
ries of the continued strong import
demand from oil exporters, espe-
cially those in the Middle East,
but some of the newly industrializ-
ing countries also found these
markets an increasingly valuable
destination for their manufactured
goods exports. Together with in-
creased exports to other developing
countries, this market helped to
maintain the export expansion of

Table 1.3 World trade. Changes in volume and prices, 1976-1982

(Percentages)
1976-1979 1978 1979 1980 1981° l982b
Volume
Exports
World 6.6 49 6.1 15 - 1%
Developed market economies 7.1 6.5 6.2 38 2 2%
Developing countries 5.0 0.1 6.2 -5.8 4% 2%
Capital surplus countries 24 -6.1 22 -184 -17 -20
Other net energy exporters 5.2 22 103 -9.5 -5 2
Net energy importers 7.6 56 7.8 7.6 A4 5
Centrally planned economies® 6.8 55 48 22 3 %
Imports
World 6.7 5.5 5.2 1.0 - 1%
Developed market economies 74 53 7.5 -14 -3
Developing countries 5.2 5.0 -0.5 8.5 8%

Capital surplus countries 10:6
Other net energy exporters 33

Net energy importers 4.6
Centrally planned economies® 5.1
Exports
Developed market economies 9.1
Developing countries

Capital surplus countries 14.0
Other net energy exporters 142

Net energy importers 10.5
Imports
Developed market economies 9.8
Developing countries
Capital surplus countries 9.4
Other net energy exporters 9.5
Net energy importers 104

46 -108 165 15

1
2
06 -44 184 20 S
6.6 55 26 2 2

8.3 1.7 2.7 - 1%
Unit value
128 158 138 -4 3
03 440 718 9% S
1.8 349 §7.1 S S
55 15.7 145 -6 -

100 192 223 2% Ya

114 163 157 -3% 2
11.2 171 173 -3% 1%
9.1 210 250 1% ¥

Source: World Economic Survey 1981-1982 (United Nations publication, Sales

No. ES2.I1.C.1), p. 56, table I1I-1.

Notes: Fractions are shown for 1981-1982 to avfd any suggestion of undue

precision in the estimates,
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2 Preliminary estimates,

Forecasts. € Europe only,

the newly industrializing econo-
mies, although at lower rates than
in 1979 and 1980, despite lower
demand from the industrial econ-
omies. Export volume of the net
energy importers among the devel-
oping countries generally however
grew at the reduced rate of 4 per
cent in 1981, with little recovery
expected in 1982, At the same
time, these countries managed to
reduce their growth in volume of
imports in 1981 and 1982 to less
than a third of what it had been in
1978, a development reflecting
widespread efforts to contain the
substantial balance of payments
deficits that had emerged following
the oil price increases of 1979-1980
and the fall in commodity prices
during 1981-1982.

2. Commodity prices and terms
of trade

A particular cause of concern
to developing countries during
1981 and 1982 was the steep
decline in commodity prices. The
aggregate index of commodity
prices excluding petroleum fell by
nearly 15 per cent in 1981 and
then, after a period of stabilization
at the end of the year, by a further
9 per cent over the first eight
months of 1982.

Not all of this price decline
was attributable to the recession.
In the case of food and beverages
an important factor was the marked
expansion in output of some com-
modities following the very high
prices reached in 1977. This was
especially true of coffee and cocoa.
As a result of increased quantities
on the world market, prices of
these commodities began to recede
in 1978; they fell by 22 per cent
in 1981 and by a further 8 per cent
up to August 1982, Increased sup-
plies were also a factor in the price
decline of agricultural raw materials
such as cotton and jute, but here
the main cause was the receding
growth of consumer demand in the



industrial countries. Recession in
the motor vehicle industry led to a
fall in natural rubber prices of 24
per cent in 1981 and their continu-
ing weakness in 1982; metals and
minerals demand also fell off as
output of consumer durables and
capital goods slumped, though
supply shortages of some metals,
such as zinc and nickel, held up
prices despite the general recession.
A moderating influence was the
operation of various commodity
price stabilization arrangements,
but these proved far from adequate
in restraining the fall in commodity
prices. For sugar, support opera-
tions under the International Sugar
Agreement came into effect in
May 1981; export quotas under the
International Coffee Agreement
operated from October 1980; inter-
vention purchases for the Cocoa
Buffer Stock began in September
1981; and the International Rubber
Agreement started expanding its
buffer stock in November 1981.

Table 1.4 Commodity price changes, 1979-1982

(Percentages)
1979 1980 1981 1982°
Food 14.1 34.1 -139 -12.6
Beverages 58 -12.2 -22.2 -79
Agricultural raw materials 22.0 4.1 -9.8 -4.8
Metals 298 106 -13.8 -11.2
All commodities 164 8.8 -14.7 -94
Crude petroleum 46.0 66.0 9.8 5.0°
Manufactures exported by b
developed market economies 144 104 -5.0 5.0

Sources:

Intemational Monetary Fund, Intemnational Financial Statistics, vol,

XXXV, No. 10 (October 1982); and World Economic Survey 1981-1982, op. cit.,

p. 59, table I11-2,
Notes: * January-August.

The market for oil also showed
increasing weakness in 1981 and
1982. Following price rises of 46
and 66 per cent, respectively, in
1979 and 1980, 1981 experienced a
rise of nearly 10 per cent, and it
was estimated that in 1982 prices
would fall by about 5 per cent.
Both supply and demand factors

b Forecast for year.,

influenced this downswing. Lower
demand for oil reflected not only
the global recession but also the
effects of energy conservation
measures induced by the massive
price rises of the 1970s, shifts to
other forms of energy and the
drawing down of inventories. On
the supply side, world oil output

Figure 1.1 Commodity price changes, 1979-1982
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fell by around 6 per cent during
1981 and by a further 5 per cent
in the first quarter of 1982. Much
larger cutbacks in output were
recorded by members of the
Organization of Petroleum Export-
ing Countries (OPEC), but these
were in part offset by increases in
output by certain non-OPEC devel-
oping countries. Further restric-
tions on OPEC oil output agreed
to in early 1982 helped to restrain
the price fall during the remainder
of the year, but the overall effect
of lower production volumes and
lower prices nevertheless reduced
substantially the current account
surplus of the oil-exporting group.
At the same time, lower real prices
of oil helped to ease the pressure
on the non-oil developing countries’
external accounts.

For the developing countries as
a whole there was little movement
in the terms of trade over the
period 1978-1981, but that dis-
guised very considerable differences
among countries and regions. For
oil exporters, the 1979 and 1980

Table 1.5 Changes in terms of trade
(Percentages)

1976 1977 1978 1979 1980 1981
Industrial countrics -1.0 -1.1 2.7 -2.6 -7.6 -0.6
Developing countries
0il exporters 58 06 -10.7 286 416 115
Non-oil developing
countries 60" 60" 41 .03 43 .22
Source: International Monetary Fund, Annual Report 1982, op. cit., p. 15.
Note: * Excluding China.
increase in oil prices meant a large countries, especially the least

shift in their favour in contrast to
the negative influence on the non-
oil developing countries, especially
in 1980. These changes, coupled
with the effects of falling com-
modity prices, were noticeably
more severe in the case of the low-
income countries and those de-
pendent on primary commodity
exports,

The extent to which individual
countries among the different re-
gional groups were affected by
these changes in commodity prices
depended on their patterns of
production and exports. Smaller

Table 1.6 Balance of payments on current account® by country groups,

1978-1982
(SUS billion)
1978 1979 1980 1981°  1982°

Developed market economies 313 -5.7 -427  -33 35.5
Major industrial countries 35.5 5.8 -15.2 15.5 41.0
Other countries -4.2 -11.4 -25.7 -188 -6.5

Developing countries 340 106 359 -115 -62.5
Capital surplus countries 19.0 65.9 103.7 815 325
Other net energy exporters -22.8 -7.1 09 -155 -20.0
Net energy importers -30.2 -48.2 -68.7 -771.5 -75.0

Centrally planned economies® -6.2 -0.3 1.6 33 -0.5
China -1.2 -2.1 -1.2 0.5 0.5
Eastern Europe -6.7 -5.1 -5.1 <34 =20
USSR 1.6 6.9 8.0 6.2 1.0

Residual bahnccr 8.9 -4.6 5.2 11.5 275

Source: World Economic Survey 1981-1982, ap. cit., p. 63.

Notes: ® Excluding government transfers. b Preliminary. © Forecasts based
on Project LINK results for developed market economies, plan figures for centrally

planned economies and secretariat estimates for developing countries,

d Deficits

underestimated due to the exclusion of certain developing centrally planned econ-

omies.

€ Merchandise trade balances only.

f Reflecting errors and omissions

in reported statistics, and including services balances for the centrally planned econ-

omies,

8

developed — with high concentra-
tion on one or two primary com-
modities such as jute, sugar,
beverages and minerals — proved
particularly vulnerable. Countries
with more diversified production
and export structures, especially
those which had succeeded in
diversifying away from primary
commodities towards manufactured
products, were less vulnerable to
the commodity price decline,
though their vulnerability to in-
creased protectionism rose. Despite
these variations, commodity price
changes in conjunction with oil
price increases, exchange rate fluc-
tuations and relative increases in
the prices of manufactured goods
from industrial countries worked to
produce declining terms of trade
throughout the non-oil third world.

C. PAYMENTS

Large shifts began emerging in
current account balances in 1980
as the effects of the second round
of oil price increases came into
play. The large surpluses on current
account of the main oil-exporting
countries were matched by sub-
stantial increases in net deficits
of the industrial economies and the
energy importers among the devel-
oping countries. The oil exporters’
surpluses were subsequently cut
back drastically because of the
importers’ demand responses to the
price increases and the economic
stagnation in the industrial world.



For these reasons as well as such
others as more favourable terms of
trade and the still buoyant import
demand of the oil exporters, the
industrial countries in 1981 re-
gained the net surplus that they had
enjoyed in 1979.

By contrast with the industrial
economies, the current account
positions of the net energy im-
porters among the developing coun-
tries worsened in 1981, and only a
slight improvement was expected in
1982, Not all of this was due to the
lower (though still substantial) net
surplus of the energy-exporting
countries, since that of the devel-
oped market economies was almost
as great. Apart from the continu-
ing effects of high oil prices, the
increased payments deficits in-
curred by the energy importers
reflected their deteriorating terms
of trade as well as the dramatically
increased burden of interest pay-
ments on external debt during
1981-1982.

Many net energy importers
among the developing countries
attempted to adjust their econo-
mies to the worsening external
position by constraining the level
of domestic economic activity,
including reductions in develop-
ment and other public expenditure
as well as increases in taxation. For
some countries, these adjustment
measures had been instituted for
other reasons prior to the onset of
the recession, but the increasingly
serious and widespread effects of
current account difficulties in 1981
and 1982 meant that there were
few developing countries which
did not have to respond similarly.

For the non-oil developing
countries the combined current
account deficit (taking into account
both goods and services flows) in-
creased by nearly SUS60 billion
between 1978 and 1981. Some four
fifths was attributable to the net
oil importers in the group, and 80
per cent of this amount derived in
turn from an increase in the deficit

on account of oil imports. The

non-oil trade balance of these
countries as a group remained
virtually unchanged over the
period.

On the services side, the net
deficit grew relatively modestly
over the period. The main feature
was an increase of nearly SUS23
billion in interest payments on
long-term debt, of which well over
half resulted from the rise in
interest rates between 1978 and
1981. An offsetting factor was an
increase of nearly SUS17 billion in
receipts from migrant remittances
and tourism, though the growth of
both of these items slowed sub-
stantially with the rise of un-
employment and slow-down in
income growth in the industrial
economies,

There were clear differences
along regional lines. For Asia,
which was responsible for about 37
per cent of the increase in the
balance of payments deficit over
1978-1981, the main contribution
came from  worsened trade

balances. For the western hemi-
sphere (mainly Latin America),
which accounted for over 42 per
cent of the increase in total deficit,
it was the deterioration on account
of debt service that was mainly
responsible.

Though the balance of pay-
ments deficits of the non-oil
developing countries grew by over
150 per cent between 1978 and
1981, the actual increase in the
final year was quite modest.
Furthermore, the average ratio of
the total deficit to goods and
services export earnings stood at 22
per cent; though higher than in
the late 1970s, this was well below
the peak of 31 per cent reached
in 1975 following the first round of
oil price increases. However, there
were wide differences among coun-
tries in this regard. For the major
exporters of manufactures among
the non-oil developing countries the
ratio was only 17 per cent, whereas
for the low-income countries, the
ratio was 49 per cent, close to the
peak level reached in 1974. For

Table L7 Non-oil developing countries. Current account deficit financing,

1976-1982
(SUS billion)
1976 1977 1978 1979 1980 1981 1982
Current account deficit
financing 320 283 392 589 862 990 97.0
Official transfers 74 8.3 82 109 123 129 136
SDR allocation, etc. 02 13 21 28 18 -02 -
Net direct investment 4.7 53 69 9.2 100 136 141
Net long-term borrowing
From official sources 108 126 142 154 205 202 223
From private soureer, 193 230 279 331 314 370 3835
From residual flows 23 -92 .69 -106 -64 -14 -14
Reduction of reserves -13.8 <124 -158 -124 49 -16 -4.0
Net short-term borrowing® y ; : 3
et shol erm' ‘nowms 16.6 0.7 5.2 9.9 216 185 138
Errors and omissions 112 <11 -25 0.5

Source:

Intemational Monetary Fund, World Economic Outlook, op. cit., p. 166.
Notes: * Including valuation adjustments and gold monetization.

b Comprising

net changes in long-term external assets of non-oil developing countries and errors and
omissions from the mismatching of creditor-source data (taken from debt records) with

capital flow data (taken from national balance of payments records).

€ Including

use of reserve-related facilities (i.e. International Monetary Fund credit and short-
term borrowing by monetary authorities from other monetary authorities).



Figure 1.2 Non-oil developing countries. Long-term external debt, 1978-1982
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other net oil importers, the ratio
was significantly higher than the
1975 peak of 23 per cent.

Regional differences are also
marked. For Asia the ratio of
deficit to exporis of goods and
services in 1981 was 16 per cent,
well below the global average in
that year (as in every year since
1974}, whereas the ratios for Africa
and Latin America, at 33 and 36
per cent, respectively, were well
above the average and not far
short of the peaks reached in 1975,

Financing the large balance of
payments deficits incurred in 1980
and 1981 involved some changes
by comparison with earlier years,
Particularly important is the fact
that from 1979 the non-oil develop-
ing countries largely ceased adding
to their reserves, as they had done
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since 1975. From 1975 until 1979
their net long-term borrowing had
increased by about SUSI 14 billion,
but they had added over 3US50
billion to reserves. Following 1979,
however, virtually all foreign hor-
rowing was used to finance the
growing current account deficit,
and net reserve accumulation by
the non-oil developing countries as
a whole was very small,

Within that group, the low-
income countries fared worst,
Their reserves fell during 1980-
1981 by over 26 per cent. Even
though the sum involved (SUS3
billion) was small in relation to
total international capital move-
ments, it was large in relation to
the external resources which the
low-income countries could com-
mand. Furthermore, having regard

to the rise in price of manufactured
goods from industrial countries
during 1980-1981, the loss of real
external purchasing power ex-
perienced by these countries was
substantially —greater than for
others. At the same time, the low-
income countries suffered a steady
deterioration in the ratio of re-
serves to imports of goods and
services between 1978, when it
stood at 26.5 per cent, and 1982,
at under 17 per cent. Though this
movement was shared by most non-
oil developing countries, the most
severe decline was experienced by
the low-income group.

D. INDEBTEDNESS

Long-term borrowing contin-
ued to provide the main source of
finance to cover the current ac
count deficits incurred by the non-
oil developing countries. The ratio
of long-term borrowing to the
current account deficit averaged
about 55 per cent in 1981 as
against 50 per cent in 1980; the
proportion had been in excess of 60
per cent during 1976-1978. Official
long-term  capital from Govern-
ments and such international insti-
tutions as the World Bank, the
International Development Associa-
tion and the Asian Development
Bank was down slightly in 1981,
but long-term capital from private
sources such as commercial banks
and other financial institutions
increased.

Short-term  borrowing  from
financial institutions declined in
1981 after a sharp rise in 1980, A
variety of influences operated here.
Though International Monetary
Fund credit rose by some SUS5.5
billion, this was more than offset
by a reduction im short-term
borrowing from private financial
sources. Private short-term credit
extension was expected to decline
further in 1982 as lenders shrank
back in the presence of growing
international economic insecurity



and borrowers sought to avoid
high-interest  short-term  accom-
modation.

The greatly expanded levels of
external debt incurred by the non-
oil developing countries as a con-
sequence of the persistent balance
of payments deficits they had in-
curred in recent years became a
worrying factor in international
economic affairs in 1981 and 1982,
The growing concern was neither
about the levels of debt as such nor
about the continued need to
borrow, since it was well recognized
that increasing absolute debt levels
are a normal concomitant of the
development process. The concern
was with the capacity of countries
to service their outstanding debt
out of their diminishing export
earnings.

In the late 1970s and early
1980s, the need for external bor-
rowing derived increasingly from
the developing countries' inability
to earn sufficient export income to
pay for imports required for
consumption as well as develop-
ment purposes. At the same time,

Figure 1.3 Non-oil developing countries. Ratio of reserves to value of imports of

goods and services, 1978-1982
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the cost of borrowing rose dramati-
cally because of high interest rates
in the capital surplus countries.
Much of the new borrowing at
these higher interest rates was
needed to service or refinance
earlier borrowings at lower interest
rates, Furthermore, a growing pro-
portion of loans featured variable

interest rates.

Total long-term debt of the
non-oil developing countries ex-
panded by about 83 per cent
between 1978 and 1982. Private
sources of credit increased their
share slightly to 60.5 per cent of
the total, consistent with the trend
towards private borrowing since the

Table 1.8 Non-oil developing countries. Long-term external debt, 1978-1982

(SUS billion)
Percentage increase
1978 1979 1980 1981 1982° 19781982
Total outstanding debt of non-oil
developing countries 2764 3244 3754 436.9 505.2 82.8
By type of creditor
Official creditors 117.4 1333 155.5 175.6 199.5 69.9
Governments 79.6 88.9 1021 1143 128.1 60.9
Intermnational institutions 378 445 534 614 714 88.9
Private creditors 159.0 191.1 220.0 2614 305.7 923
Unguaranteed debt 524 586 68.8 84.8 101.5 93.7
Guaranteed debt 106.6 132.5 151.2 176.5 204.2 91.6
Financial institutions 75.4 101.9 1174 138.8 162.6 115.6
Other private creditors 31.2 30.6 338 37.7 41.6 333
By analytical group
Net oil exporters 614 68.9 78.0 90.6 107.0 60.8
Net oil importers 2149 255.6 2974 3463 398.2 85.3
Major exporters of
manufactures 108.4 128.3 1434 169.1 194.1 107.3
Low-income countries 473 534 623 70.6 79.7 46 .8
Other net oil importers 59.2 73.8 91.7 106.6 1243 1100
Source: Intemational Monetary Fund, World Economic Outlook, op. cit., table 30.

Note: * Estimated.
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Table 1.9 Non-oil developing countries.
{Values in 3US billion; ratios in percentages)

Debt service payments on long-term external debt, 1978-1982%

Average

1973.19779 1978 1979 1980 o8 1982
Non-oil developing countries
Value of debt service payment 21.7 44.7 60.2 68.6 923 107.8
Interest 1.2 14.2 0.7 30.1 7.5 40.8
Amortization 14.5 30.5 9.5 38.5 54.8 67.0
Debi service ratio? 13.5 17.3 18.1 16.3 21.0 223
Interest payments ratio 4.5 5.5 6.2 7.2 8.5 8.5
Amortization ratio 9.1 11.8 11.% 9.2 125 13.8
Debt service ta :icob
Net oil exporiers
Interest payments ratio 6.6 2.5 9.4 10.2 11.9 125
Amortization ratio 13.6 228 213 14.2 21.1 246
Total 20.2 323 307 244 130 371
Net oil impaorters:
Major exporters of manufactures
Interest payments ratio 4.6 5.2 6.4 7.0 B.1 8.0
Amortization ratio 9.2 10.4 11.3 a4 10.9 12.1
Total 138 156 16 154 18.8 20.1
Low-income countries
Interest payments ratio 3.9 3.1 2.8 3.7 4.2 4.3
Amortization ratio 7.4 4.8 4.5 6.8 2.2 9.9
Total 11.3 79 73 10,5 13.5 14.1
Other net oil importers
Interest paymenis ratic 34 4.8 535 7.0 8.7 8.6
Amortization ratio 1.1 11.8 9.7 8.8 11.7 12.8
Total 10.5 16.7 15.1 15.8 204 214

Source! Intematonal Monetary Fund, World Ecoromic Outlook, op. cfr., p. 173,
Notes: © Excluding data for China prior to 1977, b Payments (interest, amortization or both) as percentages of exparts

of goods and services.,

early 1970s, when private and offi-
cial sources had been about equal.
Among official creditors, inter-

Among the net oil importers which
are major exporters of manufac-
tures, 78 per cent of indebtedness

national  institutions maintained was to private institutions, while

their share of total lending at 13-14

for other net oil importers the pro-

per cent over this period, while  portion was 53 per cent. In con-

loans from Governments declined
from 29 to 25 per cent,

trast, only 17 per cent of the debt
of low-income countries was held

Among the different types of by private lenders, the balance of
borrowers, net oil importers in 83 per cent coming from official
1982 accounted for about 79 per  sopurces. This meant that in 1982

cent of total debt, a proportion around a

third of outstanding

which was only slightly higher than  official lending was to the low-
in 1978. Nor did regional shares income group.

The obvious reason for these
hemisphere (mainly Latin America)  differences is that the low-income

change very much, with the western

at 41 per cent of the total and Asia  countries have

much

lower

at 24 per cent accounting for the capacity to borrow privately — as

greater part of total indebtedness.

suggested by the data on deficit/

For the net oil exporters, export ratios — and must depend
around 68 per cent of debt was very heavily on official assistance
with private creditors in 1982, from Governments and multilateral
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institutions, including assistance on
concessional terms from organiza-

tions such as
Development

the [International
Association

and

bilaterally from major donor coun-
tries. It also means
service ratios, especially the interest
component, tend to be significantly
lower for these countries than for
other non-oil developing countries.

Nevertheless,

debt

debt

service

ratios for the low-income countries

virtually doubled between

1979

and 1982, partly because of poor
export performance but also be-
cause of higher amortization rates.
For the non-oil developing coun-
tries as a group, the debt service
ratio improved between 1979 and
1980 and then increased sharply
in 1981 to about 50per cent above
that of 1973-1977. The principal



factors, aside from trade influences,
were higher interest rates and the
shortening of maturities in refinanc-
ing operations, which tended to
increase amortization ratios.

Though debt service ratios have
deteriorated during the course of
the present world recession for the
non-oil developing countries as a
whole, there are important dif-
ferences among the countries that
constitute the group. Much of the
debt continues to be concentrated
in a few countries — Argentina,
Brazil, Mexico, Peru, Colombia and
Venezuela in Latin America (the
first four of which have much
higher debt service ratios than the
average) and Algeria, Egypt and
Morocco in the Middle East and
Africa (also with high mlios).’
India, Indonesia, Pakistan, the
Philippines, the Republic of Korea
and Thailand held 84 per cent of
total public debt outstanding in
Asia at end-1980 (about a quarter
of all developing-country external
public debt), but their debt service
ratios were much lower than the
average for non-oil developing
countries generally and well below
those of the major debtors in Latin
America.®

It must be borne in mind,
however, that debt service ratios
do not by themselves provide a
firm indication of the capacity of
any country to service external
debt or raise its level of borrowing,
nor does it provide a basis for
simple international comparisons
about such capacities. Many other
factors are relevant, including the
structure of export trade and
market diversification, general level
of development, size and capacity
to augment foreign exchange re-
serves and prudence of public

"World Bank, World Bank Annual
Report 1982, op. cit.

8 /bid. These data are not strictly
comparable with those given in Table
1.9, though the orders of magnitude
in debt composition and distribution
are similar,

economic management. Finally, ex-
ternal public debt is only a part of
total indebtedness since it does not
include private claims of various
kinds and degrees of liquidity and
transferability.

The growing level of indebted-
ness of developing countries is a
matter of considerable concern in
the light of the continuing world
recession. However, recent difficul-
ties involving such developing coun-
tries as Mexico, and such countries
as Poland outside the developing
world, should not obscure the fact
that debt rescheduling for countries
that find themselves too heavily
burdened has for years been an
important task for institutions such
as the International Monetary Fund
and for ad hoc groups of industrial
countries such as the Paris Club,
in addition to special programmes
of structural-adjustment lending
such as that commenced by the
World Bank in 1980.

In the circumstances of the
current recession, however, such re-
scheduling has become more diffi-
cult. The excessive concentration of
debt in a few countries is part of
the problem, especially because of
the spill-over effects of these ex-
ceptional cases on the general
terms of lending to other coun-
tries in the developing world. In
1981 and 1982, financial inter-
mediaries — especially transnational
bankers — tended to become more
cautious and selective in their
international operations, and as a
consequence the terms of long-term
lending hardened; but there was
firm reason to expect that these
institutions would continue to play
a major part in the financing of
developing<ountry deficits, even if
only to protect their existing
interests,

At the same time, however,
there is an obvious need for ex-
pansion of the capacity of multi-
lateral institutions to respond to
the needs of developing countries
for financial assistance to meet the

problems raised for them by
persistent payments deficits. The
moves in 1982 towards an agree-
ment on the expansion of the
resources of the International
Monetary Fund were thus timely
and welcome. Less welcome was
the reluctance of donor Govern-
ments to add to the resources of
major multilateral lending and aid-
extending institutions such as the
International Development Associa-
tion, which are a major source of
assistance to the least developed
and low-income countries. A more
satisfactory approach to the grow-
ing payments deficit and indebted-
ness problems of the developing
countries continued to lie else-
where — namely, in the firm
recognition of the interdependence
of the economic interests of the
developed and developing worlds
and a shift in economic policies of
the developed countries to permit
the resumption of economic growth
without inflation and expansion
rather than restriction of world
trade.

E. THE IMMEDIATE
PROSPECT

At the end of 1982, the like-
lihood of a sustained recovery in
world economic activity during the
ensuing year seemed remote. The
key issue, of course, was whether
the industrial countries could
emerge from the depressed econom-
ic conditions that they had been
experiencing for nearly three years.
That, in turn, depended to an
important degree upon the per-
formance of the United States
economy and the evolution of fiscal
and monetary policy in that coun-
try.

Forecasts by the OECD were,
however, discouraging. The OECD’s
projections for 1982 published at
mid-year indicated a growth rate of
0.5 per cent for the industrial
countries; this estimate was sub-
sequently revised downwards to
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Box 1.2 The long-term view

Prospects for the recovery of the
industrial economies from the reces-
sion under way since 1980 had to be
viewed at end-1982 against the back-
ground of the longer-term economic
evolution of the developed countries.
The rate of growth of world output
reached its highest post-war level in
the mid-1960s, after which it entered
upon a persistent decline.® The slow-
down in growth rates began first in the
developed market economies in the
mid-1960s and spread in the 1970s to
the centrally planned and developing
economies.

Many reasons for the continuing
erosion of the rate of growth of the
industrial countries have been sug-
gested. One is that the high growth
rates experienced in the late 1950s and
carly 1960s were the outcome of
special circumstances such as the
high level of investment needed to
refurbish the global economy in the
years of recovery from the Second
World War, the process of integration
and expansion of trade among the
OECD countries and between them
and the developing world, and the
rapid advance of scientific invention
and technological innovation. These
sources of growth, it is suggested,
began to weaken in the 1960s. Under
such circumstances, a subsidence to
lower rates more closely in line with
what had been experienced historically
was to be expected.

Another explanation, not in-
consistent with the foregoing, points to
the decline in the share of national
income accruing as profits of business
enterprise and the concomitant rise in
the share going as wages to labour. In
turn, and along with numerous other
flctot% such as the crises of the
1970s,” this change in wage and profit
shares apparently induced a decline
in business confidence about the future
profitability of investment and thus a

% World Economic Survey 1981
1982 (United Nations publication,
Sales No. E.82.11.C.1), pp. 8-14.

b “The international economic
crises and developing Asia and the
Pacific”, Economic and Social Survey
of Asia and the Pacific, 1977 (United
Nations publication, Sales No, E.78.11
F.1), pp. 31-104.

downward drift in investment rates.

An associated aspect is the widely
observed decline in the productivity
of labour, the reasons for which
remain obscure. Changing attitudes to
work, the dehumanization of work in
large enterprises, high rates of taxation,
the depressing effect of extensive social
welfare systems and burcaucratization
on individual incentives and the
restrictive attitudes of labour unions to
the introduction of new technology
are often cited as possible reasons.
However, none of these factors ex-
plains adequately why labour product-
fvity, and with it economic growth,
has declined persistently in recent
years. Other explanations of a more
sociological and psychological nature
have also been offered, such as the
adverse effects on the willingness to
save and to invest consequent upon
the disillusion engendered by the fear
of nuclear war. The manner in which
all of these factors have interacted, or
indeed whether other more funda-
mental forces are at work to form a
comprehensive brake on growth,
constitutes an issue deserving of the
most urgent consideration.

For the developing countries —
many of which, especially in the
ESCAP region, encountered a strong
growth dynamic in the 1960s and
1970s — the growth deceleration in
the developed economies, whatever the
cause, poses a critical policy dilemma.
Quantitative aggregate and sectoral
targets were set for growth and invest-
ment in the International Development
Strategy for the Third United Nations
Development Decade. To take ac-
count of the special circumstances of
the developing ESCAP region, a re-
gional strategy input was drawn up
providing for an annual rate of GDP
growth over 1981-1990 of 6.7 per
cent, including 3.5 per cent for agri-
culture and 8.9 per cent for industry
and including, l’unhemor% 8.0 per
cent for industrial exports,” Achieve-

€ United Nations General Assembly
resolution 35/36, Annex.

d “Regional input into the formula-
tion of an international development
strategy for the 1980s” (E/ESCAP/
188, Annex I).

ment of these targets was recognized
to be dependent, among other condi-
tions, on the maintenance of economic
growth in the industrial economies
throughout the decade at a rate of
around 4 per cent, These growth rates,
as well as the need for structural
adjustment and avoidance of protec
tionist policies against the developing
countries’ exports, especially manufac-
tures, reflected a general view that
strengthened economic co-operation
between the industrially advanced and
the developing countries offered the
best chance for the developing coun-
tries to achieve sustained growth
throughout the Decade and thereby
bring about a significant impact on the
problem of poverty and a reduction in
the gap between the rich and the poor
countries.

If, however, the industrial coun-
tries — even allowing for the optimistic
possibility of a shallow recovery in
1983 and 1984 - are in fact locked
into a process of depressed long-term
growth, a reassessment of development
strategies may be necessary. The
developing countries may in such
circumstances find it worthwhile to
revise their strategic options in favour
of giving higher priority to the streng-
thening of economic links among
themselves and less on locking them-
selves into growing dependence on the
trade and finance linkages with the
world economy as a whole. The
dilemma is that this strategic option
would imply, on the one hand, ac
ceptance of the proposition that low
or even zero growth will be a continu-
ing condition in the industrial econo-
mies and, on the other, that opportuni-
ties for major expansion of comple-
mentarities among developing coun-
tries are- readily available. Both prop-
ositions are open to considerable
doubt,

Alternative scenarios thus cannot
be forecast with sufficient confidence
at this time to permit a fundamental
change in development strategy,
Furthermore, to do so would provide
industrial countries with a good reason
not to undertake the structural adjust-
ments in production patterns on
which the concept of global economic
interdependence under the Interna-
tional Development Strategy rests.
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-0.5 per cent for the year. Indus-
trial production in the seven largest
industrial countries was at year-end
estimated by OECD to have fallen
in 1982 by 4.25 per cent, as against
the mid-year forecast of a fall of
1.75 per cent. The mid-year fore-
cast of a revival in growth to 2.5
per cent for the industrial countries
as a whole in 1983 was also revised
downwards at year-end to only 1.5
per cent, which would be less than
half the average experienced during
the 1970s.

The OQECD's yearend eco-
nomic performance estimates for
1982 and 1983 were thus more
sombre than the forecasts made
at mid-year owing to the evident
failure over the course of 1982
of business investment and con-
sumer spending in North America
and Europe to rise as expected.
Similar downward revisions in pro-

jections for 1983 were forthcoming
from other agencies monitoring
world economic performance. This
offered little comfort to the devel-
oping countries, many of which
had been relying on the revival of
the industrial economies from re-
cession early in 1983 so that their
own growth momentum might be
resumed in the presence of im-
proved international economic cir-
cumstances,

Even if growth rates in the
industrial countries in 1983 and
1984 were to revive to the modest
levels forecast at end-1982, such a
limited improvement in world eco-
nomic conditions would be insuffi-
cient to provide the developing
countries with an adequate basis
upon which to achieve the rates of
growth targeted in the Interna-
tional Development Strategy for
the Third United Nations Develop-

ment Decade. Moreover, the re-
sumption of growth even at the low
levels forecast for 1983 would not
prevent unemployment in the in-
dustrial countries of Europe and
North America from rising even
higher than in 1982, The expecta-
tion at end-1982 was that the rate
would rise to around 11 per cent of
the labour force, with the possibili-
ty that it would become even worse
in the first half of 1984,

In such circumstances, the
pressures on Governments of the in-
dustrial countries to adopt pro-
tectionist measures against imports
were likely to become even stronger
than in late 1982, and severely
test their commitment to an open
trading system, the survival of
which is a crucial requirement if
the developing countries are to
achieve their development objec-
tives.
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1. ECONOMIC PERFORMANCE OF THE

DEVELOPING ESCAP ECONOMIES

dominant policy concern of

most  developing ESCAP
countries in 1980-1981 was that of
dealing with the domestic inflation
which the escalation of oil import
prices in 1979-1980 had brought in
its train, Some countries of the
region succeeded in handling this
problem with reasonable success,
but others, especially the poorest
and least developed, found them-
selves bearing a heavy burden as a
consequence of their limited adjust-
ment capacity.

For the developing ESCAP re-
gion as a whole, including its oil-
exporting  countries, concern
shifted in 1981-1982 from imported
inflation to the weakening of
export demand accompanying the
mounting recession in the industrial
economies. As might be expected
among such a diverse group of
economies as those of the develop-
ing ESCAP region, featuring widely
differing  economic  structures,
development strategies and degree
of dependence on international
trade and finance, the effects of
the recession on economic growth,
the balance of payments, employ-
ment and budgetary and financial
conditions were more swiftly and
strongly transmitted to some than
to others. By 1982, however, nearly
all had begun to feel the pinch,
recording significantly lower rates
of growth, increased payments
deficits, intensified unemployment
and greater fiscal and monetary
policy problems than in the preced-

ing years.
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Though external factors such
as imported inflation and recession
have been crucial in the recent
development of the ESCAP region,
year-to-year variations in economic
performance have also depended on
domestic policy changes and,
especially in those countries where
agricultural output forms a high
proportion of total production or
exports, on weather fluctuations.
Many countries of the region with
large agricultural sectors performed
well in 1981, when favourable
weather brought good harvests in
all but a few cases. By contrast, dry
climatic conditions in many coun-
tries of the region in 1982 added to
other influences in depressing over-
all performance levels. Low produc-
tion levels in agriculture, together
with falling prices for most primary
commodities, resulted in declines in
farm incomes. Manufacturing activ-
ity, already beset by weak external
demand, was subsequently further
dampened by lower purchasing
power in the domestic economy. At
the same time, the decline in export
earnings due to low commodity
prices and falling terms of trade
produced larger balance of pay-
ments deficits in many countries
of the region. This problem was
magnified by increased debt service
costs.

As a result of government
efforts to stimulate economic activ-
ity through expanded public works
programmes, public housing
projects and investment incentives
to the private sector, construction

became the fastest growing sector
in many developing ESCAP coun-
tries. Alongside such policy-induced
expenditure, the slower growth of
government revenue accompanying
depressed income and profit levels
led to increased budget deficits.
This forced the introduction in a
number of countries of additional
revenue and borrowing measures in
1981-1982 and, finally, expendi-
ture cutbacks under austerity bud-
gets.

As a partial counterpoise to the
adverse impact of this series of
exogenous shocks and policy
adjustments on economic per-
formance, most developing ESCAP
economies found some relief in the
decelerating rate of inflation. In-
creases in food prices were general-
ly more modest in the second half
of 1981 and especially in 1982 as
a result of improved supplies and
intensified competition on world
markets. After the sharp increase of
1979, oil prices levelled off or even
declined. Whereas oil-importing
countries benefited from this price
development, the region’s oil-
exporting countries suffered set-
backs to economic growth.

A. GROWTH OF GROSS
OUTPUT, 1981-1982

The economies of south-east
and east Asia on the whole grew
more rapidly than those of south
Asia over 1980-1982, though the
differential in growth rates between



these subregions narrowed. The
South Pacific island countries ex-
perienced marked variations in
growth rates in 1980-1981 mainly
because of their heavy dependence
on primary exports, the prices of
which fluctuated sharply. Prelimi-
nary information indicated a
worsening of output performance
in this subregion in 1982. In the
centrally planned ESCAP econo-
mies, the growth rates of real
output in 1981 show, as in the
rest of the region, a wide range
of variation among the countries
and in comparison with those
recorded in 1980,

1. West and south Asia

The seven south Asian coun-
tries showed divergent growth ex-
periences during 1981-1982.

India’s lower rate of real GNP
growth of around S per cent in
1981/82 was not unexpected be-
cause the 7.7 per cent rate achieved
in 1980/81 had been unusually
high, representing a recovery from
negative growth the year before.’
While the 1981/82 growth rate
constituted a solid achievement, a
decline to a real growth rate of
2.5-3.0 per cent was expected for
1982/83 because of lower agri-
cultural output as a result of a dry
summer. Industrial growth was also
expected to decline in 1982/83
partly because of lower domestic
demand in the wake of depressed
agricultural income and partly
because the industrial growth rate
in 1981/82 had been exceptionally
high as energy and raw material
shortages evident in the preceding
year were alleviated. As a result,
per capita income was estimated
to have grown by 1.4 per cent in
1981/82, but its growth was
apparently negligible in 1982/83.

lGm\mh rates in the accompanying
tables and figures refer to the fiscal year

Drought and pest attack re-
duced Bangladesh's agricultural
output in 1981/82, and real GDP
increased only marginally by 0.1
per cent, the lowest since 1974/75
and in sharp contrast to the 6.1 per
cent growth rate achieved in
1980/81. Except for the public
utilities sector, all other sectors
recorded lower rates of growth
in 1981/82 than in 1980/81.
The manufacturing sector grew at
one third the previous year's rate,
affected by low demand in both
domestic and foreign markets and
by shortages of imported raw
materials. Imports were constrained
by the tight external payments
situation. Lower domestic output

and lower imports in turn resulted
in sluggish activities in the trade
and transportation sectors. As pop-
ulation growth remained above the
2 per cent rate, real GDP per capita
declined. Unlike most other coun-
tries of the region, the rate of
inflation in Bangladesh accelerated
in 1981/82 as a result of higher
prices of imports and of food-
grains as well as because of
monetary expansion in the previous
year.

By contrast, Pakistan’s real
GDP grew by 6.6 per cent in 1981/
82, exceeding both the target and
1980/81 rates of 6.1 per cent. The
most rapidly growing sectors during
the year were construction, manu-

Table 1.10 Selected developing ESCAP economies. Growth of real GDP,

1975-1982
(Percentages)
1975-1979 1980 1981 1 9826
average

West and south Asia
Bangladesh 5.1 2.8 6.1 0.1
Bu 56 7.8 6.7 59
India 4.0 7.7 4.6-5.5 2.5-30
Iran 1.6 -12.0 1.0 -2.0
Nepal 3.0¢ -5.2 33 4.1
Pakistan 44 73 6.1 6.6
Sri Lanka 49 58 5.8 5.0
Unweighted mean 4.1 2.0 49 3.2

South-cast and east Asia
Hong Kong 10.9 98 11.0 4.0
Indonesia 65 7.0 7.6 4.0-6.0
Malaysia 6.0 7.8 6.9 39
Philippines 4.0 49 3.8 26-2.8
Rep. of Korea? 10.1 -6.2 71 6.0
Singapore 7.5 103 9.9 5.0-7.0
Thailand 7.8 58 7.6 4.5
Unweighted mean 7.5 56 7.8 4.6

South Pacific
Fiji 4.2 -3.2 6.3 0.1
Papua New Guinea 14 -0.6 -4.0

Centrally planned
Afghanistan 1.6° e 1.5 634
China® 12.67 6.9 3.0 4.0
Lao People’s Dem. Rep. ces oo -5.08 o
Mongolia € 8.7h 34 7.2 8.24
Viet Nam 3.7¢ -3.7 2.7 A
Sources: National sources,

b GNP. © 1976-1979.

Notes; ® Provisional, including secretariat fcdmam.

d Planned. € Net material product. 1978-1979 average at cumrent prices.
£ International Monetary Fund, World Economic Outlook, Occasional Paper 9 (April
1982), p.89. M 1979 only.

and are assigned to the calendar year
which covers the major part or second
half of the fiscal year.
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Table 1.11 Selected developing countries of south Asia. Real sectoral growth rates, 1980-1982*

(Percentages)
Mining and Manufac- Electricity, Construc-
Agriculture quarrying turing gas and weter proen Transport  Trade Finance

Bangladesh

1981 8.1 - 8.9 6.4 54 1.6 5.0 18.1

1982 -1.5 - 3.0 143 38 -1.0 1.3 -
Burma

1980 10.0 -54 8.7 13.7 20.8 9.8 4.0 6.2

1981 8.7 158 9.0 25.2 5.8 6.2 33 39

1982° 5.2 8.0 7.2 323 12.1 8.9 4.2 6.3
India

1980 125 33 2.8 5.2 -0.8 58 5.0 1.8
Iran

1980 144 2351 (oil) = eeeeeee- 213 secececece  emees 11 cossee

1981 125 2101 (oil) 0 eeeeeee- 287 secccacacs ceves 150 --ovoo

1982° -3.1 131 (oil)  eseee-e- J83 eevceceess  esess 18 cevene
Maldives

1980 15.1 (10.3)° 17.2 8.5 -6.9 134 24.5 283

1981 -0.4 (-4.1)¢ 344 10.3 1239 345 224 10.2
Nepal

1981 35 0 eeeseeeeiaaas WMD) =RsEEL 5
Pakistan

1981 4.0 13.2 9.9 109 4.2 8.3 6.7 -0.8

1982 4.0 4.9 12.1 11.0 134 6.4 7.7 44
St Lanka

1980 3.1 49 0.8 10.0 11.0 7.1 84 149

1981 6.9 4.2 52 12.0 -3.0 6.5 4.8 149

1982 2.2 4.1 9.1 9.8 =20 6.2 53 8.0

Sources: National sources.

Notes: * Excluding public administration, defence and tourism, ownership of dwellings and certain other services.

b projected. © Fisheries subsector.
facturing, utilities and trade.
Buoyancy in the construction

sector was highlighted by the 16.4
per cent increase in gross domestic
fixed capital formation, against a
decline of 1.1 per cent in 1980/81.
The agricultural sector in 1981/82
grew at the same rate of 4 per cent
as achieved in the previous year, as
a much smaller increase in wheat
output, the country’s main food
crop, was offset by substantially
higher production of sugarcane, rice
and cotton.

In Nepal, where agriculture is
the overwhelming determinant of
growth, the 4 per cent increase in
real GDP in 1981/82 was mainly
due to a favourable monsoon.
However, severe drought in 1982
was likely to pull down the rate
of growth in 1982/83 as well as
generate strong upward pressure on
food prices. The trade deficit in
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1981/82 was expected to exceed
that of the previous year although,
largely because of import restric-
tions, the deceleration in the rate
of increase in imports was
greater than that of exports over
the first nine months of the fiscal
year,

The real GDP growth rate of
Sri Lanka in 1982 was estimated
to be S per cent, a lower rate than
those recorded in 1980 and 1981.
The lower rate of increase in output
was attributable primarily to pro-
duction declines in tea, rubber and
paddy and to reduced residential
and non-residential construction,
although not in civil engineering
works. The contributory factors to
growth  were the continued
buoyancy of manufacturing, trade
and transport. Although these three
sectors have expanded relatively
more rapidly than agriculture since

the economic reforms of late 1977,
the agriculture sector continues to
predominate, accounting for 24 per
cent of GDP in 1982.

Burma’s relatively high output
growth of 6.7 per cent in 1981/82
exceeded the plan target rate, Per
capita income grew by an estimated
4.1 per cent. The most rapidly
growing sectors were agriculture,
mining, manufacturing and power
generation. Their performance re-
flected the policy emphasis on
increasing productivity and diversi-
fication of the production base as
well as exports. Investment priori-
ties favoured the primary producing
sectors, construction of industrial
buildings and irrigation projects.
Because of much higher capital
expenditure, the budget deficit was
expected to widen, although over
50 per cent of planned public
investment in  1982/83 was



scheduled to be financed from
foreign loans and grants.

The Maldivian economy grew
in real terms by 9 per cent in 1981,
less than half the 21 per cent real
GDP growth rate attained in 1980.
The fisheries sector registered a
decline of 4 per cent while the
construction sector, which grew by
35 per cent, became the third
largest sector in the economy, shar-
ing this position with trade. Con-
sequently, the economic structure
in 1981 was more diversified than
in 1976, when the fisheries and
government sectors together had
accounted for over 50 per cent of
real GDP. The private sector was a
greater contributor to growth in
1981 than the government sector,
which showed negative real growth
for the year, in contrast to the
phenomenal rate of increase in
1980. Indications for 1982 sug-
gested that, with the drastic fall
in the world price of tuna, further
contraction in the fisheries sector
would occur.

For Iran, a real GNP growth
rate of 1 per cent in 1981/82 was
estimated. This represented a dra-
matic change from the 12 per cent
decline in output in 1980/81 and
was based on expectations of in-
creased oil production despite the
continuing Iran-Iraq conflict. For
1982/83, however, the expectation
was for a decline of 2 per cent in
the rate of growth as a result of
lower oil prices and lower produc-
tion in the non-oil sectors of the
economy. Besides the fall in ex-
ports, capital formation in 1982/83
was estimated to be only half of the
level reached in 1977/78.

2. South-east and east Asia

Most of the economies in
these subregions were expected to
experience growth rates in 1982
much lower than in 1981 or indeed
for some years past. The decelera-
tion of growth rates was particular-
ly sharp in Hong Kong, Malaysia
and Singapore.

The dramatic decline in Hong
Kong’s growth was the outcome of
a combination of domestic and
international influences. The world
recession as well as growing protec-
tionism in the industrial countries
meant a substantial weakening of
the export demand growth to
which Hong Kong had become ac-
customed. In 1981, the economy
grew by 11 per cent, but for 1982
the rate was expected to be no more
than 4 per cent. Even this was
dependent on the maintenance of
public sector demand, given the

weakness of the private sector. The
increase in private consumption
expenditure was estimated at only
3 per cent, with private sector
investment in plant, machinery and
equipment declining by 7 per cent
due to the depressed investment
climate and especially the uncer-
tainty about Hong Kong's political
future. In contrast, public sector
capital formation was expected to
increase by 27 per cent in building
and construction and by 30 per
cent in machinery and equipment
as a consequence of public works,

Figure L4 Selected developing ESCAP countries. Sectoral contribution to GDP,

latest year available
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public housing and mass transport
programmes.

While Singapore managed to
pass through 1981 largely unaf-
fected by the gathering global
recession, its economic buoyancy in
1982 began to flag in the face of
the continuing adverse external en-
vironment, During the first half of
the year, Singapore's real GDF rose
by 6.8 per cent over the same
period of 1981. This was the lowest
annual rate of growth since 1976,
and because the economy was ex-
pected to weaken further in the
remaining months of the year,
growth over 1982 as a whole was
expected to be in the range of 5.7
per cent, against a recorded rate of
9.9 per cent in 1981. The manufac-
turing sector was particularly weak,
with output 1.2 per cent lower in
the first half of 1982 than in the
same period of 1981, largely
because of the fall-off in export

demand. The shipbuilding and oil
rig subsector, which had in the past
been important to manufacturing
growth, suffered from a dearth of
new orders, and growth in the
petroleum refining industry was not
sustained because of the global oil
glut. The construction sector, how-
ever, continued to provide strong
growth impetus in both the private
and public sectors. Asin 1981, con-
struction continued to centre on
hotels, office buildings and private
and public housing. Construction
of a mass transit system was
scheduled to begin in early 1983,
and for this reason as well as in-
creased investment in public hous-
ing the sector was expected to
remain buoyant for the next few
years,

The economy of the Republic
of Korea grew by 7.1 per cent in
1981, a dramatic turnaround from
the fall of over & per cent in 1980,

Agricultural output, which re-
covered from the rice crop failure
of 1980, accounted for half of GNP
growth in 1981. The other contrib-
utory factor to the output expan-
sion was merchandise exports,
which registered a real increase of
18.3 per cent and induced a 7 per
cent real rate of growth in the
manufacturing sector. GNP growth
was not expected to be greater
than about 6 per cent in 1982,
this slower rate of growth being
attributable to the poorer per-
formance of merchandise exports
and depressed domestic demand.
Manufacturing output in the first
half of 1982 was only 3 per cent
greater than in the same period of
the previous year. As with Singa-
pore, the focal point of growth in
the first half of 1982 was the
construction  sector, especially
housing. Also, gross fixed invest-
ment rose by 10 per cent in com-

Table 1.12 Selected developing east and south-east Asian and South Pacific countries. Real sectoral growth

rates, 1980-1982*
{Percentages)
Mining and  Manufac- Electriciry, Construc-
Agriculrire i turing Pl e Hon Transport Trede  Fingnce
Indonesia
1980 5.0 -1.5 11.5 219 7.8 10.0 B.O 15.0
1981 11.8 24.1 10.1 4.4 4.6 58 56 39
1982 44 — 36 4.4 «15.2 6.9 -1.3 34
Malaysia
1980 3.1 2.2 9.0 8.6 17.7 16.4 11.7 4.9
1981 5.3 =34 4.0 6.9 2.0 7.6 8.0 74
1952 1.9 ER 35 5.8 7.0 6.0 50 6.5
Philippines b
1980 4.4 10.1 5.1 164 5.7 54 53 4.9
1981 36 1.7 34 7.8 9.7 44 1.8 43P
Rep. of Korea
1980 =220 1.0 -1.1 6.0 0.8 34 -1.8 17.1
1981 23.0 6.8 6.8 9.0 =56 8.3 6.2 29
Singapore
1980 24 7.7 11.7 7.5 123 12.6 7.3 18.8
1981 -2.2 28.2 2.9 7.2 220 13.0 6.0 16,7
Thailand
1980 19 5.5 4.8 T4 139 6.5 6.0 11.8
1981 4.7 34 8.0 9.9 5.2 79 8.8 146
1982 32 1.0 8.2 124 4.6 Tk 6.8 12.5

Sources: MNatlonal sources.

Nores: @ Excluding public administration, defence and tourism, ownership of dwellings and certain other services. b Includ.

ing public administration and other services.
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parison with the same period in
1981, in contrast to the negative
investment growth rates recorded
for both 1980 and 1981.

Malaysia, as an important ex-
porter of primary products, was
affected by the depressing impact
of the world recession from the
outset. The growth of real GDP
was expected to be only 3.9 per
cent in 1982 against a 6.9 per cent
increase in 1981, with output in
all production sectors, except
mining and quarrying, growing
more slowly than in 1981. The
adverse effects of the decline in
commodity exports were especially
severe for rubber and tin and
caused a large balance of payments
deficit. As public sector expendi-
ture was constrained by falling
government revenue, the private
sector became the main, though
rather weak, supporter of growth.
Gross domestic capital formation
increased in 1982 by 9.5 per cent,
much of it occurring in the private
sector, especially in the continued
development of offshore oil fields
and petroleum processing facilities
and in public and private housing
construction. Public capital forma-
tion was estimated at only 1.4 per
cent higher than in 1981, while
public consumption declined by 2.8
per cent. Private consumption
growth was only 1.4 per cent higher
in 1982 than in 1981. The effects
of lower export earnings were also
evident in the decline of gross
national savings from 23.7 per cent
of GNP in 1981 to 21.7 per cent in
1982.

The economic situation in
Thailand in 1981 showed improve-
ment over that in 1980, mainly due
to domestic factors. Real GDP grew
by 7.6 per cent, against 5.8 per cent
in 1980. Despite serious floods,
output growth was supported by a
good harvest, and as a result export
capacity and earnings were en-
hanced. Energy-saving measures and
the coming on stream of indigenous
natural gas supplies, together with

moderation in the rate of increase
in oil prices, helped to contain the
country’s oil import bill. The
investment climate was relatively
good because of various policy
initiatives, including upward adjust-
ment in the prices of controlled
commodities. Economic growth
faltered in 1982, however, with
falling prices of rice and other
major primary commodities in the
first half of the year. Agricultural
output showed little increase both
because of unfavourable weather
and the disincentive effects of low
prices on farmers. Depressed farm
incomes had adverse repercussions
on the manufacturing sector
through weak demand for consum-
er goods. Domestic private invest-
ment was affected not only by
these conditions but also by high
interest rates and the uncertainty
of exchange rates., The net effect
was that growth of GNP in 1982
is estimated to have reached only
4.5 per cent, well below that
recorded in 1981.

The Indonesian economy con-
tinued to show strong growth
momentum in 1981 with an in-
crease in total output of 7.6 per
cent, compared with 7.0 per cent
for the previous year. One im-
portant reason was the excellent
performance of the agricultural
sector in increasing output of food
crops, mainly rice, by over 8 per
cent. Another stimulus came from
the increase in government expendi-
ture of 19 per cent and the contin-
ued strength of private investment
activity. Substantial growth was
also recorded in 1981 by the
manufacturing, public utilities and
construction sectors. Petroleum and
mining output showed small but
positive growth after having de-
clined in 1979-1980. The 1981
growth performance would probab-
ly have been even better had it
not been for depressed prices of
some traditional export products
such as coffee, rubber and tin.
Those external circumstances began

to bite more deeply in 1982, and
with lower export receipts but
continuing strong growth in im-
ports during the first six months of
the year a substantial trade deficit
seemed in store for 1982 as a
whole. Output growth in the agri-
cultural sector as well as manu-
facturing, mining and petroleum all
slowed down, though the construc-
tion sector continued to be a major
growth area. Overall, the prospect
was for an increase in real GDP
of about 5 per cent for 1982 as
a whole.

The Philippine economy grew
more slowly in 1981 at a real GDP
rate of 4 per cent, with all sectors,
except construction, registering
lower real growth rates compared
with those of 1980. Government
expenditure was counter-cyclical;
government consumption rose in
real terms at the same rate of 4 per
cent as private consumption, but
government construction expendi-
ture grew by 8 per cent against a |
per cent increase in private capital
formation. Indirect government
support was also given to the con-
struction sector in the form of sub-
sidized interest rates for home-
building. The Government under-
took a programme to enhance
exports and efficient resource allo-
cation with tax reforms, elimina-
tion of the ceiling on interest rates,
development  of  multi-purpose
banks and promotion of energy
conservation and development,
Rice output, which had declined
in 1981, was expected to increase
in 1982 because of higher support
prices. A smaller trade deficit was
predicted in view of the run-down
of oil inventories, but the balance
of payments deficit was neverthe-
less expected to widen because of
higher interest payments on foreign
debt. It was anticipated that the
inflation rate would not decelerate
much, one of the causes being a
depreciating  peso. Real GDP
growth in 1982 therefore was not
expected to rise above 2.6-2.8 per
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cent, lower than the rates achieved
in 1980 and 1981,

3. South Pacific

The performance of the Fijian
economy is largely dictated by the
sugar sector. Real GDP increased by
6 per cent in 1981 mainly due to
significant output expansion in
sugarcane, which in turn stimulated
the sugar processing industry. Al-
though sugar output was expected
to increase further in 1982, prices
remained low, Furthermore, a real
output decline of about 15 per cent
in the construction sector was in

prospect following the completion
of two major infrastructural proj-
ects and depressed private sector
construction  activities, Though
earnings from tourism rose, virtual-
Iy no growth in GDP seemed likely,
a marked change from the increase
of 6 per cent in 1981,

The Papua New Guinea econ-
omy, like many others in the
region, was in 1981-1982 severely
affected by reduced commodity
export prices, especially for coffee,
cocoa, copra and copper con-
centrate. The decline in these prices
had a depressing impact on govern-
ment revenue, and thus forced a

cutback in public expenditure as
well as in consumer spending in
real terms. At the same time,
tightened monetary policy led to a
decling in private sector investment,
Large construction projects in the
mining sector proceeded with the
aid of foreign capital, but the
exceedingly high capital-labour
ratio in these projects resulted in
little  employment  generation.
Under these generally depressed
conditions, imports failed 1o
decline sufficiently in 1982 to
prevent a large balance of payments
deficit. Foreign loans, direct
budgetary support from Australia

The United Mations system of
national accounts includes In gross
domestic product (GDP) the wvalue
added in marketed goods and services,
the imputed wvalue added in home
ownership and the imputed value
added of subsistence activities in the
primary sector (agriculture, fshing,
forestry, mining and quarrying) and
in fixed capital formaton (building
and improving capital assets and
property). Excluded are the wvalue
added in all other subsistence activ-
ities undertaken by houstholds for
own consumpton, such az repaining
of appliances, dressmaking and home
maintenance and improvement.

There is no logical reason why
certain subgistence activities should
be excluded and others included:
such decisions are based on practical
considerations of measurement.
Measurement problems are rather more
tractable in the case of subsistence
production of food and other products
in predominantly mumal economies,
but even then the problem of valuation
of production is not easy to solve and
many countries for that reason ignore
subsistence activities in calculations
of gross domestic product. Estimates
of subsistence ouiput have, however,
been made for a number of countries,
including some in the South Pacific.
In Solomon [Islands, [or example,
the subsistence sector was estimated
at approximately 36 per cent of GDP
in 1979 and in Papua New Guinea
15 per cent in 1980,

More genemally, however, a
number of activities are In practdce
left out of GDPF calculations because
of non-reporting. These form what has
been described as the “parallel” econ-
omy, otherwise termed the hidden,
unobserved, underground or black
economy. These activities, which
should be covered by GDP as defined
in the SNA but are often omitted,
can be classified into three groups. The
first, consisting of undeclared legal
production, is by far the largest; pro-
duction for own use by peasant farm-
ers, unreported informal personal serv-
ices and employment of unregistered
workers are three common examples of
legal activities which are particularly
difficalt to estimate and that are
sometimes concealed to avoid taxation
or other payments. The second com-
prises activities considered as illegal
and may include gambling, prostitu-
tion and production and distribution
of alcohol, druge and other prohibited
goods, The third includes concealed
income in kind, such as non bona fide
business expenditure, employee theft
and other private consumption of
goods and services orginally destined
for production purposes (ie,, inter-
mediate uses instead of final consump-
tion). Included in the parallel economy
but excloded in conventional GDP
estimates are, apart from household
production  for own consumption,
unproductive  activities such  as
burglary, extortion and other illegal
activities that redistribute income

Box 1.3 The unrecorded component of gross output

and wealth but do not increase it.

Thus, a large part of the parallel
economy belongs to GDP but remains
unrecorded. This component of GDP
iz underestimated to the extent that
the concealed activities cannot be
accurately evaluated or are omitted
for other reasons. In the United
States, for instance, the hidden portion
of GDP has been cstimated to be
equivalent to 4.2 per cent of recorded
GDP in 1976, with undeclared legal
production accounting for 2.2 per cent
af GDP, illegal production for 15
per cent and employee theft for 0.5
per cent.® Countries with relatively
more self-employed (including peasant
farmers) would have larger paralle]
cconomies. Also, the greater the num-
ber of legislative controls, the more
extensive are hidden GDP activities
likely to be, The parallel economy fs
likely also to be larger in recessionary
periods due to the entry of unemploy-
ed person: into informal activities
{including the returmn of wage-sarners
back to agricultural subsistence activi-
ties), the hiring of proportionately
more unregistered lower-paid workers,
more  do-it-voursell activities and
greater demand  for cheaper goods
and services offéred in the hidden
sectors.

% Derck Blades, “The hidden econ-

omy and the national accounts™,
Oceasional  Studies (Paris, OECD,
1982), p. 29,
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and the drawing down of reserves
were used to finance the payments
gap. Real GDP growth was there-
fore expected to decline further in
1982, following a decline of 4 per
cent in 1981.

Other smaller South Pacific
island countries such as Tonga and
Vanuatu were also adversely af-
fected by declining commodity
prices, especially for copra and
coconut products, which accounted
for 70 per cent of their total com-
modity export values. They contin-
ued to be faced with the chronic
problems of a narrow production
base and a high level of dependence
on imports for food supplies and
fuel, which together accounted for
about 40 per cent of imports in
both countries. They also remained
very dependent on external as-
sistance to finance development ex-
penditures, with about 90 per cent
of such expenditure dependent on
assistance in Tonga. Both countries
have endeavoured to overcome
these problems in a variety of ways.
Tonga has attempted to cope with
the problem of trade instability
through the establishment of a
marketing board for copra and
endeavoured in its development
planning to encourage tourism,
diversification of agricultural out-
put, mobilization of domestic
savings to finance a greater share
of development expenditure and
encouragement of private and
foreign investment.

Vanuatu produced its first
development plan for the period
1982-1986. This formed part of a
longer-term 15-year programme,
the aim of which was to achieve self-
reliance in terms of financing its
current and development expendi-
tures from its own resources. A
major objective therefore was to
increase the level of domestic
savings and attract foreign invest-
ment, but the need to support its
current status as a tax haven pre-
sented difficulties in the use of
fiscal instruments to mobilize tax

revenue.

Solomon Islands, facing in-
creasing financial difficulties with
deteriorating terms of trade from
1980 on, nevertheless aimed to
achieve financial self-reliance in its
1981-1985  development  plan.
Other major objectives of the plan
included higher levels of employ-
ment, investment and food produc-
tion and the distribution of the
benefits of growth to rural areas, A
target GDP growth rate of 5-6 per
cent per annum was set, with an
investment-GDP ratio of 25 per
cent. A majority of the investment
would come from the public sector,
which had in the past initiated joint
ventures with foreign private in-
vestors, providing the stimulus for
growth, structural change and
export diversification. The main
constraints on development contin-
ued to be shortages of skilled man-
power and limited domestic re-
sources. The country performed
relatively well in terms of economic
growth in the late 1970s compared
with other countries in the South
Pacific, but thereafter, in the
presence of more difficult external
circumstances, growth performance
declined.

4. Centrally planned economies

The centrally planned econ-
omies of the developing ESCAP
region displayed marked differences
in real growth rates in 1981,
ranging from a decline of about 5
per cent in the Lao People’s Demo-
cratic Republic to an increase of
over 7 per cent in Mongolia.

China’s gross output expanded
more slowly in 1981-1982 than it
had in 1980. Net material product
grew in real terms by 3 per cent in
1981 and the target rate for 1982
was set at 4 per cent. 1981 was the
first year of the sixth five-year plan
and the third year of the economic
adjustment programme. The latter
emphasized the restructuring of the
economy, an important objective

of which is to direct more resources
to consumption while reducing the
share of investment in national
output. As a consequence of that
policy change, the proportion of
net material product allocated to
accumulation declined from 37 per
cent in 1978 to 30 per cent in
1981, and a 26 per cent share was
planned for 1982. Another aim
was to reduce the emphasis on
heavy industry and increase output
of light industry. Agriculture was
also accorded priority treatment in
the readjustment policy. Despite
floods and drought in 1981, agricul-
tural output is officially recorded
to have expanded by 5.3 per cent.
A planned growth rate of 4 per cent
was set for 1982,

In Afghanistan, where eco-
nomic activity is dominated by agri-
culture and animal husbandry, a
real GDP growth rate of 1.5 per
cent was recorded in 1981/82.
Larger aid and credit commitments
for financing imports were ex-
pected in 1982/83, and the growth
in total output was therefore
planned at 6.3 per cent. Consump-
tion and saving growth rates were
each set at 7.3 per cent, with
government investment planned to
rise by 13 per cent. Some 38 per
cent of the total investment fund
was to be allocated to the mines
and energy sector, 27 per cent to
transport and communications, 25
per cent to social services and 10
per cent to agriculture. Foreign
grants and project loans are ex-
pected to finance S5 per cent of
the total investment,

In Mongolia, the target in-
crease of real national income for
1982 was 8.2 per cent, slightly
greater than the rate of 7.2 per cent
achieved in 1981. The industrial
sector was the largest contributor
to national income growth in 1981,
with an increase in output of
almost 11 per cent. The agricultural
sector, which accounted for 11 per
cent of national income in 1980
as compared with 38 per cent for
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Figure L5 Developing ESCAP economies. Annual percentage change in real per capita GDP or GNP, 1976-1982
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industry, grew at the lower rate of
6 per cent in 1981, The 1982 plan,
however, targeted an increase in
gross output from the agricultural
sector of 14 per cent. whereas gros
industrial output was planned to
grow at almost 9 per cent. The
share accounted for by the trade
sector was expected to decline
slightly in 1982, as the volume of
retail trade was estimated to have
increased by only 4.7 per cent
during the year, Investment in 1982
was planned to increase by 11 per
cent, somewhat lower than in 1980
and 1981.

A real GDP growth rate of
nearly 3 per cent was recorded by
Viet Mam in 1981. Contributing
to this recovery from a decline in
output of 3.7 per cent in 1980 were
a good harvest and better per-
formance in the industrial sector,
which had been impeded by short-
ages of material inputs, spare parts
and managerial personnel. Agricul-
tural output expanded because of
favourable weather and an effective

contract system that provided in-
centives to farmers to increase their
production, Incentives to industrial
workers through the introduction
of a piece-work payment svstem
were an important factor in the
more mpld expansion in light
industry output of ahout 7 per cent
in 1981,

In the Lao People's Democratic
Republic, GNP declined in 1981 by
an estimated 5 per cent because
of bad weather and shortages of
imported materials. The largest
sector is agriculture, which ac.
counts for about two thirds of
GNP. Paddy production in 1981
wis adequate to maintain national
self-sufficiency in rice. In 1982, the
targel was to increase the output of
all crops, including an increase of
ahout 6 per cent in rice production,
through extending irrigation areas,
more intensive use of fertilizers
and agricultural mechanization.
Apart from a few small planis
producing a limited range of
consumer goods and supplies for

agriculture, the main industrial
activities continue to be electricity
generation, wood processing and
cement products. The industrial
sector has been beset by problems
of low capacity utilization because
of material and manpower short-
ages. Electricity output has in-
creased substantially since 1979
with the completion of the second
phase of the Nam Ngum dam, Over
90 per cent of output was expected
to be sold to Thailand, and total
sales were expected to reach SUS
8-10 million in 1982,

B. AGRICULTURE AND FOOD

Agriculture in the developing
ESCAP region performed reason-
ably well in 1981 by comparison
with 1980, when production on the
whole did not exceed that of 1979,
The growth in total agricultural
output of 4.5 per cent was, how-
ever, unevenly distributed among
the countries of the region, partly

MNoting the exceedingly low levels
of living in the leasi developed coun-
triecs (LDCs) and their wvery poor
growth performance in the 1970s, the
International Development Strategy
(IDS) for the Third United Nations
Development Decade recommended a
special development programme for
the 1980s for these developing coun-
trics, This programme, the Sub-
stantial New Programme of Action
for the 1980s for the Least Developed
Countries (SNPA),® has as its main
objective the transformation of the
least developed economies toward
self-sustained development, wherehy
intemationally accepted minimum
standards of living could be attained.
A target 7.2 per cent average annual
growth rate for GDP was set in SNFA
as being necessary to achieve those
ohjectives by the end of the Decade.

* Report of the United Matons
Conference on the Least Developed
Countries (AfConf.104/22), 2 October
1981, Part I.

Box I.4 Growth targets and performance

The performance of the LDCs in the
ESCAF region in 1980-1981 seemed
to have fallen well short of this target
in most cases. P

Since over 80 per cent of the pea-
ple in these countries depend on agri-
culture and since this sector contrib-
utes an average of about 50 per cemt
to GDP, SNPA emphasized continued
highest priority toagricultural develop-
ment to increase food production
and thus to obtain greater food self-
suffictiency, with the object of elim-
inating hunger and malnutrition by
1990, A target 4 per cent average
annual growth in agricultuml output,
similar to the DS target for all devel-
oping countries, was proposed so that
food production would increase faster
than population growth.

Only Afghanistan among the
ESCAP LDCs reached this tarpet in

® UNCTAD, “Basic data on the
least deweloped countries” (TD/BR/
AC.21/10), 2 Seprember 1981.

under the SNPA

1981; with an increase in food pro-
duction of nearly 5 per cent, per capita
production rose by 1 per cent. For
Bhutan, Maldives and Samoa, growth
in food production was matched by
population growth, resulting in no
increase in per capita food output.
Wepal registered only 0.9 per cent
incrense in food output; as this was
considerably  less  than  population
growth, food production per capita
declined By about 2.3 per cent. The
position was even worse in Bangladesh,
where food production per capita
declined by over 5 per cent in 1981,
Furthermore, the share of foed prod-
uets in total imports increased in
Bangladesh, Nepal, Maldives and
Samoa, suggesting that in 1981 little
progress was made towards greater
food self-sufficiency.

In manufactudng, the SNPA's
recommended target of 9 per cent
average annual growth appeared to
have been reached in 1980-1981 only
by Nepal and Maldives,
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because of climatic factors and
also because of the differential
impact of changing external de-
mand conditions for specific com-
modities and the effects of changes
in domestic policies, such as those
governing procurement prices and
agricultural input supplies.
Agricultural  production in
Bangladesh declined by 2.5 per cent
due mainly to adverse weather
conditions, which affected partic-
ularly foodgrain output. Moreover,
agriculture in Bangladesh continued
to suffer from insufficient technical
progress. Only 16 per cent of total
cultivated area had come under
irrigation, consumption of chemical
fertilizers still represented only 15
per cent of the requirement, al-
though its application had increased
rapidly in recent years, and cul-
tivation of high-yielding varieties

remained largely confined to food-
grains and jute. By contrast, the
Republic of Korea achieved an
impressive 14 per cent increase in
its agricultural production, largely
attributable to a strong recovery in
rice output after a disastrous 1980
season. Agricultural production in
India also showed a strong re-
covery, especially in the output of
wheat, sugarcane and oilseeds. In
Pakistan, agriculture continued its
sustained expansion despite un-
favourable weather conditions.
Measures adopted to improve utili-
zation of land and water resources
and to expand the co-operative
movement enabled Afghanistan to
achieve a 5 per cent increase in its
agricultural production, with a sub-
stantial rise in the volume of wheat,
cotton, beets, vegetables and fruit
on the previous year’s low base.

Table 1.13 Developing ESCAP region. Changes in agricultural production,

1981
(Percentages)
Agricul-  Agricultural  Cereals  Food production
tural production pro- _-—
production  percapita  duction  Total Per capita

Afghanistan 5.0 21 8.0 49 1.0
Bangladesh -2.5 -5.3 =26 -24 -5.2
Bhutan 23 - 1.9 23 -
Burma 8.5 5.9 11.5 9.2 6.9
China 3.7 1.7 2.5 2.9 1.7
Fiji 8.3 7.1 20.0 8.5 7.2
India 6.3 5.0 6.8 7.1 5.9
Indonesia 5.0 34 9.4 4.9 34
Malaysia 38 0.8 -1.2 50 2.2
Maldives 24 - - 24 -
Nepal 0.0 -34 -0.8 0.9 -2.3
Pakistan S.2 2.0 6.5 5.8 1.9
Papua New Guinea 2.3 -1.0 - 1.6 -1.0
Philippines 38 0.8 -0.6 4.5 1.7
Rep. of Korea 14.0 11.5 25.6 154 133
Samoa 0.9 - - 0.9 -
Singapore -0.5 -1.2 - -0.5 -1.8
Sri Lanka 0.7 -0.8 -5.1 - -2.0
Thailand 11.2 8.8 10.6 12.7 10.2
Developing ESCAP

region 4.5 3.7 4.7 5.2 2.7

Sowrce: Food and Agriculture Organization of the United Nations.

Note: Production data are allocated to the calendar year during which the major
part of the crop is harvested, For this and other reasons, the figures do not always
match those published in national sources. In addition, population growth estimates
cannot be directly derived from the per capita food production data because the data

are based on index numbers.
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Output in Sri Lanka increased
only marginally mainly because of
the continued declining trend in
rubber production, though tea pro-
duction increased by 9.9 per cent.

In south-east Asia, Thailand
stood out by achieving an increase
of 11.2 per cent in agricultural
production in 1981, a strong re-
covery from a drought-induced
slump in 1980, aided by more re-
munerative producer support prices
and the effects of favourable
weather. Indonesia also recorded a
satisfactory 5 per cent increase in
its agricultural output in 1981. The
impetus of this performance came
from a significant increase in
production of rice, coffee and palm
oil, though rubber output declined
in response to lower prices. In
Malaysia, palm oil provided the
only significant growth in com-
modity output, but total agricul-
tural production rose at the same
rate of 3.8 per cent as recorded in
1980. Similarly, agricultural output
in the Philippines increased by only
3.8 per cent in 1981 compared with
4.6 per cent in 1980 due to de-
pressed demand and unfavourable
weather conditions.

Among the South Pacific island
countries for which data are avail-
able, Fiji in 1981 achieved the
highest increase (8.3 per cent) in
agricultural production as the result
of a sharp rise in sugar output.
During 1981, Papua New Guinea
coffee growers suffered both a price
drop and a quota imposed by the
International Coffee Organization
(ICO), cocoa output declined and
copra production showed only a
marginal increase, but agricultural
output as a whole nevertheless rose
by 2.3 per cent.

Agricultural  production in
China recovered from a zero in-
crease in 1980 to 3.7 per cent
during 1981, despite serious
drought and flooding.

High population growth, how-
ever, surpassed the gains in agricul-
tural production in many countries



particularly in south Asia and the
South Pacific. This worsened the
impact of Bangladesh’s already
negative growth of aggregate agri-
cultural output and caused negative
per capita growth in agricultural
production in Nepal, Mongolia,
Papua New Guinea, Solomon
Islands, Sri Lanka and Vanuatu. In
Malaysia and the Philippines among
other countries, the per capita in-
crease in agricultural output was
less than 1 per cent,

1. Cereals
As a result of favourable
weather conditions throughout

most of the region, production of
cereals in the developing ESCAP
region during 1981 increased by 4.7
per cent, totalling an output of
606 million metric tons. Of this
total wheat and rice (paddy), the
region’s major cereal crops, contrib-
uted 19.1 and 59.1 per cent,
respectively. Rice production in-
creased by only 4.2 per cent, a
slight deceleration compared with
the 6 per cent increase in the pre-
vious year,

With more favourable climatic
conditions, rice production in
China, Pakistan and the Republic
of Korea recovered from their 1980
setbacks, while Burma, Indonesia
and Thailand achieved significant
increases. Following a record crop
in 1980, rice production in Nepal
increased moderately by 3.9 per
cent during 1981. Similarly, rice
production in India grew by only
2.6 per cent compared with 259
per cent the previous year, and its
output remained close to the
average level of recent years, Owing
to adverse weather conditions, rice
production in Bangladesh and the
Philippines declined by 3.9 and
1.5 per cent, respectively. For
1982, widespread drought in
Bangladesh, India and Indonesia
and typhoons in the Philippines
and Viet Nam reduced chances for
higher production gains. In Thai-

Table 1.14 Developing ESCAP region. Rice® and wheat production,
1979-1981°

Production Growth rates
(thousand metric tons) (percentages)
1979 1980 1981 1979 1980 1981
Rice
Bangladesh 13131 13951 13400 0.1 62 -39
Burma 6 896 8 651 9 660 05 254 117
China 102871 99637 102261 49 .31 2.6
India 42529 53553 54940 -213 259 2.6
Indonesia 17872 20 246 22 440 19 133 108
Nepal 1339 1602 1664 -119 196 39
Pakistan 3232 3135 3412 -1.7 -30 88
Philippines 4953 5174 5095 4.3 45 -15
Rep. of Korea 5674 3824 5063 -76 -326 324
Thailand 10 400 11462 12 540 98 102 94
Viet Nam 7208 7825 8422 1.7 8.6 7.6
Others 4501 4 745 4 849 4.0 54 22
Developing ESCAP region 220606 233805 243 546 -3.2 60 42
Percentage of world
total 85.6 864 86.5
Wheat

Afghanistan 2663 2700 3000 -5.3 14 111
China 62733 54158 57003 16.5 -13.7 52
India 35508 31 830 36 460 118 -104 145
Iran 5500 5700 5 800 <35 3.6 18
Nepal 454 440 477 10.5 -3.1 84
Pakistan 9950 10 805 11 340 18.9 86 5.0
Others 798 1216 1491 30 524 226
Developing ESCAP region 117606 106 849 115571 135 9.1 8.1

Percentage of world
total 274 240 25.2

Source: Food and Agriculture Organization of the United Nations,

Notes: ® Milled rice equivalent. b Production data are allocated to the calendar
year in which the major part of the crop was harvested. Figures thus do not always
match those published in national sources.,

land also, rice production was ex-
pected to decline in 1982 by about
3.4 per cent because of the effect
of intermittent rainfall on the dura-
tion of the crop season,

Following a sharp fall of 9.1
per cent in 1980, wheat production
in the developing ESCAP region in
1981 increased by 8.1 per cent,
raising its total output to 116 mil-
lion metric tons but still short of
the 1979 peak level. Particularly
important was India’s recovery,
which achieved a 14.5 per cent out-
put increase. But a decline of
wheat production in India seemed
inevitable in 1982 due to the

delayed arrival of the monsoon and
its subsequent erratic behaviour.
Despite bad weather in the early
half of 1982, the summer wheat
harvest in China was better than
expected and output reached a
record level, Similarly, Afghanistan
and Nepal enjoyed record harvests
in 1981 and further increases were
expected in 1982, Though the
growth of wheat production in
Pakistan in 1981 was at a lower rate
than that achieved in 1980, the
country nevertheless succeeded in
reaching self-sufficiency in wheat
with further output gains likely
in 1982.
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Although the average increase
in cereal production in the region
was reasonably high in 1981, in
many countries it lagged behind
population growth, thus widening
the gap between cereal production
and requirements, This was espe-

cially true in the least developed
and land-locked, low-income coun-
tries of the region, where cereals
constitute by far the major com-
ponent of the people’s diet. It thus
remained necessary for some coun-
tries to import cereals, though at

Figure 1.6 Developing ESCAP countries. Imports of rice and wheat, 1972-1981
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lower volumes than usual in the
past.

2. Selected agricultural export
commodities

Production of agricultural ex-
port commodities other than food-
grains in the developing ESCAP
region continued to be affected by
the adverse economic environment
prevailing in the industrial coun-
tries. Production of natural rubber
in the region barely grew in 1981.
Modest increases in output of
China, India, Malaysia and Thai-
land were offset by a substantial
output decline in Indonesia in
response to lower prices. Prospects

Box 1.5

The wide variety of influences
which bear on the growth of agri-
cultural output and its variations
from one year to another are neither
simple to identify nor to quantify.
Economic factors such as output
prices and relative profitability are
obviously important. Moreover, inst-
tutional factors such as the structure
of land tenure have long been recog-
nized as important elements in pro-
ducer motivation. However, the supply
responses of producers to changes
in such factors are not easy to predict.

Many technical and environ-
mental factors can have major output
effects, Among these, climatic varia-
tions and the availability of adequate
water supplies are of particular im-
portance, Climatic conditions, for
example, play a pivotal role. The
sharp decline of over 7 per cent in
1979 of agricultural production in
Nepal as well as the failure of output
to rise in Bangladesh in that year
were associated with severe drought
conditions. More favourable weather
in 1980 permitted an increase in
output of over 4 per cent in Bangla-
desh and 11 per cent in Nepal, The
following year, however, bad weather
again resulted in reduced output in
Bangladesh (by 2.5 per cent) while
no growth in production occurred in
Nepal. In Fiji, hurricanes in 1980




for 1982 were mixed. In Thailand,
production was expected to be
nearly 6 per cent higher, while in
Malaysia it was expected to decline
by 7.7 per cent. Preliminary esti-
mates in Indonesia suggested that
measures 1o rehabilitate rubber
plantations could lead to some
recovery in 19822

Though raw sugar output levels
continued below those achieved in

1978 and 1979, production re-
covered strongly in 1981, with
2

Food and Agriculture Organization
of the United Nations, Commodify
Review and Cutlook, [981-82 (Rome,
1982), p. 75.

Table 1.15 Developing ESCAP region. Production of selected agricultural

export commodities, 1979-1981°
FProduction Ourput growrh rares
{thousand metric tans) fpercentages)

1979 1980 1981 1979 1980 ]98]
Natural rubber 3629 3562 3574 4.3 -1.8 0.3
Sugarcane 285 4B 256472 291 461 -74  -10.2 136
Centrifugal raw sugar 17 626 14 406 17 303 06 -183 0.1
Tea 1251 1 284 13 0.6 2.6 2.9
Jute and kenaf 4 107 3909 3811 -4.2 4.8 -2.5
Cassava 41 694 43 058 47 802 -9.8 33 11.0
Cotton lint 4 462 4 909 5347 58 101 B9
Coffee, green 569 637 643 16 120 0.9
Palm oil 3046 isn 381l 200 15.3 B85

Sowree:  Food and Agriculture Organization of the United Nations.

Note: V Production data are allocated to the calendar year in which the major
part of the crop is harvested, Figures thus do not always match those published in

mnational sources,

Climatic influences on

were mainly responsible for a decline
of 17 per cent in the production of
sugarcane, while copra production has
been steadily declining over several
years due to the effects of inter-
mittent hurricanes and droughts,
though the increasing agpe of trees has
also been partly responsible. Favoura-
ble weather contributed to a rise in
agricultural production throughout
most of the region durng 1981, In
Thailand, for instance, the 94 per
cent increase in nce production in
that year was mainly attributable to
abundant rainfall, which raised the
water level in reservoirs sufficiently
to ensure a bumper second crop.
Yet not all countries were fortunate.
The growth performance of the agri-
cultural sector in Pakistan would have
been better during 1981/82 but {or
the drought at the time of wheat
sowing and wuntimely heavy rains
durng the harvesting period.

The availability of adequate water
supplics is a key requirement for
agricultural prosperity in the ESCAP
region, especially if effective use is
to be made of the mew high-yielding
varieties of cereals. Irrigation projects
involving the construction of new
irrigation syvstems, the rehabilitation
of existing systems and the provision
of adequate terminal facilities, have
therefore been a major element in

agricultural production

the agricultural infrastruciure pro-
grammes of many developing ESCAP
countries, In China, 48 milion ha
were under icrigation in 1978, As of
the end of 1980 the potential irrigation
area of Indin was 55 million ha, having
increased by 4.5 per cent over that
of the previous year, lrrigated areas
in Pakistan in 1981 totalled 143
million ha.

The extent to which irrigation
faciliies can be provided depends
not only upon the annual amount
of rainfall but also on the availability
of good reservoir sites. In most coun-
tries of the region, the latter is the
principal limiting factor, as a result
of which much of the annual rainfall
cannot be used for irrigation purposes.
Thus, increasing emphasis is being
placed on the rehabilitation of exist-
ing systems and the improvement of
terminal facilities to supply water
directly to individual fields and smaller
areas.
Too much water rather than too
little is a problem faced perénnially by
many ESCAP countries. The tradition-
al approach in almost all countries
of the region to mitigate flood damage
is the comstruction of dams, levees
and improved channels. As of 1980,
for example, nearly 12,000 km of
dikes had been constructed in India,
over 6,000 km in the Republic of

Korea, measly 5,000 km in Bangladesh
and over 4,000 km in Pakistan,

It is increasingly realized, how-
ever, that the provision of advance,
timely and effective waming of
impending floods could also be useful
in minimizing food losses. Conse-
quently, a number of countrics in the
region have installed fMood warning
systems. There is a growing apprecia-
tion that a comprehensive approach
to flood loss prevention and manage-
ment is necessary, comprising not only
structural systems such as those
mentioned above, but also appropriate
watershed management. This would
include not only longersun  pro-
grammes such as afforestation to re-
duce erosion and the mate of run-off
but also palliative measures to mitigate
the consequences of flooding, such as
flood-proofing of houses, contingency
plans for the movement of affected
populations from endangered areas
and their involvement in flood fight-
ing. Such 4 comprehensive approach,
however, would require a far wider
range of dats than i yet collected
by developing ESCAP countries on a
systematic basis, including assessments
of direct and indirect flood damage
which would be needed for flood risk
evaluation,

29



much of the increase occurring in
China, India and Thailand due to
favourable weather conditions and
the extension of sugar area under
cultivation. Other regional produc-
ers, including Fiji, Indonesia,
Pakistan and the Philippines, also
achieved output increases in 1981,
although continued low prices of
raw sugar in the world market were
likely to exert a restrictive effect on
further growth.

Cassava production increased
sharply in the region in 1981, In
Thailand, where it nearly doubled
between 1979 and 1981, it was

expected to decline by about 4.5
per cent in 1982 partly because of
inadequate rainfall but also be-
cause of reduced demand from
member countries of the European
Economic Community. MNor was
any improvement in cassava output
expected in 1982 in such other
major producing countries as China,
India and Indonesia after the
preceding high-growth years.

Tea production in 1981 in-
creased modestly by just under 3
per cent largely because output
ingreases of nearly 10 per cent in
Sri Lanka and of about 13 per cent

in China were accompanied by
little change in output levels of
the other main tea producers in
the region, India and Indonesia,
Sri Lankan output was, however,
likely to fall by 5 per cent in 1982
because of drought conditions and
continuing problems such as poor
management in the state-owned
plantations and low profit margins
for smallholders. An increase in the
guaranteed price to smallholders,
fertilizer credits and greater factory
capacity for smallholder production
were among various steps taken by
the Government of Sri Lanka to

Although the production of food,
particularly foodgrains, increased in
the developing ESCAP countries durng
1981, many countries in the reglon did
not attain self-sufficiency and thus
continued to resort to imports, All
told, about $US9679 million worth
of cereals were imported into the
region during 1981, an increase of 11.8
per cent over the previous year.
Despite this increase in expenditure on
cereals imports, the quantity of cereals
imported into the region was 11.1 per
cent below the level of 1980. The
reduction in the quantity imported
was not simply a reflection of reduced
requirements but was also a result of
severe balance of payments constraints
arigsing out of the terms of trade
deterioration, which centred on price
movements of major agricultural com-
modities imported into and exported
out of the region. While prices of most
agricultural export commodities de-
clined during 1981 by between 10 and
40 per cent, prices of major Is
imports increased by 3-11 per cent.

Some developing ESCAP coun-
tries succeeded in 1981 in achieving
selfsufficiency in the production of

® For further detils see “Food
supply and distribution in Asia and the
Pacifie: Medium-term outlook and re-
co-operation™ (E/ESCAP/246),

1 February 1982,

® World Bank, World Bank Annual
Report 1982 (Washington, D.C.,
1982), p. 29.

Box 1.6 Problems of food security®

specific  foodgrains, Indonesia, the
Philippines and the Republic of Korea
reached near self-sufficiency in rice,
while Pakistan accomplished the same
objective with respect to wheat. Rice
output in Malaysia in 1981 met 785
per cent of domestic requirements,
and this self-sufficiency mtio was
expected to reach 79.7 per cent in
1982. Despite these achievements
pockets of food deficits remain in
some countries, with levels of con-
sumption, especially in ferms of
nutrition, much lower than the minima
recommended by the Food and Agri-
culture Organization of the United
Nations and the World Health Organi-
zation. Also, selfsufficiency in food-
grains, among other crops, remained
heavily dependent on the vagardes of
the weather in nearly all countries of
the region.

Though some countries of the
region reduced substantally their im-
port dependence on cereals, other
countries became more Import-
dependent. Indin increased its wheat
imports from 52,000 to 780,000
metrie tons in 1981 to build up its
buffer grain stock, which had rfun
down sharply during 1980-1981. Thai-
land, the region's major rice-exporting
country, increased its imports of
ather cereals by 8.7 per cent in 1381,
Modest percentage increases in cereals
imports were also recorded by Fij,
Malaysia, Papua New Guinea, the
Philippines, the Republic of Korea
and Viet Nam.

The carry-over of cereals stocks in

many developing ESCAP countries
declined rapidly during 1981.° Stocks
declined by 114 per cent in China,
32.2 per cent in India, 14.3 per cent in
the Philippines and 20 per cent in
Thailand., Government stocks in Bang-
ladesh were maintained at the 1980
level of 1.2 million metric tons. In
Indonesia, povernment stocks increased
by 36.3 per cent to reach an estimated
1.5 million metric tons. Stocks in the
Republic of Korea, which had run
down by 344 per cent during 1980,
were fully restored in 1981, reaching
2.3 million metric tons.

Cereals play a dominant role in
supplying calories in the diet of most
people in the ESCAP region. Ac-
cording to FAQ ul.imﬂas.d the supply
of calories, protein and fat per capita
was higher by 104, 108 and 24 per
cent, rospoctively, in the ASEAN
countries during 1978-1980 relative
to 1969-1971. The comesponding
figures for countries in south Asia were
-2.8, -2.8 and -5.9 per cent, respective-
ly. The per capita supply increased
during that period, though by lesser
amounts than in south-east Asia, in
China, Iran, Kiribati, Papua New
Guinea, the Republic of Korea, Samoa
and Tonga.

¥ Food and Agriculture Organiza-
tion of the United Mations, Monthiy
Bulletin of Sraffstics, vol. 5, No. 6
{June 1982},

4 Based on FAQ Production Year-
book, 1981, wvol. 35 (Rome, 1982),
pp. 247-252.
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check the expected decline in
output,

The developing ESCAP region
produced 3.8 million metric tons,
95 per cent of world output, of jute
and kenaf in 1981, most of it
coming from Bangladesh, China,
India and Mepal. Total output fell
by 2.5 per cent in 1981 after a
fall of 4.8 per cent in 1980. The
main reason was continuing de-
pressed world prices which, to-
gether with lower procurement
prices in Bangladesh and Nepal,
encouraged producers to switch to
more profitable crops.

Output of oil crops in the
region, on the other hand, increased
by over 11 per cent in comparison
with an increase in world produc-
tion of about 6 per cent. Much of
this increase was due to the sus-
tained growth of output of palm
oil in Indonesia and Malaysia,
which together account for about
two thirds of world production.
Palm oil is also important to Papua
New Guinea and Solomon [slands,
and with the extensive programme
of planting undertaken in recent
years in Malaysia and elsewhere
further increases in palm ol output
were expected in 1982,

The output of forestry prod-
ucts in developing ESCAP countries
continued to decline in 1981, Poor
export demand because of de-
pressed conditions in the housing
sector in indusirial countries was
one reason. Another was the effect
of the depletion of forestry re-
sources and the adoption of con-
servation policies in such countries
as the Lao People’s Democratic
Republic, Malaysia and Thailand.
Increased local processing of wood,
which was being more widely
adopted, continued to shift the
export product from the primary
sector to the furniture and other
wood products manufacturing sub-
sectors.

Developing ESCAP countries
account for about 27 per cent of
world fisheries output. Performance

Table 1.16  Selected developing ESCAP economies. Average annual rates
of growth in industrial output, 1976-1981

[Percentages)
Cross product (velue added)
Toral Manufac- Mining Electri-  Construc-
GDP  industry turing and city, pas Hon
quarrying  and water
Bangladesh 5.1 6.7 56 - 222 6.7
Burma 6.4 82 6.5 10.4 17.1 i58
Fiji 4.0 52 1.5 9 =3 46 1.7
India 3.7 5.30 5.64 2.2% 4,92 2.8
Indonesia® 6.9 8.6 110 4.7 14.1 10.8
Malaysia 82 109 11.8 6.5 10.5 128
Pakistan 53 8.0 6.0 B.0 10,2 8.0
Philippines” 37 B0 6.5 8.9 9.9 10.6
Rep.of Korea 7.8 11.5 12.2 7 13.7 9.7
Singapore 11.6 102 11.1 73 10.7 7.1
5ri Lanka 56 59 s 1.6 124 8.5
Thailand 1.6 108 10.0 123 11.6 128
Sowurces: National sources.
Note: ® 1976-1980,

in 1981 was very uneven. Qutput in C. INDUSTRY

Thailand declined by about 5 per
cent because of higher production
costs, especially diesel oil, and weak
domestic and export demand. In Sri
Lanka, however, output continued
to expand as a result of measures
taken in recent years to build up
the fishing industry. In Malaysia
also, landings of marine fish in-
creased substantially in 1981 and
further improvement was expected
in 1982. Canned tunafish exports
from Fiji were in 1981 more than
double the 1980 output, but falling
export prices and the withdrawal
of foreign fishing wessels because
of lower profit marging seemed
likely to result in a much lower
catch and export level in 1982,
Burma's fish production reached a
record 45,000 tons in 1981-1982,
of which 25 per cent came from
fresh-water fisheries and the bal-
ance from marine sources. Fresh-
water fisheries are also important
to China; output continued to
expand during the early 1980s and
this helped to offset a decline in
marine fish production due to
conservation measures introduced
to protect the offshore natural
resource.

Industrial output in all devel-
oping ESCAP countries has in
recent years continued te expand
at faster rates than gross domestic
product (GDF). Manufacturing has
displayed considerable dynamism,
especially in east and south-east
Asia but also recently in south Asia.
Particularly high rates of output
growth have been characteristic of
the utilities subsector, a trend
which reflects the emphasis that
Governments throughout the region
have given in their development
programmes to the provision of
industrial infrastructure. Construc-
tion too has shown sustained
growth in most economies.

Manufacturing, however, re-
mains the dominant element of
industrial  activity, contributing
more than a quarter of GDP in the
Philippines, the Republic of Korea
and Singapore, about one fifth in
Malaysia and Thailand and more
than 10 per cent in Burma, Fiji,
Pakistan and Sri Lanka. In most
of the developing ESCAP countries,
construction’s share in GDP ac-
counts for more than 5 per cent,
while utilities" share is unevenly
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Table 1.17 Selected developing ESCAP countries. Growth of volume of

industrial production, 1976-1982
(Percentages)
1982°
i g;g 1984 1981 First First
quarter half
Bangladesh
Total industry 8.1 0.4 83 -3.1 255
Manufacturing 79 - 8.1 =32 -5.8
Mining 22.7 9.7 6.5 47.6 Gid
Utilities 12.6 10.9 131 i G
India
Total industry L.} 0.8 9.5 .4 6.3
Manufacturing 58 0.8 7.9 5.8 5.6
Mining L -2.6 17.7 10.3 11.1
Utilities 8.7 a2 120 6.5 58
Indonesia
Total industry 4 :
Manufacturing 122 228 9.5 44 s
Mining 52 2 1.7 9.0 :
Malaysia
Total industry 10.5 64 iz -1.9 -0.9
Manufacturing 122 6.3 3.0 =54 =1.8
Mining 0.4 -2.0 2.1 3.3 V22
Utilities 10.9 2.9 6.6 4.2 33
Pakistan
Total industry —
Manufacturing 56 11.3 11.5 13.6
Philippines
Total industry 6.4 4.7 4.7 .
Manufacturing 6.2 il 3.4 i
Mining BB 10.1 1.8
Utilities 9.0 9.9 5B
Rep. of Korea
Total industry 21.1 -1.9 10.5 5.2 1B
Manufacturng 220 -1.8 106 5.0 4.1
Mining 29 -0.9 T2 -0.9 -6.0
Utilities 15.8 44 8.0 4.2 5.1
Singapore
Total industry 11.9 10.0 e
Manufacturing 12.0 127 9.6 2.7 -14
Mining R T4 2719 11.8
Litilities . 7.3 T4 56
5ri Lanka
Total industry AR 2.1 54 . .
Manufacturing M 0.8 5.2 5 .
Mining 49 4.2 .
Utilities 2.1 11.0 -3.0 .
Thailand
Total industry — 5.0 9.0 - i
Manufacturing - 4.8 8.7 P
Mining i 54 -3.8 .
Utilities e 1.4 79 .

Sources: United Nations, Monthly Bulletin of Sraristics, November 1982, and

national sources.

Note: ® Compared to the corresponding period in 1981.
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distributed — about 3 per cent in
Pakistan, the Republic of Korea
and Singapore, 2 per cent in Thai-
land and less than 1 per cent in
most of the other countries, Mining
and quarrying contributes almost
10 per cent of GDP in Indonesia,
and around 3 per cent in Malaysia,
the Philippines and Sri Lanka,

Industrial performance in 1980
and 1981 was erratic with consid-
erable differences in rates of
growth among subsectors and coun-
tries. A major disturbing factor was
the substantial decline in output of
the extractive sector in 1980 and
1981 because of the disruption of
oil production in Iran and the level-
ling off of output in Burma and
Indonesia, Moreover, output of tin
in Malaysia and Thailand, two of
the major world producers, de-
clined in response to depressed
world market conditions, though a
small increase in output was re-
corded in Indonesia in 1981 and a
further increase of about 3 per cent
was estimated for 1982, Weak inter-
national demand and depressed
prices led to a substantial cut in
copper production in the Philip-
pines in 1981, Meanwhile, copper
production in Papua New Guinea
recovered from the 1980 depressed
level mainly because of a temporary
rise in the ore grade at Panguna
Mine.

Continued strong growth was
experienced in the wtilities sector
in 1980 and 1981 in the production
of gas, electricity and water sup-
plies. However, the small share of
this component in the industrial
sector as & whole meant that its
influence in shaping the overall
regional industrial growth trend
was weak.

After a poor performance in
1980, partly attributable to the
stagnation of output in India and
the Republic of Korea, manufac-
turing output in the region re-
covered to a strong growth rate
in 1981. The recovery of Indian
manufacturing production in 1981



was due to improved energy sup-
plies and transport, constraints
on which had been a serious im-
pediment to industrial output in
1980 and the early part of
1981. Higher rates of manufactur-
ing output later in 1981 and
into 1982 were fairly general with
the exception of the textile indus-
try, in which industrial troubles
persisted. This problem, as well as
reduced demand for the output of
the capital goods and automotive
industries and hence steel, was
expected to have a restraining
impact on manufacturing output in
1982.

The manufacturing sector in
Pakistan continued to enjoy sus-
tained growth during 1981/82,
with  large-scale manufacturing
growing at 14 per cent and small
units at 7.3 per cent. These trends
were associated with substantial in-
creases in output of cotton yarn
and cloth, jute goods, sugar and
import substitution items such as
steel, fertilizer and cement.

Bangladesh and Sri Lanka also
attained appreciable acceleration in
their industrial growth in 1981,
Preliminary estimates suggest that
in Sri Lanka industrial production
will increase at an even faster pace
in 1982. Availability of power was
a major factor behind the improved
performance in these years, with
the output of textiles, wearing
apparel and leather products being
most  prominent. Exports of
garments almost doubled in value
in the first half of 1982 compared
with the same period in 1981.
Higher output levels were also
recorded for petroleum products
(which accounted for half the
value of public sector industrial
production), chemicals, coal, rub-
ber and plastic products. However,
declines were registered in the out-
put of cement, timber, steel, oils
and fats, ceramics and fertilizer.

Industrial output in Bangladesh
increased by 8.3 per cent in 1980/
81 but the rate of growth was ex-

pected to fall to less than S per cent
in 1981/82, and further decelera-
tion is expected in 1982/83. A
number of industries (including
steel and engineering, paper and
newsprint and edible oil) contin-
ued to suffer from low capacity
utilization, while many agro-proces-
sing industries (including jute
goods, sugar and cigarettes) were
handicapped by unstable raw
material supplies. Furthermore, the
pattern of industrial investment in
both the public and private sectors
continued to be oriented towards
the domestic market, despite the
fact that domestic demand per-
sisted in growing at a slow pace.
Continued recession in the global
economy depressed demand for
Bangladesh’s limited range of ex-
port products and sharply reduced
carnings. Generally, the import
substitution bias in industrial in-
vestment as well as lack of adequate
incentives for exports reduced the
prospects for industrial growth
based on external markets.

The capacity utilization ratio
improved in Burma from 67 per
cent in 1977/78 to 74 per cent in
1981/82, leading to substantial in-
creases in output of such major
industrial branches as processed
food and beverages, clothing, per-
sonal goods, houschold goods,
electrical goods and miscellaneous
industrial goods. As a consequence
of the general improvement in
industrial efficiency, net output of
the processing and manufacturing
sector increased by 9 per cent in
1981/82. The annual plan target
for 1982/83 was set at 7.2 per cent.

Singapore and Thailand re-
tained very rapid industrial output
growth rates in 1981, but that
trend faltered towards the end of
the year and through the first half
of 1982 under the impact of weak-
ened external demand. The main
growth industries of 1981 in
Singapore were ship repairing and
oil rig construction, petroleum
refining and industrial and metals

engineering, but growth in the
electrical and electronics industry
was adversely affected in the
second half of the year by the in-
tensified global recession. The tex-
tiles, garments and sawn timber
industries also remained depressed
and suffered further production
declines in the face of sluggish
export demand and growing import
restrictions imposed by major in-
dustrial countries. Indeed, manu-
facturing activity declined in the
second quarter of 1982 by S per
cent, the first negative quarterly
growth rate for the sector in six
years, and this development was
accompanied by sharp falls in
textiles, garments, sawn timber and
electrical and electronics produc-
tion.

Manufacturing production in
Thailand registered an increase of
nearly 9 per cent in 1981 associated
with high rates of growth in agricul-
tural and food processing in-
dustries, such as canned fruit
and canned seafood. Among these
products, sugar output alone
rose by over 50 per cent but
with lower sugar prices in 1982
a fall in output was expected to
ensue. The automobile assembly
and tyre industries also recorded
fairly high growth due to continued
expansion in the transportation
sector, Other industries which re-
corded high growth comprised
petroleum products, paper prod-
ucts, gems and jewellery, cloth and
garments, furniture and wood,
leather and plastic ware. However,
for 1982, a deceleration to 6.5 per
cent growth in manufacturing out-
put was foreseen.

Malaysia and the Philippines,
however, registered a considerable
slowing down in manufacturing
activity in 1981. In the Philippines
favourable growth in output of
electrical machinery, footwear and
wearing apparel and miscellaneous
manufacture in 1981 was offset
by substantial falls in petroleum
products, basic metals and metal
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and non-metallic mineral products.
Manufacturing  production  in
Malaysia increased by 3.6 per cent
in 1981 compared with a growth
rate of 6.3 per cent in 1980. Pre-
liminary estimates indicate that
manufacturing production declined
by 1.8 per cent in the first half of
1982, though for the year as a
whole it was expected to show an
increase of about 2 per cent. The
slow-down in the growth of manu-
facturing was largely attributed to
the decline in production of textiles

resulting from weak demand and
increased protectionism in the
major industrial economies and stiff
competition from such other textile
producers as Hong Kong and the
Republic of Korea. Industries
producing agricultural products,
construction materials, electrical
machinery and electronic products
were expected to be the main
contributors to the growth of pro-
duction in the manufacturing sector
in 1982,

The Republic of Korea

achieved an estimated rate of
growth of around 10 per cent for
both industry as a whole and in the
manufacturing subsector in 1981.
The impetus to growth in manufac-
turing came largely from textile
exports. Yet, as in the other export-
led countries of east and south-east
Asia, the prospects of the textile
industry for 1982 seemed gloomy
due to international market diffi-
culties. The growth of other manu-
facturing industries in 1982 was
also projected to decline in the

The decline in world demand and
prices for metals and mineral ores
during 1981-1982 had, with a few
exceptions, less significance for the
developing ESCAP countries than for
those in other regions. This is because
metals and mineral ores do not consti-
tute a large share of total industrial
production or exports in most of the
region. Papua New Guinea is the only
country in which metals constitute a
significant share — ordinarily 45 to
50 per cent — of total exports. Though
tin is important to Indonesia, Malaysia
and Thailand, its contribution to these
countries’ export earnings is much less,
standing at under 10 per cent,

By far the most important pro-
ducers of iron ore among the develop-
ing ESCAP countries are China and
India; minor producers include Indone-
sia, Malaysia, the Philippines and the
Republic of Korea. China’s output in
1981 is estimated to have been 70 mil-
lion tons and that of India 41 mil-
lion tons, with the smaller producers
accounting for a total of about 1 mil-
lion tons.® Much of China’s and India’s
output was used in domestic iron and
steel production, though for India
exports of iron ore are of significance.

As with iron ore, China and India
are the principal producers of manga-
nese ore, with production reaching
1.7 and 1.8 million tons in these coun-
tries, respectively, in 1981, India's
exports of manganese have fallen
sharply in recent years mainly because
of an embargo on the export of high-

* Mining Annual Review (London,
Mining Journal, 1982), p. 61.

Box 1.7 Mining and minerals production

grade ore and export ceilings on other
grades imposed to ensure adequate
supplies for the domestic iron and steel
using industries.

Among the non-ferrous ores and
metals the most important is tin, with
three countries of the region, Indone-
sia, Malaysia and Thailand, responsible
for over two thirds of world supplies.
Production of tin concentrates by
Malaysia, the world's leading producer,
fell to 60,000 tons in 1981 from
61,000 tons in 1980 and 63,000 tons
in 1979. At the same time, the num-
ber of operating mines decreased by
24 per cent from 936 at the end of
1978 to 710 at the end of 1981,
mainly because of the closing of small,
uneconomic enterprises in the gravel
pump sector. In Thailand, output of
tin concentrates fell by about 6 per
cent, from 46,000 to 43,000 tons,
during 1979-1981. Production of tin
concentrates by Indonesia, to the
contrary, rose by 9 per cent over the
same period to a record level of 35,200
tons, with the offshore sector making
an increasingly important contribution
to total output, China is also a pro-
ducer of tin, though exports of the
metal, estimated at 5,000 tons in
1981, are much lower than those
from the major producing countries
of south-cast Asia.

The principal producers of copper
among the developing ESCAP coun-
tries are Papua New Guinea and the
Philippines, with China, India, Indone-
sia and Malaysia making smaller
contributions. In the Philippines,
which is responsible for nearly half of
total concentrate production in the

region, although output increased in
1981 to 305,000 tons of contained
metal, the value of production declined
due to the drastic fall in world copper
prices. In Papua New Guinea, output
of concentrates containing 165,000
tons of metal was recorded in 1981, an
increase of 12 per cent over that
produced in 1980, Sales revenue,
however, declined by about the same
percentage because of lower world
prices. New ball mills were planned to
commence operation in 1982 and 1983
with the aim of increasing production
in the face of falling ore grade, Devel-
opment work also continued in 1981
and 1982 on the Ok Tedi mine, but
copper production there was not ex-
pected to commence until 1984,

The developing ESCAP region
is the most important source of world
supplies of tungsten, with total
tungsten<n-concentrates production of
about 28,000 tons annually. China
accounts for about half of this output
in the form of wolframite. Other main
producers in the region are the Repub-
lic of Korea, with production of 2,500
tons in 1981, and Thailand. In the lat-
ter country, however, output declined
sharply from 6,200 tons of wolframite
and scheelite in 1978 to only 2,300
tons in 1981. World prices for tung-
sten, which are affected not only by
industrial demand but also by United
States stockpile operations, remained
fairly steady through most of 1981,
but fell sharply at the end of the year
to about 13 per cent below the average
for 1980 because of poor demand.

The main bauxite producers
among the developing countries of the
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depressed export environment.
Exports of textiles and cloth-
ing from Hong Kong were 5 per
cent lower in real terms during the
first half of 1982 as compared with
the same period of the previous
year. Textile production declined
by 13 per cent, and no sign of
improvement was to be expected
for the remainder of 1982. More-
over, exports of other products
especially electronic components
and computer parts continued to
decline. Overall, the indications

region are China, India, Indonesia and
Malaysia, with China and India also the
main producers of primary aluminium,
Bauxite production in China is esti-
mated to have been 1.5 million tons in
1979 and to have remained at that
level subsequently. In India, produc-
tion recovered slightly to 1.8 million
tons in 1981. But in Indonesia, after
a2 period of rapid output expansion,
production declined by about 4 per
cent in 1981, Malaysian output fell
by nearly 24 per cent in 1981 to just
over 700,000 tons, though this was
still 80 per cent above the level re-
corded in 1979,

The ESCAP region is also an
important producer of antimony, with
China producing an estimated 10,500
tons, or 17 per cent of world output,
in 1981, The other main producer in
the region is Thailand, where output
fell drastically in 1981 to 2,820 tons,
less than half the level achieved in
1980. Small quantities of antimony
are also produced in Burma and
Malaysia,

Other non-ferrous metals of im-
portance include lead and zinc. For
both commodities, the bulk of the ore
and metal output is produced in China,
though Burma, India, the Philippines
and the Republic of Korea are also
producers of lead, For 1981, annual
mine production of zinc in China was
estimated at 120,000 tons and in the
Republic of Korea at 113,000 tons.
For the latter country, this represented
an output level some 10 per cent lower
than in 1979 as a result of the closure
of a number of lead/zinc mines during
1979-1981.

were that manufacturing produc-
tion would be depressed through-
out 1982 after having remained
more or less static in 1981.

In China, the increased em-
phasis given to light industries
became apparent in 1981. While
output of heavy industry decreased
by 4.7 per cent compared with
1980, light industry recorded an
increase of 14 per cent, with sub-
stantial output increases occurring
in consumer durables such as house-
hold appliances, including television
sets, refrigerators and electric fans,
In the first half of 1982 light
industry continued to grow strong-
ly, rising to 10.7 per cent higher
than the level recorded for the same
period in 1981. Heavy industry
also began to pick up in late 1981,
and an increase of 9.5 per cent was
achieved in the first half of 1982
compared to the same period of
1981. Marked increases were reg-
istered in power generating, min-
ing and metallurgical equipment
and other machinery industries.

Mongolia continued its
vigorous policy of industrialization
during 1981 and 1982, Industry
constituted about 45 per cent of
GNP as of 1981. In the same year,
gross industrial output grew by
10.5 per cent, over-fulfilling the
annual plan target by 2.5 per cent.
The planned increase for 1982 was
8.9 per cent,

The Lao People’s Democratic
Republic and Viet Nam continued
their policy of laying the founda-
tion for more vigorous industrializa-
tions in the future. In the Lao
People’s Democratic Republic, in-
dustry remained at a low level of
development and was oriented al-
most completely to servicing the
needs of agriculture. The main
activities in the industrial sector
were electricity generation and
wood processing. The five-year plan
(1981-1985) placed strong em-
phasis on the expansion of the
wood-processing industry, which
was seen as one of the most promis-

ing sectors with respect to growth,
employment and foreign exchange
earnings.

In sum, prospects for the in-
dustrial sectors of the developing
ESCAP countries in 1983 are
mixed. In those economies where
industry is geared primarily to
domestic markets, the important
factors in sustaining industrial
growth will be internal demand
conditions, the avoidance of disrup-
tion to supplies of essential inputs
such as energy and transport, and
sustained supplies of agricultural
raw materials for processing. Gov-
ernment expenditure policies will
also be important not only from
their general effects on domestic
demand but also in the direct
effects of capital expenditure on
the rate of growth of the construc-
tion sector and in turn the manu-
facturing industries that supply it.
A curtailment of capital develop-
ment expenditure brought about by
the need to reduce budgetary
deficits would thus be reflected in
a slower rate of growth of industrial
output. Growth of those industries
processing agricultural products will
obviously depend upon the per-
formance of the agricultural sector.
Apart from the vagaries of weather
conditions, an important influence
will be the state of demand and
prices in international markets, at
least in the case of those primary
processing industries the bulk of
whose output is exported.

For those economies which
over the years have oriented their
industrial development strategies
towards export markets, the re-
sumption of the high rates of in-
dustrial growth of the order en-
joyed during the 1970s and 1980-
1981 will be critically dependent
on economic recovery in the
industrialized countries. That also
applies to particular industries in
other developing ESCAP econo-
mies. For many of these industries
it is not merely the reversing of
the global reoession that matters
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Table I.18 Selected developing ESCAP countries. Growth and GDP share

of transport sector, 1975-1982
{Percentages)
Annual change in real value added Share in GDFP
1975.1979 1980 1981 1982° 1982"
faverage)
Afghanistan® 52 g 6.2 8.9 37
Bangladesh® 55 22 1.6 -1.0 6.9
Burma® 50 98 6.2 B9 54
China 409
Fiji 6.3 0.2 58 6.9 10.6
India® 5.9 58 g sk 59
Indonesia 13.6 10,0 i —— 55
Malaysia 118 16.4 7.6 6.0 6.4
Nepal® 13.5 5.1 64
Pakistan® 59 6.7 8.3 6.4 7.1
Philippines 9.7 54 44 el 5.2
Rep. of Korea 159 34 8.3 i 8.6
Singapore 13.7 12.6 13.0 wiad 18.5
S Lanka 3.4 7.1 6.5 5.2 9.5
Thailand 7.9 6.5 7.9 72 6.5
Sources; MNational sources,
Notes: ? Forecast. D In some cases 1980 or 1981, © Fiscal year. 2 Share

of net material product,

but the extent to which the forces
of protectionism can be held in
check, especially as regards prod-
ucts such as textiles in which the
developing countries of the region
have demonstrated their compara-
tive advantage.

D. TRANSPORT

The transport sector is relative-
Iy small in most developing ESCAP
countries, normally contributing
between 5 and 10 per cent of gross
domestic product and with a
growth rate in recent years tending
to be slightly more rapid than the
growth of output generally.

1. Shipping

As a result of the stagnation in
world trade, the volume of world
seaborne trade declined by 3 per
cent in 1980 and by a further near-
ly 5 per cent in 1981, One conse-
quence has been an increase in the
number of ships laid up or
scrapped. About 11 per cent of the

world merchant fleet, a total of
some [ 300 ships of 76 million
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deadweight tons (dwt), was laid
up as of November 1982, an
increase over 1981 of more than
2.5 times in terms of number of
vessels and 3.5 times in terms of
tonnage. Furthermore, in 1981
alone, vessels totalling 15.6 million
dwt were broken up or lost, the
majority comprising tankers and
combined carriers. One beneficial
side-effect of this for some develop-
ing ESCAP countries was an in-
crease in shipbreaking business. In
1981, a majority of some 40
VLCCs (very large crude carriers),
amounting to about 9 million dwi
scheduled for scrapping, went to
Asian shipbreakers.

Though world seaborne trade
has declined in recent years, the
developing ESCAP countries have
increased their share of seaborne
cargo transport, especially in the
dry cargo trade. Their share of
world cargo handled is currently
about 10 per cent of the dry cargo
trade and & per cent of the oil
trade, while their shares of the
respective world fleets are around
9 and 4 per cent. The fleets of
developing ESCAP countries in-

creased by 6 per cent in 197980
and by 9 per cent in 1980/81, the
aggregate tonnage increase being
nearly 5 million gross registered
tons (grt) over the two-year period.
China, the Republic of Korea,
Hong Kong and the Philippines, in
descending order, had the largest
fleet expansion rates. Many na-
tional fleets were increased specifi-
cally to carry a larger proportion
of their countries’ cargo. Despite
this rapid growth, the developing
countries in the region remain large
net importers of shipping services.

The depressed shipping market
during 1980-1982 hit tramp and
tanker owners in the region hardest.
Despite  lower operating costs,
many owners encountered great dif-
ficulties in maintaining their opera-
tions, particularly as charters ex-
pired. The freight tariff structure
was also weakened through keener
competition arising from overcapac-
ity.

The weakening financial status
of shipping companies reduced
their ability to renew and develop
their fleets, and consequently their
competitive power. Some Govern-
ments in the region therefore intro-
duced or were considering as-
sistance measures to the shipping
industry. Thailand, for instance,
launched a five-year promotional
plan for its merchant marine
industry, while easier access 1o
soft-loan facilities for fleet mod-
ernization and expansion was pro-
posed by the Indlan National
Shipowners' Association.

2. Port developments

High interest rates and continu-
ing world-wide recessionary condi-
tions in the early 1980s hindered
essential port expansion and con-
struction in some of the main
regional ports following years of
rapid growth in vessel calls and
cargo volume. Based on capital
development plans of 27 regional
ports, it was estimated that the



financial requirement for port
developmeats over the next five
years would be some $US2.5 bil-
lion. India planned to spend during
1981-1985 an estimated SUS700
million for this purpose. Singapore
in 1981 committed $US406 million
for short-term improvements of the
Port of Singapore, of which
SUS288 million was earmarked for
port development and the balance
for the purchase of mechanical
equipment. Faced with an upsurge
in container traffic, the Govern-
ment of Sri Lanka approved a
SUSI30 million port expansion
project aided by a Japanese loan.
Indonesia planned to invest an
estimated SUS100 million in im-
proving the ports of Surabaya,
Belawan and Tunjung Priok.
International  funding  was
made available in the early 1980s
for a number of port development
projects. Thailand, for instance,
received a SUS47 million World
Bank loan for improvements of the
Bangkok and Sattahip ports and a
SUS71.4 million Asian Develop-
ment Bank loan for developing the
Songkhla and Phuket ports. Fiji
received a SUS11 million Asian
Development Bank loan for upgrad-
ing the port of Suva, while Papua
New Guinea was to receive SUS20
million from the same source for
the foreign exchange component
of the port of Lae’s planned ex-

pansion.

Continued development and
expansion of container facilities
was expected to feature significant-
ly in port development plans in
the region. Containerized transport
continued to hold large potential
for growth, as indicated in the
widespread increase in container
traffic in terms of numbers of
boxes and cargo volume. Of partic-
ular significance was the fact that
China opened its first container
port in late 1981, with three addi-
tional berths in process of construc-
tion.

3. Road and rail transport

Railways and roads together
account for the bulk of internal
transportation of goods and people
in most of the developing ESCAP
region. Of the two modes, road
transport predominates except in a
few countries (for instance, China
and India) where rail transport ac-
counts for over half of total freight
and passenger traffic on land. Con-
struction, surfacing and other road
improvements have absorbed a ma-
jority of public investment in the
transport  sector. During 1970-
1980, road networks expanded at
annual rates of up to 10 per cent
and paved roads up to 15 per cent.
Road facilities, though, remain

Table 1.19 Developing ESCAP region. Maritime fleets, 1979-1981%

inadequate with less than 2 metres
of paved road per person and a road
density one tenth of that in Euro-
pean countries. Furthermore, only
about half the rural population in
developing ESCAP countries have
access to motorized transport.

Rail transport is becoming
more important in several coun-
tries, including Bangladesh, Burma,
Indonesia, Malaysia and Thailand.
Because past development efforts
focused on road systems and rail-
ways were neglected, investments in
the railway networks of the region
have in the 1980s concentrated on
rehabilitating and  modernizing
existing systems. Pakistan, for
example, included in its annual
development plan of 1982/83 an
accelerated programme for rehabili-
tation of railway track and signal-
ling systems and for improvements
in the locomotive fleet. The devel-
opment of road infrastructure was
mainly concerned with the con-
struction of rural roads as part of
more general programmes of rural
development and the associated
need to improve market access for
agricultural products,

Traffic growth in the railway °
system has in recent years been
mainly in the passenger sector. As
a result, efforts have been directed
to raising freight volume. In India,
for instance, goods traffic by rail
increased by 13 per cent in 1981/82

Share of world
1979 1980 1981 tonnage
Number Tonnage Number Tonnage Number Tonnage 1979 1980 1981
of (million of (million of (million (percentages)
vessels grt) vessels grt) vessels grt)
Oil and other tankers 659 7.79 708 7.88 748 8.12 45 45 4.7
Bulk/oil carriers 33 1.82 3s 1.81 36 1.81 6.9 6.9 7.0
Ore and bulk carriers 403 742 430 8.03 500 9.90 9.1 96 114
Fully cellular vessels 68 0.60 84 1.06 97 1.23 6.0 94 100
Other general cargo vessels 2936 11,71 3032 12.30 3195 1285 146 151 162
Total (including other types) 6 847 31.90 7 360 33.73 7 866 36.71 1.7 8.0 8.7
Source: “'Review of developments in shipping, 1980-1982" (E/ESCAP/STC.6/1), 13 October 1982, p. 14, table 6.

Note: * Asof 1 July.
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after declining for three consec-
utive years. The high price elastic-
ity of demand for railway traffic
has compelled railways administra-
tions constantly to seek to control
costs and keep prices low. Hence,

Box 1.8 Inland
waterways

Inland waterways are an espe-
cially appropriate transport mode for
bulk commodities such as ores, coal,
fertilizer, grain and timber. In some
countries of the region, inland water-
ways systems account for a large
portion of goods and passenger trans-
portation, In China, for instance, one
fifth of total cargo is transported via
inland waterways. In Bangladesh,
inland waterways transport accounts
for about 65 per cent of total cargo
and 40 per cent of passenger traffic.
It is also important in Thailand,
which has initiated with the assist-
ance of the World Bank a SUSS3
million three-year programme to im-
prove its main inland waterways
system.

In many other countries of the
region, however, there has been a
decline in the utilization of inland
waterways transport both because of
competition from more flexible road
transport and because of develop-
ment of rivers for power and irriga-
tion. The use of Pakistan’s Indus
River as a waterway, for example, has
declined dramatically because dams
and barrages constructed across the
river for agricultural purposes have
redirected traffic to alternative trans-
port modes. With the introduction
of lorries, Sri Lanka’s inland water-
ways system has hardly been used
for transport purposes since the early
1950s. In the Philippines, while most
of the coastal towns and dties, in-
cluding Manila, developed in river
deltas, reflecting the former domi-
nant role of river transport, inland
waterways are now only used in areas
lacking roads. The available informa-
tion indicates that more attention
could be given to exploiting the
potential of inland waterways as
an alternative mode of transportation
in countries where the geographical
terrain permits its development; such
revived attention would assist in tak-
ing the pressure off road use and
would reduce transport costs for
bulk goods,
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Box 1.9 Tourism

Over the course of the 1970s the
developing ESCAP region continued to
be the world’s most rapidly growing
travel destination for tourism. Active
promotion of tourism by a number of
countries in the region, greater interest
in the cultures of Asia and the Pacific
and improved air travel facilities were
among the factors that contributed
to the increase in the flow of tourists.
By 1981, toursts to developing
ESCAP countries numbered 16.2 mil-
lion per year, accounting for 5.5 per
cent of the world total, while the
region’s tourism receipts of $US7.4
billion accounted for 6.9 per cent of
total world tourist expenditure. Re-
flecting the growth in tourist travel in
developing ESCAP countries since
1971 was the fivefold increase in
passenger air transport, which reached
nearly 70 billion passenger-kilometres
in 1980.

Intrarcgional tourism made up
roughly half the visitor arrivals to
developing ESCAP countries, Partic-
ularly impressive growth rates in
tourism were recorded by some south-
east Asian countries which had pursued
a more active promotion programme
to diversify their economies, whereas
the south Asia subregion with its vast
area and tourism resources maintained
its 12 per cent share in the region’s
total number of tourists. A few south
Asian countries attempted to stimulate
growth in the tourism sector by
reducing the cost of air travel and
encouraging package tour arrangements
through liberalization of civil aviation
policies,

The main factors influencing in-
ternational tourist flows have been
identified as international travel costs,
disposable income of tourists and

inter-currency exchange rates. In
comparison with other economic and
social sectors, resource allocation by
Governments to tourism-related activi-
ties has generally been meagre. While
the tourist industry is largely left to
the private sector in south-east and
cast Asia, Governments play a more
decisive role in a number of south
Asian countries in taking over the
responsibility for tourist accommoda-
tion and transportation,

For many developing countries of
the region, acquisition of foreign ex-
change is a predominant reason for the
conscious effort to promote tourism.
The ratio of travel credits to total
merchandise exports in 1980 was
outstanding in Nepal (70 per cent)
and Fiji (40.9 per cent) and substantial
in a number of countries such as India
(10.6 per cent), Thailand (102 per
cent), Sri Lanka (9.3 per cent) and
Singapore (7.3 per cent). However, very
few countries have attempted to quan-
tify the net foreign exchange earn-
ings of tourism, taking into account
the importation of necessary tourism
components, or to assess the net
economic and social benefits accruing
from this industry, The impact of
tourism upon the traditional social
fabric and the physical environment of
the host communities has caused
concern in many countries, but several
have attempted to control such effects
rather than restrict the flow of tourists,
An important ambiguity, therefore,
remains as to whether or to what ex-
tent tourism yields net benefits to the
host country. the developing ESCAP
countries must resolve this issue as its
importance grows with the increasing
infiltration of tourism into their
domestic economic and social life,

electrification has been undertaken
to substitute for petroleum-based
fuel and to raise the cost efficiency
of rail transport. Exemplifying this
development has been China’s first
electrified double-track line linking
Taiyuan and Shijiazhuang, which
came into operation in September
1981 to transport coal out of
Shanxi province. The existing elec-
trified track length of railways is
quite low, ranging from 2 per cent

of total route length in Indonesia
to 14 per cent in the Republic of
Korea. Burma has sought to im-
prove its rail transport by better
utilization of new diesel locomo-
tives, carriages and wagons. These
efforts succeeded in increasing
freight ton miles by rail by 11 per
cent in 1981/82. By contrast, as
a result of keen competition from
private road hauliers and a pref-
erence for lorry and van services,



Sri Lanka’s rail transport recorded
declines in both goods and passen-
ger traffic during the first half of
1982. To meet this competition,
containerized rail transport was
introduced in 1982.

Almost all developing ESCAP
countries encounter three major
problems in transport development.
First, there is the general problem
of shortages of finance required for
upgrading and maintaining trans-
port capital in the face of other
demands on resources. Secondly,
there is a dearth of skilled and ex-
perienced personnel for manage-
ment and planning of integrated
transport systems. The Philippines
and the Republic of Korea are
among the few which have at-
tempted to prepare master plans
for the transport sector which not
only cover all modes of transporta-
tion but also their interaction with
other sectors in the economy.
Thirdly, there is a need for greater

knowledge of the comparative costs
(including the relative energy-effi-
ciency) of alternative modes of
transport and multimodal com-
modity transport chains. Such
knowledge is required to guide the
formulation of comprehensive
modal restructuring programmes, to
secure adjustments in pricing poli-
cies of public transport to reflect
relative resource costs of different
modes of transportation, and to
generate the financial resources
needed for modernization of the
developing ESCAP region’s trans-
port systems.

E. PUBLIC FINANCE

The high rates of growth in
public revenue and expenditure
which most developing ESCAP
countries achieved in 1980 were
not generally sustained in 1981.
Both tax and non-tax revenue

growth were affected by the down-
turn in domestic economic activity
in the wake of the fall-off in world
demand for the region’s exports,
and many countries were obliged
to employ the full range of fiscal
and monetary policies to reduce
budget deficits and inflation, and to
check external reserves losses. In
particular, many developing ESCAP
countries were forced to introduce
steep increases in bank lending rates
plus other restrictive credit mea-
sures.

1. Government revenue

Declining rates of growth in
government receipts were exper-
ienced by most developing ESCAP
countries in 1981 and also in 1982,
despite the imposition of a variety
of new revenue-raising measures.
The magnitudes of such declines
were substantial in the large majori-
ty of cases, particularly for 1981.

Table 1.20 Selected developing ESCAP economies. Annual growth rate of public revenue and expenditure,

1979-1982
(Percentages)
Total revenue Toral expenditure
1979 1980 19817 I982b 1979 1980 1981° l982b

Bangbduhc 21.1 172 28.1 241 213 358 50 21.1
Burmad € 14.7 15.0 124 14.0 17.7 134
China -1.6 -1.6 -1.9 38 14.7 -4.8 -10.1 4.1
Fiji 228 172 115 7.6 119 16.3 12,6 27
Hong Kong 35.0 79.7 152 8.8 26.1 424 378 309
India® -8.9 238 14.4 128 0.8 26.0 9.8 100
Indonesia 57.0 52.7 194 12,6 524 45.1 188 12.1
Lao People’s Dem. Rep. 1535 1792 30.3 Vs 11.1 1794 42 R
Maldives’ 547 153.0 46.1 48 6.7 110.1 0.2 219
Mlhydaf 188 32.6 126 4.8 209 47.6 214 4.7
Nepal 145 3.7 28.7 20.7 129 149 179 41.3
Pakistan 18.3 347 192 139 25.7 21.6 115 142
Papua New Guineal 36 21.3 122 103 13.6 14.0 10.2 8.1
Phlllpplm:sf 229 17.6 29 140 13.7 278 249 7.6
Rep. of Korea 339 247 30.3 236 345 278 336 128
Singapore® 203 297 251 ce 17.0 31.1 234
Solomon Islandsf 474 205 -0.7 2 ae 219 209 64 X
Sri Lanka 89 105 153 19.0 15.0 418 2.3 326
Thailand® 20.7 21.5 172 7.9 178 320 10.0 208

Sources: National sources.

Notes: * Revised estimate. © Estimate. € Total revenue including net capital regelpts and excluding transfers from food

account; total expenditure excluding food account transfers and inclu?ing net lending.
penditure including development fund and sinking fund accounts,
non-budgetary accounts and time-lag items.

Expenditure including net lending.

Including public enterprises. ¢ Ex-
8 Including certain
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Several common causal factors
behind this revenue trend can be
enumerated, although their relative
importance necessarily varied from
one country to another. These
factors include more subdued levels
of domestic economic activity,
reduced or stagnant merchandise
export earnings and import de-
mand, lower growth in local con-
sumption of goods subject to excise
duties and poorer performance of
public enterprises and other stat-
utory bodies.

In Indonesia and Malaysia, the
stabilization of nominal oil prices
and a marginal decline in crude oil
production, plus reduced earnings
from agricultural export commodi-
ties, significantly reduced profits
tax revenues. The rate of growth
of direct taxation in Indonesia fell
from 60 per cent in 1980 to 23 per
cent in 1981 and to 10 per cent
in 1982, For Malaysia the corre-
sponding figures were 46 and 8 per
cent, respectively. The persistence
of unfavourable external and do-
mestic conditions was expected to
lower government revenue growth
further in these two countries in
1982. Although production in sev-
eral sectors, including timber and
copra, was less than impressive in
Fiji, the impact of adverse external
conditions on government revenue
and aggregate income growth was
partially cushioned by a significant
expansion in sugarcane and sugar
output and in commercial fisheries.

In Hong Kong, steep increases
in government receipts, notably
premia from land transactions,
helped raise the share of non-tax
revenue in total revenue to 54 per
cent in 1980 from 40 per cent a
year earlier. However, a much
softer property market during
1981-1982, together with an appre-
ciable profit squeeze on private and
public sector enterprises due to
poorer trading conditions as well as
a decline in tourism, caused revenue
growth to decline substantially to
15 per cent in 1981 and further to
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an estimated 9 per cent in 1982,

Poorer trading conditions also
contributed to the decline in rates
of growth of public revenue in
India and Pakistan in 1981 and
1982 compared with the high rates
of 24 and 35 per cent achieved
in 1980. In the latter year, how-
ever, revenue received a special
boost from determined efforts to
widen and deepen the tax base.
These included increases in indirect
levies, particularly customs and
excise/sales duties, adjustments in
personal income taxes, improved
tax administration and reduction in
tax evasion. Another important
revenue boost in 1980 was the
significant rise in profit and interest
transfers from public enterprises
following higher prices and charges
for their output.

In contrast, considerable rev-
enue growth was recorded in 1981
in certain other developing ESCAP
countries, notably Bangladesh,
Nepal, the Republic of Korea and
Sri Lanka. Revenue mobilization in
Bangladesh proceeded at a com-
paratively rapid pace, averaging
almost 19 per cent per year over
1979-1980. The rate jumped to 28
per cent in 1981 principally as a
result of large increases in in-
direct tax revenue (2.9 billion taka)
and non-tax receipts (1.6 billion
taka), These were, in turn, attrib-
utable to increases in excise levies,
particularly on cigarettes and
natural gas, and customs duties,
plus larger receipts of interest and
profit transfers from public enter-
prises.

Nepal was able to restore much
of the revenue momentum which
had been lost in 1980, when
government receipts had risen by
less than 4 per cent, compared with
15 per cent in 1979. The revenue
shortfall of 1980 was the result of
discretionary tax cuts and conces-
sions designed to render the tax
structure simpler, more equita-
ble and more logical. These mea-
sures resulted in a net revenue

loss of NRs 16 million, or 1 per
cent of the estimated tax receipts
for 1980. In addition, the tax base
was eroded by drought-related eco-
nomic stagnation and special tax
relief granted to affected areas.
Revenue growth averaged 25 per
cent per annum during 1981-1982.
The principal measures responsible
for this revived fiscal mobilization
included higher tax rates, substan-
tial collections of tax arrears, in-
creased land valuation for tax
purposes and higher receipts from
fees and other charges of public
utilities.

Vigorous efforts to raise gov-
ernment  revenue in Sri Lanka
caused receipts to climb at an
average annual rate of just under
10 per cent during 1979-1980.
Indirect taxes and non-tax sources
accounted for the bulk of an
aggregate revenue growth of over
15 per cent in 1981. Increases in
excises and customs duties, and
charges of public sector enterprises,
a doubling of the business turn-
over tax, and an income tax sur-
charge more than offset export
duty shortfalls arising out of lower
commodity prices. These measures
were expected to provide further
revenue growth in 1982 to com-
pensate for, among other things,
stagnant receipts from non-tax
sources.

The pace of revenue growth
in the Republic of Korea, which
had averaged 33 per cent per year
over 1976-1979, dipped to 25 per
cent in 1980 on account of the
recession and the repercussions of a
bad harvest. Revenue expansion re-
covered to 30 per cent in 1981,
Higher indirect tax rates as well as
more buoyant household demand
and steep rises in the retail prices
of petroleum products permitted
this tax component to provide
almost 60 per cent of the total
increase in revenue. Increased pub-
lic enterprise prices and charges per-
mitted non-tax receipts to provide
another quarter of the increase.



This revenue source was expected
to grow more slowly in 1982,
Indirect taxation, the main revenue
source, was also expected to grow
more slowly in 1982 so that,
despite sustained improvements in
direct taxation, total revenue
growth in 1982 was likely to be
about 24 per cent,

2. Government expenditure and
deficit financing

Rates of growth of public
expenditure declined significantly
in most developing ESCAP coun-
tries and areas in 1981, Nepal and
the Republic of Korea were ex-
ceptions to this development, Offi-
cial outlays in Hong Kong, the
Philippines and Singapore were
sustained at high, although declin-
ing, levels in the same year. Leaving
aside the Maldives and Nepal, the
increase in government expenditure
in south Asia averaged almost 29
per cent in 1980 but less than 9 per
cent in 1981. The corresponding
figures for south-east and east
Asia — excluding the Lao People’s
Democratic Republic, the Republic
of Korea and Singapore. — for the
two years were 30 and 17 per cent,
respectively. For the developing
countries of the South Pacific, the
average rates of expenditure growth
reached 17 per cent in 1980 but
fell to less than 10 per cent in the
following year.

In relative terms, and adjusted
for inflation, government expendi-
ture in the large majority of devel-
oping ESCAP countries can be said
to have contributed to the decelera-
tion in the pace of growth in 1981-
1982. This restrictive policy stance,
necessitated by revenue constraints,
was generally achieved at the ex-
pense of development spending
which, with few exceptions, suf-
fered greater growth rate declines
than did current expenditure,
which is usually much more diffi-
cult to restrain. A qualification
must, however, be noted in this

connection. Development spending
had been rising at very high rates
in several countries of the region,
averaging approximately 42 per
cent per year over 1979-1980 for
the group comprising Bangladesh,
Burma, Hong Kong, the Republic
of Korea, Sri Lanka and the
ASEAN countries. Given the
various structural and resource
constraints on the developing
ESCAP economies, such a high
rate of public capital formation
was financially unsustainable, and
thus a retrenchment was to be

Budget deficits, which had ex-
panded in most of these countries
during the late 1970s, grew even
more rapidly in 1980. Deficit
spending in south Asia, for ex-
ample, rose on average by 23 per
cent in 1979 and by a further 48
per cent in 1980. This growing
imbalance between revenue and ex-
penditure was substantially reduced
in 1981 as a result of the restrictive
measures invoked on the expendi-
ture side, associated in some cases
with substantial revenue improve-
ments.

Table 1.21 Selected developing ESCAP economies. Annual growth rates
of development expenditure, 1978-1982

(Percentages)

1978 1979 1980 1981 1982
Bangladesh 20.9 315 474 1.9 264
Burma 50.9 398 182 14 v
China 502 -18 -219 -27.7 18.6
Fiji 0.2 149 10.7 39.7 -16.1
Hong Kong 88.1 359 56.5 343 539
India 14.0 122 19.0 21.3 9.4
Indonesia 18.5 571 474 17.3 240
Lao People’s Dem. Rep. . 284 209.3 13.5 siie
Maldives ovs -6.2 1464 -43 o
Malaysia 178 122 76.6 45.6 26.2
Nepal 20.7 95 16.7 18.3 492
Pakistan 10.1 18.7 29 185 7.5
Papua New Guinea 6.6 -8.9 61.1 1.0 61.0
Philippines 40.0 31.4 478 55.1 -14
Rep. of Korea 269 372 90.7 19.0 27.0
Singapore 12.7 19.8 56.5 29.2 I
Solomon Islands 74.0 12.7 17.9 12.9 R
Sri Lanka 143.8 433 582 -38 51.6
Thailand 11.8 16 378 6.0 29.8

Sources: National sources,

anticipated irrespective of the reces-
sion.

Although cutbacks in the rate
of growth of expenditure in 1981
were generally designed to exert a
restraining  economic  influence
throughout most of the developing
ESCAP region, some notable dif-
ferences appeared in overall policy
emphasis. By and large, the restric-
tive stance adopted in a number of
south Asian and South Pacific
economies and, to some extent
China, was intended primarily to
sustain or restore fiscal balance,

By comparison, the developing
economies in south-east and east
Asia, with the possible exception of
Thailand, attempted to generate
counter-cyclical momentum with-
in the overall restrictive fiscal posi-
tion. Public spending in Indonesia,
Malaysia, the Philippines and the
Republic of Korea grew at relative-
ly high rates during 1980-1981, As
a result, government deficits for
this group as a whole averaged 20
per cent of total expenditure for
this period, compared with about
13 per cent in 1979. Singapore
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Figure L7 Selected developing ESCAP economies. Overall budget balance as a percentage of total expenditure, 1977-1982
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Figure L7 (continued)
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Box 1.10 Austerity budgets

The largely external origins of the
slow-down experienced by the develop-
ing ESCAP region in 1981-1982 led to
growing awareness, especially in those
countries that are highly dependent
on export markets, that increased
rates of government spending cannot
be a sustainable policy response to
recession where the causes are of
exogenous origin., The alternative
response of austerity budgeting was
therefore increasingly resorted to.

The switch to austerity budget-
ing is exemplified by the case of Malay-
sia. Adverse external economic condi-
tions necessitated major accommodat-
ing adjustments in Malaysia's public
finances from the middle of the 1982
fiscal year. Reduced export demand
had serious adverse effects on both
direct and indirect tax revenue. This
factor, in conjunction with the provi-
sion of new indirect tax concessions
for various consumer items and
machinery under the 1982 budget,
contributed to a rise in total revenue
of only about 4 per cent in 1982.
This represented a substantial fall
from the revenue growth rate of
around 13 per centin 1981 and almost
33 per centin 1980,

As a result of this poor revenue
performance, appropriated government
expenditure was revised downward by
about 9 per cent from July 1982; and
disbursed development spending was
expected to be 19 per cent lower than
budget estimates after allowing for a
shortfall in project implementation,
Although cumrent spending was
reduced by 7 per cent from the
original budget allocation, the revised
level still represented an expansion
of 18 per cent over the actual 1981
level, In particular, expenditure of
direct benefit to lower-income groups
— such as petroleum, food and agri-
cultural subsidies — or earmarked for
priority projects remained largely un-
affected by the austerity measures.

The budget for fiscal year 1983
provides for a revenue growth of §
per cent, with most of the increment
coming from indirect taxation. The
overall deficit, at 36 per cent of total
expenditure including net lending, is
budgeted at about 5 per cent lower
than the 1982 level. However, current
spending is expected to rise by about
5.5 per cent, or SM894 million. As

a result of increased borrowing, debt
service charges are projected to grow
by S$M1,135 million or 41 per cent.
Total development spending for 1983
is planned to decline by about 9 per
cent on an appropriated basis. Public
investment, which accounts for about
70 per cent of the expected level of
development expenditure, is to be
reduced by 11 per cent in nominal
terms or 15 per cent in real terms.
Development appropriations for the
cconomic sector have been set 10
per cent lower than the allocation
for 1982, while those for social services
will fall by 28 per cent.

In a somewhat different situation,
Papua New Guinea had been pursuing
a counter-cyclical fiscal strategy within
a medium-term planning framework
since 1978. This policy stance called
for a steady growth rate of 3 per cent
in government expenditure in real
terms over future export cycles. Such
a rate was judged to be sustainable
from projected internal revenue expan-
sion, Australian aid flows and other
foreign capital receipts. However, the
inflation of 1980, attributable largely
to the impact of the second oil price
shock and local food supply problems,
was worse than had been projected
for the four-year rolling National
Public Expenditure Plan (1980-1983).
This necessitated the introduction of
a mini-budget to cover, among other
expenses, inflated costs of public
administration and investment. In
addition, the export depression since
1981 was more severe and prolonged
than expected. Increasing budget
deficits, on the one hand, and seriogs
reserve losses, on the other, resulted
in a modification and reassessment of
the Government's fiscal strategy.

The required adjustments, which
were originally expected to extend
over two years, were implemented
in the 1982 budget. Expenditure, at
712 million kina, represented a reduc-
tion of 3.4 per cent in 1982; it was
anticipated to fall by another 4 per
cent in 1983 (all in mid-1982 prices).
It became clear from the second half
of 1982, however, that revenue would
actually be about 5 per cent lower
than budgeted. Planned expenditure
was subsequently reduced by a further
4 per cent so as not to enlarge signif-
icantly the overall budget deficit.

Most of the revised cutbacks
related to capital spending, whose
disbursed total, at 16 million kina
as at June 1982, had been far below
the appropriation of almost 60 million
kina. As a matter of fact, public
expenditure on capital works and their
maintenance remained largely constant
in nominal terms over 1980-1982,
implying a significant fall in real terms
given the rate of inflation of around
9 per cent during 1980 and 1981.
However, the budgetary share of
such expenditure fell from 15.3 per
cent to 125 per cent over the same
period. The ratio for 1982 was expect-
ed to be considerably lower after full
implementation of the downward
expenditure revisions noted above.

The 1983 budget provides for
a fall in internal receipts by 5 per cent
in current value and over 11 per cent
in real terms. Yields from new revenue
measures, at 10.6 million kina, will
be equivalent to less than 3 per cent
of internal receipts and about 1.3
per cent of appropriated spending,
The overall deficit (net of Australian
aid), is expected to rise by 16.5 per
cent to become equivalent to about
10 per cent of 1983 GDP. Capital
spending for 1983 will be 11 per cent
lower than the 1982 appropration;
it will thus have fallen by more than
30 per cent in real terms by the end
of 1983, Expenditure on both capital
and maintenance works will be nomi-
nally about § per cent lower than
the 1982 level. At the same time, an
increasing proportion of current out-
lays is being absorbed by the rising
burden of debt services; for instance,
interest payments overseas, made more
burdensome by the appredation of
the United States dollar, doubled
between 1980 and 1982,

The steady erosion in the value
of available resources for current
expenditure necessitates, among other
departmental cuts, an expected re-
trenchment of some 3,000 public
servants during 1983, Total spending
is expected to fall by 5 per cent in
real terms during 1983. Furthermore,
real government expenditure for 1984
would be reduced by another 3 per
cent. Thereafter, a public expenditure
growth rate of only 1 per cent per
year has been judged sustainable in
the mid-1980s.




Figure L8 Selected developing ESCAP economics.  Share of external financing in overall deficit, 1977-1982
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maintained public expenditure
growth at an annual average rate of
almost 24 per cent over 1980-1981,
much higher than the regional
average, even more so when
matched with Singapore’s low infla-
tion rate; nevertheless, Singapore
was able to maintain a budget
surplus. Similarly, Hong Kong
maintained its budget surplus,
though the surplus eroded steadily
from 53 per cent of public expendi-
ture during 1980 to about 7 per
cent two years later.

Increasingly unfavourable con-
ditions on both the international
and domestic fronts impinged signif-
icantly on the ability of the south-
east and east Asian economies to
maintain  their counter-cyclical
fiscal policy positions in 1982,
Revenue constraints and the dan-
gers posed by continued deficit
finance forced these countries,
except for Hong Kong and
Singapore, to reduce the rate of

expenditure growth. Government
spending thus grew in 1982 by an
average of 11.6 per cent, about half
the rate of 1981. The ratio of
budget deficit to total expenditure
in Malaysia was expected to stabi-
lize in 1982, while the ratios in
Indonesia, the Philippines and the
Republic of Korea fell from an
average of 17 per cent in 1981 to
13 per cent.

In a number of countries,
including Bangladesh, Indonesia,
the Lao People’s Democratic Re-
public, Maldives, Nepal, Papua New
Guinea, Samoa, Solomon Islands
and Tonga, among others, external
sources of finance in the form of
loans or grants have for some years
covered a large part of the overall
budget deficit. In others, such as
Fiji, Malaysia, Pakistan and Sri
Lanka, external financing has be-
come more prominent since 1980,
As the international recession has
persisted and deepened, making the

Table 1.22 Selected developing ESCAP economies. Quarterly changes in

consumer prices, 1981-1982

(Percentage change over same quarter of previous year)

1981 1982

Q1 Q2 Q3 4 Q1 Q2
Afghanistan -11.1 11.3 14,7 11.8
Bangladesh 11.1 143 132 142 155 8.9
Burma -03 -3.1 -0.1 48 29 4.8
Fiji 14.1 105 10,6 99 8.0 7.7
Hong Kong 12.7 14.6 14.1 15.5 13.1 11.3
India 122 13.6 13.6 129 10,0 7.0
Indonesia 169 13.6 11.0 8.1 10.6 9.1
Iran 25.6 277 227 21.1 204 152
Malaysia 84 109 10.1 9.1 7.5 5.6
Nepal 12,9 128 12.3 11.6 9.0 9.6
Pakistan 15.1 145 135 12.4 109 9.6
Papua New Guinea 11.0 89 7.1 55 4.7 45
Philippines 138 104 124 118 13.6 143
Rep. of Korea 28.6 249 248 149 9.6 6.6
Samoa 328 258 24.0 20.3 — e
Singapore 5.6 7.7 95 9.8 9.1 44
Solomon Islands 164 198 16,5 134 15.1 12,7
Sri Lanka 206 174 163 179 15.0 11.8
Thailand 149 124 118 11.6 8.4 52
Tonga 215 17.3 114 10.7

Sources: International Monetary Fund, /nternational Financial Statistics, various
issues, and United Nations, Monthly Bulletin of Statistics, various issues.
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acquisition of foreign financing in-
creasingly problematical, these
countries’ budgetary prospects have
become especially clouded.

Though deficit financing by
means of foreign grants and loans
is generally less inflationary than
reliance on domestic debt, it may
carry heavy longer-term implica-
tions. The high cost of international
capital in recent years is, in fact,
one reason for the efforts that were
made throughout the region in
1982 and the immediately preced-
ing years to slow down the rate of
increase in government deficits.
Interest payments, for example,
tripled in the Republic of Korea
and Sri Lanka, and doubled in
Burma, Malaysia, Pakistan, Papua
New Guinea, the Philippines and
Thailand, among other countries,
between 1979 and 1982.

A related cause for concern
was that the volume of available
foreign resources would decline in
1983, especially on concessional
terms. This would measurably
complicate short-term stabilization
efforts as well as long-run structural
adjustments in many countries of
the region. Furthermore, prospects
for substantially higher levels of
domestic resource mobilization,
through either fiscal or monetary
instruments, were by no means
promising, especially if the past
experience of the majority of
developing ESCAP countries was to
serve as a guide. Such a concern
appeared to be one of the principal
reasons behind the 1982 modifica-
tion of policy stances favouring
deficit spending for stabilization in
several countries of the region.

F. PRICES, WAGES AND
MONEY SUPPLY

With few exceptions, the rate
of increase of consumer prices in
the developing ESCAP region ac-
celerated significantly during 1980,
remained at a high level into the



first half of 1981, and thereafter
abated in many countries. Although
the principal causes of this infla-
tionary spurt varied from country
to country, several factors of wide-
spread influence can be identified.
These include the impact of the
second oil price shock and the com-
modity price boom of 1979-1980;
the resurgence of inflation in the
major industrialized countries, fol-
lowed by price increases for im-
ports from these countries; short-
falls of varying magnitudes in
foodgrain production in some south
Asian economies; the removal or
loosening of price controls in cer-
tain developing ESCAP countries;
and high rates of monetary expan-
sion in many countries of the
region.

The pattern of inflation in the
region during the early 1980s dif-
fered from that of the earlier
serious inflationary bout of 1973-
1974 in several respects. First, rates
of increase in consumer prices were
generally much lower than during
the earlier crisis, Secondly, dif-
ferences among countries of the
region were much less pronounced,
particularly because food shortages
played a less important role in
1980-1981. Third, the inflationary
spurt over this period extended
generally for less than two years
as compared with between three
and four years for the earlier
inflation. These factors imply not
only the lesser magnitude of the
inflation-generating forces of the
early 1980s but also indicate both
the improved capacity of policy
makers in the region on the basis
of their earlier experience to con-
trol inflationary pressures and their
increased readiness to use the avail-
able array of instruments,

The resurgence of inflation
throughout much of the developing
ESCAP region in 1979 and 1980
called forth a variety of fiscal and
monetary responses. These policy
measures appear to have been
reasonably successful in contribut-

ing to lower rates of price increase
over much of the region in the
second half of 1981 and in 1982.
At the same time, however, they
also had a restraining impact on
domestic economic activity and
hence on labour demand and ag-
gregate income growth, particularly
in those countries pursuing export-
oriented growth strategies.

With some exceptions, infla-
tion rates tended to peak during
the second or third quarters of
1981. From then on, though still
high in a few ESCAP countries,
they receded rapidly. For much of
the region a reasonable degree of
price stability had been achieved
by mid-1982, with annual inflation
rates of between 5 and 9 per cent
being typical for many countries,
including Bangladesh, Burma, Fiji,
India, Indonesia, Malaysia, Papua
New Guinea, the Republic of
Korea, Singapore and Thailand.
Improved food supplies, more
stable oil and import prices, re-
duced wage pressures and monetary
and fiscal restraint all contributed
to this result. One factor that did
not contribute to the stabilization
process was import prices, as the
price inflation in the industrialized
countries had barely started to
abate.

In a few developing ESCAP
countries, however, the rate of
price increases remained in the
double-digit range at mid-1982.
These economies included Hong
Kong, Iran, the Philippines, Solo-
mon Islands and Sri Lanka. In
Burma, which had been experienc-
ing very mild price change, inflation
tended to increase in mid-1982, but
the annual rate nevertheless remain-
ed low in comparison with that of
most other regional countries.

Supply disruptions due to the
continuing conflict with Iraq lay
behind the persistence of severe
inflation in Iran in 1982 at rates
much higher than experienced else-
where in the region. In Sri Lanka,
though price increases had fallen

well below the rate of around 20
per cent reached in early 1981, in-
flation threatened to resurge in the
latter part of 1982 as a result of
increases in prices of basic food and
other consumer items. In Indonesia,
the rate of consumer price expan-
sion, which had fallen steadily since
the third quarter of 1980, rose by
over 2 percentage points in the first
quarter of 1982, but this was large-
ly due to a rise of 60 per cent in
retail prices for petroleum because
of the reduction of subsidies to
reduce the drain on the public
budget. Similar changes in subsi-
dies, charges for public services and
centrally administered prices in a
number of other countries, in-
cluding Pakistan, the Philippines
and the Republic of Korea, lay
behind sharp though once-for-all
upward price movements in those
countries in 1981 and early 1982,

In the South Pacific economies
of Fiji, Papua New Guinea, Samoa,
Solomon Islands and Tonga, higher
import and food prices were the
major force behind the upsurge
in inflation experienced in early
1980, but Fiji, Papua New Guinea
and Tonga were successful in bring-
ing price increases under control
during 1981 and 1982. Samoa also
had some success, but its annual
rate of inflation, though well below
that of 1980, remained one of the
highest among the developing
ESCAP countries in 1981. In
Solomon Islands, the inflation rate
was also relatively high. The
Solomon  Islands dollar was
devalued by 10 per cent in August
1982; thus domestic prices were
expected to rise even more rapidly
in late 1982 and early 1983,

For the developing ESCAP
region as a whole the general pic-
ture that emerges is one of consid-
erable counter-inflationary success
through 1981 and 1982, an achieve-
ment which stands in marked con-
trast to that of most of the rest
of the developing — and developed
— world.
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There were reasons to believe,
however, that inflation in several
regional economies might pick up
again in late 1982 and early 1983.
One reason was the likely failure
of increases in taxes, rates and
charges in those countries to have
much impact where fiscal adjust-
ments are usually introduced in the
second half of the year. Moreover,
foodgrain output in several coun-

tries was affected by adverse
weather conditions in 1982, creat-
ing upward pressure on prices.
There were concerns, too, that
possible adverse exchange rate
movements in some countries
would also generate upward adjust-
ments of domestic prices.

The policy responses of the
monetary and fiscal authorities in
the developing ESCAP economies

Figure L9 Selected developing ESCAP countries. Quarterdly changes in consumer

prices, 1980-1982 (annualized rates)
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contributed significantly to the
observed slow-down in consumer
prices throughout much of the
region starting in the second half
of 1981. Generally, 1981 witnessed
two contrasting patterns of be-
haviour of the monetary variables.
Rates of growth of money supply
(defined narrowly as issued cur-
rency held by the non-bank public
plus demand deposits at commer-
cial banks, otherwise known as Ml)
slowed down markedly in most
economies of the region, The slow-
downs were greatest in Hong Kong,
Papua New Guinea, the Philippines,
the Republic of Korea and Thai-
land. In fact, the money supply fell
in absolute terms in Papua New
Guinea and expanded by less than
5 per cent in the other four.

This relatively more restrained
behaviour in 1981 contrasted sharp-
ly with the very high monetary
growth rates that had marked 1977-
1979. During that period, money
supply had generally grown by
between 14 and 20 per cent per
year in the developing ESCAP
countries, with a regional mean of
about 17 per cent.

The second pattern of mon-
etary behaviour observable in the
majority of the region’s developing
economies relates to the increasing
rates and, in some cases, the
sustained high pace of accumula-
tion of time and saving deposits
in 1981, This is largely attributable
to the series of upward adjustments
in domestic interest rates which
were induced by substantial in-
creases in overseas interest rates in
the same year. Such a development
represents policy decisions in
favour of a tight monetary stance
both to contain internal inflation,
which had become a major issue
by 1980, and to limit the current
and overall payments deficit arising
out of low commodity export
prices and import inflation. As a
matter of fact, the restrictive im-
pact of high interest rates was sup-
plemented Ry restraints on the



aggregate quantity and sectoral
allocation of consumer and business
credit through other tightened
monetary measures, and also
through austerity budgets in several
regional economies.

Levels of domestic liquidity in
Malaysia, Papua New Guinea, the
Philippines and the Republic of
Korea during 1981 would have
been considerably lower but for the
expansionary effect of the govern-
ment budgets. Monetary expansion
from government fiscal activities
partly offset the steep fall in net
external assets encountered by
these countries as a result of re-
duced export eamings. Private
sector credit rose during 1981 by
between 4 and 5 per cent in the
Philippines and the Republic of
Korea. Private credit extension fell,
however, in both Malaysia and
Papua New Guinea in 1981, with
the depressed demand for credit
continuing into 1982,

In Fiji, India, Indonesia and
Pakistan, bank loans to the private
sector registered significant in-
creases in 1981. The main factors
responsible in India and Pakistan
included improved foodgrain as
well as cash crop production and
higher industrial output, which
involved increased financing re-
quirements for procurement, stock-
ing, and internal and foreign trading
purposes. A significant upturn in
primary production, particularly
sugar and commercial fisheries, and
increased lending to the services
sector motivated the private sector
credit upswing in Fiji during 1981.
Indonesia saw a rapid increase in
loans to small indigenous enter-
prises. Bank lending to the private
sector in Singapore, although one
fifth higher than that of 1980,
showed a marked deceleration
compared with earlier years. The
reduced rate of growth of private
demand for bank accommodation,
however, was more than offset by
a massive expansion in government
sector borrowing requirements.

In sum, a relatively restrictive
monetary stance, including high in-
terest rates, contributed significant-
ly to a noticeable moderation of
domestic inflation in many develop-
ing ESCAP economies during 1981
and 1982. This positive achieve-
ment, however, must be assessed
in the light of the adverse impact of
high interest rates on investment
demand and employment growth.

Furthermore, the maintenance of
high interest rates was heavily in-
fluenced by international financial
conditions. The scope for independ-
ent monetary intervention geared
exclusively to national economic
considerations would have been
guite limited in the face of dif-
ferent external financial conditions.
In fact, the possibility of serious
conflicts between domestic policy

Figure L9 (eontinued)
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Table 1.23 Selected developing ESCAP economies. Changes in the supply
a
of moncy,” 1977-1982 Box 1.12 The structure
{Percentages)
End of year (change from end End of period (change Tiid dnd anvingn: dépadis (s
of previous year) from end of previous money, or M) accumulated at very
December) high rates in many 1:;:,:!:1qu5 ESCAP
countries during 1980 and in the
1977 1978 1979 1980 1981 June I981 June 1982 relatively depressed year of 1981.
Expansion rates for 1980 and 1981,
Afghanistan 296 205 194 164 152 6.0 respectively, averaged 26 and 28 per
Bangladesh 26.6 254 254 9.0 10,1 6.6 -4.2 cent in south Asia, and 34 and 27
Buirma 36 122 i1.1 128 153 10.5 ce s per cent in south-east and east Asin,
China Vi - 269 48 164 55 -B.8 A number of economies in both sub-
Fiji -1.7 18.0 13.0 -9.7 19.3 9.4 -39 repions recorded significandy higher
Hong Kong 87 112 T 157 4.1 -1.2 a2 rates of growth in quasi-money than
India 168 -11.7 122 15.7 138 114 P these averages, In marked contrast,
Indonesia 252 240 333 Sl 292 117 s.b the mtes of growth of money supply
Malaysia 165 182 172 15.0 129 1.7 4.6 (My) for these two years amounted to
Nepal 181 139 152 130 118 151 P 15 and 12 per cent in south Asia and
Pakistan 174 18.1 2.4 173 B4 2.1 10.2 20 and 11 per cent in south-east and
Papua New Guinea 255 57 92 32 .30 -72 -3.0 Gast A s
Philippines 237 134 11.2 19.6 43 -2.4 -4 5 It would thus appear that in-
Rep. of Korea 40,7 249 207 163 4.7 -2.5 58 creases in time and savings deposits
Samoa 22.1 16.2 26.7 359 16.2 e aaa took place at the expense of the
Singapore 10,3 116 158 7.5 180 g.1 2.3 growth in demand deposits and cur-
Sri Lanka 290 106 296 221 66  -37 11.1% rency in circulation, In the Philippines,
Thailand 93 194 157 139 1.7 -3.1 0.3 the Republic of Korea, Singapore and
Sources: International Monetary Fund, fnfernational Finameial Stanistics, various f;:i“L::.k':u:;fm?;::pﬁ' :I:I:J am:
o otes: "3 Cusrency in clrculation plus demand deposits (My) as of end of period. | 100K Srow steadily from S8 per cent
b My 1982, 1 © |in 1979 1o 61 pur cent in 1980 and
65 per cent in 1981,

With the experience of virtually
continuous inflation since the early
1970s, Governments of many develop-
ing ESCAFP countries, characteristi-
cally the largest single employers of
labour in their economies, have tended
to assume greater leadership in deter-
mining wage levels.

Under this growing influence, the
rate of upward adjustments to nominal
wages and salares modenited in devel-
oping ESCAP economies during 1981,
Reduced mates of growth of nominal
wages and salaries were in many cases
equivalent to constancy or, more
frequently, a fall of varying magnitude
in the real earnings of workers, This
development complemented the in-
creasingly restrictive fiscal and mone-
tary poley stance by Governments
throughout the region.

For example, the real value of
average wage mates in the manufactur-
ing and agricultural sectors declined
marginally during 1981 in Bangladesh ®

% Bangladesh, Bangladesh Bureau of
Statistics, Monthly Sratistical Bulletin
of Bangladesh, vol. XI, No.2 (Febru-
ary 1982), p. 14,

Box 1.11 Reduced wage pressures

An appreciable increase in government
sector basic wages and salaries, averag-
ing between 20 and 30 per cent, was
instituted in July 1981; this was in-
tended, however, to compensate for
the substantial loss in real earnings, as
public servants in Bangladesh had not
had any salary adjostment since July
1977. In Sri Lanka, real remuneration
of agriculiural and Wages Board
Trades workers fell by 10 to 12 per
cent in 1981, Those of employees in
industry and commerce, however,
showed a 9 per cent improvement;
this was attributable largely to rising
labour demand associated with invest-
ment expansion in those sectors.

In August 1981, minimum wage
rates in Thailand were raised by 11-18
per cent, and a wage and slary rise
of 16-17 per cent in the government
sector was instituted in January 1982,
These nominal increases were, how-
ever, handly sufficient to compensate
for the sharp increase in the cost of

® Sri Lanka, Central Bank of
Ceylon, Central Bank of Ceplon Bulle-
tin, vol.32, No.B (Auvgust 1982),
table 45,

living that had occurred during 1980-
1981. Malaysin was able to avold any
increase in the wages and salaries of
government employees and in private
sector remuneration during 1981.5 In
the Philippines, following the rise of
nominal average monthly earnings of
workers by about 25 per cent in 1979,
wage moderation became evident in
1980, with adjustments averaging less
than 20 per cent, with further modera-
tion in 19819 Several allowances
were  integrated into  basic  pay
schedules to reduce the erosion of
labour earnings, but the official mini-
mum wage in urban areas, for example,
increased by only 10 per cent, while
salaries were adjusted at the reduced
rates of between 10 and 15 per cent
for governmeént employees, including
teachers.®

Nominal monthly earnings of

“ Malaysia, Ministry of Finance,
-E'n;;li'mic Report  1981/82 (1981},
p. 131,

9 philippines, Central Bank, Thirty
Second Statistical Bulletin 1980
(1981), pp. 266-267.
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of financial assets

Ratio of quasi-money to total money
stock,® 1977-1982
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The most important factor behind
the rapid accumulation of time and
savings deposits was apparently the
serics of upward adjustments in in-
terest rates during 1980-1981. For
example, the London inter-bank offer
rate on United States dollar 3-month
deposits averaged 16.34 per cent per
year during this period but reached 18
per cent between April and September
1981 This external financial develop-
ment was followed by significant
movements in lending rates and the
structure of financial assets in many
developing ESCAP economies. Interest
rate adjustments were necessary, on
the one hand, to reduce capital out-
flows and sustain capital inflows and,
on the other, to contain local credit
demand, particularly from domestic
borrowers with access to external

* By comparison, the corresponding

rates for 1978 and 1979 were 885
and 12.09 per cent, respectively,
International Monetary Fund, /nter
national Financial Statistics, various
issues.

money markets. For example, bank
lending and deposit rates, including
returns on postal deposit accounts
and inter-bank offer rates, were raised
by between 1.5-2 percentage points
(India and Malaysia) and 7 percentage
points (Sri Lanka) during late 1979
and early 1982. For the most part,
however, the increase in the develop-
ing ESCAP region was 3-5.5 percent-
age points.

These adjustments were, by past
standards, exceptionally steep; in-
decd, the gap between deposit and
inflation rates (i.e., the real rate
of interest) became positive or widened
substantially in many ¢conomics of the
region in 1981 and the first half of
1982, Domestic propensities to save
were thus stimulated, implying a
compensating decline in consumption
demand. The very high interest rates
charged on bank loans and advances
also affected investment demand
adversely. The total level of domestic
credit was depressed or rose only
marginally in many countries of the
region during 1981, and in several
cases also in carly 1982,

mining and manufacturing workers
in the Republic of Korea were in-
creased by an average of 35 and 29
per cent in 1978 and 1979, respective-
ly. The average rate of wage increase,
however, slowed down to 23 per cent
in 1980, a year of reduced economic
activity, and to 20 per cent in 1981.f
Nominal average daily wages (including
fringe benefits) of workers in various
manufacturing industries, public utili-
ties, warehousing and motor vehicle
repairing services in Hong Kong ex-
panded by 17.1 per cent in 1979
and slowed down marginally to 162
per cent in 1980 and 16.3 per cent
in 1981.2 Given the relevant rates of
inflation in these economies, labour
earnings in real terms fell considerably
in the Republic of Korea during both
1980 and 1981, while those of Hong

© Philippines, National Economic
and Development Authority, 1980
Philippine Development  Report
(1981), p.28, and 1981 Philippine
Development Report (1982), p. 25.

f Republic of Korea, Bank of Korea,
Economic Statistics Yearbook of 1982
(1982), p. 276.

Kong improved by about 1.5 per cent
in each of these two years.

In 1981, the Government of
Singapore accepted a recommendation
of the National Wages Council for a
marginal two-tier increase in monthly
wages. This consisted of $S32 per
month plus an additional amount of
between 6 and 10 per cent; a further
additional amount equivalent to 2 per
cent of the group monthly wage bill
of June 1981 was to be distributed
among meritorious performers. For
the fiscal year 1982/83, a more modest
wage increase was set, amounting to
$S18.50 plus an extra 2.5 to 6.5 per
cent depending upon merit.”

£ Hong Kong, Census and Statistics
Department, Hong Kong Social and
Economic Trends 1970-1980, p.22
and Hong Kong Monthly Digest of
Statistics (June 1982).

b rbid.

i Singapore, Singapore International
Chamber of Commerce, /nvestor's
Guide to the Econcomic Climate of
Singapore (July 1981), p. 38, and (July
1982), p. 44,

needs and those necessitated by
international  cconomic  factors
could rise to the fore in some re-
gional economies as financial ad-
justments are undertaken in 1983
in the industrialized economies.
This possibility should become an
increasing cause for concern to
policy makers in the region as
the global recession continues.

G. EXTERNAL TRADE AND
PAYMENTS

The continuing recession in the
industrial countries and the conse-
quent weak international demand
for exports and falling commodity
prices had severe repercussions on
the trade and payments positions of
virtually all the developing ESCAP
economies in 1981 and 1982, These
problems were compounded by
continuing inflation and high in-
terest rates in the industrial coun-
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tries as well as by exchange rate
movements, all of which contrib-
uted to a worsening of the terms
of trade for the developing ESCAP
region. These developments also
played an important role in increas-
ing the developing ESCAP coun-
tries’ external debt servicing prob-
lems. For oil-importing developing
countries, these adverse effects
were mitigated somewhat in 1982
by a fall of 9 per cent in the real
price of petroleum after the sub-
stantial increases of 1979-1981.
However, this was not sufficient
in most cases to offset the losses
suffered on account of depressed
export prices of other commodities.
Furthermore, falling petroleum
prices had adverse effects on the
trade balances of Malaysia and par-
ticularly the major petroleum ex-
porters in the region, Indonesia and
Iran,

1. Merchandise exports

Most oil-importing developing
countries of the ESCAP region

shared in the expansion of world
trade during the late 1970s as
the recovery from the 1974-1975
recession proceeded, with export
growth rates for most of them
exceeding the world average during
this period. Though many countries
in the region maintained high rates
of increase in 1980, the momentum
had begun to weaken, and under
the impact of depressed commodity
prices the rate of increase in the
value of exports of the developing
ESCAP countries with few excep-
tions declined markedly in 1981.
Indeed, for a number of countries
(Fiji, Malaysia and Papua New
Guinea in particular) the absolute
value of exports actually fell in
that year. That was also true of
Iran, though in that case the
decline represented a continuation
of a trend that had been in evidence
since 1978. Mainly because of
reductions in the volume of oil
production, the value of exports
from Iran in 1981 was barely 38
per cent of what it had been in
1977.

Table 1.24 Selected developing ESCAP economies. Changes in value

of exports (f.0.b.), 1977-1982
(Percentages)

1977 1978 1979 1980 1981  __ 1982%
Qi Q2
Afghanistan sS4 22 519 490 164 A
Bangladesh 44 224 136 212 4. -16.2
Burma 171 322 291 203 .22 176
China Sp ldse dod 839 274 28.7 o
Fifi 417 105 290 467 -175 -153  -82
Hong Kong 129 194 318 301 103 10 -05
India 150 44 181 64 -17 11.5 %
Indonesia 270 7.3 339 405 16 -5.1 -14
Iran 32 -85 -105 -283 -26.1 -24.6 = -
Malaysia 166 230 494 194 -102 -8.1 S
Pakistan 09 256 394 259 113 337 -9.3
Papua New Guinea 257 45 236 170 -176 -23.1 s
Philippines 224 87 343 258 -12 -19.3 S
Rep. of Korea 302 265 184 163 214 54 0.9
Singapore 251 230 404 386 62 04 7.4
Sri Lanka 346 109 160 -58 121 -8.3
Thailand 168 170 298 230 82 7.1

Sources: United Nations, Monthly Bulletin of Startistics, vol. XXXVI, No.11
(November 1982), and International Monetary Fund, International Financial Statistics,

various issues.
Note:
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& Change over the corresponding quarter of 1981,

Fiji experienced the most
dramatic turnabout, with export
values declining by 17 per cent in
1981 after a rise of 47 per cent in
1980. This highlights the problem
facing small economies dependent
upon one or two primary commodi-
ties (in this case sugar), the export
prices of which can be very un-
stable and highly sensitive to
changes in world supply. Sugar
prices reached record levels late
in 1980 but declined rapidly during
1981 and by mid-1982 were less
than 25 per cent of what they had
been at the peak. The decline in
commodity prices during 1981 was,
however, fairly general and thus
even those economies with more
broadly based primary commodity
export structures than that of Fiji
also encountered serious declines in
export earnings, A leading example
is Malaysia, the value of the exports
of which fell by over 10 per cent in
1981 compared with an increase of
more than 19 per cent in 1980,
largely because of lower returns
from most of its major exports,
including logs and sawn timber,
rubber and tin.

Export receipts of Papua New
Guinea fell by nearly 18 per cent in
1981, with all major exports, in-
cluding copper concentrate, copra,
cocoa and coffee, showing lower
returns. Thailand, however, fared
better than most. Reduced earnings
from rubber and tin exports were in
part offset by higher rice prices
and higher export volumes of rice,
maize, tapioca and sugar.

Rice was virtually the only
primary commodity with higher
prices on average during 1981 by
comparison with those prevailing in
1980, though even in this case
prices began to fall in the middle of
the year and continued to do so
into the first half of 1982, Jute,
wheat and palm oil prices showed
little change from 1980 levels,
but prices of a number of other
commodities, such as cocoa, coffee,
rubber, coconut oil, copra, copper



and tin, fell significantly, with the
declines ranging from 15 to 25 per
cent. For some, the fall continued
a declining trend that had already
become manifest in 1980. For most
commodities the slide continued
into 1982, though for a number,
such as some foodstuffs, fibres and
lumber, it appeared by the second
quarter of the year that the rate of
decline had moderated.

Overall, commodity prices fell
by more than 12 per cent on
average in 1981, This was the
steepest annual fall in more than
three decades, except for 1975,
when prices dropped by 18 per
cent. The appreciation of the
United States dollar in 1981 to
some extent overstated the extent
of the decline in prices expressed
in that currency. According to esti-
mates by the International Mone-
tary Fund, the decline in real terms
was of the order of 10 per cent.
Real prices in 1981 were lower by
6 per cent than in 1975 and were
probably the lowest for any year
during the fcriod since the Second
World War.

The decline in prices affected
virtually all developing ESCAP
economies, the extent of the im-
pact depending upon the composi-
tion of commodity production and
the relative importance of dif-
ferent commodities in exports as a
whole. In addition, for those devel-
oping ESCAP countries that had
succeeded in building a solid
export-oriented industrial base,
weak export demand for manu-
factures and increased import bar-
riers against such goods in industrial
countries seriously impeded export
growth in 1981 and 1982, Informa-
tion on export performance of the
developing ESCAP economies in
1982 remained fragmentary at year-
end, but available data suggested
that, given the continuing depressed

B International Monetary Fund, World
Economic Outlook (Washington, D.C.,
April 1982), p. 137.

levels of commodity prices and the
stagnation of world trade, the value
of exports for most countries
would be lower than it had been in
1981.

2. Imports

A partially redeeming feature
of the otherwise difficult external
trade situation created by the
slow-down in export growth in the
developing ESCAP region was the
slow-down in import growth. The
growth of imports for most of the
region in 1981 was well below the
rates of increase recorded in 1979
and 1980. One major reason is that
import values had been profoundly
affected by increases in oil prices

in 1979 and 1980, whereas this
inflationary influence declined to a
much more modest level in 1981.
For the non-oil developing
countries of the region, oil imports
constituted about one fifth of total
import value in 1981, the ratio
ranging from 10 per cent in Malay-
sia and Nepal to about 45 per cent
in India.* The rate of growth of oil
import volume into the developing
ESCAP region is estimated to have
fallen from 4 per cent in 1979 and
1980 to only 1 per cent in 1981,
reflecting the slow-down in in-
dustrial activity in some countries
and intensified efforts at energy

* vid., p. 90.

Table 1.25 Changes in world export prices of primary commodities, 1978-

1982
(Percentages)
978 1 1 Lo
1 979 980 1981 o1 )
Primary commodities
excluding petroleum -7.6 120 154 -122 -134 -12.4

Foodstuffs -164 72 189 -170 -16.1 -15.4
Wheat 188 250 116 0.9 -10.6 -10.1
Rice 256  -6.1 293 134 -34.5 -41.8
Maize 283 214 193  -76 -12.7 -7.1
Coffee -349 6.1 .12 -197 -6.8 -8.5
Cocoa -159 -6.2 -21.0 -208 0.6 -13.0
Tea -20.5 -0.6 1.9 -8.1 -5.1 -54
Pepper -94 -80 -7.0 -21.5 -9.6 -7.1
Sugar -2.5 231 1896 -39.6 -50.0 -50.0

Agricultural non-food 106 199 63 -1038 -19.2 -14.7
Copra 164 429 -327 -169 -177 -11.5
Coconut oil 216 408 -332 -176 -119 -12.3
Palm oil 140 130 -135 -0.7 -18.1 -18.6
Lumber 10.1 19.0 - -16.6 -20.1 <175
Logs 134 328 267 ~-125 -84 -6.5
Cotton -1.6 64 173 <77 -26.1 -19.5
Jute 23.6 0.9 -2.7 B -0.9 1.8
Natural rubber 212 282 114 -245 -358 -26.8
Tobacco 6.3 102 sS4 131 177 177

Non-ferrous metals 8.5 354 9.9 -17.0 -94 -13.6
Copper 47 450 99 -203 -142 -17.6
Nickel -1.7 3041 258 0.5 -7.5 -1.5
Tin 182 186 103 -146 39 -3.7

Crude petroleum - 453 735 102 -3.4 -5.2

Source: United Nations, Monthly Bulletin of Statistics, vol. XXXVI, No. 10

(October 1982).

Note: * Change over the corresponding quarter of 1981,
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Table 1.26 Selected developing ESCAP economies. Changes in value of

imports (c.i.f.), 1977-1982

(Percentages)
1982°

1977 1978 1979 1980 1981 01 02
Afghanistan 484 372 07 345 -523 1.3
Bangladesh 50.1 14.1 133 710 -0.8 184
Burma 593 528 -297 6.0 59 26.5
China 5es o 439 246 57 -25.2 4%
Fiji 16,7 156 324 196 124 -21.3 -21.3
Hong Kong 17.7 286 274 308 10.1 -32 16.0
India 157 189 291 389 55 4.3 e
Indonesia 9.8 74 76 504 225 321 335
Iran 136 -75 -28.1 258 -7.0 -20.8 ofere
Malaysia 173 303 336 402 8.2 1.8 R
Pakistan 129 339 235 319 - -7.1 <73
Papua New Guinea 319 192 166 298 9.2 3.7 '
Philippines 80 204 286 168 28 8.6 Cia
Rep. of Korea 232 385 358 96 172 -4.7 -9.7
Singapore 154 246 352 360 149 8.9 28
Sri Lanka 285 33,6 542 400 -11. -20.7 cole
Thailand 299 160 336 282 8.1 -18.8

Sources: United Nations, Monthly Bulletin of Statistics, vol. XXXVI, No. 11
(November 1982), and International Monetary Fund, /nternational Financial Statis-

tics, various issues.

Note: * Change over the corresponding quarter,

conservation and development of
indigenous  energy sources in
many.5 Furthermore, oil prices in
1982 were expected to be slightly
lower than in 1981; this should
help to ease further the burden of
oil imports in developing ESCAP
economies.

Changes in the value of imports
in developing ESCAP countries in
1981 followed varying patterns.
Imports into Bangladesh fell slight-
ly in nominal terms but, given the
rise in import prices of about 12
per cent, the real value of imports
was much lower. The brunt of the
decline was borme by imports of
capital and intermediate goods
rather than food and petroleum,
so that the adverse effects were
most sharply felt on the country’s
development programme. Import
values declined also in Sri Lanka
by about 11 per cent from SUS
2,029 million in 1980 to $US1,803
million in 1981. Import volumes of
rice, wheat, flour and fertilizer were

 Ibid., p. 90.
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all down. In India, the sharp fall in
import growth in 1981 came largely
as a consequence of improved do-
mestic production of basic raw ma-
terials such as petroleum, fertiliz-
ers, steel, non-ferrous metals and
edible oils. The decline in import
growth was also particulary strong
in Malaysia, Pakistan and Thailand.
The Republic of Korea, however,
went against the general trend with
an increase in the rate of import
growth from nearly 10 per cent in
1980 to over 17 per cent in 1981,
To an important extent, this re-
flected the general recovery of the
economy of the Republic of Korea
from the depressed economic con-
ditions that had prevailed in that
country in 1980.

The behaviour of imports in
1982 was difficult to determine on
the basis of the limited data avail-
able at end-year. Lower rates of
growth for Fiji, Hong Kong,
Pakistan, Papua New Guinea, the
Republic of Korea, Singapore and
Sri Lanka seemed to be indicated,
especially for consumer goods im-

ports, while for Indonesia a higher
rate of import growth appeared
likely, especially for capital goods,
as that country pressed ahead with
a number of large-scale develop-
ment projects.

As a result of the sharp break
in import growth trends, the
general fall-off in growth rates of
exports did not for the most part
lead to substantial increases in trade
deficits in the region in 1981.
Marginal increases were recorded by
Bangladesh, Pakistan and Thailand,
while decreases appeared for India,
Indonesia, Nepal, the Republic of
Korea and Sri Lanka. The dete-
rioration in Malaysia’s trade balance
in 1981 was particularly severe,
moving from a surplus of $US2 255
million in 1980 to a deficit of SUS
330 million. Fiji, Papua New
Guinea and Singapore also recorded
significant increases in their trade
deficits.

For the Philippines, the in-
crease in the deficit for the first
half of 1982 suggested that for the
year as a whole the situation would
be more serious than had been the
case in 1981. Data for the first few
months of 1982 also point to a
worsening of trade deficits for the
year as a whole for other econo-
mies, including Hong Kong,
Pakistan, Singapore and especially
Malaysia. However, Thailand’s trade
deficit seemed likely to fall well
below that of 1981, For the first
half of 1982 exports were over 5
per cent higher and imports 20 per
cent lower than in 1981. Data for
the first quarter for Indonesia, the
Republic of Korea and Sri Lanka
showed reduced trade deficits for
those countries as well.

3. Terms of trade

As a result of generally lower
commodity prices and higher im-
port prices, especially for oil, the
barter terms of trade began to move
against a number of developing
ESCAP countries in 1980. This



trend continued in 1981 and into
1982, and at the same time it
spread to include most developing
countries of the region. Malaysia
was one of the most seriously
affected with a decline of 31 per
cent in its barter terms of trade in
1981 following a decline of 8 per
cent in 1980, Further deterioration
occurred in the first quarter of
1982. Sri Lanka also was seriously
affected with a decline of over 21
per cent in 1981 following earlier
declines of 19 and 28 per cent,
respectively, in 1980 and 1979.
Burma also was hit badly with a
decline of nearly 28 per cent in
1981,

Bangladesh, Indonesia, Paki-
stan and the Philippines suffered a
barter terms of trade decline of
about 13 per cent on average in
1981. This came on top of declines
in 1980 of 17 and 16 per cent in
Pakistan and the Philippines, re-
spectively. Other economies such as
Hong Kong, the Republic of Korea
and Singapore, which are less
reliant on primary commodity
exports, fared better.

A number of countries and
areas, however, were able in some
measure to counter the adverse
movements in the barter terms of
trade by increasing their export
volumes; thus, the changes in their
income terms of trade were less
severe. This occurred in Hong
Kong, Pakistan, the Republic of
Korea and Thailand in particular
but also to some extent in Malay-
sia.

In the absence of adequate
data on movements in the terms of
trade for 1982, it could never-
theless be predicted at year-end
that, with the exception of the
Republic of Korea and a few other
countries, further deterioration
seemed likely as import prices
continued to move up (though at
a slower pace as the year pro-
ceeded) with no sign of a general
recovery in commodity export
prices.

4. Balance of payments and
external financial flows

A deficit in the balance of
payments on current account is
normally to be expected by most
developing ESCAP countries, as net
long-term capital inflows constitute
a major element of their develop-
ment efforts. These deficits general-
ly increased substantially after
1978 in the wake of the oil price
increases of 1979-1980; though re-
maining at historically high levels,
there was no general tendency in

1981 for the deficits to become
larger. Indeed, the Republic of
Korea substantially reduced its pay-
ments deficit in 1981, and that im-
provement continued into 1982
largely because of the recovery in
exports. Sri Lanka also managed
to reduce its external deficit,
again because of an improved trade
balance. For several countries, how-
ever, payments deficits worsened
considerably in 1982. This was
particularly true of Indonesia; with
a substantial fall in its trade surplus
and an increase of more than 16

Table 1.27 Selected developing ESCAP economies. Changes in terms of

trade, 1979-1982

(Percentages)
b
Units® 1979 1980 1981 1952
QI Q2
Bangladesh A 205  -148  -15.6°
Burma A 6.4 17.2 -28.4
B 62.0 30.2 .
Fiji A 8.8
B 10.1
Hong Kong A = 1.0 -29 -3.0 2.0
B 18.3 11.9 6.4 -3.6 3.0
India A 276 =209
B 13.4 -5.2
Indonesia A 38.5 298  -12.2 -11.7
B 35.3 22.2 18.5 -10.4
Rep. of Korea A -2.1 -17.1 -2.2 7.7 34
B -3.0 -8.2 15.7 124 8.6
Malaysia A 78 279 2307 -11.7
B 30.4 1.3 -276 PN
Pakistan A 64 <165  -135 43
B 12,9 2.5 -5.8 -30.0
Philippines A 45 <161 115
B 14.2 1.3 -10.6
Singapore A - -2.9
B 19.6 132
Sri Lanka A 284 <190 214
B 274 <202 -198
Thailand A 34 5.5 9.3 188
B 12.6 -12 24 58 .

Sources: United Nations, Monthly Bulletin of Statistics, various issues and national

sources.

Notes: & A = Barter terms of trade,

B = Income terms of trade.

over the corresponding quarter of 1981.

1981 over the whole year of 1980,

® Change
€ Change for the first three quarters of
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per cent in the deficit on services
account, the current account bal-
ance shifted from a surplus of
nearly SUS2.8 billion in 1980 to
a deficit of over 3US1.2 billion in
1981. For 1982, prospects were for
a substantial increase in that deficit.
Malaysia, too, experienced a large
increase in its external deficit in
1981 mainly because of the dis-
appearance of its normally large
trade surplus. Fiji and Papua New

Guinea also encountered sharply
increased deficits on current ac-
count in 1981, again because of
poor trade performance and with
indications that continued low
commodity prices would cause even
larger deficits in 1982, The Philip-
pines also increased its external
deficit in 1981, with an even larger
deficit looming for 1982.

Most developing ESCAP coun-
tries rely mainly on long-term bor-

rowing as well as grants to finance
their external deficits, though there
are noticeable differences among
countries in sources of finance. Pri-
vate capital flows, for example, are
of much greater significance to
Malaysia, the Philippines and
Singapore than they are to most of
the countries of south Asia, though
Pakistan and Sri Lanka have wit-
nessed some increase in recent
years. For a number, especially

Box 1.13 Terms of

The concept of terms of trade
is used to assess the impact on an
economy of the changing mix of
prices in the mternational market. A
basic fommulation frequently used for
the purpose of quantifying the concept
is the ratio of the indexes of an econ-
omy's export and import p:i::s,h
commonly known as the “‘barter™
or “‘commodity™ terms of trade, A
rise in this ratio (i.¢., an improvement
in a country’s barter terms of trade)
is genemlly regarded as a favourable
development and deterioration as an
unfavourable development.

An improvement in the barter
terms of trade indicates that a greater
quantity of imports can be obtained
for a given volume of expbrts on the
basis of price melationships alone.
This results in a gain in real income for
the country. A deterioration in the
terms of trade, by the same token,
resulis in a loss of real income.

However, a change in the barter
terms of trade is not a sufficient
indication of the gaing or losses to a
country. For example, if the barter
terms of trade improve but the
quantity of exports decreases either
independently or because of the
reduced  competitivencss of  the
country in imtermnational markets as
a result of the price shifi, the couniry
will end up with impaired import
capacity despite the improvement in
the barter terms of trade. Conversely,
if the barter terms of trade decline
but the volume of exports increases
sufficiently to offset the fall in export
prices, enhanced import capacity will
result despite a warsening of the barter
terms of trade.

A country would thus benefit
if the improvement in the barter terms

trade

were associnted with unchanged or
increased quantity of exports or if
the increased quantity of exports were
associated with wnchanged or im-
proved barter terms. For this reason
a quantity corréction is usually applied
to the barter terms of trade to in-
dicate the “import capacity™ of a
country's exports. The formulation
for incorporating the quantity correc-
tion is defined as % Ox, where Qx is
the export gquantity index. This version
of the concept & referred to as the
“income” terms of trade. Changes in
the income terms of trade provide a
measure of changes in a country's
import capacity in terms of its own
eXports,

If the income terms move favour-
ably, the quantum rise in exports
offsetting the unfavourable movement
of the barter terms, its real income
effect will depend on how the in-
creased volume of exports s pro-
duced. If the increased gquantum i
the result of productivity increase
in the export sector at a rate faster
than the fall in export prices in terms
of import prices (L.e., faster than the
rate of decline in the barter terms)
the country's real income rises despite
the deterioration in the barter terms
of trade. If the prices of exports in
terms of imports fall by a smaller
percentage than the percentage rise
in productivity, the country benefits
from its ability to obtain a greater
quantity of imports per unit of
factors embodied in its exports. To
bring out the real significance
of the change in terms of trade result-
ing from both prce and quantity
changes, a productivity correction
it sometimes made to the barter
terms of trade. The formulation is

%. Zx, where Zx is & productivity

index of export, and thiz varant is
referred to as the ““factoral" terms
of trade.

The developing ESCAP countries
suffered a sharp deterioration in
their barter terms of trade dudng
1978-1982. Several countries of the
region, however, sought to maintain
their export eamings and hence their
import capacity by increasing the
volume of exports. Some of them
succeeded, and this was reflected in
a favourable movement in their in-
come terms of trade. The quantity
increase almost certainly involved
higher mesource cost in terms of
sacrifices of output elsewhere in
the economy, since productivity in-
creases in the export industries were
unlikely to have been considerable
in the short term,

It is possible, however, that part
of the increased export volume may
have been produced by mobilizing
resources which would have remained
otherwise unutilized or under-utilized,
To that extent, the increased quantum
export was a gain in real income for
the exporting countries. It is through
their efforts to offser the losses in-
dicated by the deteriomting barter
terms of trade through increases in
export volume that many of the
export-orented economies of the
region were able to sustain  their
dynamism and resilience in the face
of adverse external developments dus-
ing the early 1980s. Other countries
were nol so successful in this effon
and suffered swmgnation or decline.
Yet others were cushioned against
the adverse turmm of international
market conditions by virtue of the
small share of trade in their GNP.
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Table 1.28

Selected developing ESCAP countries., Balance of payments, 1979-1982

($US million)
Other Official  Private
Trade goods Private Current capital long- Basic  Short- Errors Over-  Change
balance and trans-  account and term balance  term and all in re-
serv- Jers balance  trans- capital capital omis-  bhalance serves
ices fers sions? (- = in-
crease)
Afghanhtanb 1980 -126 cese ]S cnna -141 333 - 192 - - - -
1981 -312 ceee 22 wnes =290 234 - -56 - - - -
1982 -235 25 =210 139 - -7 - - - -
Bangladesh 1979 -10702 -241.1 167.1 -1144.2 11962 - 520 -37.5 1224 1369 -1370
1980 -1559.6 -263.1 3008 -1521.9 12435 -~ -2784 -24.0 1746 -1278 127.9
1981 -16438 -310.3 4005 -1553.6 1069.7 - -4839 1543 69.2 -2604 260.3
1982°  -427.8  -864  97.0 4172 4643 -~ 4701 -653 408 226  -227
Burma 1979 -369.3 -46.3 94 4062 471.3 - 65.1 6.1 439 115.1  -115.1
1980 -357.9 -67.9 74 -4184 4425 - 24.1 -0.3 674 91.2 -91.0
1981 -329.3 -67.7 4.9 -392.1 391.9 - -0.2 37 -54.7 -51.2 51.1
Fiji 1979 -170.0 99.1 -8.5 -79.4 585 102 -10.7 09 11.8 2.0 -20
1980 -164.8 91.9 -23 -75.2 75.1 313 312 -0.9 11.1 414 -41.3
1981  -2807 821 -88 -2074 1308 351 -415 -1.1 84  -342 342
1982¢ -89.0 25.9 -1.2 -64.3 53.1 9.1 -2.1 0.9 -9.7 -10.9 11.0
lndhb 1979 -2222 226 1424 -572 971 - 399 135 651 1185 1187
1980 -7330  ----3783----- -3547 20204 - -1527 - 1026 -501 501
1981 6351 ----285T7----- -3494 1534 - «1960 - 271 -1689 1 688
1982  -6239 ~-=--2498----- 3531 1633 -~ -1898 - 1 898 - -
Indonesia 1979 5909 -4959 - 950 1 064 286 2300 -454 -410 1436 -1436
1980 9154 -6358 - 279 1978 230 S004 -821 -2854 1329 -1330
1981 6197 -7409 - -1212 2193 200 1181 192 -1751 -378 378
Malaysia 1979 3017 -1965 -93 959 186 767 1912 -724 -531 657 -658
1980 2255 -2508 -132 -385 120 865 600 416 -539 477 -477
1981 -330 -2433 171 -2934 194 2448 -292 190 -412 -514 515
Nepal 1979 -141.1 485 26.1 -66.5 855 - 19.0 38 -7.3 155 -15.5
1980 -2259 78.9 336 -1134 115.9 - 25 -19.2 272 10.5 -10.6
1981 -222.2 71.6 383 -1123 1438 - 315 124 -21.9 22.0 -22.1
Pakistan 1979 -2 341 -518 1578 -1281 629 62 590 271 216 103 103
1980 -2876 -500 2218 -1158 852 59 247 -4 682 431 -433
1981 -2930 -545 2195 -1280 835 107 -338 183 -35 -190 190
Papua New 1979 2273 -3047 -956 -1730 261.6 38.1 1267 -9.1 -10.2 1074 -1074
Guinea 1980 -350 -4369 -1085 -5774 307.2 60.0 -2102 -44 1438 -70.8 70.7
1981 -175.6 -4219 -128.7 -7262 5323 88.1 -105.8 15.2 76.7 -13.9 138
1982° -93.2 -85.3 -25.1  -2036 105.9 306 -67.1 2.3 478 -1126 112.7
Philippines 1979 -1539 -379 230 -1688 1245 88  -355§ 909 -115 439 -439
1980 -1937 -542 299 -2180 1070 44 -1066 2290 -88 1136 -1135
1981 -2224 -541 324 2441 1455 407 -579 659 99 179 -177
1982°%  -1350 -442 156 -1636 666 140 -830 830 -59 -59 58
Rep. of 1979 -4 395 -195 399 -4191 3 087 24 -1080 2282 -306 896 -896
Korea 1980 -4 384 -1386 399 -5371 2 004 33 -3334 3983 -300 349 -350
1981 -3418 -1519 422 -4515 3598 120 -797 1090 -537 -244 244
1982° -789 -74 209 -654 617 - -37 401 -924 -560 560
Singapore 1979 3117 2149 -31 -999 249 929 179 -183 521 517 -516
1980 -4 339 2798 -46 -1 587 -111 1 656 -42 136 655 749 -748
1981 -6290 4595 -48  -1743 119 1785 161 615 207 983 -982
Sri Lanka 1979 -323.2 -97.2 484 -3720 268.3 46.9 -568 11.7 98.8 53.7 -53.6
1980 -783.5 -152.3 1362 -799.6 3014 43.0 -455.2 116.2 107.2 -2318 2318
1981 -631.9 -1749 2029 -6039 4848 49.3 -69.8 7.1 10.1 -52.6 526
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Table 1.28 (continued)

Other Official Private

Trade goods Private Current capital long- Basic  Short-  Errors Over- Change

balance  and trans-  account and term  balance term and all in re-

sery- fers balance trans-  capital capital  omis- balance serves
ices fers sions® (— =in-

crease)

Thailand 1979 -1551 -783 210 -2124 1283 231 -610 499 86 -25 22
1980 -1903 -760 451 -2212 1958 283 29 -63 -135 -169 170

1981 -2032 -1160 526 -2666 2139 332 -195 125 37 -33 33

1982° 71 -465 298 -96 285 80 269 -170 -329 -230 231
Sources: Intemational Monetary Fund, International Financial Statistics, vol. XXXV, No. 12 (December 1982); Balance of

Payments Statistics Yearbook 1981, vol. 32, Part I; and national sources.
Notes: ® Including counterpart to SDR allocations, valuation changes and balance of payments loans, b The year 1980 refers

to the fiscal year 1980/81, and so forth. Figures for 1981 are estimates and for 1982 are forecasts.
International Monetary Fund Trust Fund facilities,

Bangladesh, Pakistan, Sri Lanka and
some South Pacific countries, pri-
vate transfers consisting mainly of
remittances from migrant workers
are an important element.

Private short-term capital in
the form of suppliers credit and
borrowing from foreign capital and/
or money markets has been an
important source of finance for
many countries, especially the
Philippines and the Republic of
Korea and to a lesser extent Singa-
pore and Thailand, in recent years.
Other countries, such as India, Paki-
stan and Sri Lanka, also have relied
on these sources, though to a much
lesser degree.

A component of private flows
which is of some significance, es-
pecially to the newly industrializing
and the middle-income countries
of the region, is direct private in-
vestment. During the period 1976-
1980 the five ASEAN countries ac-
counted for two thirds of the
cumulative total of private invest-
ment flows to the developing
ESCAP region. By 1980, with the
exception of Iran, Singapore
emerged as the biggest recipient of
private investment, followed by
Indonesia, the Philippines, Malaysia
and Thailand. By source, Japan is
the largest investor in the region
followed by the United States.

Several countries in the region
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€ First half,

have considerably liberalized their
investment policies in recent years
by providing a number of incentives
for foreign private investment. Yet
the limits to which foreign private
investment can contribute to the
region’s economic development
have to be recognized. First, the
resource-poor low-income countries
of the region do not easily attract
private investment motivated by
profit considerations. The seven
least developed countries of the
ESCAP region, for example, re-
ceived only about $US15 million of
direct private investment out of a
total flow to developing ESCAP
countries of $USS5,860 million from
DAC countries during 1977-1980.5

Secondly, more than half of
the foreign direct investment in the
developing countries is financed by
the reinvestment of the earnings
on earlier investments. Fifty four
per cent of the United States direct
foreign investment during 1978-
1980 and 64 per cent of the United
Kingdom’s during 1978-1979 were
reported to be financed in this way.
Thus, the scope for wider geo-
graphical dispersal of the total
investment flows is limited because
part is already *“locked in” to
existing destinations.

8 OECD, Geographical Distribution of
Financial Flows to Developing Coun-
tries, 1977/80, individual country tables,

€ First quarter, Including

Thirdly, part of new foreign
direct investment is in the form
of loans rather than equity capital
and to that extent create fixed
charges which may be difficult to
meet in the early stages of promot-
ing a new enterprise in a developing
country.

Official development assistance
(ODA) remains an important source
of external capital to many of the
developing ESCAP countries, espe-
cially for the least developed among
them. The total net flow of exter-
nal resources to the developing
ESCAP countries rose by nearly 27
per centin 1981 to SUS18.5 billion
out of a total flow of about $US
88 billion to all developing coun-
tries. In 1981, ODA constituted
about 46 per cent of total resource
flows to the developing ESCAP
region as compared with 29 per
cent for the developing countries
as a whole. The developing coun-
tries of the ESCAP region as a
whole thus continue to be more
dependent on ODA flows than
developing countries elsewhere.
This is particularly true of the least
developed countries in the region,
which rely almost entirely on ODA
as a source of external funds.

Between 1977 and 1981 the
nominal value of ODA flows to the
least developed countries of the
region increased by about 35 per



cent. During the same period the
unit value index of world manu-
factured goods exports increased by
45 per cent. If that index is applied
as a deflator of ODA flows to the
least developed countries of the
region, there was a fall in real terms
of nearly 2 per cent over the four
years from 1977. This was a most

discouraging development in the
light of the targets set in the Sub-
stantial New Programme of Action
of the 1980s for the Least Devel-
oped Countries.

Though ODA from OECD’s
Development Assistance Committee
(DAC) countries and from multi-
lateral agencies to the developing

ESCAP region increased by 10 and
8 per cent, respectively, assistance
from OPEC countries fell dramati-
cally, so that the total increase in
ODA in 1981 was less than 2 per
cent. More than half of ODA to the
region in 1981 was absorbed by
four countries — Bangladesh, India,
Indonesia and Pakistan. Generally,

Box 1.14 Remittances to labour-exporting ESCAP countries

Remittances from nationals work-
ing abroad are an important positive
item in the balance of payments on
current account for several develop-
ing ESCAP countries, induding
Bangladesh, India, Nepal, Pakistan,
the Philippines, the Republic of Korea,
Sri Lanka, Thailand and Tonga.

These remittances grew quite
rapidly from 1978-1979, especially
because of work opportunities offered
by large construction projects in the
oil-producing countries of the Middle
East. In the case of several develop-
ing ESCAP countries they helped
significantly to moderate balance of
payments deficits. The extent of the
contribution of such remittances to
the concerned countries’ balance of
payments is indicated in the accom-
panying table in terms of remittances
as percentages of merchandise exports
and also as percentages of merchandise
trade deficits (the largest deficit
element in the current account), which
the remittances helped to reduce,

Pakistan has been the largest
recipient of remittances in the region,
The flow to that country has not risen
much since 1980, largely because of
the slowdown in construction activities
as a result of the lran-Iraq conflict.
For Bangladesh also, remittances did
not increase much in 1981/82, though
they increased as a proportion of
merchandise exports and grew to
cover more than a fifth of the trade
deficit. During the two years for which
data are available for India, re-
mittances were equivalent to about
19 per cent of exports. Though the
flows are relatively small in Sri Lanka
and Thailand, they have been growing
fast both in absolute value and as
proportions of exports. Remittance
flows, mainly from migrants to New
Zealand and the United States, are
also very significant for a number of

small Pacific countries, especially Cook
Islands, Samoa and Tonga, with well

M;g;: labour-exporting ESCAP countries, remittances from migrant workers, 1978-
1

over half the trade deficit of Tonga
covered by these finandal flows.

Remittances
Amount As percentage of
(million $US)  “yferchandise  Trade
exports deficit
Bangladesh * 1978 115 21.0 14.6
1979 153 23.3 14.3
1980 286 36.1 18.4
1981 377 53.0 20.8
1982b 384 61.3 22.1
India® 1978 1147 17.6 129.8
1979 1424 18.7 64.1
Nepal© 1978 20 22.0 15.0
1979 26 23.7 18.5
1980 34 329 14.9
1981 38 27.4 17.2
Pakistan” 1978 1303 932 71.7
1979 1495 76.1 63.8
1980 2 048 79.6 71.1
1981, 2097 749 75.8
1982 2155 929 62.6
Philippines 1979 191 42 12.4
1980 206 36 10.6
Rep. of Korea 1978 105 0.8 6.0
1979 101 07 2.3
1980 102 0.6 2.3
Sri Lanka® 1978 39 4.6 745
1979 60 6.1 18.6
1980 152 14.3 194
1981 229 250 272
Thailand 1978 104 2.6 12.0
1979 187 3.6 11.8
1980 376 58 19.7
1981 478 69 15.8
Tonga 1978 9 1455 560
1979 12 165.2 69.6

Sources: International Monetary Fund, Balance of Payments Statistics Year-
book 1981, vol. 32, Part I; International Financial Statistics, vol. XXXV, No. 11
(November 1982); and national sources.

Notes: ® 1981 and 1982 data are for fiscal years.
private transfers,

b Estimate. © Total
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the countries of south Asia and the
South Pacific (the main exception
being Fiji) continued to rely
primarily on ODA as a source of
external assistance. By contrast, 70
to 99 per cent of resource flows
going to China and the countries of
east and south-east Asia in 1981
came from private or non-ODA
official sources.

H. REGIONAL AND SUB-
REGIONAL CO-OPERATION

Economic co-operation among

especially at the subregional level,
during 1981-1982,

In south-east Asia, the ASEAN
group (comprising Indonesia, Ma-
laysia, the Philippines, Singapore
and Thailand) made further prog-
ress in 1981-1982 in a number of
fields of co-operation previously
agreed upon. These include trade
liberalization, industrial collabora-
tion, food security, energy and
transport. Co-operation in indus-
trial development was being sought
through two main programmes, the
ASEAN Industrial Project Scheme
(AIP) and the ASEAN Industrial

with the products of these under-
takings to be accorded preferential
access by the member countries.
The projects under way included
two urea plants, one to be located
in Indonesia and the other in
Malaysia; a copper fabrication proj-
ect in the Philippines; and a rock
salt-soda ash project in Thailand. A
further project for the manufacture
of diesel engines in Singapore had
been proposed, but it was decided
in 1982 that this would not now
proceed. Progress in the construc-
tion of Indonesia’s urea plant stood
at mid-point as of April 1982, with

developing countries in the ESCAP  Complementation Programme  completion scheduled for April
region increased  considerably  (AIC). 1984. Financial arrangements for
during the 1970s and continued Under AIP, government-to-  the Malaysian urea project, includ-

to be strengthened and broadened
in the range of activities covered,

government industrial collaboration
projects were being undertaken,

ing a loan package of 48 billion
yen (70 per cent of the capital

Table 1.29 Developing ESCAP region. Net flow of extemal resources, 1977-1981

(SUS million)
Total Net official flows (ODA) Other
ﬂ’;":‘ Total DAC OPEC Multilateral ~ f1OWs
countries agencies
Current prices

Developing ESCAP countries 1977 96335 48539 2991.6 4472 1415.1 4779.6
1978 13457.3 6 305.0 4 088.6 4173 1799.1 71523
1979 12 236.0 6891.7 47254 1235 20428 53443
1980 14 631.3 84452 4 886.4 649.0 29098 6 186.1
1981 18 5420 85858 537741 55.3 31534 9 956.2

Least developed ESCAP countries 1977 10119 1003.6 488.2 191.2 3242 8.3
1978 12799 12644 796.2 49.9 4183 15.5
1979 1565.2 15016 953.1 33.6 5149 63.6
1980 14978 1505.1 979.5 73.3 452.3 -7.3
1981 13665 13822 789.3 83.0 509.9 -15.7

Constant prices®

Developing ESCAP countries 1977 8 838 4453 2744 410 1298 4 385
1978 10 766 5044 3290 334 1439 5722
1979 8 557 4819 3304 86 1428 3737
1980 9260 5345 3093 411 1842 3915
1981 12 361 5724 3585 37 2102 6 637

Least developed ESCAP countries 1977 928 921 448 175 297 8
1978 1024 1011 637 40 335 12
1979 1094 1051 667 23 360 44
1980 948 952 620 46 286 -5
1981 911 921 526 55 340 -10

Sources: OECD, Development Co-operation, 1981 Review (Pars, 1981), Statistical Annex Tables D.1-D.3 and G.7, and com-
puter printouts 1982 (30 December 1982); and United Nations, Monthly Bulletin of Statistics, vol. XXXVI, No. 11 (November
1982).

Note: ™ Deflated by unit value index of world exports of manufactured goods, 1975 = 100.
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Table 1.30 ASEAN countries. Matrix of intra-ASEAN import/export coefficients, 1970-1981

(Percentage of total world imports/exports per country)

Indonesia Malaysia Philippines Singapore Thailand
Imports  Exports Imports Exports [Imports Exports [Imports Exports Imports Exports
from to from to from ro from to from 1o
Indonesia 1970 49 0.6 25 0.2 1.5 22
1976 1.1 04 30 05 0.1 §2
1981 0.6 05 - - - -
Malaysia 1970 0.6 32 23 - 18.6 21.9 05 5.6
1976 0.3 0.3 23 0.2 14.3 15.2 0.5 4.2
1981 05 03 22 1.8 124 15.6 24 49
Philippines 1970 0.2 23 0.1 1.7 04 0.3 02 -
1976 0.3 1.0 0.3 15 04 08 0.2 1.0
1981 1.9 18 0.8 15 04 1.3 - -
Singapore 1970 5.7 155 75 216 04 0.7 1.0 6.9
1976 9.7 75 8.7 18.3 0.6 22 25 6.7
1981 94 98 127 219 1.6 22 8.3 70
Thailand 1970 1.1 - 3.6 0.9 ~ 0.3 2.0 33
1976 3.7 - 42 1.3 0.7 0.3 23 3.0
1981 1.1 0.2 33 1.6 - - 1.7 4.2
ASEAN 1970 7.6 21.1 16.1 248 52 12 21.1 254 32 14.8
1976 14.0 8.9 143 215 6.5 31 17.0 19.0 34 17.1
1981 12.8 12.0 174 255 38 4.0 145 21.1 10.8 1.9

Sources: Malaysia, Ministry of Finance, Economic Reports 1981/82 (1981) and 1982/83 (1982).
Note: Figures based on $US value of exports and imports as reported by national sources,

cost), were finalized with Japan in
1982 and the target date for com-
pletion was set at April 1985, Fur-
ther private investment from Japan
was expected to become available
to complement domestic public and
private capital contributions for
Thailand’s rock salt-soda ash proj-
ect. At their fourteenth meeting
in November 1982 the ASEAN
Economic Ministers approved an
agreement that opened the way for
the Philippines to proceed with
the establishment of its copper
fabrication plant, again with Jap-
anese financial participation.

Under the AIC programme,
specific industries were identified
for complementary development in
the private sector and on a sub-
regional basis and preferential
tariffs were to be accorded to their
products. Two specific packages in
the field of automotive products
had been approved, and a 50 per
cent preferential tariff margin came
into effect from 1 June 1982. It

had been agreed that other arrange-
ments for industrial development
by joint ventures among ASEAN
private investors would also qualify
for a 50 per cent tariff reduction
when traded between the partici-
pating ASEAN countries.
Recognizing the vital im-
portance of food security on a
regional basis for the nearly 250
million people of the ASEAN sub-
region, the ASEAN Food Security
Reserve (AFSR) was instituted in
July 1980. The Reserve as of 1982
contained 50,000 tons of emergen-
cy rice stocks. The ASEAN Food
Security Reserve Board was fully
operationalized to review the func-
tioning of the AFSR scheme. The
ASEAN Economic Ministers on
Agriculture and Forestry consid-
ered the possibilities of bringing
basic food commodities other than
rice under the scope of the AFSR
scheme. The fourteenth ASEAN
Economic Ministers meeting re-
ported that “‘considerable progress

[was] achieved in ASEAN co-
operation in forestry crops, live-
stock and fisheries, particularly in
regard to the Food Security Re-
serve, the ASEAN Quarantine Ring
and ASEAN Food Handling”.

In the area of transport the
ASEAN countries agreed in January
1982 to expedite a feasibility study
concerning establishment of a liner
service and also decided to take a
firm stand against any discrimi-
natory attempts in civil aviation to
harass or undermine ASEAN air-
lines,

As the oldest and most fully
formed of the subregional group-
ings in the ESCAP region, ASEAN
has achieved some success in forg-
ing collective views and strategies
on major economic issues of com-
mon concern. In particular, the
ASEAN members agreed to take

T ASEAN, “Fourteenth Meeting of the
ASEAN Economic Ministers, Singapore,
11-13 November 1982™ (1982), par.
20.
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a common stand on issues facing
the 1982 GATT Ministerial Meeting
and the sixth session of UNCTAD
scheduled for 1983. There is no
doubt that this unity of action has
permitted the whole to have a
much stronger international voice
than the sum of the parts. ASEAN
has thus served as a persuasive
example to the formation of other

subregional groups in the ESCAP
region.

The South Pacific Bureau for
Economic Co-operation (SPEC)
plays a leading role in promoting
economic co-operation in the South
Pacific subregion. It operates under
the sponsorship of the South Pacif-
ic Forum, which is a political
body composed of the leaders of

Governments of the South
Pacific countries, The South
Pacific = Regional Trade and

Economic Co-operation Agreement
(SPARTECA), covering trade and
tariff matters, came into operation
in July 1981, and further studies
for closer economic co-operation
among the members of SPEC were
completed in May 1982, In July

Intraregional trade expansion re-
mains an important form of regional
economic co-operation. The provision
of adequate payments arrangements
is, however, crucial to the success of
trade liberalization efforts, At the
regional level, the Asian Clearing
Union (ACU), with membership of
Bangladesh, India, Iran, Nepal, Pakis-
tan and Sri Lanka, aims at facilitating
multilateral payments, economizing
on the use of the convertible foreign
exchange reserves by encouraging the
use of participating countries’ cur-
rencies in regional transactions and
thus supporting intraregional trade
expansion, All payments for current
transactions except payments arising
out of the oil trade can be channelled
through the clearing mechanism of
ACU, The ACU’s unit of account, the
Asian Monetary Unit (AMU), is valued
at 1 SDR, but the value can be changed
by the unanimous vote of the Board
of Directors. Payments channelled
through ACU rose from 22.3 million
AMUs in 1976, when ACU came into
operation, to 2284 million AMUs
in 1981, Participation in ACU is open
to all central banks or monetary
authorities of regional members and
associate members of ESCAP,

Under the Bangkok Agreement
of 1975, the parties to which are
Bangladesh, India, the Lao People's
Democratic Republic, the Republic of
Korea and Sri Lanka, the signatory
countries agreed to provide tariff
concessions on a number of items
of trade among them. An evaluation
report in 1981 indicated that intra-
imports of the participating countries
of products eligible for concessions
increased by roughly 200 per cent
from $USIS million in 1978 to
$US4S million in 1979 as against
a 70 per cent increase during the same
period in the global imports of the

products enjoying preferences under
the Agreement. The twelfth meeting
of the Standing Committee of the
Agreement in December 1982 ex-
pressed some dissatisfaction at the
erosion of tariff concessions resulting
from tariff revisions by some signatory
countries, However, all the countries
expressed  their  keen interest in
generating further trade expansion
under the Agreement and in expand-
ing its membership. In this regard
they authorized ESCAP to approach
other developing countries of the
region in an attempt to persuade them
to join the Agreement. The Committee
also agreed to proceed with the second
round of tariff negotiation, for which
preliminary  preparations regarding
modalities and procedures had already
been undertaken,

The major instrument for the
expansion of intraregional trade in
ASEAN continues to be the Preferen-
tial Trading Arrangements (PTA). The
fourteenth meeting of the ASEAN
Economic Ministers in November 1982
agreed on across-the-board 2025 per
cent tariff cuts for goods the import
value of which for any member coun-
try totals less than SUSI10 million,
Under the PTA, tariff reductions had
previously been 20-25 per cent for
goods whose annual import value did
not exceed S$US2.5 million. Under
the new agreement, an additional
2,000 items were expected to receive
preferential tariffs in addition to about
10,000 items which received benefits
under the old rates and value ceilings.
The fourteenth meeting of the ASEAN
Economic Ministers also agreed to
deepen the tariff cuts on non-food
items already included in PTA and on
future exchanges up to a maximum
of 50 per cent. This was the latest
in a series of steps to apply across-
the-board tariff cuts on the basis

Box 1.15 Regional and subregional trade and tariff agreements

of value of trade in place of ASEAN’s
earlier practice under PTA of offering
products on an item-by-item, country-
by-country basis. The new agreement
was expected to significantly boost
intra-ASEAN trade, which in 1982
represented about 15 per cent of
ASEAN’s total trade.

In the South Pacific the estab-
lishment in July 1980 and the coming
into operation in July 1981 of the
South Pacific Regional Trade and
Economic Co-operation Agreement
(SPARTECA) was a major step for-
ward in regard to subregional co-
operation. Under the Agreement, New
Zealand granted duty-free and un-
restricted access to its market on a
non-reciprocal basis for almost all
products exported by member island
countries. Australia offered similar
concessions, but these were made on
a narrower, “positive list” basis,

In addition to market access as
a4 means of development and diversi-
fication of island exports, SPARTECA
recognizes the need for closer eco-
nomic co-operation and development
assistance aimed at enhancing the
export capabilities of the South Pacific
island countries. Australia and New
Zealand have indicated their willing-
ness to assist in the development
and diversification of South Pacific
island exports by providing market
access as well as practical assistance
and experience in the area of trade
promotion and marketing techniques.
Both countries have given their assur-
ances that their implementation of
the Agreement to establish a free trade
area between them from the beginning
of 1983 would not adversely affect
their trading relations with the small
island countries of the South Pacific
or, for that matter, with other third
countries,
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1982, a number of proposals for
strengthening the export trade of
the member countries were agreed
upon. These concentrated on
limited bilateral agreements be-
tween countries covering products
of mutual interest as well as multi-
lateral product-specific agreements
relevant to all countries of the sub-
region, especially in food products
where a degree of complementarity
exists between manufacturing
capacity and raw materials supply.

A tangible form of subregional
co-operation in the South Pacific
is the Pacific Forum Line, which
was established in 1977 to meet
the special requirements of shipping
services between Australia, New
Zealand and various Pacific island
countries, At the thirteenth meet-
ing of the South Pacific Forum in
August 1982, agreement was
reached to expand the Pacific
Forum Line’s capital base to $US25
million, with major contributions
from Australia, Fiji, New Zealand,
Papua New Guinea, Samoa, Solo-
mon Islands and Tonga. The Pacific
Forum Line had been running at a
loss since it started operation, but
with the expansion envisaged these
losses were expected fo be sub-
stantially reduced. In view of the
need to develop an effective and

competitive air transport system to
improve contact among the South
Pacific island countries and be-
tween these isolated countries and
the rest of the world, agreement
was also reached on the need for a
study of regional civil aviation.
Other areas of co-operation include
the Forum Fisheries Agency, estab-
lished in 1979 to enable the South
Pacific countries to adopt a collec-
tive approach to their fisheries
resources, which are exploited not
only by the island countries but
also, and principally, by fleets from
distant nations. The setting up of
the Agency has enabled the island
States to exploit more effectively
the opportunities arising from the
principle of the 200-mile exclusive
economic zone.

The increasing interest in sub-
regional economic co-operation
based on the successes achieved by
ASEAN is also reflected in the
initiatives that emerged in south
Asia in the early 1980s. Senior
government officials of seven south
Asian  countries  (Bangladesh,
Bhutan, India, Maldives, Nepal,
Pakistan and Sri Lanka) met
together on several occasions during
1981 and 1982 to consider sub-
regional co-operation in a variety
of areas: agriculture, rural develop-

ment, telecommunications, meteo-
rology, health and population prob-
lems, transport, postal services,
and scientific and technological co-
operation. Specific programmes of
action in each of these areas were
being drawn up for consideration
at a proposed meeting at foreign
ministerial level scheduled for
1983. While moving forward
cautiously, there was considerable
enthusiasm and high hopes that
substantial progress would be
achieved for the collective benefit
of the south Asian economies.
Despite the progress achieved
through these attempts at intra-
regional trade expansion at various
levels, especially among developing
ESCAP countries in subregional
forums, considerable scope remains
for further expansion judging by
the continuing low volume of intra-
regional trade. Thus, inter-develop-
ing ESCAP countries’ trade, mea-
sured in terms of export value,
accounted for only 214 per cent
of total trade in 1980, an insignifi-
cant change from the 19.7 per cent
recorded in 1970, Measured in
terms of import value, these per-
centages were 142 and 198,
respectively, in 1970 and 1980.
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III. DEVELOPMENTS IN THE ENERGY SECTOR

Though a few developing ESCAP
countries including Afghan-

istan, Brunei, Burma, China, Indo-
nesia, Iran and Malaysia are com-
paratively self-sufficient in their
primary energy requirements, for
the developing ESCAP region as a
whole commercial imports of
petroleum products continue to
provide about three quarters of
commercial energy s;upplies.l The
modern and modernizing sectors
in the region are particularly
dependent on petroleum imports.
If these sectors are to continue to
progress satisfactorily, their over-
whelming reliance on imported
petroleum must be reduced.

The region’s commercial en-
ergy problem can be viewed in
terms of the time span required
for the countries to adjust their
economic structures to accommo-
date higher energy prices and/or
reduced supplies. In the short term,
concerted efforts need to be made
to conserve both mineral fuels and
other currently available sources of
energy. This can be attained
through appropriate measures af-
fecting both supply and demand to
encourage more efficient utilization
of an increasingly scarce resource.
Longer-term transformation would
necessitate, as quickly as possible
but within economic bounds, the
development of alternative and/or
renewable forms of primary energy.

The immediate issues and the

! Economic and Social Survey of Asia
and the Pacific, 1980 (United Nations
publication, Sales No. ES1.ILF.1),
p.112,
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short-term policy responses to the
energy crisis have been examined
in detail elsewhere.? The longer-
term issues in the region’s energy
equation have not received the
same amount of attention since the
first round of oil price increases
beginning in late 1973. For this
reason, this chapter will focus on
regional trends in the development
of conventional as well as new and
renewable, commercial and tradi-
tional sources of energy.

Patterns of regional production
and consumption of primary
energy, particularly after the sec-
ond wave of oil price increases in
1979-1980, reflect closely the nega-
tive impact on consumer demand of
the oil price increases. They also
reveal the positive effects of vigor-
ous policy responses in inducing
liquid energy conservation and sub-
stitution. The stabilization of oil
prices during 1981 and 1982 was
for the most part perceived as a
transient condition. It apparently
led to no drastic revision of na-
tional energy policies based on the
long-term need to achieve structural
transformation of energy sources.
For example, local prices for petro-
leum products were increased in
many countries of the region during
1981-1982 in order to reflect more
fully the economic cost of hydro-
carbons. These increases were also

2St:e. for example, “Short-term eco-
nomic policy aspects of the energy situa-
tion in the ESCAP region", Economic
and Social Survey of Asia and the
Pacific, 1980, op. cit,, pp. 60-143; and
Part 11, Chapter V of the present Survey.

designed to encourage continued
domestic exploration and produc-
tion of both liquid and non-liquid
energy as well as to promote greater
conservation of imported hydro-
carbons and substitution by alter-
natives.

A. CONVENTIONAL ENERGY
PRODUCTION

Output of primary energy, in-
cluding electricity, increased by
about 13 per cent in the developing
ESCAP region between 1973 and
1979 and then fell by 12 per cent
during the subsequent two years.
The sudden decline was largely
attributable to the drastic cut-
back in oil and gas output in Iran,
If Iran’s production is excluded
from the regional total, the output
of primary energy in the region rose
by nearly 1.5 per cent over 1979-
1981 as against an average annual
growth rate of almost 9 per cent
perannum between 1973 and 1979.

The most notable development
over this period was the changing
structure of conventional energy
sources. Solid forms of primary
energy provided 59.3 and 353
per cent of total commercial fuel
output of the developed and devel-
oping ESCAP countries, respective-
ly, in 1973. The corresponding
ratios fell marginally to 54.6 per
cent in the three developed econo-
mies (Australia, Japan and New
Zealand) but rose substantially to
51.3 per cent for the rest of the



region in 1981. In terms of growth
rates, solids production increased
by 22 and 44 per cent, respec-
tively, in the developed and
developing ESCAP countries be-
tween 1973 and 1981. The oil price
increases of the 1970s accelerated
the policy-induced development of
solid energy sources as alternatives,
particularly in those less developed
countries relatively well endowed
with energy resources.

In large measure, this increased
output of solid forms of energy
during 1973-1981 was due to a 41
per cent increase in output by
China, the region’s largest producer,
and a 59 per cent increase in India.
Much of the increase occurred in
the five years after 1973, total
output rising by only 1 per cent
between 1979 and 1981 mainly
because of a fall-off of 2.6 per cent
in China’s output of solids over
the period.

Solids production was, how-
ever, expected to increase more
rapidly after 1981. In China,
a large number of coal mines, with
a total annual capacity of about
100 million tons, were under
development in the early 1980s.
Several major new mines were
expected to come into production
by 1985. In India, infrastructural
constraints, including in the power
sector, had been responsible for the
slow growth of only 6 million tons
of coal output during 1973-1980;
elimination of some of these bottle-
necks resulted in an impressive
production expansion of over 10
million tons in 1981 alone. In
1980-1982, mining capacity was
rapidly augmented, as half of the
total coal supply under the sixth
plan was scheduled to come from
new mines. Funds were being
concentrated on projects nearing
completion, especially on open pit
mines, in order to bring new mines
into operation more rapidly.

Production of liquid fuels in
the developing ESCAP region de-
clined steeply during 1973-1981.

Aggregate output was reduced by
about one third, falling by 25 per
cent during 1979-1981 alone. As a
result, liquids constituted only
about 40 per cent of regional
primary energy production in 1981,
compared with 59 per cent in 1973,
If Iran is excluded from the total,
then liquids output registered a rise
of almost S8 per cent between
1973 and 1981; for 1979-1981,
however, it declined by almost
I per cent.

China, the region’s largest pro-
ducer of liquid energy for domestic
use since the early 1980s, has ex-
panded hydrocarbon output sub-
stantially; two other countries in
the category are India and Malaysia.

Over  1973-1981,  production
doubled in China and India and
more than tripled in Malaysia. Fol-
lowing the start of the second
round of oil price increases in 1979,
however, output of liquid fuels
generally stagnated. Production fell
by almost 5 per cent in China, and
was more or less unchanged in
Indonesia and Malaysia during
1979-1981. By contrast, India
experienced an increase of 16 per
cent over the same period.

In China, efforts to counter
declining liquids production were
intensified after the 1979-1980
price rise, especially through the ex-
ploration and development of off-
shore areas. However, because of

Energy in its natural form or not
transformed before use is normally
termed primary energy. The distinction
between primary and secondary forms
of energy is of greatest significance in
relation to power generation. Geo-
thermal or hydropower forms are re-
garded as primary energy while
thermal-generated power is secondary
energy. Nuclear fission power is
conventionally referred to as primary
energy, although this does not conform
strictly with the above definition, as
the primary energy equivalent of
nuclear power would be the energy
contained in the uranium fuel used to
generate the power itself. By analogy,
such biomass fuels as charcoal,
methanol and e¢thanol and dung are
strictly secondary forms of energy,
particularly if they are produced from
wood or fodder, as the case may be.

Commercial energy generally
denotes fuel sold in private trade or
provided by a public utility. It is thus
virtually synonymous with conven-
tional energy, although, again, wood
and certain other traditional fuels
which are widely traded are normally
not included in this category. Tradi-
tional energy, by contrast, relates to
fuels generally utilized in pre-industrial
societies, It is largely synonymous
with biomass fuels,, although this
ordinarily excludes hydrocarbons and
hydropower despite the fact that coal

Box 1.16 Basic energy terms

and water wheels, for instance, have
been in use for many centuries.

Renewable energy refers to fuels
the supply of which is partly or totally
regenerated over time; such fuels can
be either primary or secondary in
nature, It covers commercial or con-
ventional energy such as hydropower,
traditional energy sources such as
wood and vegetables and their fuel
derivatives and newly rediscovered
energy sources such as wave and tide
movements, wind and sunlight. Com-
bustible and/or fermentable materials
of vegetable origin, denoted as biomass
fuels, are largely renewable, and some
of their derivatives include methanol
(methyl alcohol), ethanol (ethyl
alcohol), biogas and wood gas.

A variety of units in the metric
and imperial systems have been used to
measure energy quanta. One of the
standard measurements adopted by
the United Nations for comparison of
energy volumes obtainable from dif-
ferent fuels is the metric ton of coal
equivalent, which is based on the heat
energy which may be obtained under
ideal conditions.® Electrical energy is
additionally expressed in terms of
the watt-hour and its multiples: the
kilowatt-hour (kWh), megawatt-hour
(MWh) and gigawatt-hour (GWh), the
last standing for billion watt-hours,

% United Nations, Yearbook of
World Energy Statistics, various issues,
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The world oil market has re-
flected significant structural changes in
the aftermath of the second oil price
shock of 1979-1980. A considerable
fall in world oil demand was brought
about by the persistent recession in the
industrialized economies, on the one
hand, and notable liquid energy savings
through conservation and substitution
measures, on the other. OPEC crude
oil production, for example, fell by
about 12 per cent (to 111.7 million
metric tons) in 1980 and by a further
16 per cent (to 93.5 million metric
tons) during 1981. Preliminary data
indicate a further decline in OPEC
crude oil output in the first half of

June 1982
SUS/barrel
47 ¢+

43

39

35

31

Box 1.17 World oil prices

1982, when the amount extracted
was 24 per cent less than during the
same period of 1981.2

Weaker world demand and the
emergence of surplus production
capacity are illustrated by the behav-
iour of spot prices for crude oil and
petroleum products. Spot prices for
Saudi Arabia light crude, for example,
fell from an average of about SUS38
per barrel during the first quarter of
1981 to $SUS34 per barrel during the

% United Nations, Monthly Bulletin
of Statistics, vol. XXXVI, No. 10
(October 1982), pp. 37-39.

Spot market prices for crude oil and refined petroleum products, January 1981-

Jan. Mar. May
| 1981

Jul.  Sept.

last quarter. The first half of 1982
witnessed further declines; average spot
prices fell to as low as $US28.90 per
barrel in March but recovered to an
average of $US32.75 per barrel during
the second quarter. Further decline
was indicated during the second half
of 1982.

Spot prices for refined petroleum
products, by and large, exhibited a
similar downward trend in 1981 and
1982. Rates of decline, however,
tended to vary considerably among
these products; premium gasoline ap-
pears to have commanded a compara-
tively firmer market than other prod-
ucts. The favourable financial impact
of changes in spot prices would, how-
ever, be limited for countries relying
on long-term oil contracts at pre-
determined official prices as a means of
securing supplies. However, it could be
expected that these fixed-price con-
tracts and other government-to-govern-
ment deals would lose much attraction
at the time of their renewal or renego-
tiation, especially if easier supply
conditions were to persist.

The abundant supply on the
world market in 1981 and 1982 helped
stabilize nominal official oil prices,
thus ensuring a fall in real terms in
the cost of liquid energy. Over the
short term, the net impact of this
relatively favourable development on
the trade balance of non-oil developing
ESCAP countries necessarily depended
on internal demand reactions. All told,
however, the stabilization in nominal
prices and effective decline in real costs
for petroleum products provided
much-needed relief for the oil-import-
ing developing ESCAP economies.

the relatively long gestation period
of oil projects, significant growth in
oil output was not expected until
the mid-1980s. Emphasis therefore
returned to solids. As a result,
energy development programmes,
including coal mining projects,
absorbed about one fifth of spend-
ing on capital construction between
1979 and the first half of 1982.
India’s oil output showed a
substantial recovery in 1981 after
a serious decline in the preceding
year. Prospects for substitution of
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domestic crude for imports were
good, as domestic production was
expected to grow almost twice as
fast as consumption. As a result,
the share of consumption to be
met by domestic crude by 1985
was expected to be about 62 per
cent, as against 44 per cent in
1982.

Iran used to be the largest oil
producer in the developing ESCAP
region. However, oil output fell
very rapidly, by over 289 million
tons of coal equivalent or 75 per

cent between 1978 and 1981. Gas
production declined by nearly 15
million tons of coal equivalent or
65 per cent over the same period.
These declines in output reflected,
among other factors, a change in
policy by Iran having the objective
of a long-term reduction in depend-
ence on income from oil exports.
Crude oil production in In-
donesia increased strongly during
the first half of 1981, although
weakening external demand led to
a production fall-off in the second



half. Total hydrocarbon output
rose by just 1.3 per cent for 1981
as a whole. The oil glut in the inter-
national market and domestic poli-
cies to prolong the life of oil re-
serves combined to slow down
Malaysia’s liquids production con-
siderably after its very rapid growth
between 1973 and 1979. Total
crude oil output remained virtually
unchanged from 1979 on.

Gas production (excluding
Iran) almost tripled in the develop-
ing ESCAP region during 1973-
1981, However, the share of gas
in total primary energy output
remained small, averaging about
7 per cent in the early 1980s. Most
of the increase in gas production
was centred in Brunei and Indo-
nesia, the combined output of
which reached 35.6 million tons of
coal equivalent in 1981 compared
with 4.8 million in 1973. As in
the case of liquid energy, gas
production slowed down markedly
after 1979, Increases in non-Iranian
output, mostly in Indonesia,
averaged 6.2 per cent per annum
over 1979-1981, while the cor-
responding annual growth rate for
1973-1979 was 27 per cent,

Table 1.31 Developing ESCAP region. Primary energy production, 1973-
1981
(Million tons of coal equivalent)
1973 1979 1980 1981
Solids 379.5 5425 537.1 5484
of which:
China 307.1 4454 4343 434.0
India 56.7 75.0 79.4 89.9
Rep. of Korea 9.5 12.1 12.2 13.1
Liquids 635.2 563.6 4318 422.8
of which:
Brunei 16.4 18.4 19.0 19.7
China 745 154.3 154.1 147.2
India 10.5 18.7 13.7 21.7
Indonesia 97.4 1135 1129 1144
Iran 428.1 234.6 109.1 96.1
Malaysia 6.3 19.6 19.1 19.8
Gas 48.3 87.8 79.0 79.7
of which:
Brunei 2.6 129 13.6 13.3
China 9.4 19.3 19.0 169
Indonesia 2.2 16.4 20.7 22.3
Iran 24.1 239 9.5 8.0
Electricity 10.9 16.3 174 18.5
of which:
China 4.7 6.2 6.8 74
India 39 59 6.1 64
Pakistan 0.6 1.0 1.1 1.1
Rep. of Korea 0.2 0.7 0.7 0.7
Total developing ESCAP region 1 073.9 1210.2 1065.3 10694
Total excluding Iran 621.7 951.7 946.7 965.3

Source: United Nations, 1981 Yearbook of World Energy Statistics (forthcoming).

Considerable interfuel substitu-
tion in favour of coal, particularly for
electricity generation, took place in
many countries in the ESCAP region in
the wake of the oil shocks of the
1970s. This substitution trend, which
is expected to become more pro-
nounced, has stimulated considerable
research on technologies to improve
the efficient use of solid fuels and
minimize environmental pollution,

One such technology is the
“integrated  gasification combined
cycle” (IGCC) process, which converts
coal into a producer gas of low heat
value that can be purified with relative
ease. The clean gas is then burnt in
a combustion turbine at a temperature
of at least 1,100 degrees Celsius, and
the exhaust gases are channelled
through heat-recovery steam generators

Box I.18 Technologies for improved coal utilization

to power steam turbines. Electricity
production on this thermal basis would
be about 10 per cent less expensive
than that from conventional United
States steam power plants with stack
gas scrubbers to remove impurities.
Advances in water-cooling systems
would make it economically feasible
to operate such plants at considerably
higher inlet temperatures, as generation
costs tend to drop by about 5 per cent
for every increase of about 65 degrees
Celsius.

Another  nascent technology
which has aroused interest in the
region is the principle of “pressurized
fluidized bed combustion" (PFBC),
which uses coal together with sand or
other inert materials. Fluidization is
achieved by forcing a stream of hot air,
at rising velocity, upward through a

coal bed. Solid particles are thus in-
creasingly disturbed, eventually pro-
ducing a bubbling mass similar to a
boiling liquid. Efficiency is greatly
enhanced by placing the combustor
inside a pressure cell. Low operating
temperatures prevent the formation of
clinkers by ash, thus inhibiting emis-
sion of objectionable levels of nitrogen
oxides. By adding limestone or dolo-
mite to the fuel charge, sulphur is re-
tained in the firebed. Boilers based on
this principle have already entered
industrial use, and PFBC may even
be adapted to use in households.
PFBC in power stations could achieve
particularly high conversion efficien-
cies, probably higher than 40 per cent,
through the use of hot pressurized
exhaust gases to drive additional gas
turbines in a combined system.

67



Primary electricity constitutes
a very small part of primary energy
production in the developing
ESCAP region, The relevant shares

were 1 per cent in 1973 and 1.7 per
cent in 1981, Aggregate primary
electricity generation almost
doubled between 1973 and 1981,

Table 1.32 Developing ESCAP region. Primary energy consumption, 1973-

1981
{Million tons of coal equivalent)
1973 1979 1980 1981
Solids 381.1 547.1 5454 5535
of which:
China 306.6 444.0 432.7 4326
India 574 75.3 82.1 88.0
Mongolia 0.8 1.6 1.7 1.8
Pakistan 09 0.9 14 1.3
Philippines - 4 0.5 0.6
Rep. of Korea 10.6 17.9 18.7 20.6
Thailand 0.1 0.5 0.5 0.6
Viet Nam 2.8 4.8 3.8 6.2
Liguids 205.6 318.8 3194 319.0
of which:
Bangladezh 1.1 1.8 2.1 2.1
Brunei 0.3 1.0 0.9 1.0
Burma 1.1 i4 1.4 1.5
China 68.9 1239 121.9 114.2
Hong Kong 4.2 7.1 12 7.6
India 26.3 358 36.5 39.5
Indonesia 15.7 25.8 27.6 29.1
Iran 19.3 27.7 27.1 25.6
Malaysia 6.4 B.7 11.0 10.4
Mongolia 0.5 0.8 09 0.9
Pakistan 4.6 6.4 6.4 6.3
Papua New Guinea 0.6 0.8 0.9 08
Philippines 126 16.3 16.3 16.2
Rep. of Korea 18.0 325 32.7 33.6
Singapare 4.6 9.5 7.6 11.0
Sri Lanka 1.5 1.3 1.3 1.4
Thailand 105 15.2 14.4 14.6
Viet Nam 8.2 1.5 1.7 1.8
Gas 32.5 55.2 51.2 52.8
of which:
Bangladesh 0.8 1.5 1.5 19
Brunei 0.6 23 2.5 2.9
China 94 19.3 19.0 16.9
India 0.8 2.1 1.7 2.3
Indonesia 2.2 5.3 5.4 6.6
Iran 13.3 14.8 9.2 T
Malaysia 0.5 2.3 2.5 35
Pakistan 4.6 7.0 B4 10.0
Electricity 10.9 16.4 175 18.6
of which:
China 47 6.2 6.9 74
India 19 5.9 6.1 6.4
Pakistan 0.6 1.0 1.1 1.1
Philippines 0.3 04 0.7 0.7
Rep. of Korea 0.2 0.7 0.7 0.7
Thailand 0.3 0.5 035 0.6
Total developing ESCAP region 6301 9375 9335 943.9

Source: United Nations, 1981 Yearbook of World Energy Staristics (forthcoming),
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although, again, the rate of increase
fell off in the later years. Between
1979 and 1981, primary electricity
output expanded at an average
annual rate of 6.5 per cent; this
was similar to that of gas produc-
tion in the region (excluding Iran),
Despite its small share in total
primary energy production, power
generation presented generally the
greatest opportunity for interfuel
substitution in most countries of
the region.

To sum up, a definite shift
occurred in favour of solid forms
of energy exploitation in the devel-
oping ESCAP region following the
first oil price shock. However, a
definite slow-down appeared in the
rates of growth of various kinds of
primary energy output following
the second round of oil price in-
creases. Solids production grew by
about | per cent during 1979-1981,
offsetting a decline of about the
same percentage in liguids outpul
in the region (excluding Iran).
MNon-Iranian gas and electricity
production each increased at the
faster annual rates of about 6.1
and 6.7 per cent, respectively, in
the same period, compared with
average annual growth rates of 27
and 8.3 per cent, respectively, over
1973-1979,

B. CONVENTIONAL ENERGY
CONSUMPTION

Recent developments in re-
gional consumption of different
forms of primary energy have
followed broadly the above-men-
tioned production patterns and
trends. Prodded by concerted poli-
cles for output conservation and
demand restraint, aggregate energy
consumption in the developing
ESCAP economies rose by only
0.7 per cent between 1979 and
1981. This small increase in con-
sumption contrasted sharply with
an overall increase during 1973.
1979 of 48.8 per cent.



1. Solid fuels

These types of primary energy
provided 60.5 per cent of aggregate
energy consumption in the develop-
ing ESCAP region in 1973 and
58.6 per cent in 1981, In terms of
annual rates of expansion, regional
demand for solids rose by 7.3 per
cent between 1973 and 1979 but,
in line with the slow-down in aggre-
gate energy consumption, by only
0.6 per cent per year over 1979-
1981. It appears, therefore, that
the developing ESCAP economies
in general achieved some success
in their efforts to restrain energy
use or substitute solid fuels for
other energy sources following the
first oil price shock.

This regional pattern of solids
consumption, however, masks sig-
nificant variations at the individual
country level. To begin with,
several economies with better solid
energy resource endowments were
able more easily to meet increased
domestic demands. These included
China, India, Mongolia and Viet
Nam, the solids consumption of
which accounted for almost 96 per
cent of the regional total in 1981.
Their combined demand for solid
fuels increased by 42.9 per cent,
or 7.1 per cent annually, during
1973-1979 but slowed down to
just 0.6 per cent per year over
1980-1981.

As a percentage of total
primary energy needs, the relative
share of solids remained by and
large unchanged in India and
Mongolia but declined marginally
to 76 per cent in China during
1981. China implemented a
vigorous conservation programme
in response to declining solids out-
put; this was expected to lead to a
yearly saving of upwards of 20
million tons of standard coal. As a
preliminary result, the energy effi-
ciency of industrial production was
reported to have improved by 6
per cent in 1981.

Viet Nam was able to derive
one quarter of its primary energy
consumption from locally produced
solids in 1973, and over three
quarters eight years later. This
rising interfuel substitution trend,
however, was partly due to the fact
that over the same period the
country's total energy requirements
were reduced by almost 27 per cent
to 8.1 million tons of coal equiva-
lent in 1981 from 11.1 million in
1973.

Solid fuel demand in the rest
of the developing ESCAP region
rose more strongly, totalling 61

per cent between 1973 and 1979
and a further 16 per cent over
1979-1981. These increases were
equivalent to annual growth rates
of 10 and 8 per cent, respectively,
The Philippines, the Republic of
Korea and Thailand exhibited per-
haps the fastest rates of growth in
solids  consumption,  although
admittedly from very low initial
bases in the Philippines and Thai-
land. Most of this growth related to
interfuel substitution in electricity
generating plants.

Demand for solid fuels in the
Philippines rose from 35,000 tons

Figure 1.10 Selected ESCAP countries, Consumption of primary commercial energy,
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(Million tons of coal equivalent)
Units Solid fuels
460
420 China
380
110
India
70
2o_r Rep. of Korea
0 __Viet Nam
1977 79 81
Units Gas
204
154 China
Iran
104
Pakistan
54
Indonesia
0 v T L v
1977 79 81

Units Liquid fuels
130
120 China
110

1977 79 81
Units Primary electricity
8 -
China__.-="""
6 + - 23
SN India
4
2
Pakistan
——’_
0 ———"‘" Rep. of Korea
1977 79 81




of coal equivalent in 1973 to
590,000 tons, or 3.4 per cent of
total energy needs, in 1981. Im-
ports provided one quarter of
domestic solids requirements in
1973 and almost three fifths in
1981. The sector which exhibited
the greatest expansion in the use of
solids was electricity generation.
Under a five-year energy pro-
gramme, the share of oil in electri-
city production was planned to fall
to 30 per cent by 1986 from about
70 per cent in 1980, The interfuel
and interfactor substitutes included
coal, hydro and geothermal re-
sources.

Consumption of solid forms of
primary energy in the Republic of
Korea almost doubled between
1973 and 1981, rising from 10.6 to
20,6 million tons of coal equiva-
lent. These amounts were equiva-
lent to about 37 per cent of total
enérgy requirements in the same
years, Imports satisfied 36 per cent
of solid fuel needs in 1981, com-
pared to just under 6 per cent in
1973, Policies to reduce oil
dependence through the substitu-
tion of solids concentrated largely
on electricity generation. No new
oil-fired power plants were to be
constructed during the fifth plan
period; some existing systems were
to be converted to coal or gas and
others were to be retired or used
for reserve capacity. The propor-
tion of oil-based generation was
scheduled to decline to 22 per cent
in 1986 from 79 per cent in 1980.
Nuclear power generation, however,
was planned to reach 39 per cent
in 1986 as against 9 per cent of
total electricity output during
1980,

Demand for solids accelerated
from 136,000 to 608,000 tons of
coal equivalent in Thailand over
1973-1981. This demand, however,
wis relatively insignificant as it ac-
counted for less than 4 per cent of
total energy needs in 1981. Power
generation in Thailand relied in-
creasingly on lignite (brown coal)
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after 1979 and on natural gas from
1981. Under the fifth five-year
plan, the proportion of electricity
output based on coal and hydro
sources was expected to double,
while gas-fired capacity was
planned to rise by 150 per cent.

Regional  consumption  of
solids, paralleling the trend in
production, slowed down appreci-
ably in the early 1980s. Demand
for solid fuels in the developing
ESCAP countries expanded by a
total of only 1.2 per cent over
19791981, This fall-off was attrib-
utable largely to a reduction of
2.4 per cent in China, by far the
biggest producer and consumer
with a share of about 78.5 per
cent of solids output and demand
within the region. However, most
other economies — particularly
India, the Republic of Korea and
Viet Nam — registered increases
of wvarious magnitudes in their
solid fuel requirements. These rose
by 17.2 per cent for those three
countries as a group during 1979-
1981, Consequently, the share of
solids in total primary energy
demand, excluding that of China,
rose from 33 to 357 per cent
in the same period.

Efforts of developing ESCAP
countries to increase their solids
consumption and/or raise the solids
contribution to their total energy
requirements in general brought
relatively modest results. Among
other reasons, limited opportuni-
ties appeared for substitution of
non-solid energy sources. This was,
in turn, attributable to the nature
of existing capital stocks as well
as industrial technologics. These
factors will be discussed later in
the context of regional demand for
liquid forms of primary energy.

It is instructive to note by way
of comparison that consumption
of solid fuels rose at a much slower
pace in the three developed ESCAP
countries. The growth in consump-
tion in these countries totalled
17 per cent over 1973-1981,

compared to 45 per cent for the
developing ESCAP region. Solids
provided 24 per cent of primary
energy needs of these economies
in 1981, up from 22 per cent
during 1973, Environmental consid-
erations appear to have exerted
some influence over the choice
of substitutes for liquid energy in
these countries, with other impor-
tant factors being relative prices
and the availability of domestic
supplies. Consumption of gaseous
fuels, for example, expanded by
about fourfold in these countries;
these primary energy  sources
provided 2.5 per cent of total
requirements in 1973 but 9.4 per
cent eight years later,

2. Liquid fuels

Regional demand for liquids
in the developing ESCAP region
peaked in 1979, the beginning
of the second oil price shock.
Between 1973 and 1979, consump-
tion of petrolenm products
increased by 55 per cent, imply-
ing an average annual growth
rate of 9.2 per cent. For 1979
1981, however, demand remained
by and large unchanged at around
319 million tons of coal equivalent,
This static total consumption level
was, again, primarily due to a
reduction during [979-1981 of
almost 8 per cent in liquid energy
consumption in China, by far the
biggest regional consumer, offset
by increases in India, Indonesia,
Malaysia and Singapore.

The decline in liquid energy
consumption in China during 1979-
1981 was largely due to vigorous
conservation Measures made
imperative by the fall-off in oil
production in recent years. Liquid
energy consumption in  other
relatively important oil producers
among the developing countries
of the region consisting of (apart
from China) Brunei, Burma, India,
Indonesia, Iran and Malaysia grew
by 7.5 per cent per year during



1973-1979 and 3.5 per cent per
year during 1979-1981. By
contrast, the consumption of liquid
energy in the other developing
ESCAP  countries  (excluding
China) grew by 6.6 and 1.7 per
cent per annum during the same
two periods, respectively.

It would thus appear that
differences in the nature and
urgency of energy substitution in
countries with different energy
resource endowments contributed
significantly to energy consumption
growth rates in the region. This is
corroborated by the fact that
domestic demand for petroleum
in two of the region’s net oil
exporters, Indonesia and Malaysia,
exhibited high elasticities with
respect to real income and indus-
trial growth. In fact, given exist-
ing consumption rates and assum-
ing no major oil discoveries, the
gap between domestic demand
and supply in Malaysia was
expected to widen toward the
end of the 1980s. However, only
about one fifth of the territories
with hydrocarbon potential had
been explored and drill-tested.

Policy measures to induce
energy conservation in Malaysia
included several increases in petro-
leum product prices in response to
higher world prices for liquid
fuels. On social welfare grounds
and to promote industrial and
transport growth, however, the
Government also increased sub-
sidies on such items as kerosene
and diesel fuel amounting to up to
one half of market prices. Energy
pricing policy in Indonesia was
also designed to keep widely used
liquid fuels at affordable levels.
In the early 1980s, however,
efforts were made to reduce the
fiscal drain of subsidies, which
had grown to over 1,500 billion
rupiah in 1981/82 from less than
200 billion rupiah in 1978/79.
Petroleum product prices, for
example, were raised by an average
of about 60 per cent in January

1982. The subsidy to domestic
consumption of hydrocarbons was
thus expected to be reduced to
3-4 per cent of GDP in 1982,
compared with 5-6 per cent in
1981.

Viet Nam encountered perhaps
the largest reduction in consump-
tion of liquid energy of all the
developing ESCAP countries. In
1981, hydrocarbon consumption
fell to 1.8 million tons of coal
equivalent, or 22.5 per cent of
the primary energy total, from
8.3 million tons, or 74.5 per cent,
in 1973, As a result of a variety
of policy measures, Sri Lanka
managed to reduce its liquids
requirements marginally from 1.5
to 14 million tons of coal
equivalent over the same period.

These quantities accounted for
94 and 87 per cent of its total
energy demand in 1973 and 1981,
respectively. China and Iran each
experienced an overall reduction
in its liquids consumption of
about 8 per cent between 1979
and 1981. This contributed to
declines of 4 and 12 per cent in
total primary energy consumption
in China and Iran, respectively,
over the same period. There was a
fall of 5 per cent in liquids con-
sumption in Malaysia during 1981,
However, a 40 per cent increase
in gas demand in that year contrib-
uted to a rise of almost 4 per cent
in Malaysia’s primary energy re-
quirements.

Several other ESCAP coun-
tries, including Bangladesh, Brunei,

Figure L11 Developing and developed ESCAP countries. Consumption of primary

commercial energy, 1978-1981
(Million tons of coal equivalent)
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Burma,  Pakistan, Papua New
Guinea, the Philippines, the Repub-
lic of Korea, Sri Lanka and Thai-
land, were able to limit liquids
demand growth to 2.3 per cent
between 1979 and 1981 despite
an increase of almost 7 per cent
in total energy usage. This was
the net result of various conserva-
tion and substitution measures.
Increases in imported oil prices
were to an important extent passed
on to domestic consumers in most
of these countries. In a few cases,
however, considerable time lags
intervened before full domestic
price adjustments were made. In
addition, some price differentials
between different fossil fuels were
maintained, implying an element
of subsidy. As in Malaysia, such
policies were designed generally
to lighten the burden on lower-
income groups or to promote
industrial and commercial growth.

In addition to these measures,
concerted policy measures were
initiated to encourage interfuel
or interfactor substitution, partic-
ularly in favour of electric power
generation, in the Philippines, the
Republic of Korea and Thailand.
Natural gas was expected to provide
about 62 per cent of hydrocarbon
consumption in Bangladesh in
1985, up from 45 per cent five
years earlier. Gaseous fuels and
hydroelectricity provided almost
one half and one third, respectively,
of the increase in commercial
energy supplies in Pakistan over
1979-1981; increased reliance on
domestic natural gas to reduce
hydrocarbon  imports  received
considerable attention from the
Government.

In contrast to the developing
ESCAP region, the three developed
ESCAP countries were able to
slow down the growth of their
liquids consumption appreciably
following the first oil price shock.
Consumption in these countries
grew by only 3.1 per cent between
1973 and 1979, compared with
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55 per cent for the developing
ESCAP countries; it then fell by
12.5 per cent in 1980-1981,
compared with unchanged liquids
requirements in the remainder of
the ESCAP region. As a result, the
share of liquids in total energy use
in the developed ESCAP countries
fell steadily from 72.5 per cent in
1973 to 68 per cent in 1979 and
61 per cent two years later. The
resulting gap was filled largely by
a considerable rise in gas consump-
tion in these three economies.

The reasons for the contin-
uing importance of liquid fuels
in total energy consumption in
the ESCAP region are several. The
transport and industrial sectors in
most of these countries rely heavily
on imported hydrocarbons. The
transport sector depends almost
exclusively on liquids and is
estimated to consume about one
half of the supply of petroleum
products. Direct industrial use
accounts for between 20 and 30
per cent of liquids demand. How-
ever, natural gas provides sub-
stantial industrial power in Pakistan
and, to a lesser but increasing ex-
tent, in Bangladesh and Indonesia.’

The particular type of capital
stock within the transport sector
provides the major opportunity
for substitution of fuel sources
between the different mineral
hydrocarbon  by-products. Such
interfuel substitution must mnec-
essarily be regarded as a medium-
to long-run process because existing
capital stock cannot simply be
written off. Several countries,
including Bangladesh and Thailand,
are exploring the possibilities of a
higher level of gaseous fuels usage
in their transport sector, while
others, such as Fiji, Papua New
Guinea and the Philippines, are
developing biomass sources. The
possibilities for large-scale substi-

3Economk and Social Survey of Asia
and the Pacific, 1981 (United Nations
publication, Sales No. E.82.ILF.1), pp.
72-73.

tution of the latter energy form
in transport, however, appear to
be limited in the immediate future
owing to technical and financial
constraints,

As for the industrial sector,
there appears to be far less scope
for fuel substitution than had
carlier been expected. A detailed
analysis of 11 major industries
and examination of a plethora
of different processes and activ-
ities have found few substitution
possibilities feasible over the short
term.* The few exceptions relate
to cases where indigenous sources
of primary energy have already
been developed so that interfuel
substitution or alternative energy
exploitation becomes both tech-
nically feasible and economically
viable.

The brightest prospects for
greater fuel efficiency in the
industrial sector can be found in
such  large-scale and energy-
intensive activities as aluminium
and cement production, paper
making, and the smelting of metals
and refining of petroleum. These
industries are, however, important
in only a few developing ESCAP
countries. In addition, the neces-
sary improvements and conversion
of capital equipment are a medium-
to long-term proposition and are
often practicable and economically
worthwhile only when capital
equipment is being replaced. Thus,
the potential for significant savings
in energy use through these means
in the immediate future is rather
limited.

Comparatively greater scope
seems to exist, however, for im-
proving energy utilization and
conservation in transport and in-
dustry. Pricing policies for com-
mercial energy, such as the reduc-
tion of subsidies or the permitting
of full flow-on of increased import
prices, have been widely relied on
in  most developing ESCAP

4 Ibid., p. 102.



countries for this purpose. In
addition, discriminatory measures
have also been imposed against
specific  energy-consuming  sub-
sectors, for example private motor
transport and equipment such as
air-conditioners and large-volume
engines. Nevertheless, the restrain-
ing impact on energy use of these
policy measures, particularly with
respect to private transport, has
been neither uniform nor clear-
cut among countries of the region
and thus does not permit ready
generalizalion.S It has been in-
creasingly recognized that final
demand for liquid energy, espe-
cially in private transport and
households, depends to a consid-
erable extent on several other
variables, including income distri-
bution, standard of living, primary
and secondary costs of substituta-
ble energy sources and availability
and convenience of alternative
means of transport.

These factors account in no
small part for the fact that overall
reliance on liquids increased only
slightly between 1973 and 1981,
while the relative importance of
solids decreased only marginally,
In terms of total energy consump-
tion, liquid fuels provided 32.6
per cent of the developing ESCAP
region’s requirements in 1973 and
around 34 per cent in 1980-1981.
The respective ratios for the major
oil-producing countries in the
region were 25.6 and about 28
per cent. The non-oil producing
economies, however, exhibited
a slightly different pattern. Hydro-
carbons provided almost 75 per
cent of their total energy needs
in 1973, about 71 per cent in 1979
and approximately 68 per cent in
1981. Thus, with few exceptions,
the relative importance of liquid
fuels did not change appreciably
between 1973 and 1981.

Reliance on the price mecha-
nism to induce interfuel substitu-

3 See Part 1, Chapter V of this Survey.

tion is likely in practice to be of
limited effectiveness in achieving
any substantial degree of substitu-
tion from liquids to solids in the
immediate future. Furthermore, it
could prove to be counter-produc-
tive in its impact on output and
employment, and on export com-
petitiveness in the medium term.®
This suggests the need for a better
understanding of the influence on
energy factor substitution of
policy-induced variations in the
prices of non-fuel inputs. Further
analyses of the complex sectoral
and factor substitution relation-
ships at the country level are thus
essential. This is all the more im-
portant if specific policy packages
to encourage liquids substitution
are to be devised to suit the varying
conditions and requirements of the
developing ESCAP economies.

3. Gas and electricity

Similar to the behaviour of
demand for liquids and solids,
regional gas consumption peaked in
1979 after increasing by about 70
per cent from 1973. Between 1979
and 1981, however, gas consump-
tion fell by 4.4 per cent. Most of
this decline was attributable to
reduced consumption in China and
Iran, though this was partially
offset by increases in Indonesia,
Malaysia and Pakistan,

Apart from their much slower
consumption growth, gaseous re-
sources constitute only a small pro-
portion of energy consumption in
the developing ESCAP region. They
accounted for 5.2 per cent of
energy use in 1973, 5.9 per cent in
1979 and 5.6 per cent two years
later. The potential of gas as an
interfuel substitute in the region
thus appears limited. This pattern
of the developing ESCAP countries’
gas demand differed significantly
from the increasing (relative) im-

6 Economic and Social Survey of Asia
and the Pacific, 1981, op. cit., p. 102.

portance of gas fuels in the three
developed countries of the region.
Gaseous resources consumption in
these countries accounted for 9.4
per cent of total energy usage in
1981, compared to just 2.5 per
cent eight years earlier.

Primary electricity is the only
form of conventional energy which
was subject to steady increases in
demand on a region-wide basis
throughout 1973-1981. Consump-
tion of power from this source
expanded by S0 per cent during
1973-1979 and by another 13 per
cent over 1979-1981. Together,
these trends imply an average an-
nual growth rate of 8.8 per cent
from 1973 on. Primary electricity
usage in the Republic of Korea, and
to a lesser extent in the Philippines
and Thailand, rose from a very low
initial base, and thus faster than
the regional average. On the whole,
however, primary electricity, most-
ly from hydro sources, constituted
only a tiny fraction of total energy
usage of the developing ESCAP
region, accounting for only 1.7 per
cent of the total in 1973 and 2 per
cent eight years later.

Taking into account the usage
of coal, oil or gas in thermal power
stations, however, total (primary
plus secondary) electricity produc-
tion was much greater. Electricity
production increased by a total
of 77 per cent between 1973 and
the peak year of 1979 and rose
by a further 11 per cent during
1979-1981. Thermal stations pro-
vided an increasing share of electri-
city output, reaching 75.6 per cent
in 1979 as against 71.2 per cent
eight years earlier. In 1979-1981,
production from coal- and oil-based
plants stabilized at around 75 per
cent of regional electrical genera-
tion. Expansion of thermal power
generation in the 1970s took place
at the expense of hydropower, the
relative importance of which fell
from almost 28 per cent in 1973 to
23 per cent in 1981. Nuclear power
provided approximately 1 per cent
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Table 1.33 Selected developing ESCAP countries. Electricity generation by
fuel types, 1973, 1979 and 1981
[Billion kdowatt hotrs)

Toral Thermal  Hydro Nuclear  Geothermal
Bangladesh 1973 1.4 1.0 0.4 - -
1979 24 1.8 0.6 - -
1951 29 2.3 0.6 = =
China 1973 149.5 111.5 38.0 - =
1979 1819 231.8 50.1 - -
1981 309.3 249.0 60.3 -
India 1973 7128 41.4 29.0 2.4 =
1979 1128 4.4 45.5 29 =
1981 125.%9 73.6 452 32 -
Indonesin 1973 3.1 1.6 1.5 - -
1979 6.5 4.0 25 T -
1981 Tok 4.9 2.8 - =
Iran 1973 12.1 9.3 28 = =
1979 18.5 14.5 4.0 = =
1981 169 139 3.0 - -
Malaysia 1973 48 3.7 1.1 = -
1979 B.B 1.6 1.2 - -
1981 9.5 8.2 1.3 = £
Mongolia 1973 0.7 0.7 = - =
1979 1.3 1.3 = = -
19581 1.7 1.7 - = -
Pakistan 1973 0.3 4.4 4.4 035 =
1979 13.0 4.5 84 0.1 =
1981 16.1 6.9 9.1 0.1 -
Philippines 1973 13.2 10.8 2.4 - -
1979 17.0 13.5 29 = 0.6
1981 19.0 13.1 38 - 2.2
Rep. of Korea 1973 15.2 13.9 1.3 - -
1979 i78 32.3 2.3 32 =
1981 43.7 381 2.7 29 -
Singapore 1973 a7 7 - — -
1979 6.4 6.4 - - -
1981 T4 7.4 - - -
Sri Lanka 1973 1.0 0.3 0.7 - -
1979 1.6 - 1.5 - -
1981 1.9 0.2 1.7 - -
Thailand 1973 7.3 54 1.9 - -
1979 14.1 10.8 3.3 - -
1981 16.0 12.0 4.0 = =
Viet Nam 1973 23 1.9 0.4 - =
1979 39 3.2 0.7 - -
1981 4.0 3.3 0.7 = =

Sowrce; United Nations, | 981 Yearbook of World Energy Staristics (forthcoming).
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of electricity output during the
period.

The rapid growth of electricity
demand and the overwhelming
share of oil- and coal-fired plants in
total power output suggests consid-
erable scope for interfuel substitu-
tion. By and large, gas can replace
other mineral fuels in thermal
plants without substantial modifi-
cation costs.” Despite such proven
technical feasibility and commercial
viahility, the substitution of in-
digenous gas for liquids in electrici-
ty generation in particular, and as
a primary energy source generally,
has not proceeded as fast as might
have been expected. Trends in gas
utilization in the developing ESCAP
region indicate that gas usage has
expanded at a much slower pace
than that esxhibited by overall
power generation. In addition, gas
fuels have provided a falling share
in the region's primary energy
consumption, amounting to less
than 6 per cent in 1981.

The replacement of liquids by
solids as an electricity-generating
fuel is another obvious and fre-
quently suggested option. In fact,
considerable interfuel substitution
has taken place in several countries
of the region, as already noted.
MNevertheless, a number of con-
straints inhibit such substitution;in
particular, conversion of boilers is
likely to be uneconomical if equip-
ment has to be installed to remove
sulphur and other pollutants, Other
constraints relate to the need for
additional infrastructure for coal
handling and storage. Furthermore,
the economic threshold for steam
units is estimated to be about
30 MW; smaller power systems will
thus continue to require imported
hydrocarbons for their diesel
plants.® New technologies being

"r“furld Bank, Energy in the Develop-
ing Counrries (Washington, D.C., August
1980), p. 64.

8 mbid., p. 64.



developed to improve the efficiency
and minimize the pollution caused
by coal utilization could greatly im-
prove the prospects of more wide-
spread and larger-scale adoption of
coal as a primary power source,
not only in electricity generation
but also in other industrial uses.

Nuclear reactors are not a
feasible mode of liquids substitu-
tion in power generation for the
large majority of developing ESCAP
countries, for both technical and
economic reasons. India, Pakistan
and the Republic of Korea produce
nuclear-based electricity, but this
energy source contributes a small
fraction of these countries’ total
power output. In 1981, the share
was 2.5 per cent in India, 1 per cent
in Pakistan and 6.5 per cent in the
Republic of Korea, The only
ESCAP country with a rising trend
in nuclear power generation, pri-
marily as a means of reducing
dependence on imported oil feed-
stocks, is Japan. Electricity ob-
tained from nuclear reaction in-
creased from 9.7 GWh in 1973 to
87.8 GWh in 1981. These levels
were equivalent to 2.1 and 15 per
cent of Japan's total power output
in 1973 and 1981, respectively.

Water resources are generally
regarded as having significant
potential as a substitute for liquid
fuels in electricity generation with-
in the developing ESCAP region in
the long run. It is of great im-
portance that such resources are
more or less renewable. A related
resource is geothermal energy.
However, few countries in the
region are significantly endowed
with this type of energy. The
Philippines exploited geothermal
power to produce about 11.6 per
cent of its electricity output in
1981, up from 3.5 per cent two
years earlier. This power source
is also utilized in Japan and New
Zealand, but its contribution to
total electricity output in these
two countries remains relatively
insignificant.

C. NEW AND RENEWABLE
ENERGY SOURCES

1. Water resources

Barring climatic uncertainties,
hydropower is potentially the most
readily available renewable form of
energy throughout much of the
developing ESCAP region. Hydro-
electricity provides over four fifths
of electricity output in Bhutan, the
Lao People’s Democratic Republic,
Nepal and Sri Lanka, and over half
in  Afghanistan, Burma and
Pakistan. The volume of hydro-
power generated in these countries
has generally expanded more rapid-
ly than elsewhere and more rapidly
also than other primary energy

sources, the average annual growth
rate being 15.8 per cent over 1973-
1979 and 4.3 per cent in 1979-
1981.

Several  other  developing
ESCAP countries, including Bangla-
desh, China, India, Indonesia,
Papua New Guinea, the Philippines,
the Republic of Korea, Thailand
and Viet Nam, achieved increases
in hydroelectricity output of over
50 per cent between 1973 and
1981. Similar to the trend else-
where in the region, the level of
hydropower generation in this
group of countries stabilized in the
late 1970s and early 1980s.

Possibilities for substantial fur-
ther development of hydropower in
the developing ESCAP region re-

Table 1.34 Developing ESCAP countries, Estimated water resource poten-
tial and installed hydropower capacity, 1981 or latest estimate available

Estimated Installed
potential capacity (net) b mﬁ:{;‘:‘;ﬁd ty
to estimated
(gigawatts) potential®
(percentages)
West and south Asia
Afghanistan 5.0-18.0+° 03 5.6
Bangladesh 04 0.1 216
Bhutan 2.0 - R
Burma 20 0.2 9.2
India 100.0 122 122
Iran 14.0 08 6.1
Nepal 83.0 0.1 siala
Pakistan 20.0-30.0 1.8 9.2
Sri Lanka 1.5 0.3 215
South-ecast and east Asia
China 680.0 23.0 34
Indonesia 31.5 04 1.3
Lao People’s Dem. Rep. 13.2¢ 0.2 12
Malaysia 222 0.5 2.3
Philippines 8.0 1.0 12,2
Rep. of Korea 23 1.2 522
Thailand 8.0-14.0+ 09 114
Viet Nam 29 0.3 9.5
Pacific
Fiji 03 cow o'
Papua New Guinea 14.2 0.1 0.7
Sources: United Nations, 1981 Yearbook of World Energy Statistics (forthcom-

ing); and secreturiat estimates.

Notes: * Based on unrounded figures. b Potential of international rivers common
to neighbouring countries. € Potential of major tributaries of the lower Mckong River
basin.
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main considerable. On the supply
side, estimates indicate that the
region possesses the world’s greatest
hydro potential, which, for all
practical purposes, remains largely
untapped. Installed hydro capacity
absorbs less than 11 per cent of the
lower estimate of possible hydro-

power. Within the region, the
Republic of Korea and, to a much
lesser extent, Bangladesh, India,
the Philippines, Sri Lanka, Thai-
land and Viet Nam have realized
the largest proportions of their
water resource potential, but even
here great scope for improvement

remains.

The substantial oil price in-
creases of the 1970s rendered many
hydro sites, previously deemed un-
economical, financially viable. At
oil prices in the range of $US20-30
per barrel, mini or small-scale
power systems (costing around

Figure 1.12 Compartive costs of power generation based on various types of fuel, 1980

Power cost Investment cost
(USe/kWh) (SUS/kW installed)®
1 1
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Nuclear: 1. Single small units;
Geothermal: 3. Wet steam/hot water field;

5. Small, heavy oil-fired, inland location;
9. Large, pas-fired.

10. Small, light ofl-fired, inland location;
12. Low head mini-hydro;

Steam:
8. Larpe, coal-fired;

Diesel:
Hydropower:

2. Large multiple units.
4, Dry steam field,

13, Large, high head.

Note: 2 Including costs of transmission and distdbution.

6. Small, wood-fired;

7. Large, oil-fired, imported ofl;

11. Large, heavy oil-fired, coastal location.

76



$US2,500-3,000 per kilowatt of
installed capacity) are competitive
with large diesel or oil-fueled steam
units at production costs of about
7 cents per kWh. However, large,
high-head hydro projects retain
a decisive advantage with costs
around 2.4 cents per kWh.?

Unfortunately, hydroelectric
systems, particularly large-scale
projects, tend to take a considera-
ble lead time before becoming fully
operational. Though running costs
are low, they are also very capital-
intensive. Several countries, includ-
ing Papua New Guinea and Sri
Lanka, have decided to increase
oil-based thermal generation as a
stop-gap measure to meet the in-
creasing demand for electricity.
Even with much intensified efforts
to exploit hydroelectric potential,
thermal power generation is likely
to remain the dominant production
mode for electrical energy in the
developing ESCAP region in the
1980s, although the fuel source
may be shifted increasingly in
favour of coal and gas.

Another possible constraint on
the development of largescale
hydro projects relates to the uneven
distribution of water resources and
energy needs. Projects designed to
exploit the possibilities of sub-
regional trade in electrical energy
would be helpful. In fact, a signifi-
cant volume of such trade already
occurs, for example, between the
Lao People’s Democratic Republic
and Thailand, Thailand and Malay-
sia, Singapore and Malaysia, and
India and Nepal. Further expansion
of such trade would depend on
political as well as technical consid-
erations. It can be expected to play
a larger role in decades to come,
especially if joint development
schemes for the exploitation of
river basins such as the lower
Mekong River basin, the Salween

9Only large-scale gas-fired steam
systems are competitive with hydro-
power at this level of production cost.
See World Bank, op. cit., p. 43.

River basin and the Ganges-Brama-
putra River basin are successfully
negotiated and activated.

2. Other new and renewable
sources of energy
Potential for the development
and use of new and renewable
sources of energy (NRSE) technol-
ogies exist in both developed and

Box 1.19 Solar
energy

The simplest use for the most
abundant energy source, solar power,
is for the drying of agricultural and
industrial output. By retaining tradi-
tional ‘“‘curing” techniques in such
industries as, for instance, tobacco
and latex rubber, developing ESCAP
countries are conserving on energy
costs by relying on solar power. Sun-
light can also meet most domestic
hot water needs economically in the
region; passive solar equipment can
be manufactured inexpensively and
without much difficulty since the
technology is relatively simple. The
average payback period for a
passive wall heating system, for in-
stance, is around 18 months,

Solar-power irrigation pumps
can substitute efficiently for pumps
operated by animals (such as the
Persian wheel), fossil fuels or man,
Among other countries, Pakistan has
undertaken national field trials on
such pumps. The wvast potential
market for such pumps, estimated to
be upwards of half a million units
in Pakistan alone, would facilitate
large-scale production and hence
significant savings. Prices for each
individual array under largescale
production are expected to drop
from S$USS,000 to SUS1,500.

The harnessing of solar power
by photovoltaic processes is not
economically viable at present costs,
some $US0.33 per kilowatt hour.
It is noteworthy that the price of
photovoltaic cells, initially about
$US1,000, has fallen to around
SUS10 per peak watt. Nevertheless,
the capital cost of photovoltaic
conversion is still upwards of 10
times higher than that associated
with large conventional generators.
Photovoltaic cells would thus be
restricted for such specialist uses as
telecommunications and navigational
buoys in the medium term,

developing ESCAP countries. Those
technologies have inherent techni-
cal, socio-economic and political
advantages, and can be of great
benefit to rural populations
throughout the region. Evaluation
of the potential of NRSE technolo-
gies, however, should go much
further than conventional financial
cost-benefit analysis; it should also
include a comprehensive appraisal
of social costs and benefits, despite
the methodological problems in-
volved in such an assessment. More-
over, account must be taken of
the cultural and social implications
of the adoption of and reliance on
NRSE technologies, particularly
from the point of view of end-users.

In their simplest form, biomass
energy sources such as wood,
animal waste and scrub vegetation
are burnt in stoves for heating and
cooking purposes. Generally, the
relative heat value per unit volume
of biomass fuels, with the excep-
tion of ethanol (or ethyl alcohol), is
around one third of that obtainable
from fossil fuels. Nevertheless, fuel-
wood and charcoal provide one of
the primary sources of energy for
the rural sector, in which the bulk
of the population of the developing
ESCAP region still lives. These
energy resources, together with
animal power, are estimated to
account for about 10 per cent of
total regional energy consumption.

Limited efforts have been
made to improve the efficiency in
production of such renewable fuel
sources as wood, agricultural and
animal residues, and animal and
human muscle power. Increased
energy demand, difficulties of shift-
ing to commercial energy sources
and low income levels have resulted
in the nrapid degradation and
depletion of *common property™
natural resources such as forest
vegetation for fuelwood require-
ments, with serious environmental
consequences. Adequate measures
thus need to be devised to identify
and develop new and renewable
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sources of energy, especially those
that employ relatively simple tech-
nology or draw on natural resources
readily available even in poor
countries.

The use of biogas is one such
possibility. Biogas is more con-
venient to use than the basic bio-
mass energy forms and can be
produced from the decomposition
of animal, human and plant wastes.

Animal dung, which otherwise
would be used as fertilizer, is the
usual feedstock, though vegetable
matter is also used. Reliance on this
gaseous fuel source, which contains
55-65 per cent methane, is much
more widespread in China than in
other countries of the region. China
has more than 7 million generating
pits/digesters, of which some 5 mil-
lion operate on a regular basis,

The movement of water is a re-
newable encrgy source which has been
harvested for hundreds of years,
Despite such awareneéss and proven

application, hydropower resources
remain largely under-utilized in the
developing ESCAP region.

Waterwheels are still widely used
in a number of developing ESCAP
countries, especially in Afghanistan
and Mepal, which are espedially rich
in fast-flowing rivers. However, tur-
bines spin faster and are thus more
suitahle for electricity generation. In
fact, small-scale hydrosystems with an
average capacity of less than 50 kilo-
watts number upwards of 100,000 in
China and other developing countries
in the region, with the greatest number
being in China. The costs of a 40-
kilowatt unit, based on a system in use
in MNepal, are estimated at SUS(.18
per kilowart hour at a 20 per cent
load factor and just below SUS0.10
with a 55 per cent load factor. At this
level, mini-hydro projects are more
than competitive with small-scale light-
or heavy-oil fired inland generators.

Tides and wavez are other hydro
energy sources; the energy density of
a single, slow-moving current, such as
the Kurile current around Japan, is
estimated at more than 1 billion
kilowatts. The world's first tidal power
plant, with a pgenerating capacity of
300 megawatts of power under good
condidons, was opened in Brittany
in 1966, with another svstem in the
Barents Sea of about 400 megawatts
constructed in 1968, By and large,
wave and tdal power systems are still
in the research and experimental stage.
But the longtérm potential for the
developing ESCAP region, especially
the island countries and those with
extensive sea-coasts, cannot be over-

Box 1.20 Hydropower

looked.

Another form of ocean power
arises from the heat differentials at
different depths of water. As in the
case of tdal and wave systems, octan
thermal energy conversion (OTEC)
processes remain in the research and
development phase, The world’s first
land-based OTEC plani, designed and
built by Japanese companies, was
opened in Nauru in late 1981, At 100
kilowatts, the pilot system is also the
biggest yet constructed; it is twice as
large as a S0kilowatt mini-OTEC barge
that the United States tested off
Hawaii in late 1979,

The project is not intended to
produce commercial energy, although
the net power gain is fed into the 13-
kilowatt Nauru grid. The Nauru plant
takes in 1,400 tons each of hot and
cold water per hour. Pumping the
hotter surface water, at around 30
degrees Celsiug, consumes 27 kilowatts
of power while drawing up the cooler
(8 degrees Celsius) water from a depth
of 500 metres, at 1,000 metres off-
shore, requires another 40 kilowatts.
The surplus power from the 100-
kilowatt output is about 10 kilowatts,
an effidency level similar to that
obtained by the mini-OTEC unit, The
total cost of the Nauru plant is
$US40 million

The main factor in favour of
OTEC systems is their low running
costs, These systems appear to be
particularly suitable for small non-oil
island countries because energy s
proportionally more expensive there;
Guam and Saipan are thus actively
pursuing OTEC commercialization
programmes. Thus, smaller OTEC units
could make useful aid packages to,
among others, developing countries of
the South Pacific subregion.
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Total gas production exceeds 2 bil-
lion cubic metres per year. The
standard size unit meets the cook-
ing and lighting needs of a house-
hold of five persons.

India also has a sizeable num-
ber of biogas units, about 50,000
by unofficial estimates; the animal
population, at some 239 million
head by the 1966 livestock census,
provides an important source of
input. The conversion of three
quarters of the country’s animal
waste would provide usable energy
equivalent to 100 million tons of
coal per year. In addition, the
slurry from biogas plants could be
utilized as organic fertilizer. Instal-
lation costs for biogas systems in
India suggesi that these plants
would be suitable as multi-family
or community-size projects.

The conversion of biomass to
liquid fuel also holds promise for
the developing ESCAP countries.
Ethanol can be distilled from
fermented carbohydrate materials
such as sugarcane, sugar beet or
molasses. Methanol (methyl alco-
hol) is also obtainable from wood.
The relevant technologies are well
established commercially. Ethanol
can be used to power vehicles
either by itself or in a blend with
at least B0 per cent gasoline,
methanol-gasoline blends are much
more difficult to use as vehicle
fuels,

Most countries with a large
sugar industry can produce ethanol
without a heavy capital investment,
although the economics of such
production necessarily depend on
the cost of biomass materials,
Under existing cost and technology
relationships, various types of cir-
cumstances would justify large-scale
production of ethano! for sub-
stitution purposes — for instance,
where large amounts of feedstock
are already being produced at low
economic cost, or where surplus
molasses is being processed by
sugar mills located in more isolated
areas.



Several developing ESCAP na.
tions, including Fiji, Papua MNew
Guinea and the Philippines, have
encountered these two types of
situation and have adapted their
sugar industries accordingly. Contri-
butions from fuel blends such as
cocodiese]l and alcogas are expected
to provide the equivalent of 3
million barrels of oil, or over 2 per
cent of total primary energy
demand, in the Philippines in 1986,
Under the alcogas programme, pro-
duction reached an estimated 8 mil-
lion litres, displacing about 0.6 per
cent of gasoline demand, in 1981.
The planned target was 14 per
cent in 1986,

Sugar/molasses-based  alcohol
production began in Fiji in 1980,
The ethanol plant was expected io
reach an annual capacity output
of 21 million litres by 1983, This
amount of fuel, together with an
80 MW hydroelectric scheme to be
completed in 1984, would reduce
imported hydrocarbons by about
one fifth. In Papua New Guinea,
ethanol derived from molasses
produced at the Ramu sugar com-
plex was expected to reach up to
12 million litres per year shortly.
Work on this project had already
been started prior to 1982, with
total cost set at 4.3 million kina.

The need for close integration
of policies and planning for the
development and use of NRSE
deserve rvawlamphasis,”:'l This is be-
cause the rate and character of
development are strongly in-
fluznced by the availability, forms

10 gconamic and Social Survey of Asia
and the Pacific, 1981, op. eft., pp. 119-
121.

One of the decisive advantages
of windpower, compared with many
other alternative sources of energy,
is that the basic technologies with
regard to mechanical and electrical
applications are well established, New
efforts are thus essentially concemed
with technological and design improve-
ments.

Sailing ships, one of the oldest
forms of windpower application, have
never been abandoned in ocean-going
transport in the developing world,
Interest in the feasibility of wind
propulsion in modern commercial ships
revived strongly in the mid-1970s.
The relevant research has been con-
ducted §n several leading mariime
couniries, notably Japan, where a
small experimental sea-going tanker
driven by wind propulsion has been
launched.

Windmills, often regarded as a
relic of the past, may well make a
useful contribution to the world's
energy cquation in the medium term.
Air movements are sufficently strong
and persistent o be suitable for
commercial exploitation in many parts
of the ESCAP region, except some
areas such as ecast Asia which lack
good trade winds, Their irregulanity
and unpredictability in many arcas
constitute the most serious limitation
on the usefulness of windpower.

Research and development of ex-
perimental large-scale windpower proj-
gcts have been going on in a number
of industrial countries since the mid-
1970s. Several pilot projects, with

Box I1.21 Windpower

generating capacity upwards of 3 MW,
have already started producing electri-
city. In addition, small wind turbines
and pumps, amounting to over 3
million in number, are currently in use,
mostly in the United States but also in
Australia, Japan and New Zealand,
amang other countries.

Large-scale windpower systems
for industrial use tend to impose signif-
icant environmental problems. For
example, a 100 MW wind farm, neces-
sarily consisting of clusters of machines
with wide spaces between them to
minimize mutual interference, would
require some 4 to 5 square miles of
land, compared with an estimated
1 square mile for a solar plant of
similar generating capacity. In addi-
tion, the most suitable sites are often
of or near hilltops of in areas of scenic
beauty. However, the simultaneous use
of some of the land for agricultural,
residential or even industrial purposes
i+ by no means excloded. The noise
problem, formerly a matter of concern,
has been brought under control. The
risk of intolerable interference with
television  transmission has been
minimized by the adoption of wind
blades made from fibre.

Several  modest-load  windmill
prototypes have been devised for use
in developing countries, A wind pump
programme  to develop a low-cost,
small-valume production design for less
developed countries was launched in
1975, This programme has attracted
significant interest in India and Pakis-
tan, among other developing countries.

and costs of energy. In this regard,
several types ol new and renewable
fuels are especially well suited for
the decentralized growth of less
developed countries, particularly in
areas where provision of other
energy forms may be difficult and/
or expensive. Technological and

institutional measures 1o improve
the access of rural areas to energy
might well focus on improving the
end-use efficiency of conventional
sources, greater efficiency in the
use of traditional energy and in-
creased use of new and renewable
sources of energy.



IV. SOCIAL CONDITIONS

his discussion of social con-

ditions in the developing
ESCAP region reviews the effects
of development policies and proc-
esses upon the quality of human
life. The quality of life can only
be assessed, however, in terms of
the desires and aspirations of the
people themselves. Among the poor
no less than among the rich in the
developing ESCAP region, people’s
desires and aspirations are not con-
cerned simply with the requisites
for physiological maintenance but
also with less immediately material
needs such as the opportunities to
have a family life, ensure good
health, engage in recreation, partici-
pate in social and cultural life,
obtain self-fulfilment through edu-
cation and enjoy the dignity of
personal freedom and security. The
extent to which these needs can be
met by the individual depends to
a large extent on the resources
available to the community and on
the distribution of these resources
among its members. Social develop-
ment in the region thus remains in
large measure dependent on eco-
nomic development.

An overriding constraint on the
capacity of many developing coun-
tries in the region to effect im-
provements in the quality of life
has been their failure to raise the
per capita availability of goods
and services. This is largely attrib-
utable to continued rapid popula-
tion growth, Even though gross
output has continued to increase
in virtually all developing ESCAP
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countries, population growth has
absorbed such a large part of the
gains that little improvement in per
capita real incomes has resulted.
Moreover, inequalities in the distri-
bution of wealth and income and
disparities in relative growth rates
of population and income in dif-
ferent sectors have combined to
ensure that, even with growth in
average per capita incomes, the real
incomes for those crowded into
slow-growth sectors such as agricul-
ture, where the problem of rapid
population growth is often most
acute, have in many cases stagnated
or even declined.

The effects of population
growth on the quality of life are
also felt in other ways. The un-
employment problem has intensi-
fied in those economies which have
not been growing fast enough to
absorb an expanding labour force,
or those in which the structure of
production has increasingly em-
phasized relatively capital-intensive
rather than labour-intensive proc-
esses. More important perhaps, at
least in the short term, has been the
problem of providing employment
for young people, whose skills are
often not well suited to the require-
ments of a modernizing agriculture
sector or the urban industry or
services sectors.

Population growth also makes
more difficult the task of providing
for other basic determinants of the
quality of life such as access to edu-
cation, health and shelter. The edu-
cation problem in most developing

ESCAP countries has several dimen-
sions, There is a need to extend
access to basic primary education
to all children, to upgrade the
general quality of the existing edu-
cational system, and to reformulate
educational processes into closer
accord with the peoples’ specific
requirements. The satisfaction of
these needs is made more difficult
by population growth, which, if it
is very rapid, effectively reduces
the per capita availability of re-
sources.

Similar problems arise in the
provision of access to good health.
Nutritional deficiencies, for ex-
ample, remain widespread among
the poor in developing ESCAP
countries, and communicable dis-
eases such as malaria remain endem-
ic in many of them. The technol-
ogies for dealing with these dis-
eases are known, but the capacity
to deliver the necessary services
has been hindered not only by
resource scarcity but by other
factors, such as illiteracy and the
apathy generated by intense pover-
ty. Again, excessive population
growth, itself partly an outcome of
the health care services provided
in recent decades, makes more dif-
ficult the extension of services to
those regions or sections of the
population not well served and
limits the extent to which resources
can be invested in upgrading
standards of health care services.

Adequate housing and asso-
ciated utilities form another critical
ingredient in the quality of life that



continues to be in short supply over
much of the region. On the one
hand, there are the benefits pro-
vided by physical structures as pro-
tection from the environment and
as means of access to simple neces-
sities such as sanitation facilities,
energy and clean water for cooking,
drinking and personal hygiene. On
the other, there is the important
role of housing as a focal point of
close family life, the core
of social organization, and as a
source of privacy and personal
freedom and security. Adequate
housing, however, remains the ex-
ception rather than the rule in most
developing ESCAP countries. Rapid
population growth has hindered
attempts to improve housing stan-
dards especially because of the in-
creased rate of urbanization in
developing ESCAP countries during
the past decade or more.

The translation of the econom-
ic developments taking place in
the ESCAP region into positive
improvements in social conditions
requires the active participation of
the intended beneficiaries of the
development process. Only through
truly participatory processes can
improvement of the quality of
human life for the entire communi-
ty, including the masses of the
poor, be effectively pursued. In the
absence of popular participation,
the benefits of development will
continue to be skewed in favour of
the region’s &lites rather than to-
ward the fulfilment of the desires
and aspirations of the masses. A
number of efforts to promote
popular participation in the devel-
oping ESCAP region have demon-
strated its potential.

A. POPULATION AND
EMPLOYMENT

The population of the coun-
tries and territories constituting the
ESCAP region was estimated at 2.5
billion in 1980, as compared with

2.3 billion in 1975 and 2.0 billion
in 1970. Although the annual
growth rate between 1975 and
1980 at 1.8 per cent was some 0.3
percentage points below that of the
previous quinquennium, the growth
in absolute numbers, 212 million,
was only slightly less than in the
preceding quinquennium.

The substantial and sustained
growth in the size of the population
of the ESCAP region is a function
of the decline in mortality levels
and continuing relatively high levels
of fertility. These developments
have been closely associated with a
persistent increase in the number
of women entering the childbearing
ages. Moreover, despite consider-
able reductions in fertility rates
during recent years in several
countries, and with further declines
highly probable, it can be expected
that the population of the region
will continue to grow at a fairly
rapid pace in the foreseeable future
because of its relatively young age
structure and the continuation of
fertility significantly above replace-
ment level,

There are extreme variations in
population size among the coun-
tries and territories of the ESCAP
region, ranging from Niue, with
about 3,300 persons, to China, with
around a billion. The two largest
countries, China with 995 million
persons' and India with 676 mil-
lion, together accounted for slightly
more than two thirds of the re-
gion’s total population in 1980,
The regional figures therefore large-
ly reflect demographic trends in
China and India and conceal the
diverse developments elsewhere.

China’s population grew at a
significantly lower annual rate
between 1975 and 1980 (1.4 per
cent) than that of west and south
Asia (2.2 per cent), and despite
having by far the largest population
base in 1975 added fewer people
over the quinquennium (67 mil-

11,032 million at the 1982 census.

lion)? than did west and south
Asia (95 million). The latter sub-
region, which includes many of the
poorest and least developed coun-
tries of the entire ESCAP region,
had the fastest rate of population
growth.

Among the smaller developing
ESCAP countries, the annual incre-
ments in numbers, though not large
from a regional perspective, were
by no means insignificant from the
national perspective, bearing in
mind the size of their populations.
Continuing high rates of population
growth in most of the region’s least
developed economies were a partic-
ularly disturbing phenomenon, as
these countrics had the lowest
capacity for absorbing these grow-
ing numbers at reasonable standards
of living.

Falls in the crude death rate
between the quinquennia 1965-
1970 and 1975-1980 were ex-
perienced throughout the ESCAP
region, but there were marked
variations between countries. In
the latter period, only Afghanistan,
Bhutan, the Lao People’s Demo-
cratic Republic and Nepal, all
among the region’s least developed
countries, had a crude death rate of
20 or more per 1,000 population,
compared with seven countries 10
years earlier. Reductions in infant
and childhood mortality led to
significant gains in life expectancy.
Nevertheless, average life expectan-
cy at birth for persons born in
south-east Asia and south Asia, at
52 and 49 years, respectively, indi-
cates that there remained consider-
able scope for further reductions in
mortality rates for the majority of
countries in these subregions. The
relatively high life expectancy in a
few of the developing countries —
such as China, where it has tenta-

2Thc: results of the 1982 population
census, however, suggest that the actual
growth rate since 1970 was rather
higher than that implied by the esti-
mates for the two quinquennial periods
in Table 1.35.
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tively been estimated at 67 years
between 1975 and 1980 — was the
exception rather than the rule.
Indeed, the figure for China con-
trasts markedly with an estimated
life expectancy at birth of less than

50 years in many of the less
developed countries of the region.
It appears to be the case that life
expectancy at birth has improved
most where there have been signif-
icant reductions in infant and

child mortality associated with
large improvements in primary
health care and education, as for
example, in China, Hong Kong,
Indonesia, Malaysia, the Philip-
pines, Singapore, Thailand and Viet

Table 135 World and ESCAP region. Population estimates, change and growth, 1970-1981

Population (millions) Change (millions) Compound annual growth
rate® (percentages)
1970 1975 1980 1981 1970- 1975- = =
1970- 1975-
1975 1980 1975 1980
World 3696° 4 062° 4432 4508 375 370 1.9 1.8
ESCAP region 2029.5 22489 2451.1 2493.6 219.4 202.2 2.1 1.7
West and south Asia 7320, 8233 918.0 938.6 91.3 94.7 24 2.2
Afghanistan 126 14.1 16.0 164 1.5 19 23 2.6
Bangladesh 68.1 79.0 88.7 90.6 10.9 9.7 3.0 23
Bhutan 1.0 1.2 1.3 1.3 0.2 0.1 2.0 2.1
India 539.1 600.8 663.6 676.2 61.7 62.8 2.2 20
Iran 28.7 334 374 39.3 4.7 4.0 3.1 23
Maldives 0.1 0.1 0.2 0.2 - 0.1 1.6 2.9
Nepal 114 12.6 14.0 15.0 1.2 14 2.0 2.2
Pakistan 60.6 709 82.1 84.6 103 11.2 3.1 3.0
Sri Lanka 12.5 13.5 14.7 15.0 1.0 12 1.5 1.8
East Asia 996.4, 1084.4 11565 1171.0 88.0 72.1 1.7 13
China 855.6 927.7 994.9 1007.8 72.1 67.2 1.6 14
Hong Kong 4.0 44 5.0 5.2 04 0.6 2.1 2.8
Japan 103.4 111.6 116.8 117.6 8.2 5.2 1.5 0.9
Mongolia 1.2 14 1.7 1.7 0.2 0.3 3.0 2.7
Rep. of Korea 322 35.3 38.1 38.7 3.1 28 1.8 1.6
South-cast Asia 284.6 322.8 3574 364.5 38.2 34.6 26 2.0
Brunei 0.1 0.2 0.2 0.2 0.1 24 4.2 35
Burma 27.0 30.2 336 344 3.2 34 2.2 2.2
Democratic b
Kampuchea 6.2 7.1 6.8 6.8 0.9 -0.3 2.7 -1.0
Indonesia 119.5 135.7 148.0 150.5 16.2 123 26 1.8
Lao People’s
Dem. Rep. 3.0 33 3.7 38 0.3 04 2.2 24
Malaysia 104 11.9 134 13.8° 1.5 1.5 2.8 25
Philippines 36.8 423 484 49.5 5.5 6.1 2.8 2.7
Singapore 2.1 23 2.4 24 0.2 0.1 1.8 1.3
Thailand 364 419 47.2 48.1 5.5 53 2.8 24
Viet Nam 43.1° 47.9 53.7 55.0 4.8 5.8 2.1 23
Pacific 19.0 21.1 222 22.5 2.1 1.1 24 1.2
Australia 125 13.8 14.6 14.9 1.3 0.8 1.9 1.2
Fiji 0.5 0.6 0.6 0.6 0.1 - 2.0 1.8
New Zealand 28 3.1 3.1 3.1 0.3 - 1.8 0.2
Papua New Guinea 2.5 2.7 3.0 3.0 0.2 0.3 2.2 2.1
Samoa 0.1 0.2 0.2 0.2 0.1 - 1.1 0.8
Solomon Islands 0.2 0.2 0.2 0.2 5 - 34 3.1
Other Pacificd 04 0.5 0.5 0.5 0.1 = 3.1 1.6

Sources: United Nations, Monthly Bulletin of Statistics, January and July 1976, July 1979, September 1980 and November

1982,and Statistical Yearbook of Asia and the Pacific 1980 (United Nations publication, Sales No. E/F.81.ILF.7) and 1981 (forth-

coming).

Notes: ® Computed on unrounded figures. b Extrapolated backward from 19
€ Estimated from growth rate available in national sources.

growth rate estimates.

Tonga, Trust Territory of Pacific Islands and Vanuatu.
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Comprising Cook Islands, Guam, Kiribati,



Nam, The importance of these
causal factors is bome out by Sr
Lanka, which has long been a
leader in the mass education and
health fields and as a result has a
high life expectancy level,

Between 1965-1970 and 1975
1980 practically every country and
area in the ESCAP region ex-
perienced declines in the hirth
rate, The fall in the crude rate was
most spectacular in east Asia, where
it fell from 31 live births per 1,000
population in 1965-1970 to 21 in
1975-1980, representing a decline
of almost one third; this decline
was largely attributakle to the big
apparent reduction in fertility in
China. There were also declines in
the crude hirth rate in south-east
Asia and south Asia, though eight
developing ESCAFP countries in
these two subregions continued to
record rates of 40 or more births
per 1,000 population in 1975-1980.

Several countries, particularly
among those in south Asia, have an
estimated total fertility rate
(TFR)® which is not far short of
natural fertility. Thus, TFR in
Afghanistan and Bangladesh for the
quinguennium 1975-1980 was of
the order of 7 children per woman
and that in [Iran, Nepal and
Pakistan was around 6.5 children
per woman. However, conspicuous
and sustained reductions in fertility
have been recorded in many of the
developing countries of east Asia
and south-east Asia, For example,
Indonesia, Malaysia, the Philippines
and Thailand experienced rapid
declines during 1970-1980, so that
by the quinquennium 1975-1980
their TFR was around 4.5 children
per woman. There was also a very
big fall in TFR in China, which by
the quingquennium 1975-1980 was

3 Total fertility rate, defined as the
sum of the agespecific fertility rates
for a given period, represents the aver-
age number of children that a woman
would bear if she were subjected
throughout her reproductive age to
the age-specific fertility rate prevailing
in that period.

at 3.1, some two children less than
10 years earlier. Generally, the rate
of fertility decline accelerated
during the quinguennium 1970
1975 for most parts of the develop-
ing ESCAP region, especially in the
higher-income economies such as
those of Hong Kong and Singapore.

An  important contributory
demographic factor to the decline
in total fertility rate has been the
marked change in marriage patterns
associated with a dramatic rise in
the age of first marriage that has
taken place in many countries
within the ESCAP region. Other
factors include the strengthening of

government policies towards
population growth, the spread of
education and the increased avail-
ability of contraception through
the extension of organized family
planning services,

The decline in population
growth to rates of under 3 per cent
per annum in most developing
ESCAP countries, especially in the
two largest, must be regarded as a
major  step  towards the more
general objective of raising per
capita levels of income, and hence
of the consumption of food and
other basic necessities which con-
stitute the core of improvements

Figure 1.13 ESCAP region, Percentage distribution of the population by subregions

and princpal countries, 1981
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The Government of the People’s
Republic of China conducted its
Third National Population Census in
1982. Everyone who held Chinese
citizenship and resided in the country
at 00.00 hours on 1 July 1982 was
enumerated. The purpose of the
census was ‘‘to acquire an accurate
knowledge of the country’s popula-
tion, its geographical distribution and
various structures so that the socialist
modemization, planning of the
people’s material and cultural life
and drafting of population policy
and plan [could] be done in the light
of the country’s actual conditions™.?
There had been two previous censuses
in 1953 and in 1964.

It was subsequently reported that
as of 1 July 1982 the population of
China was 1,031,882,511. The
population of the 29 provinces,
municipalities and autonomous re-
gions, including members of the
armed forces, was 1,008,175,288, of
whom 519,433,369 were males and
488,741,919 females. The average
annual increase in the population
since the 1964 census is reported as

% China, Office of the Population
Census Leading Group under the
State Council, A Brief Account of
the Preparations for the Third
Population Census of the People's
Republic of China (Beijing, 1982).

BoxI.22 China's third population census

2.1 per cent,

Compared with the previous two
censuses, the 1982 census was more
comprehensive. First, the census ques-
tionnaire contained 19 questions, 13 of
which were for individuals and 6 for
households, compared with a total of
6 topics covered in 1953 and 9 covered
in 1964, Secondly, because computers
were being used for the first time for
processing census data, a far more
detailed range of tabulations became
possible.

The vastness of China in terms
both of geography and population
meant that the census was a very
complex operation, To conduct the
field work, an enumerator and
supervisor force of about 6 million
persons was employed. The major
part of data processing was decen-
tralized and carried out on provincial
or municipal computers. To speed
up the release of census results, certain
census items, such as number of house-
holds and the size, sex, ethnicity and
education of respondents, were
tabulated manually within months
of the completion of field work.
Detailed results were expected to
become available relatively speedily
from the tabulation of a sample of
schedules, while the full tabulations
based on all schedules was to take
somewhat longer,

in the quality of life. At the same
time, however, the gains which the
decline in population growth makes
possible can only be realized if
the growth of total output proceeds
at a faster pace, preferably by a
margin  sufficient to generate
perceptible improvements in levels
of living in a relatively short time
span.
Among the developing ESCAP
countries some have been able to
achieve marked progress in this
respect, notably several in the east
and south-east Asian subregions
which have maintained consistently
high rates of economic growth
during at least the past decade
while at the same time having also
been among the more successful in
cutting back population growth.
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For others, such as Bangladesh and
Nepal where population growth
rates increased or hardly changed
over the 1970s while economic
growth was erratic and evgn
negative in some years, improve-
ments in per capita incomes have
been at best quite meagre.

Apart from the implications of
increasing population for growth in
per capita incomes, an important
question is that of providing
adequate employment opportuni-
ties for larger numbers, especially
given the fact that in many develop-
ing ESCAP countries the extent of
unemployment and underemploy-
ment in both rural and urban areas
is already serious. According to
World Bank estimates,* the rate of
labour force growth will exceed

that of population growth in at
least 13 developing ESCAP coun-
tries over the period 1980-2000 as
compared with only five during
1970-1980 and one in the previous
decade.

Between 1970 and 1980 the
number of persons of working age
(15 to 64) in the countries of the
ESCAP region rose from 1.1 billion
to 1.5 billion, and it is expected to
reach 1.9 billion by 1990° A
contributing factor is the change in
population age structure brought
about by the decline in birth rates
and mortality rates, especially
infant and child mortality, with the
result that the proportion of the
population in younger age groups
has been growing at a faster rate
than that of the population as a
whole. Providing jobs for increasing
numbers of young people reaching
working age has for this reason
become a significant aspect of the
general employment problem in
many developing ESCAP countries.

As of the late 1970s, for
example, nearly 50 per cent of the
unemployed in Hong Kong, India
and the Republic of Korea, 55 per
cent in the Philippines and 74 per
cent in Thailand were under 24
years of age.6

A further dimension is that in
some countries employment op-
portunities for young women are
significantly less than they are for
young men. Female youth partic-
ipation in the labour force is, for
example, very much lower in
Afghanistan,  Bangladesh  and
Pakistan (with participation rates of

%World Bank, World Development
Report 1982 (Washington, D.C., 1982),
tables 17 and 19.

S World Population Prospects as
Assessed in 1980, Population Studies
No. 78 (United Nations publication,
Sales No. E.81 XIIL8), and Demographic
Indicators of Countries: Estimates and
Projections as Assessed in 1980 (forth-
coming).

6Inmmatioml Labour Organisation,
Yearbook of Labour Statistics 1981
(Geneva, 1981).




Box 1.23 Rural-urban migration

Spatial shifts in the location of
population are an important dimension
of the population problem for many
developed as well as developing
countries, Urbanization is an in-
separable element of the general
process of economic and social
development. In the developing
ESCAP region with few exceptions
most of the national populations
continue to live in rural areas. Urban
population growth mtes, however,
have for at least the past three decades
exceeded rural rates of growth in

most of these countries largely because
of rumalurban migration, and the
disparity in growth rates has continued
to widen. As a result, the region’s
total rural population is expected to
increase by only 21 per cent between
1980 and 2000.

The region's urban population
increased from 24 per cent a decade
ago to about 28 per cent at the present
time. Furthermore, it has been
estimated that by the end of the
century the urban population in
Asia and the Pacific would be about

1,380 million or more than twice
that in 1980 Nearly half of that
growth would be due to ruralurban
migration. Furthermore, in many
countries serious imbalances exist
in the distribution of population
among urban arcas, The condition
of “‘primacy”, where the largest city
is at least twice the size of the second
largest city, exists, for example, in
Bangladesh, Pakistan, the Philippines,
the Republic of Korea and Thailand.
The trend towards primacy is also
apparent in Indonesia, Malaysia and

ESCAP region. Average annual growth rate of urban and rural population by Sri Lanka. A few large cities in these
major subregion, 1970-2000 countries tend to demand a dis-
_ i 7 proportionate share of resources for
1970-1980 1980-1990 1990-2000 social snd  eoomomic: development.
South Asia Urban 4.0 45 43 The drift to the big cities often
Rural 2.1 1.8 1.0 aggravates the difficulties of matching
East Asia urban population growth with ex-
China Urban 33 33 33 pansion of employment opportunities,
Rural 1.1 05 0.1 housing and other social services.
This in tumn can have the effect of
Japan Urban 21 1.3 09 increasing unemployment, generating
Rural -1.6 -1.7 -14 squatter settlements, increasing crime,
poverty, pollution and congestion
Other Uthen 43 33 24 and generally lowering the quality
Runl 03 04 -03 of life in urban areas, which already
South-east Asia Urban 42 45 43 often demand a disproportionate share
Rural 23 19 1.1 of national resources to cope with
urban development and renewal.
Pacific Urban 2.7 24 1.8
Rural -0.1 ~0.2 0.1

® Patterns of Urban and Rural
Population Growth (United Nations
publication, Sales No. E.79 .XII1L9).

Source: Patterns of Urban and Rural Population Growth (United Nations
publication, Sales No. E.79.XIIL9), p. 13.

Table 1.36 Selected developing ESCAP economies. Economically active youth® male, female and total, latest
year available

Male youth Female youth Total youth
Total  Econom- Partici- Total  Econom- Partici-  Total Total  Partici- Economical-
Country Year ically  pation ically  pation econom-  pation ly active
active rate active rate icaily rate youth in
active total active
(Thou-  (Thou- (Per (Thou- (Thou- (Per (Thou- (Thou- (Per population
sands) sands)  cent) sands) sands)  cent) sands) sands)  cent) (Per cent)
Afghanistan 1979 1 300.0 987.1 759 1236.7 115.2 9.3 2536.7 11023 435 325
Bangladesh 1979 55699 41693 749 5260.1 204.2 39 108300 43735 404 25.8
Hong Kong 1980 5950 3914 658 556.0 3371 606 11509 7285 633 31.6
Indonesia 1977 11111.0 71831 646 115514 38702 335 226623 110532 488 242
Malaysia
(Peninsular) 1977 12225 8562 70,0 11949 5347 449 24174 13909 575 35.7
Pakistan 1981 67640 S5063.0 749 6 004.0 362.0 60 12768.0 54250 425 25.6
Singapore 1980 309.0 2138 69.2 291.6 1852 635 600.5 399.1 665 36.9
Thailand 1978 42136 33023 784 42539 31788 747 84675 64711 765 31.6

Source: Intemmational Labour Organisation, Yearbook of Labour Statistics 1981 (Geneva, 1981).
Note: * *““Youth™ is defined here as 15-24 years of age.

85



9, 4 and 6 per cent, respectively)
than it is in Indonesia and Malay-
sia (at 34 and 45 per cent, re-
spectively). In Hong Kong and
Singapore, over 60 per cent of
young women are economically
active, while in Thailand the
figure in 1978 was nearly 75 per
cent. Obviously, there are impor-
tant cultural differences behind
these large variations in female
labour force participation, such as
attitudes towards the role of
women in society, but in addi-
tion differences in educational and
literacy attainments as well as
differences in economic structure
play an important part.

Female labour force participa-
tion generally is very low in some
south Asian countries such as
Pakistan (at under 7 per cent),
whereas in Indonesia, the Philip-
pines, the Republic of Korea and
Singapore it averaged around 37
per cent in 1976-1979. For
Thailand over 46 per cent of the
labour force in 1979 were women.
For almost all countries there are
significant variations in female

employment among the different
categories of economic activity.
Women predominate or form nearly
50 per cent of the labour force in
the service sectors, commerce,
tourism, finance and banking and
community services of the Philip-
pines, the Republic of Korea and
Thailand. Manufacturing in these
countries as well as in Indonesia,
Malaysia and Singapore also has a
high  proportion of women
workers.

B. EDUCATION

The overwhelming problem of
education in the developing ESCAP
countries remains the widespread
prevalence of illiteracy. Illiteracy is,
of course, universally recognized as
a barrier to the realization of the
individual’s capacity for adequate
participation in social and cultural
life. It is in addition a major
obstacle to the general economic
development which is essential if
substantial inroads are to be made
into the high incidence of mass
poverty in the region. From that

Table 1.37 Selected developing ESCAP countries. Net enrolment ratios,
percentage increase of school-age population and child dependency ratios,

1960-1980
(Percentages)

Net enrolment Increase of Child
Country ratio (6-11 years) population (6-11 years)  dependency

1960 1980 in 1980 over 1960 ratio, 1980°
Afghanistan 54 18.5 74.2 849
Bangladesh 29.9 54.5 69.0 88.5
Burma 443 595 738 74.5
India 50.1 63.8 71.6 70.2
Indonesia 504 67.0 87.1 67.2
Iran 319 755 1154 86.5
Malaysia 86.0 94.0 69.7 714
Mongolia 47.9 71.7 117.0 79.6
Nepal 10.0 39.9 818 79.6
Pakistan 27.2 47.0 935 86.5
Philippines 71.7 80.6 100.5 763
Rep. of Korea 846 100.0 328 548
Singapore 849 100.0 10.2 39.7
Thailand 75.7 77.8 95.6 73.2

Sourcess UNESCO, Development of Education in Asia and Oceania: Statistical
Trends and Projections 1965-1985 (Paris, 1978); and World Population Prospects
as Assessed in 1980, Population Studies No. 78 (United Nations publication, Sales

No. E.81.XIIL8).

Note: ® Child population (ages 0-14) as percentage of working-age population

(ages 15-64).
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point of view, education is an
investment in human capital and as
such contributes to productivity
in the long run. For some countries
with limited natural resources,
investment in human capital has
been a fundamental imperative in
development. Hong Kong and
Singapore have had educational
policies emphasizing the critical
role of education in the transforma-
tion of their economies from
trading communities to ones
centred on manufacturing and
service  industries,  Transforma-
tion of their economies to an
industrial base has meant that a
sizeable part of the working popula-
tion has had to be absorbed in the
industrial and commercial sectors.
That would not have been possible
without a well-educated and literate
population.

The  multiple deleterious
effects of illiteracy and inadequacy
of education have been recognized
by all Governments in the region,
prompting most of them to set
ambitious educational goals at the
start of the First United Nations
Development Decade in 1961, such
as the speedy eradication of illitera-
cy, achievement of universal educa-
tion at the primary level, and
provision of secondary and tertiary
education oriented towards meeting
manpower needs.’

Though many countries in the
region have established formal
programmes for dealing with the
problem of adult literacy, the main
line of attack has been the attempt
to achieve universal education at
the primary level (the age range of
approximately 6-11 years) with
emphasis on the acquisition of basic
literacy skills. Only a few, principal-
ly the Republic of Korea and
Singapore, appear to have achieved
that goal, though Hong Kong and

7J.E. Jayasuriya, *“Population change
and educational development”, in
UNESCO, Population Education in Asia
ang the PFacific, No.23 (June 1982),
p. 3.



Malaysia, with over 90 per cent net
enrolment ratios in 19805 were
very close to the target. But all of
these countries had already reached
high enrolment ratios by 1960.
More interest attaches to the
achievement of those countries,
such as Bangladesh, India, Indone-
sia, Nepal and Pakistan, which
started from low levels in 1960
and have since then pushed up
enrolment significantly, especially
when their growth in population is
taken into account. Although data
on net enrolment ratios are not
available for China and Viet Nam,
other evidence suggests that these
countries have made good progress
over recent years towards that goal.
Nevertheless, with the apparent
exception of Indonesia and
Malaysia, which seem to have made
especially good progress in raising
enrolment during the past two or
three years, many countries in
the region, especially the least
developed, are unlikely to reach

the goal of universal primary
education during the present
decade.

The eradication of illiteracy

Table 139 Selected developing
ESCAP countries. Rural and urban
literacy rates, various years, 1970-
1975

(Percentages)

Rural  Urban
Afghanistan 9.5 16.8
Bangladesh 235 48.1
India 264 599
Indonesia 522 76.7
Malaysia 544 67.8
Pakistan 13.7 40.7
Philippines 78.7 92.8
Rep. of Korea 82.2 943
Sri Lanka 75.0 85.9
Thailand 771 87.7

Source: UNESCO, Statistical Year-
book 1981 (Paris, 1981), table 1.3,

8Net enrolment ratio is calculated
by dividing the number of persons of
a given age group (enrolled in first-
level education for a particular country)
by the number of persons in that age
group in the population as a whole.

has also not proceeded as fast as
had been expected. Only Hong
Kong, the Republic of Korea and
Samoa had by 1977 attained adult
literacy rates of 90 per cent or
more though others, including Sri
Lanka, Thailand and Viet Nam,
were close to that mark. In addition
to Papua New Guinea, with a rate
of 32 per cent, Afghanistan, Bang-
ladesh, India, Pakistan and Nepal
continued to have extremely low
literacy rates from 12 to 36 per
cent in 1977, showing very little
improvement on those of 1960.
Given the rates of population
growth in these countries since
1960 and the fact that they contain
a substantial proportion of the
population of the developing
ESCAP countries, it is evident that
the absolute number of illiterates
in the region has increased over
that time span.

There are some bright spots
to relieve the gloom. Indonesia
lifted its adult literacy rate from
39 per cent to 62 per cent over the
1960-1977 period while Iran
managed an even greater increase
from a meagre 16 per cent to SO
per cent over the same period.
Thailand and the Lao People’s
Democratic Republic also made
notable improvements, although in
the latter case the rate is still low
at 41 per cent.

It should not be overlooked,
however, that even in those coun-
tries with relatively high literacy
rates there are significant differ-
ences in levels of literacy not only
as between males and females but
also as between rural and urban
dwellers. Data on rural-urban dif-
ferences are available only for the
early 1970s, but as changes take
place only slowly it is unlikely
that more recent figures would
show a much different picture.

The differences between rural
and urban populations are less pro-
nounced in those countries where
the general level of literacy is rela-
tively high, namely Malaysia, the

Table 138 Selected developing
ESCAP economies. Adult literacy
rates, 1960-1977

(Percentages)
1960 1977

Afghanistan 8 12
Bangladesh 22 26
Burma 60 70
China Vo 66
Fiji L-c 75
Hong Kong 70 90
India 28 36
Indonesia 39 62
Iran 16 50
Lao People’s Dem. Rep. 28 41
Malaysia 53 60
Nepal 9 19
Pakistan 15 24
Papua New Guinea 29 32
Philippines 72 75
Rep. of Korea 71 93
Samoa 97 98
Singapore s 75
Sri Lanka 75 85
Thailand 68 84
Viet Nam sa's 87

Sources: World Bank, World Devel-
opment Report 1982 (Washington,
D.C., 1982), table 23, and World Tables
1980 (Washington, D.C. 1980), table 4.

Philippines, the Republic of Korea,
Sri Lanka and Thailand. That is also
true of Afghanistan, where the gen-
eral literacy level is still the lowest
among the developing ESCAP coun-
tries. The most marked differences
are to be found in Bangladesh,
India, Indonesia and Pakistan, a
possible explanation being that the
populous urban centres have been
able to attract a much greater share
of educational expenditure than
have the various countries’ widely
dispersed rural communities and
have tended to attract the rural
literate in search of greater and
more rewarding employment op-
portunities.

Overall, the evidence suggests
that while some progress has been
made in the provision of primary
education, substantial needs remain
to be met, especially in a number of
countries of south Asia. As for the
problem of illiteracy, there has also
been progress, but again the picture
is much less favourable in south
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Asia, where the number of illit-
erates has apparently increased
since 1960 even though the pro-
portion of the population that is
literate has risen. Thus, despite
the relative improvements in both
primary enrolment and literacy for
the developing ESCAP region as a
whole, it would seem justifiable to
conclude that actual progress has
not met the objectives originally set
by the countries at the beginning
of the 1960s.

A major reason for the short-
fall seems to have been the effect
of declining mortality rates which,
combined with sustained high
fertility, has added substantially to
the school-age population and thus
placed heavier demands on the
educational system than could be
borne. The number of persons
aged 5-14 years in the region is
estimated to have risen from 512
million in 1970 to 610 million in
1980; and the proportion of the
population in this age group is
not expected to fall for at least
the balance of the decade and
probably beyond, especially in the
countries of the south Asian
subregion.9 Population pressure of
this kind makes it extremely
difficult for countries with limited
resources to provide primary
education facilities even at a
constant enrolment ratio let alone
increase or otherwise upgrade and
extend educational systems to
cover existing needs.

The problem may be illustrated
by comparing the situation of two
countries, one a developing ESCAP
country and the other a developed
country of the region. Indonesia
and Japan, the two representative
countries selected, were of almost
equal population in 1960. Over the
last two decades Indonesia’s
population has grown at an average
rate of more than 2 per cent a

- T D) O
“Development implications  of

population growth in the ESCAP
region’ (POP/APPC.3/BP.4).

88

year whereas Japan’s average
growth rate has been of the order
of slightly over 1 per cent. Indone-
sia's population grew by 67.1 per
cent while that of Japan grew by
only 24.9 per cent over 1960-1980.
Meanwhile, Indonesia’s school-age
population (6-11 years old) in-
creased by 87.1 per cent whereas
Japan’s decreased by 5.6 per cent.
Indonesia had 11.7 million more
6-11 year-olds in 1980 than in 1960
whereas Japan had 0.7 million less.
Thus the burden of providing
primary education was much
greater for Indonesia than for Japan
simply because of the different
demographic circumstances in the
two countries,

Another aspect of this problem
may be illustrated by considering
the burden imposed by the child
population aged 0-14 on the work-
ing-age population aged 15-64.'°
On this point, it is useful to com-
pare Bangladesh with Singapore,
a developing ESCAP country with
a high population growth rate
as against one with a low popula-
tion growth rate. The dependency
ratio for Bangladesh in 1980 was
88.5 whereas it was 39.7 for
Singapore. These figures indicate
that the number of children
supported by a given number of
working people was more than
twice as high in Bangladesh as in
Singapore. This suggests that the
capacity of Bangladesh to provide
such services for children as educa-
tion and health is sharply reduced
by the weight of the comparatively
heavy dependency burden. Consid-
ering that the labour force partic-
ipation of women in Bangladesh
is much smaller than in Singapore,
the impact of the dependency
burden is even greater.

It is thus clear that increases
in the proportionate size of the

lo'l'llis burden is conventionally
measured by the “‘child dependency
ratio”, which is defined as the per-
centage of child population to working
population.

school-age population and increases
in the dependency burden combine
to reduce the capacity of countries
such as Afghanistan, Bangladesh,
Nepal and Pakistan, among others,
to provide better education and
other basic services to the young,
and makes more difficult their
task of deciding how much of the
national budget should be allocated
for the expansion of primary educa-
tion as against other claims on the
budget, such as for public services,
which are also intensified through
population growth and its shifting
location.

The same forces which produce
pressure on resources for the
provision of primary education, and
indeed the degree of success in
meeting that first objective, event-
ually produce increased demands
for the expansion of secondary
and tertiary education as particular,
though contracting, cohorts move
through the educational system,
Those demands, however, are likely
to be less strong and also casier
to resist. For one thing, primary
education is where basic literacy
and numerical skills are incul-
cated, and subsequent stages are
geared more closely to other
objectives either of personal in-
terest or in relation to eventual
employment. The argument for
compulsory, publicly financed edu-
cation to meet basic literacy
objectives is thus strong; and in
those countries where universal
primary education has not been
achieved, or where its quality
judged in terms of output of
literates is low, it may be justifiable
to concentrate public resources at
these levels rather than divert them
to secondary and tertiary educa-
tion.

For another thing, the pres-
sures on young people to drop out
of the system at the completion of
first-level education or even earlier
are often very strong. Enrolment
ratios for the second level (ordinari-
ly 12-17 years of age) are sub-



stantially lower in almost all
developing ESCAP countries than
they are for primary education.!!
Many factors contribute to this,
including pressures to enter wage
or casual employment because of
the high opportunity costs of
further education; parental opposi-
tion to education, especially where
young women are concerned; the
inability to afford the fees involved
where private schools are an im-
portant part of the system; the non-
availability of secondary institu-
tions in rural areas; and the felt
irrelevance of academic curricula
to intended careers.

At the same time, however,
Governments in the region are
faced with a dilemma. On the one

11 UNESCO, Statistical Yearbook 1981
(Paris, 1981), table 3.2.

hand, elimination of illiteracy re-
mains a major goal, and its achieve-
ment must for many countries ab-

sorb an increasing proportion of

limited educational resources. On

the other, the modernization of

agriculture as well as the industrial-
ization and urbanization process re-
quire a labour force that contains a
proportion of workers with more
than mere literacy but with the ca-
pacity to absorb and adapt scien-
tific, technological and managerial
skills to the particular needs of
their societies. Between high-level
manpower of this kind and the
merely literate there is a wide range
of skills levels that must be pro-
vided for the efficient functioning
of a modern economy of increas-
ingly diverse structure.

The dilemma for Governments
is that of deciding what share of

available resources should be
directed to these ends as against
the ever-increasing requirements for
basic education. Bearing in mind
that higher education absorbs much
greater resources per student than
does basic education, the problem
is one of deciding the most cost-
effective combination. The guide-
lines here, however, are indistinct,
especially because the benefits of
specific increments and fields of
education are almost impossible to
quantify. Moreover, in many devel-
oping ESCAP countries there exists
a serious unemployment problem
among those with higher educa-
tional attainments, a circumstance
which might suggest that higher-
level education is already over-
provided. That may be true in
some cases, having regard to the
level of economic development of a

There are noticeable differences
among developing ESCAP economies
in the extent to which women have
access to education facilities in com-
parison with men. Enrolment ratios
for males and females at the primary
or first level of education are more
or less the same? in Burma, China,
Fiji, Hong Kong, Malaysia, Mongolia,
the Republic of Korea, Singapore,
Thailand and Viet Nam and probably
also in the Philippines and Sri Lanka,
All of these countries with the
exception of Burma have high enrol-
ment ratios for both males and
females, which suggests a commitment
to primary education generally as
well as a view that the education of
women at that level is no less
important than that of men.

In other countries of the region,
however, the differences are quite
marked. Enrolment of females at
the primary level in Afghanistan in
1979, for instance, was only 7 per
cent of the 7-12 year age group,
compared with 36 per cent for males.
In other words, 93 per cent of young
girls did not attend school. The

& UNESCO, Statistical
1981 (Paris, 1981), table 3.2.

Yearbook

Box 1.24 Educational enrolment of women

position was similar in Bhutan, with
7 per cent of the 6-10 year group en-
rolled (although boys were not much
better off at 15 per cent enrolment).
For Pakistan, total female enrolment
was 31 per cent against 81 per cent
for males, while for Bangladesh and
India, though with higher enrolment
ratios than in the other countries
mentioned, substantial differences
between male and female ratios never-
theless existed.

At the secondary level (generally
12-17 years) a somewhat different
pattemn is observed. Generally, enrol-
ment ratios for both males and females
are much lower than they are at the
primary level, and for that reason,
although female ratios are for the
most part lower than those of males,
the relative disadvantage is less. How-
ever, in several cases, including Fiji,
Hong Kong, Mongolia and Singapore,
female enrolment is proportionately
greater than that of males, For the
rest, a common pattern is for female
enrolment ratios to range around
4060 per cent of those for males,
Furthermore, in absolute terms,
female secondary enrolment is
negligible at 1-2 per cent in Afghanis-
tan and Bhutan and low at 8-20

per cent in Bangladesh, India,
Indonesia, the Lao People’s Demo-
cratic Republic, Nepal and Pakistan,
Only China, Fiji, Hong Kong,
Malaysia, Mongolia, the Philippines,
the Republic of Korea and Singapore
among the countries surveyed have
ratios of S0 per cent or more. For
comparative purposes, gross enrol-
ment ratios at the secondary level
in the developed ESCAP countries
range from 82 per cent for New
Zealand to 89 per cent for Japan,
Only Mongolia among the developing
countries of the region, at 84 per cent,
comes within that range,

At the tertiary level including
university education, only a very
small proportion of women is enrolied.
In Hong Kong, Mongolia, the Republic
of Korea and Singapore, the rates
range from 6 to 8 per cent while
for most other developing countries
in the region they are much less than
this. The Philippines is a major
exception, with neary 29 per cent
of women aged 20-24 years enrolled
in tertiary institutions as of 1979,
a rate higher than that for males
and higher even than the rates
generally prevailing in the developed
countries.
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The concept of primary health
care as developed by the World Health
Organization (WHO) and the United
Mations Children's Fund (UNICEF)
and as embodied in the Declaration
of Alma Ata of 1978 is an integrated,
community-based approach to the
provision of health services. This
concept is perceived as a means of
attaining the goal of a healthy, socially
and economically productive life for
all people by the year 2000. It
envisages a comprehensive approach
to the improvement of health that
is targeted primarily on the low-
income rural and peri-urban population
and emphasizes easily accessible low-
cost health care, community involve-
ment in planning and organization
of health services, and employment
of local resources.

The approach depends largely on
the adoption of approprate technol-
ogy, defined s simple and scien-
tifically sound techniques, adaptable

Box 1.25 Primary health care

to local conditions, maintainable with
available resources and acceptable to
the intended users. In contrast to other
programmes, it  stresses  “depro-
fessionalized"™ health services provided
by auxiliary workers and paramedics.
It envisages closc support from other
health-related sectors, especially educa-
tion, and involves both preventive and
curative measures covering maternal
and child health care, immunization,
treatment of injuries and diseases,
and promotion of nutridon and
sanitation.

Several less comprehensive forms
of primary health care have been in
practice in many developing ESCAFP
countrics. Exemplifving the employ-
ment of community health workers
in extending health care services
in rural areas are China's “barefoot
doctors™, The imporiance of active
community participation in effectively
increasing  health services coverage
was  demonstrated  in Thailand’s

experments with unpald village health
“volunieers™ trained to provide simple
health care and “communicators™
whose task is to provide simple but
vital information on hygiene and
other aspects of health education.
Another project designed to  solve
medical supply shortages through
contributions — in cash or kind -
from the villagers themselves, devel-
oped the public health system into
a self-reliant scheme that has pro-
gressed from extension and delivery
of health services to the penemtion
of services designed specifically to
meet local needs. Similar approaches
are being initiated in many other coun-
tries of the region, often as key parts
of rural development programmes. One
important lesson i that the participa-
tion of local communities in decisions
about what kinds of activities are
appropriate to improved health care is
essential to the success of the primary
health care approach,

particular country. More generally,
however, it seems 1o be a case of in-
appropriate education in relation to
market demands and is not a valid
argument against the expansion of
education facilities at the secondary
and tertiary levels.! 2 [t may well be
an argument, however, in support
of a purposive shift in educational
priorities from the purely formal
and academic towards technical and
vocational training. Among other
things, that would imply more
systematic attention to educational
and manpower planning as a means
of managing the limited resources
that can be made available to
education in the developing ESCAP
region.

C. HEALTH

A comprehensive evaluation of
the state of health or how it has
changed over time is inherently a
perplexing matter. The concept of

12 peonomic and Social Survey of
Asic and the Pacific, 1978 (United
Mations publication, Sales Ne. E.79.
ILF.1), pp. 134-144.
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health is itself highly subjective, as
is reflected in the World Health
Organization definition that health
is a state of complete physical,
mental and social well-being. Based
on such a broad-ranging vision, the
existence of health cannot be
judged simply by the absence of
perceived disease or infirmity,
Moreover, in both developed and
developing countries, there is a lack
of adequate data aboul the prev-
alence of particular conditions
which would indicate ill health.
The level of health status or
the nature of the health problem
can to only a limited extent be
inferred from data such as those on
immediate causes of death. More-
over, mortality data indicate very
little about the surrounding com-
plex epidemiological circumstances,
which have profound significance
for public policy in the field of
health and health care. In any
case, mortality data for many
developing ESCAP  countries,
especially those with large rural
populations with very little access

to health care services, are frequent-
ly too imprecise to be of much use
for decisions about the specific
forms of health care that are
needed., As for morbidity data,
these are largely absent and the
extent of morbidity or the prev-
alence of particular debilitating
conditions can at best be only
roughly inferred from limited
general information.

The broad features of the
health problem over much of the
developing ESCAP region are, how-
ever, reasonably  well  known.
Mortality rates, especially among
the young and new born, remain
high in many countries. Nutritional
deficiencies, along with parasitic
infestations, diarrhoeal and vector-
borne diseases, tuberculosis and
leprosy, are common. What is also
known is that most of these health
problems are closely related to
general conditions of poverty,
illiteracy, superstition, bad housing,
lack of adequate water supply and
sanitation as well as low levels of
education, especially of women,



The achievement of better health
rests heavily on the capacity of the
developing ESCAP countries sub-
stantially to improve standards in
all of these areas.

Nonetheless it is clear that
during the past two decades mortal-
ity rates have declined significantly
in virtually all developing ESCAP
countries. In recent years, however,
the pace of mortality rate decline
has apparently begun to slow down
in some countries. The causes are
not yet clear, but the suspicion is
that the easier initial gains asso-
ciated with improvements in the
health environment have been fully
exhausted and that the continued
existence of widespread poverty,
under-nutrition, illiteracy and the
inadequacy of health services in
rural areas, coupled with the
demands on resources associated
with increasing population, will act
as a brake on further decline in
the mortality rate.

The crude death rate is a weak
indicator of mortality change
because it is strongly influenced
by the age structure of the popula-
tion. A better index is life ex-
pectancy at birth, Among the
developing countries of the region,
high mortality (less than 50 years
life expectancy at birth) was with
a few exceptions characteristic of
the countries of south Asia as well
as Indonesia and the Lao People’s
Democratic Republic during 1975-
1980. Medium mortality (50-60
years) applied to such countries
as Iran, Pakistan, Thailand and Viet
Nam and low mortality (over 60
years) to countries in east Asia as
well as such other countries as
Malaysia, the Philippines, Singapore
and Sri Lanka.

Infant mortality rates have aiso
declined over the past decade. The
most significant decline has been
in China, where the rate was re-
duced from 75 per thousand in
1965-1970 to 49 per thousand in
1975-1980. In general, the more

in the region, such as Hong Kong
and Singapore, had much lower
rates of infant mortality, at 12 and
13 per thousand, respectively, than
the other developing countries.
Developing countries that have
realized substantial reductions in
infant mortality rates include Fiji,
Malaysia, the Republic of Korea
and Sri Lanka. The majority of
developing countries, however, have
been less successful, with rates of
between 100 and 160 per thou-
sand still common in the late 1970s.

The decline in infant and child
mortality rates has been a major
element in the overall reduction in
mortality, but other age groups
have also benefited. Improvements
in housing, sanitation and educa-
tion have been important contrib-
utory factors along with the in-
troduction of comparatively cheap
and effective technologies for
the control of disease vectors, as
well as immunization and the
treatment of communicable dis-
eases. The latter continues to be

a priority area for health pro-
grammes in many developing
ESCAP countries, with emphasis

on epidemiological surveillance,
malaria control, leprosy, tuber-
culosis, dengue fever, acute

diarrhoeal diseases and diseases
preventable by routine immuniza-
tion, especially of children.

Despite the overall decline in
its incidence, malaria has continued
to be the major public health
concern in many developing ESCAP
countries, including Bangladesh,
Bhutan, Burma, India, Indonesia,
Maldives, Nepal, Sri Lanka and
Thailand. Efforts to control the
disease have been impeded by the
development of vector resistance to
insecticides and of the malaria
parasite to drugs; the migration of
infected persons to previously un-
affected areas has also been a
growing problem. Another prob-
lem has been the increase in the
price of drugs, insecticides and
other essential supplies and equip-
ment.

Table 1.40 Selected developing ESCAP economies. Mortality rates, 1960-

1980
Crude death rate per 1,000 Percentage change,
population 1960-1980
1960 1980

Afghanistan 31 26 -16.1
Bangladesh 28 18 -35.7
Bhutan 26 19 -269
Burma 21 14 -333
China 14 8 -42.8
Hong Kong 8 5 -37.5
India 22 14 -364
Indonesia 23 13 -435
Iran 17 11 -353
Lao People’s Dem, Rep. 19 21 10.5
Malaysia 16 7 -56.2
Mongolia 15 8 -46.7
Nepal 27 20 -259
Pakistan 24 16 -333
Papua New Guinea 23 15 -348
Philippines 15 7 -533
Rep. of Korea 13 7 -46.2
Singapore 8 s -375
Sri Lanka 9 7 -22.2
Thailand 15 8 -46.7
Viet Nam 21 9 -57.1

Sources: World Bank, World Development Report 1982 (Washington, D.C.,

developed and urbanized economies 1982); and World Health Organization, World Health Statistics, 1981 (Geneva, 1981).
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Table 1.41 ESCAP region. Expectations of life at birth by sex, 1965-

1970 and 1975-1980 (vears)
Persons Males Females
1965- 1975- 1965- 1975- 1965- 1975-
1970 1980 1970 1980 1970 1980
ESCAP region 53 58 52 58 54 59
West and south Asia 46 49 47 50 46 49
Afghanistan 38 40 37 40 38 41
Bangladesh 43 46 44 46 43 46
Bhutan 40 43 40 EE 39 42
India 46 49 47 50 46 49
Iran 49 54 48 53 49 54
Nepal 40 43 40 44 39 42
Pakistan 48 51 50 52 47 50
Sri Lanka 64 65 64 R 65 ‘o
East Asia 60 68 58 66 62 69
China 59 67 58 R 61
Hong Kong 68 76 65 74 72 79
Japan 71 76 68 73 74 78
Mongolia 58 62 56 60 60 65
Rep. of Korea 58 62 56 60 59 65
South-east Asia 47 52 46 51 48 54
Burma 48 52 46 51 49 54
Indonesia 42 48 42 46 43 49
Lao People’s Dem. Rep. 40 44 39 42 42 45
Malaysia 57 63 55 R 58
Philippines 56 61 54 59 57 62
Singapore 68 71 66 69 70 73
Thailand 56 60 53 58 58 63
Viet Nam 43 53 42 S1 45 54
Pacific 64 66 62 64 67 68
Australia 72 73 69 70 75 76
Fiji 68 71 66 70 70 73
New Zealand 72 73 69 70 75 76
Papua New Guinea 45 50 45 50 45 50
Sources: World Popularion Prospects as Assessed in 1980, Population Studies

No. 78 (United Nations publication, Sales No, E.81.XII1.8), and Demographic Indica-
tors of Countries: Estimates and Projections as Assessed in 1980 (forthcoming).

Leprosy continues to be a
serious health concern for a number
of countries in the region. As of
1980 more than half of the world’s
leprosy patients lived in developing
ESCAP countries. Leprosy control
has become more difficult because
of the development of bacterial
resistance to Dapsone drug treat-
ment. Multi-drug therapy is now
being developed. Furthermore, it is
apparent that health education is
an important aspect of any leprosy
control intervention programme,
because the social stigma attached
to the disease often prevents early
diagnosis and prompt treatment.

Practically  all  developing
ESCAP countries have control pro-

92

grammes, though of varying extent
and degree of effectiveness, for the
treatment of diarrhoeal diseases, a
major cause of childhood and

infant mortality in developing
countries. In some countries, well-
developed programmes have been
carried out through expanding basic
health services in line with the con-
cept of primary health care. The
preferred oral rehydration treat-
ment has, however, been impeded
because supplies of the required
medication have often been in-
sufficient to cover requirements.
In addition, more trained man-
power is a crucial need in some
countries.

Sporadic cases of plague during
1980 were reported in Burma while
cholera outbreaks in 1981 were
severe in India and Indonesia, with
an additional minor outbreak in Sri
Lanka. Small numbers of cases
were reported also in Burma, Nepal
and Thailand.

As regards routine immuniza-
tion, most countries have been
engaged in activities under the
Expanded Programme on Immu-
nization (EPI). The target age group
is children under 1 year old. Full
immunization coverage involving
BCG, DPT and polio vaccines for
children was considered rather low
in 1981, Immunization against
tetanus, especially for women of
childbearing age, is also an im-
portant part of EPI. Tetanus
infection is a major problem in
India. According to a survey
completed at the end of 1981, the
neonatal tetanus incidence rate in

Table 1.42. Leprosy in selected countries in the ESCAP region. Number
of registered cases, estimated total number of cases and number of cases

per thousand population, 1980

Number Estimated total Number of cases
registered number of cases per thousand
(thousands) (thousands) population
Bangladesh 30 140 1.6
India 2600 4000 6.0
Indonesia 116 233 1.6
Maldives 2 2 1.0
Nepal 25 81 5.6
Sri Lanka 11 14 1.0
Thailand ma 140 3.0

Source: World Health Organization Regional Office for South-cast Asia.
Note: * Total number of registered cases, including those released from control.



rural areas ranged from 14.9 per
1,000 live births in West Bengal
to 83.4 in Uttar Pradesh.

The control of communicable
diseases such as those described
above has continued to be a major
public health problem in the
developing ESCAP countries, in
spite of persistent efforts by
Governments, supported by inter-
national and bilateral agencies, to

reduce their incidence. The major
constraints to these programmes
are inadequate surveillance services,
shortage of trained manpower and
weak infrastructures. As for non-
communicable diseases, such as
cardiovascular  diseases, cancer,
chronic liver diseases and diabetes,
which have a relatively high in-
cidence in developed countries,
these are beginning to gain the

attention of Governments in those
developing ESCAP couniries and
areas which have attained higher
levels of per capita income, such as
Hong Kong and Singapore, al-
though almost all countries in the
region engage in various pro-
grammes aimed at the prevention
and control of these discases, as
well as accidents, suicide and
homicide.

Box 1.26 Sanitation

The proclamation of 1951-1990
a5 the Intemational Drinking Water
Supply and Sanitation Decade by the
United MNations General Assembly has
focused global atiention on  the
necessity to accelerate the provision
of relisble drinking water supply and
basic sanitation facilities to all urban
and rural communities. Some 2 billion
people, half the word's population,
are without access 10 safe and adequate
water and an even lafger number
lack proper sanitation facilities. With
an estimated B0 per cent of all sickness
and disease due to inadequate water
and samitation facilities, immense
direct and indirect costs result from
this shortfall in health facilities. The
opportunity costs of such ill health
and deaths probably far exceed the
Waorld Bank estimate of $US300-600
billion required for new installations
to attain the Decade’s goal,

The greatest need for clean water
and adequate sanitation is undonbtedly
in the waorld's most populated regions.
The Asia and Pacific region (excluding
China) had 65 per cent of the devel-
oping world's mural population with-
out potable water and 69 per cent
without proper sanitation in 19802 In
particular, more than four fifths of
the rurmal population had no easy
access 1o safe water in Afghanistan,
Burma, Indonesia, Maldives, Nepal,
Pakistan, Papua New Guinea and
Sri Lanka. Even more countries had
larger proportions of rural population
without access to latrines or a safe
way of disposing of excreta, The

3 pahman Kia, “Infernational finan-
cing of water supply and sanitation
in developing countries™ (New York,
United MNations Development FPro-
gramme, Division of Information,
Décember 1981).

urban population are better off in
terms of coverage and direct access
for both water supply and sanitation.
Even in the cxceptional case of
Bangladesh, though a smaller pro-
portion of urban residents has access
to clean water than the ruml
population, urban dwellers have casier
access to piped water.

Apart from overall resource con-
straints and the low priority uwsually
assigned 1o water supply and sanitation
in national plans, the success of
community programmes depends on

and safe drinking water

utilization of the new facilities.
Health education programmes are
needed to overcome  established
practice and to inculcate personal
hygiene habits. Momeover, the involve-
ment of local communities in the
operation and maintenance of simple
water supply schemes in rural areas
is esmential.  Self-help schemes at
the villige level in the provision and
management of simple but effective
sanitation services, already operative
in many mural areas, are essential
if the targets set for the Decade are

public acceptance and appropriate to be met.
Selected ESCAF economies. Proportion of population served by water and sanita-
tion, ¢, 1980
{Percentages)
Served by water Served by saniration

Urban®  Rural® Urban®  Rumal®
Afghanistan 20 B poaie aTe
Bangladesh 30 T0 38 1
Burma k1] 16 23 10
Fiii 96 62 e 93
Hong Kong 100 95
Indiz 74 31 47 2
Indonesia 36 18 73 ]
Iran B6 i3 i
Rep. of Korea 100 53 iae
Malaysia 77 53 76 63
Maldives AR 5 Saly B
Nepal B3 7 18
Pakistan 68 17 Hr 2
Papua New Guinea EE 10 i3 10
Philippines 73 a6 2 27
Singapore 100 e R i
Solomon [slands 95 24 20
Sr Lanka 48 18 - 56
Thailand 65 64 i 30
Tonga ek 77 100
Viet Nam 40 20 . .

Sources: Mational sautus._

Nores:
€ With installed sanitation facilities,

2 With piped water to houscholds.
With easy sccess to sanitation facilities.

b with easy access to safe water.
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Environmental health problems
are also gaining increased attention
in many developing ESCAP coun-
tries with a view to the identifica-
tion and control of environmental
hazards affecting human health.
The provision of water supply and
sanitation continues to be the most
important component of environ-
mental health programmes in the
region. The health hazards asso-
ciated with urbanization and in-
dustrialization are becoming in-
creasing causes of concern and
targets of public action. Particular
concern is being generated over
the adverse effects on health of the
increasing use of potentially toxic
insecticides and other toxic sub-
stances in agriculture, and problems
of workers' health in the factory.
In addition, food safety pro-
grammes have been initiated in a
number of countries, including
Burma, India, Indonesia, Sri Lanka
and Thailand.

In the developing island coun-
tries of the Pacific, better health
conditions are generally ex-
perienced than in the other devel-
oping countries of the region.
For example, with the exception
of Papua New Guinea, infant
mortality rates are lower in these
countries. However, there are some
emerging problems. It has been
argued that the Pacific countries’
populations generally had a nutri-
tionally adequate diet in pre-
contact times. But due to changing
food habits and feeding practices,
especially because of the changed
responsibilities of women under
cash<cropping, under-nutrition has
become an important factor in
infant and childhood mortality and
low learning capacity. The change
in feeding practices and food
habits stems from the tendency to
rely on imported foods, such as
refined wheat and flour, polished
rice, sugar and canned meat and
fish. Another concern in the South
Pacific has been the rising prev-
alence of chronic degenerative
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diseases — such as diabetes
mellitus, hypertension, obesity,
heart complaints and stress-related
diseases and mental disorder — as
this subregion encounters the
trauma of increasing contact with
the rest of the world and as an
increasing proportion of the popu-
lation survives to old age.

D. HUMAN SETTLEMENTS

Rapid population growth and
increasing urbanization are at the
core of the problem faced by the
developing countries of the ESCAP
region in providing adequate hous-
ing. These two factors have been
primarily responsible for the esti-
mate that despite substantial invest-
ments in housing construction and
improvement, only 18 per cent of
dwellings in the developing ESCAP
region were classified as of a
satisfactory standard in 1979, the
same proportion as in 1969.'3 In
effect, then, over the past decade
and more, little progress has been
made in improving the general level
of housing in the region. Given
the extent of population growth,
a much larger number of people
must therefore be living in sub-
standard housing today than was
the case a decade ago.

In addition to population
growth and the increasing rate of
urbanization, another factor tend-
ing to increase the demand for
housing units has been the changing
average size of households as a
result of a variety of social changes
affecting family size. The trend
towards lower household size has
been most marked in developed
countries, but it has also begun to
become apparent in a number of
developing ESCAP countries. It has

13 Report on the World Social Situation
(United Nations publication, Sales
No. E.82.1V.2), chapter IX, p. 140.
“Standard™ dwellings are defined as
those built of durable, conventional
materials and generally equipped with
piped water, sanitation facilities and
electricity.

been estimated that in 1980 the
average number of persons per
household in east Asia was 4.3,
as against 5.1 in 1965; this figure is
projected to fall to 3.3 by the year
2000. In south Asia, the trend has
been towards a slightly increased
average household size from 5.3
in 1965 to 5.4 in 1980. However,
a decline to 4.5 persons per house-
hold is expected by the yea
200014

The provision of housing,
especially in urban areas, faces a
number of constraints. For one
thing, with continued urbanization
and increased industrialization,
urban land values have risen sharp-
ly, especially in central city areas.
This problem has given rise to
rapid suburbanization in many
developing  ESCAP  countries,
raising associated problems of ex-
tension of transport and service
facilities.

Secondly, the procedures for
acquiring land for housing purposes
can be extremely complicated. For
example, in Indonesia and Thailand
as well as in Bangladesh and India,
land acquisition, municipal authori-
zation and other legal preliminaries
to the construction of housing
developments often take up to 10
years to finalize. The simplification
of legal procedures concerning the
acquisition and use of land for
housing  purposes is urgently
necessary. Even in rural areas there
are frequently difficulties in land
acquisition because of complex
land tenure arrangements. One
means of overcoming the problem
of efficient urban space use for
housing is exemplified by the land
readjustment scheme in the Re-
public of Korea, which covers 94
per cent of residential land in
Seoul. Under this scheme, site
boundaries have been readjusted in
order to permit higher-density
housing while at the same time

1% 1bid,, p. 19.



providing adequate space for roads
and other services.

The difficulties encountered in
providing urban  housing of
adequate standard in developing
ESCAP countries have been compli-
cated by the fact that existing
municipal power, water and sewage
services have insufficient installed
capacity to cover the spreading
spatial distribution of housing sites.
Thus, although new physical struc-
tures may be of an adequate
standard, they are not being pro-
vided with essential supporting
services.

The supply of housing, of
course, also depends upon the
demand for it. Sub-standard hous-
ing is in many cases attributable
to the limited capacity of the
consuming public to afford units of
good quality. In many developing
countries the cost of even the
cheapest standard of housing units
is such that only about 20-40 per
cent of urban households have
sufficient income to afford to pur-
chase them.'S Few Governments
in the developing ESCAP region,
however, have been prepared to
allocate a significant part of public
expenditure towards the construc-
tion of low-cost housing. The main
approach has been to attempt to
deal with the worst aspects of slum
and squatter settlements partly by
demolition and re-housing else-
where but increasingly by way of
upgrading existing slums.

In India, for example, slum

15 World Bank, Housing Sector Policy
Paper (Washington, D.C., May 1975),
Annex S.

improvement is estimated to have
benefited some 7 million of the 33
million urban families living in
slum and squatter areas. These pro-
grammes have included the provi-
sion of sealed pathways and safe
water supplies as well as improved
drainage and sanitation. In Pakis-
tan, the Government in 1978
legalized  squatter  settlements
located on State lands. A total of
350,000 families have so far been
settled in this way. In the Philip-
pines, various approaches have been
attempted to deal with the urban
slum problem. The Tondo Fore-
shore  Development  provided
180,000 inhabitants with urban
services on that central Manila site.
Another 30,000 families have been
resettled under the Dagat-Dagatan
Programme, while 20,000 rural
persons and 1,226 urban families
have been rehoused since 1979
under the Bagong Lipunan Im-
provement of Sites and Services
(BLISS) programme. In Indonesia,
a major improvement of existing
low-income  housing conditions
was started in Jakarta in 1969 with
the Kampung Improvement Pro-
gramme. In the following decade
around 7,380 hectares of kampung
area were improved to the benefit
of a population of 2.4 million.
Under a public housing programme
in Singapore, nearly 360,000 hous-
ing units were completed over the
period 1960-1980; as at the end of
March 1981 about 69 per cent
of the population were living in
flats built by the National Housing
Board. The approach to housing
in Singapore has also recognized
the need to provide employment

opportunities and educational fa-
cilities as well as social and recrea-
tion amenities in new housing areas.
The difficulties of land acquisition
have been less in Singapore because
70 per cent of the island’s total
land area is owned and controlled
by the Government or quasi-
government organizations. Hong
Kong also has done much to
provide the basic housing needs for
its population. The number of
dwelling units increased by 73 per
cent over 1971-1981, including
improvements in space, quality and
environmental conditions.

The establishment of new
institutions for providing an in-
tegrated approach to problems of
human settlements has not pro-
ceeded very far. An exceptional
case is the Philippines, where a
Ministry of Human Settlements was
set up in 1978 to supervise the
activities of several agencies, such
as the Human Settlements Regu-
latory Commission and the Human
Settlements Development Corpora-
tion, together with formulation and
implementation of the National
Multi-Year Human Settlements Plan
covering the period 1978-2000.
Another departure is the attempts
that have been made by a number
of countries of the developing
ESCAP region to improve contacts
with agencies responsible for hu-
man settlements problems. Thus,
a Regional Congress of Local
Authorities for the Development of
Human Settlements in Asia and
the Pacific was held in Yokohama,
Japan, in June 1982 with repre-
sentatives of many cities and
organizations of the region.
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Part Two

FISCAL POLICY FOR DEVELOPMENT
IN THE ESCAP REGION






INTRODUCTION

rI“he past three decades constitute a distinct cycle in the economic evolution of the developing ESCAP region.
In terms of rough approximations, the 1950s were characterized by the emergence of concerted efforts to
establish viable post-colonial economies, a process marked by the establishment of development planning as a
basic tool to realize the economic aspirations of the newly independent nations of the region.

The 1960s witnessed the intensive implementation of the development themes that had emerged in the preced-
ing decade. Aided by a buoyant global economy and in particular by a series of commodity price booms, accelerated
growth through planned development was achieved in a number of countries. Other countries of the region, facing
particularly serious demographic and poverty problems and following relatively inward-oriented and/or centrally
planned development paths, went far towards restructuring their economies in anticipation of longer-term gains.

With the 1970s the region encountered a series of destabilizing shocks as a result of global inflation, energy
shortages and recessions. Accompanying these disruptions was a widespread awakening to the fact that growth is
not necessarily compatible with or instrumental in achieving other development objectives that were being given
increasing prominence. The adjustment of planned development to accommodate these revised perceptions
occupied economic policy makers in the region for much of the decade.

Virtually all the governments in the region have taken an increasingly active part in the management of their
economies over the past three decades. In most cases, this trend is reflected in the rising share of the public sector
in GDP and the rising portion of per capita income being transferred to the public sector to pay for the expanding
array of government activities. Such statistical indicators of government’s role are of course only partial, as they
do not reflect govemnment’s indirect role in managing the economy, particularly through fiscal and other economic
policies. In recognition of this important theme of the development process, the present study examines the chang-
ing economic management role of governments in the developing ESCAP region through the use of fiscal policy.

The fiscal dimension of the development process centres on the revenue-expenditure activities of government,
which are traditionally referred to as public finance. The operations of the public household, however, go far beyond
the question of financial management, These activities inevitably have fundamental implications for the allocation
of resources, distribution of income, level and composition of employment, stability of prices and balance of pay-
ments and rate of growth. The consideration of these implications of the operation of the public household is
commonly referred to as fiscal policy.

Fiscal policy may thus be defined as, and limited to, the deliberate use of taxes and other government revenue,
government spending and public debt operations to influence economic activities in desired ways. As such, it is
specifically concemed with the effects of fiscal operations on major economic and social variables such as employ-
ment, savings and investment, national income, the price level and the balance of payments but excludes such
aspects as monetary policy, foreign exchange policy, quantitative control on international trade, direct wage and
price controls and legal and administrative controls over various other aspects of economic and social life.

Fiscal policy emerged as a major instrument for public regulation of the economy during the years of depression
preceding the Second World War. In the developed economies, fiscal policy has subsequently continued to be applied
largely for stabilization purposes. The main focus has been on influencing aggregate economic variables such as the
total volume of economic activity, general level of prices and aggregate consumer expenditure.

The appiication of fiscal policy in developing economies has evolved along somewhat different lines. In the
first place, the imperatives of development have required the application of revenue and expenditures measures
to meet longer-term objectives. In this context, stabilization has been one of a variety of objectives pursued by fiscal
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policy makers, and even this objective has been pursued with longer-term development interests in mind. Secondly,
the institutional constraints, inadequate internal integration and external vulnerability of developing economies
warrant a great deal of selectivity in the application of fiscal measures. As a result, the application of fiscal policy
for development has departed significantly from the aggregative perspective conventionally assumed in the developed
world.

The ECAFE secretariat undertook in 1960 a special study surveying the role of public finance in Asia and the
Far East.' That study devoted a single brief chapter to the question of fiscal policy and viewed it in the frame of
reference traditional to the developed countries — that is, as a macro-economic stabilization instrument. The
distance that policy makers in the developing ESCAP region have travelled since then can be gauged from the
difference in tone and coverage between the earlier study and the one that is presented here. The nearly quarter
of a century that has intervened between the two studies has permitted the developing ESCAP region to evolve a
distinct development-oriented fiscal policy frame and introduce considerable sophistication into the fiscal policy-
making process whereby the region can pursue its basic development objectives. The present study surveys this
record and provides suggestions concerning the possibilities for further progress.

I “public finance in the postwar period'’, Economic Survey of Asia and the Far FEast, 1960 (United Nations
publication, Sales No. 6 L.ILF.1), pp. §3-119.
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I. PATTERNS OF RESOURCE MOBILIZATION AND

UTILIZATION

he evolving fiscal role of gov-

emment in the developing
ESCAP region over the past three
decades, as represented by the
changing level and composition of
government receipts and expendi-
ture, forms the theme of this
chapter. In recognition of the fact
that economic systems inevitably
vary in magnitude and composition
in accordance with national cir-
cumstances, the analysis is neutral
with respect to the relative size of
government in the economy. As the
data show, however, the expanding
role of government on a region-
wide basis is an empirical fact.
Though the direction of change
has been generally uniform, the
absolute size of government in the
economy remains highly variable,
and as subsequent chapters shall
show, its qualitative role has also
contributed to the regional diversi-
ty. The empirical basis of the dis-
cussion is explained in Box IL1.

A. THE AGGREGATE
PICTURE

The economic role played by
the public sector in mobilizing and
utilizing resources! may be consid-
ered broadly to consist of two
interrelated dimensions. The first
concerns the mobilization of re-
sources to finance the public
sector’s current and capital ex-

lln the present analysis, “‘resources’
refers to financial resources rather than
human and physical resources,

pcndilurc.2 The second pertains to
the impact of public sector resource
mobilization and utilization proc-
esses on investment, saving in-
come and wealth distribution, em-
ployment, price and balance-of-
payments stability, and other key
economic variables. This section
presents an empirical review of
country experiences in the ESCAP
region with regard to resource
mobilization efforts and patterns of
utilization. It provides the founda-
tion for analysis, in subsequent
sections, of structural changes in
expenditure and revenue systems.
Having thus dealt with the first
dimension of the public sector’s
fiscal role, subsequent chapters will
be devoted to the examination of
the second dimension.

1. Aggregate expenditure

The primary purpose of re-
source mobilization by govern-
ments is obviously to finance public
sector expenditure. It is thus to be
expected that changes in resource
mobilization patterns over time and
among countries will be closely
paralleled by changes in expendi-
ture patterns. Whatever differences
arise between aggregate expenditure
and total receipts are accounted for

: The distinction here between current
and capital expenditure is not identical
with the distinction made elsewhere be-
tween development and non-develop-
ment or plan and non-plan expenditure,
The cument-capital distinction is used
here because comparative data (both
over time and across countries) are not
readily available for the altemative
breakdowns.

by budgetary imbalances — i.c., by
the accumulation or run-down of
government net indebtedness, both
domestic and foreign. As this aspect
of the budgetary situation in the
developing ESCAP region will be
touched on in a later section, the
question of the regional experience
with respect to aggregate expendi-
ture can be dealt with expeditious-
ly at this point.?

Expenditure growth is first re-
viewed in terms of ratios of total,
capital and current government ex-
penditure to GDP at benchmark
years during the past three decades.
None of the developing ESCAP
economies surveyed except Nepal
experienced a consistent pattern of
increases in expenditure as a share
of GDP throughout the period
covered. Nevertheless, virtually all

3Thc tendency to focus on trends
and crosssectional comparisons of
revenues and budgetary deficits, there-
by reducing expenditure to a residual,
is a4 common feature of studies of
revenue mobilization and utilization,
Though arithmetically unimpeachable,
this procedure carries “‘causal™ im-
plicationns which tend to bias judge-
ments conceming the respective re-
sponsibilities of revenue mobilization
and expenditure with respect to the
urgent need to minimize budgetary
deficits in developing economics. The
impression generated by focusing on
mobilization and deficits is that mobi-
lization should be accelerated ~ that
revenue-generating “‘capacity” has not
been attained. This impression is re-
inforced by the de-emphasis on ex-
penditure, despite the fact that the
possibilities of economizing on ex-
penditure as a means of combating
deficits may be as necessary as revenue
expansion.
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of them registered significant in-
creases in the ratio of total expendi-
ture to GDP despite fluctuations
around the trend. The notable ex-
ceptions are Burma, the Philippines
and the Republic of Korea. The
first two countries recorded ab-
solute declines in the ratio over the
two decades leading to 1980, while
the increase in the Republic of
Korea was a relatively small one.
The largest increases were recorded
by Malaysia and Nepal, where the
ratio nearly doubled and more than
tripled, respectively.

Expenditure breakdowns into
current and capital components are
not available for all the economies
surveyed. From the available data,
it is evident that for most of them
current expenditure has consistent-
ly claimed the higher proportion.

There does not appear to exist any
consistent pattern in  terms of
growth of either of these com-
ponents. The number of economies
which recorded increases in the
share of current expenditure in
1980 relative to 1960 is equal to
the number experiencing increases
in the share of capital expenditure.
Many of the economies recorded
increases on both accounts.
Single-year budgetary statistics
are usually subject to wide varia-
tions and are therefore inadequate
for the purpose of trend analysis.
Hence, decade-wide average annual
growth rates are also examined.
Public expenditure in terms of
decade-wide average annual growth
rates increased throughout the
developing ESCAP region in each of
the decades covered, A comparison

with receipts reveals that it grew at
average rates very close to those of
receipts. A typical example is
Pakistan, where the difference
between the annual growth rates
of receipts and expenditure aver-
aged 2.5 percentage points in the
19508 and 0205 percentage
points in the 19605 and 1970s,
These trend rates mask, of course,
considerable year-to-year variations
due to unanticipated departures
from planned revenue-expenditure
balances.

A few countries in the region
were less successful in  holding
down the rate of increase in ex-
penditure relative to receipts in the
1970s than they had been in the
preceding two decades. Expendi-
ture in Afghanistan, India, Nepal
and Sri Lanka grew faster than

The data in the preseni sindy
cover 21 developing ESCAP econo-

porters, three newly industrializing

oped countries and two centrally
planned economies. Data on central
government fiscal activities in 16 of
these in the 1970s have been adjusted
by the International Monetary Fund
(IMF) to permit direct comparison,
and these adjusted data have been
relied on in the present study.® Data
for the remaining have been collected
from national sources and adapted
as required. National sources have
also been relied on to extend the
serial data back to the 1960s, and
to the 1950s where possible.

Receipts are defined in  this
study as consisting of total revenue
plus grants to the central government.
Total revenue in tum includes tax
revenue, non-tax revenue and capital
receipts. Expenditure consists of
current expenditure, capital expendi-
ture and net lending incurred by the
central government. Standard IMF
definitions and classifications have

% International Monetary  Fund,
Government Finance Statfsrics, various
issues,

mies, among which are two ofl-ex-

countries, three land-locked least devel-

Box II.1 Basic definitions and data sources

been used in determining the com-
ponents of granis, tax revenie, non-
tax revenue and capital receipts as
well as current zxp:nditui?, capital
expenditure and net lending.
Multi-year averapes, mostly for
five-year periods, are used in the
present  study  to  eliminate short-
term  fluctuations. Where data arc
not available for the entire period to
which reference is made, it has been
assumed that the average of annual
data covering part of the period
analysed is representative of the
whole period. In order to maintain
consistency and comparability over
time and across countries, coverage
is Hmited to a selected sample of
developing ESCAP economies., HRe-
liable data are available for only
seven ecopomies for the 1950s and
for an additional nine for the 1960s.
It should be noted that cross-
country comparisons remain subject
to differences in the coverage of
central government activities, partic-
ularly the division of functional
responsibilitics between central and

b For details, see International Mone-
tary Fund, 4 Manugl of Government
Firance Statistics, 1974 {(Washingtion,
D.C., 1974},

lower levels of government.® While
all levels of government should, ideally,
be taken into account, the relevant
comparative data are available only
for central governments in the region.
The present study is therefore re-
stricted to operations of the centml
government  except  where  explicit
exceptions are made. This procedure
is jusiified by the fact that non-central
government unils in most cases ac-
count for only a small proportion of
total receipts and expenditure. [t
should be noted, however, that the
sipnificant role of non-central govemn-
ment units in such countries as India
and Pakistan enters a degree of cross-
country and possibly also temporal
distortion into the analysis; wherever
possible, the data have been adjusied
to reduce such distortion. Additional
factors influencing the comparability
of data among countres, such as dif-
ferent fiscal vears and national classi-
fication systems, have been accom-
modated in the present study in
accordance with conventional United
Mations practice.

* For a major recent siudy of this
issue in one developing ESCAP coun-
try, see Christine Wallich, *‘State
finances in India", World Hamk Staff
Working Papers 523, 2 vols, (1982).
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receipts in the 1970s, whereas in
the preceding decade receipts had
grown more rapidly or almost com-
mensurately with expenditure. By
contrast, all the countries of south-
east Asia and the South Pacific
covered in the sample performed
better in terms of this measure.
These countries either reduced the
gap inherited from the past or
achieved growing surpluses.

Real growth rates of govern-
ment expenditure are juxtaposed
with the nominal growth rates
during the two decades, 1961-1980,
in Figurell.1.% It is evident that all
the economies under review ex-
perienced positive real growth rates
throughout the period, except
Afghanistan, which recorded a
small negative growth rate during
the 1960s.

2. Aggregate receipts

National performance regard-
ing the mobilization of resources
can be assessed by relating resource
mobilization to national income
and comparing these ratios over
time and among countries. Any
analysis based on such estimates is
limited by the fact that it does not
account for the various qualitative
roles that may be assigned to gov-
ernment in operating and managing
the economy. In examining re-
source mobilization performance in
terms of these ratios, the present
discussion therefore restricts its
scope to the empirical base. The
performance data are evaluated,
first, in terms of the ratios of total
receipts and their major compo-
nents to GDP at benchmark years
over the past three decades and,
secondly, in terms of the average
annual growth rates of total re-
ceipts over each of the three

‘Expendhute has been adjusted by
rates of inflation specified in World
Bank, World Development Report, 1981
and 1982,

decades.

Nearly all the countries cover-
ed achieved considerable increases
in the ratio of total receipts to GDP
between the years 1960 and 1980.
Burma seems to be an exception,
showing a decline over the period

1965-1975 in all four of the ratios
examined, followed by an increase
in 1975-1980 which was insuffi-
cient to restore the levels obtained
in 1960 except for non-tax revenue.
The only other exceptions are the
Philippines and the Republic of

Table I1.1 Selected developing ESCAP economies. Total, capital and
current government expenditure as shares of GDP, 1960-1980?

(Percentages)

1960 1965 1970 1975 1980

Total expenditure share
Burma 24" 20.8 19.1 15.5 19.8
Fiji 19.3 23.5 25.3 20.8 248
Hong Kong 15.2 16.8 13.0 16.2 21.1
India 12.8 18.6 16.2 19.0 21.8°
Indonesia 14.1 217 2.1
Iran Ay a5 28.8 454 44.8
Malaysia 17.0, 29.0 27.6 31.0 33.1
Nepal 5.1 6.3 7.8 9.1 15.7
Pakistan 21.1 263 224 26.8 25.8
Papua New Guinea 19.3 30.9 35.8 38.6 35.8
Philippines 13.2 16.7 15.4 159 12.6
Rep. of Korea 20.7 15.3 17.5 17.7 21.7
Singapore 18.7 15.0 20.7 24.5 26.3
Solomon Islands 20.0 27.7 30.0 26.3 344
Sri Lanka 273 29.0 25.7 23.7 354
Thailand 13.1 15.6 19.5 15.5 19.6
Capital expenditure share
Burma 3.0° 3.6 2.7 1.6 43
Fiji 5.9 5.8 54 5.0 5.0
Hong Kong 3.0 49 22 44 4.7
India 29 32 2.6 2.7 3.0°
Malaysia 2.0 6.7 5.3 5.1 76
Papua New Guinea 6.0 8.6 10.3 14 53
Rep. of Korea 4.7, 4.5 4.2 34 2.6
Singapore 5.6 1.4 2.7 26 5.9
Sri Lanka 5.7 6.3 5.8 6.5 13.7
Thailand 2.7 42 5.8 3.0 39
Current expenditure share

Burma 15.4° 16.6 154 138 14.9
Fiji 14.3 16.7 204 15.5 18.8
Hong Kong 9.7 8.8 8.7 11.0 8.3
India 7.0 10.9 10.1 12.2 14.5¢
Malaysia 13.6 20.3 20.4 22.1 222
Papua New Guinea 13.3 215 255 24.9 304
Rep. of Korea 134, 8.8 124 12.6 15.9
Singapore 11.2 11.8 15.9 15.0 15.7
Sri Lanka 21.6 22.7 19.7 17.0 18.1
Thailand 1047 10.5 12.6 122 13.5

Source: See Box IL1.

Notes: ™ Capital plus current expenditure shares do not necessarily add up to

total expenditure share because of the inclusion of net lending in the total.
€ 1963. T 1961.

1979, 9 1978

b 1962.
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Korea, both of which recorded a
marginal decline in their receipts-
GDP ratios. In both cases, the
decline took place in spite of
an increase in the tax revenue-GDP
ratio.

As regards tax revenue, the
ratio increased over the period
1960-1980, with minor variations
during the intervening years, for
nearly all the economies surveyed.
The exceptions were Burma and Sri
Lanka, which both recorded small
declines in the tax-GDP ratio. By
contrast, the ratio of non-tax
revenue to GDP showed a much less
consistent pattern both in terms of
direction of change over the 1960-
1980 period and in its behaviour
during the intervening years. The
importance of non-tax revenue,
however, continues to be small.
With the striking exception of Iran,
the ratio of non-tax revenue to
GDP in most countries remained
below 5 per cent throughout the
period.

In only a few countries did

grants form a significant part of the
ratio of total receipts to GDP.
These cases include Bangladesh,
Nepal, Papua New Guinea, Solo-
mon Islands and Sri Lanka. In all
other instances, the contribution of
grants was negligible. It would thus
appear that while grants may be of
importance to some developing
countries, this source of govern-
ment resources in most cases has
little potential for becoming a
significant contributor to public
sector expenditure requirements.
The other possible contributor
to total receipts is capital revenue.5
As of 1980, in only three of the

‘(’Grants are measured in this study as
the difference between total receipts
and total revenue and consist of un-
requited, non-repayable assistance from
foreign governments or intemational
institutions.

6Capiul revenue is measured here as
the difference between total revenue
and the sum of tax and non-tax revenue,
This item consists of sales of assets,
including fixed capital, stocks, land and
intangibles,

economies surveyed did the contri-
bution of this item to total receipts
exceed 1 per cent of GDP. In the
case of Singapore, it was marginally
higher than 1 per cent, and in
Papua New Guinea it was above 3
per cent. The unusually large con-
tribution of this item in Hong Kong
during 1980, at 9.5 per cent of
GDP, was due to a sudden increase
in the receipts from land sales,
which benefited from a property
price boom.

Tax revenue is by far the
largest contributor to the increase
in the ratio of total receipts to
GDP. Only in the cases of Bangla-
desh, Hong Kong, Iran and the
Solomon Islands was the contribu-
tion of tax revenue exceeded by
that of all other sources combined.
The grant component is the ex-
planatory factor for Bangladesh,
whereas capital receipts and non-
tax revenue provide the explana-
tion for Hong Kong and Iran,
respectively.

Average annual growth rates of

Figure IL1 Selected developing ESCAP economies. Average annual growth rates of government expenditure per decade, 1961-1980

(Percentages)
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government receipts during each
decade confirm that the economic
role of the public sector has ex-
panded enormously, at least in
quantitative terms, in the develop-
ing ESCAP region over the past
three decades. The most striking
point is that in not one of the three
decades covered did government
receipts decrease in either nominal
or real terms in any of the econo-
mies covered.

Average annual growth rates of
government receipts (in nominal
terms) during the 1970s were over
30 per cent in Bangladesh, Indone-
sia, Iran and the Republic of Korea.
The majority of economies regis-
tered growth rates between 10 and
20 per cent per annum. The high
growth rates in Indonesia and Iran
were due to spiralling oil prices in
the mid-1970s, which greatly aug-
mented government funds either
through tax revenue or royalty pay-
ments. Inflows of commodity aid
provided large surplus funds in the
food account in Bangladesh, while
in the Republic of Korea, one of
the fastest growing economies in
the world in the 1970s, government
resources expanded as a direct
function of the country’s output
growth.

In real terms, growth rates of
total receipts have shown con-
siderable inter-country variation. In
addition, there does not appear to
have been any general tendency
toward growth spurts in particular
decades. In the 1970s, the highest
average annual growth rates in real
terms, 20 per cent or more, were
achieved by Bangladesh, Indonesia
and Iran; the lowest rate, 4 per
cent, was recorded by Burma and
Papua New Guinea.

3. Budget balance

Having examined in turn the
behaviour of receipts and expendi-
ture, it is useful to consider briefly
their combined impact as reflected
in the overall budgetary balance,

Table 11.2 Selected developing ESCAP economies. Government receipts,
revenue, tax revenue and non-tax revenue as shares of GDP, 1960-1980

(Percentages)

1960 1965 1970 1975 1980

Ratio of government receipts to GDP
Bangladesh i % 4% 94 17.0°
Burma 223% 27.2 16.6 12.0 18.2
Fiji 171 222 219 20.2 22.3
Hong Kong 154 15.5 15.2 154 283
India 74 11.9 1.3 14.2 144
Indonesia oy 11.8 18.2 25.6
Iran s i 224 45.7 39.5¢
Malaysia 18.3 21.0 229 228 26.7
Nepal 34° 34 1.5 7. 12.5
Pakistan 17.2 16.1 12.5 14.2 17.3
Papua New Guinea 19.3 28.1 31.1 129 32.1
Philippines 14.8 133 11.2 14.7 125
Rep. of Korea 19.8 13.2 16.8 15.7 19.3
Singapore 17.04 17.2 228 25.1 283
Solomon Islands 20.5 28.7 29.2 26.4 348
Sri Lanka 17.6 21.6 19.5 17.8 19.3
Thailand 13.0 14.0 14.3 13.5 144
Ratio of govemment revenue to GDp*
Bangladesh o 7.2 7.6*
Burma 174 264 17.5 11.2 164
Fiji 16.6 21.5 219 20.2 223
Hong Kong 15.3 15.5 15.2 15.4 28.3
India 74 11.9 11.2 13.8 14.78
Indonesia A 103 18.2 234
Iran . . 234 45.7 39.5¢
Malaysia 18.2 20.8 22.7 228 26.7
Nepal v < 5.2 6.0 8.8
Pakistan 12.0 13.6 11.9 134 16.8
Papua New Guinea 6.6 8.9 118 17.3 21.2
Philippines 10.0 84 74 14.5 11.8
Rep. of Korea 15.8 9.3 154 15.6 19.3
Singapore 17.0¢ 17.2 21.8 25.1 28.3
Solomon Islands 95 11.5 12.6 13.8 18.7
Sri Lanka 17.5 21.3 19.1 16.3 16.1
Thailand 12.7 13.7 14.0 133 14.1
Ratio of tax revenue to GDP

Bangladesh . . s 4.3 6.5"
Burma 146" 234 14.2 9.6 10.2
Fiji 12.8 16.4 17.0 15.5 17.8
Hong Kong 10.1 10.5 94 10.0 13.0
India 6.5 94 8.8 1.6 12.0%
Indonesia 9.9 16.6 22.6
Iran .. .. 9.7 16.6 9.6°
Malaysia 15.1 16.0 18.8 20.3 24.5
Nepal - AT 4.7 5.1 7.3
Pakistan 9.6 9.2 8.5 10.9 136
Papua New Guinea 44 6.0 85 13.5 148
Philippines 6.5 6.5 6.4 12.5 10.4
Rep. of Korea 1Ll 7.3 13.8 14.1 16.7
Singapore 11.9 13.0 15.3 17.0 18.8
Solomon Islands 7.4° 8.8 9.8 11.1 15.6
Sri Lanka 16.3 19.9 17.8 15.0 15.1
Thailand 11.2 11.8 12.1 114 123
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Table 11.2 fcontinued )

1960 1965 1970 1975 1980
Ratio of non-tax revenue to GDP
Bangladesh o 29 [ b
Burma 28 3.0 21 1.6 6.2
Fiji 4.6 4.2 4.4 2.7 3.2
Hong Kong 40 43 4.5 4.7 5.7
India 1.0 2.3 23 2.1 2.58
Indonesia s 04 s 0.7
Tran - o 12.7 10.4 299"
Malaysia 3.2 4.8 1.8 2.5 23
Nepal 0.6 0.9 1.5
Pakistan 24 44 ER 25 32
Papua New Guinea 2.2 29 3.3 3.8 29
Philippines 3.5 1.9 1.0 2.0 1.4
Rep. of Korea 1 'od 0.9 1.6 1.3 24
Singapore 5.0 36 59 6.3 84
Solomon Istands 3.1° 2.7 2.8 2.6 3.0
Sri Lanka 1.2 14 1.1 13 1.0
Thailand 1.5 1.9 2.0 1.9 1.8
Sourece: See Box 1L1.
Noter ™ 1978. P 1962, € 1977. 9 1961. © Including tax, non-tax
and capital revenue. | 1963. ¥ 1979,

defined as the difference between
total revenue plus grants and total
expenditure plus net lending. A
number of propositions emerge
from the budget balance data. First,
the majority of developing ESCAP
economies show deteriorating bud-
getary balance positions over the
long term. Secondly, none of those
in the regional sample has been
able to sustain an improved budget
balance over an extended period
of time. Thirdly, an overwhelming
majority of them have persistently
encountered deficits of varying
magnitudes.

These findings raise an im-
portant issue concerning the design
of fiscal policy in the developing
ESCAP region, an issue relating to
the macro-economic consequences
of alternative methods of financing

In the search for o more sophis-
ticated approach to measuring national
tax performance, there has been a
great deal of interest in recent years
in identifying national tax capacity
and in ranking countries with respect
to their tax “effort” relative to their
“capacity™ ® Tax effort is usually
defined as the difference between
the actual tax-income ratde and the
ratio which a country should have
on the basis of its estimated tax
capacity. The approach usually iaken
in estimating tax capacity and tax
effort consists of thmee steps. The

% Much of the research work con-
nected with tax capacity and tax
effort has been done by the Fiscal
Affairs Division of the International
Monetary Fund. In particular, see
J.R. Lotz and E.R. Morss, “"Measur-
ing tax effort in developing countries™,
IMF Staff Papers, November 1967,
pp. 478-497; R.J. Chelliah, H.J, Baas
and M.R. Kelley, *Tax ratios and tax
effort in developing countries, 1969-
1971", IMF Staff Papers, March 1975,
pp. 1B7-205; Alan A. Tair, Wilfrid
L.M. Graiz and Barry J. Eichengreen,
“International comparisons of taxa-
tion for selected developing countries,
1972-1974", IMF Staff Papers, March
1979, pp. 123-155.

Box I1.2 Tax effort and tax capacity

first involves the collection of data
concerning the rato between actual
tax revenue and aggregate income.
The second concems quantitative
determination of taxable capacity.
The third concerns the estimation
of tax effort. There are several prob-
lems with each of these three steps,
as noted below,

{a) Actual tax-income ratio

As far as the numerator of this
ratic 15 concerned, several ixsues afise
concermning the definition of the
“tax"” component of government
revenue, There i3 o question of whether
profits or losses of public enterprises
should be included in the numerator.
This is because pricing policies of
these enterprises, as well as procure-
ment prces for goods and services,
may include tax and subsidy elements,
There is also a problem conceming
the conventional tax data. Ideally,
taxes at all levels of government
and taxes in kind as well as those
levied in money terms should be
included. But the data base, especially
for developing countries, does not
always allow for this.

Several issues also arse with
respect fo the denominator of the

ratio. These relate to the concept
of aggregate income itsell. Is it GNP
or GDP, valued at market prices or
factor cost, that is to be used? How
should imputed income and income
which is hard to tax (such as agricul-
tural or small-scale services income)
be teated? Also, what should be
done about income arising in the
“paralle]l economy™, which distorts
national income aggregates? Should
some congept other than GDP or GNP,
such as the stream of income from
which tax payments are made, be
used?

Thus, it would appear that the
first step in the analysis of tax capacity
suffers from a variety of ambiguities.
This problem is compounded when
a large number of dissimilar countries
are included in the sample.

(b)) Quantitative determination of tax

capacity

Estimation of tax capacity con-
ventionally involves the application
of cross-sectional parameter values
of the explinatory variables.? Some
of the impostant variables ondinarily
considered are per capita non-export
GNP, export of non-mineral products,
and share of mining in GNF.

Thus, per capita income is con-
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the budget deficit, particularly with
respect to its effects on inflation. It
is often argued that if the financing
of the budget deficit does not lead
to the creation of additional
money, the deficit will not produce
any demand stimulus. This belief
is based on the assumption that the
financing of the government deficit
through non-bank borrowing (the
sale of bonds) displaces an equiva-
lent amount of private expenditure.
A number of @ priori arguments can
be cited why this assumption need
not necessarily hold.”

Though the inflationary impli-
cations of alternative ways of
financing the budget deficit belong
to the realm of monetary policy

"See OECD, Budget Financing and
Monetary Control (Paris, 1982), pp.
31-33,

and therefore fall outside the scope
of this study, it is, nevertheless, of
interest to take note of the regional
experience. In this regard, it is
noteworthy that most developing
ESCAP economies regularly resort
to some amount of domestic
borrowing. The exceptions during
the period under examination were
Burma, Indonesia, Singapore and
Solomon Islands. The Indonesian
situation was clearly due to its large
oil revenue during the 1970s.
Countries with particularly
significant domestic financing ratios
in the late 1970s were India (25.3
per cent), Pakistan (21.9 per cent),
Sri Lanka (18.1 per cent), Thailand
(15 per cent), Malaysia (13.8 per
cent) and Nepal (11.3 per cent). Of
the countries surveyed, only Pa-
kistan, Thailand and, to some ex-

tent, Nepal are known to have
relied on borrowing from their
monetary authorities, which is
ordinarily termed ‘‘deficit finan-
cing” to finance expenditure. In
certain other countries of the
region borrowing from the mone-
tary authorities was a significant
feature of fiscal operations.
Borrowing from the non-bank
public has been significant in Fiji,
Malaysia, Nepal, Pakistan, and
perhaps in India and Sri Lanka.®
Borrowing from deposit money
banks has been significant in Fiji,
Nepal, Pakistan and Thailand.
Singapore practises large negative
public sector borrowing from the
deposit money banks, reflecting
that country’s unusually strong
fiscal position; the reasons underly-
ing the even larger negative figure

sidered to be a major determinant
of tax capacity. Yet per capita income
also affects demand for public goods
and thereby necessitates higher tax
revenue, This interaction gives rise
to a serious identification problem.
Critics have also questioned the justi-
fication of asymmetric treatment of
the agriculture and mining sectors
in the conventional studies, which
include mining as a determining
variable for tax capacity and exclude
agriculture on the ground that will-
ingness to tax agriculture is usually
low for historical and political reasons.
This raises a confusion between willing-
ness and capacity.

If tax capacity is the presumed
ability to generate taxes, then it should
neither be regarded as a purely physical
concept (as any income above the level
necessary for basic consumption) nor

Y For a detailed criticism of this
approach, see R.M. Bird, *‘Assessing
tax performance in developing coun-
tries: a critical review of the litera-
ture”, in J.F.J. Toye, ed., Taxation
and Economic Development (London,
Frank Cass and Co.), esp. pp.40-56;
also see B.R, Bolnick, "Tax effort
in developing countries: what do re-
gression measures really measure?”
in ibid., pp.62-77 and A.R. Prest,
“The taxable capacity of a country™
inibid., pp. 1330,

as a purely economic concept (in the
sense of ignoring willingness to tax
and other such broad social and polit-
ical factors, as is conventionally
done). It should, rather, be determined
by a combination of economic and
socio-political factors, Thus, tax capac-
ity depends not only on such tangible
economic factors as per capita income,
structure of the economy, degree of
monetization, and openness of the
economy, but also on such factors
as political will, administrative effi-
ciency, tax payer discipline, percep-
tions regarding the fairness of the
fiscal system, and identification of
the population with government plans
and programmes. When analysing
whether the limit to taxation has been
reached, the neglect of political factors
can create serious distortions in policy
choices,

It is thus clear that the concept
of taxable capacity is not readily amen-
able to quantification.

(c) Tax effort

Tax effort is measured by deriv-
ing the tax-income ratio which a coun-
try should have, based on the tax
capacity equation, and then dividing
the actual tax-income ratio by the
derived ratio. A high tax effort is
indicated if the resulting value is
greater than unity and vice versa.

Since a country's tax effort is
measured as the ratio between the
tax capacity ratio and the actual
tax-income ratio, the above-mentioned
criticisms of the means whercby these
ratios arc calculated apply here as
well, In particular, it is not clear why
the ‘“‘appropriate™ tax effort for a
particular country should be des-
ignated as an average of the pre-
sumably sub-optimum tax systems
of a large number of countries with
differing economic, political, and
administrative  conditions, Further-
more, the index of tax effort that is
obtained by following the conven-
tional method is likely to be a hybrid
which confuses between differences
in national performance relative to
national desires, on the one hand, and
inter-country differences in national
desires, on the other.©

In conclusion, it appears that the
concepts of “‘tax capacity™ and *‘tax
effort" are not amenable to the pre-
cise interpretation that they have
been accorded. Nevertheless, the cal-
culation of such measures can be a
useful preliminary exercise in national
tax policy self-assessment and can
activate policy makers in efforts to-
wards improved resource mobilization
performance.

€ Bolnick, loc. cit., p. 75.
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for Burma are not so clearcut. If,
as is sometimes argued, government
borrowing from both banking and
non-banking sources is likely in
developing countries to displace
private saving and investment signif-
icantly, great care should be taken
in utilizing these borrowed funds, 2

HA major aspect of borrowing from
the nonbank public in many develop-
ing countries is through the povern-
ment sector directly or indirectly avail-
ing fitsell of compulsory and other
types of contractual saving by the
general public, See P, Shome and K,
Saito, “The impact of contractual
savings on resource maobilization and
allocation: the experience of Malaysia™
The Malayan Economic Review, vol, 23,
MNo. 1 (April 1978), pp. 54-72; and
P. Shome and K. Saito, “Investments
of soctal security funds in India and
Srl Lanka: legislation and experience™,
The Indian Joumal of Economics,
vol. 60 (January 1980), pp. 349-360,

E"1"h: occurrence of such a displace-
ment effect cannot be predicted with
certainty on theoretical grounds, Em-
pirical studies relating 1o the issue for
the ESCAP region are insufficient 1o
permit a definitive conclusion,

The countries which relied to a
particularly significant degree on
external financing to cover their
expenditure during the late 1970s
included Indonesia, Nepal, Pakistan
and Sri Lanka.'® This indicator,
however, underrepresents the fiscal
importance of external debt in the
developing ESCAP economies as il
speaks only of new financing and
thereby ignores the previously ac-
cumulated total of owistanding
foreign  debt. The outstanding
volume of external indebtedness
carries important fiscal implications
with respect to payment of interest
and repaymeni of principal. For
Burma, for instance, the ratio of
long-term external debt servicing to
receipts from exports of goods and

”l-_xltmal financing consists of net
financing from international develop-
ment institutions, from {orelgn govern-
ments and through other short- and
long-term bonds and other forms of
credit.

services was 19.4 per cent in 1980,
The corresponding  debt-service
ratio for the Republic of Korea was
12.3 per cent, Pakistan 10,9 per
cent and India 9.2 per cent.!!

In view of recent well-publi-
cized debt-servicing crises in certain
developing countries in other re-
gions, and in the light of mounting
difficulties in raising resources
from the developed countries for
multilateral development lending
agencies such as the World Bank
and the Asian Development Bank,
an increasingly conservative atti-
tude towards external financing
might be advisable for the develop-
ing ESCAP countries.'” Such a re-
consideration  should  involve,
among other matters, an assessment
of the magnitude of planned ex-

1 Asian Development Bank, Key ln-
dicators af Developing Member Coun-
tries, wvol, X, No.l (April 1982),
table 31.

Figure 11.2 Selected developing ESCAP economies. Average annual growth rates of government receipts per decade, 1951-1980
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penditure, its composition, and the
possibility of achieving expenditure
economies. Indeed, searching re-
appraisals along these lines are
apparently already under way in
Burma, Indonesia, Malaysia, the
Philippines and Sri Lanka, among

l2Tm: tendency of the Intermational
Monetary Fund to reorient its lending
priorities toward structural adjustment
loans and issues raised for the develop-
ing countries by this policy shift are
examined by LS. Gulati, IMF Condi-
tionality and Low-income Countries
(R.R. Kale Memorial Lecture, No. 44,
1982) (Pune, Gokhale Institute of
Politics and Economics, 1982).

other developing ESCAP countries.

Total debt financing as a per-
centage of expenditure during
1977-1979 in the 14 developing
ESCAP economies surveyed here
showed a high degree of variation.
For three countries (Burma, Singa-
pore and Solomon Islands) debt
financing was negative. However,
each of these countries did finance
a portion of its expenditure abroad
while at the same time recording
negative  domestic  financing.
Among the 11 economies with
positive debt financing, the propor-
tion ranged from 6 per cent for

Papua New Guinea to 36 per cent
for Pakistan. The majority of them
incurred debt financing amounting
to 10 per cent or above. They
might well pay closer attention to
the implications of such high levels
of debt financing in terms of
continuing interest and principal
repayment liabilities, in local and
foreign currency, as well as in terms
of the potential displacement effect
on the private sector.

B. THE EXPENDITURE
STRUCTURE

The functional activities of

Niue, located about 480 km east
of Tonga and 930 km west of the Cook
Islands, is one of the smallest ESCAP
member countries, having an area of
259 sq km. The restricted quantity and
variety of local resources has led many
islanders to migrate to New Zealand.
As a result, the population has declined
more than 35 per cent during the
past 15 years. The population at the
time of the 1981 census was 3,296.
The economy depends largely on pri-
mary production and the majority of
the population is engaged in sub-
sistence farming. Vegetables, (fruits,
copra and handicrafts are mainly ex-
ported to New Zealand, which in turn
provides a large part of the island’s
imports. Gross domestic product at
factor cost for the monetary sector
only in 1977/78 (latest year available)
was $NZ 2.65 million, or approximate-
ly SNZ 780 per capita.”

Niue's total tax revenue for
1982/83 has been set at SNZ 991,000,
of which 80.7 per cent consists of
direct taxes.® Revenue is raised mainly

® Niue is heavily dependent on
foreign assistance from New Zealand.
Budgetary  assistance from New
Zealand (including a special grant of
SNZ 1.2 million) totalled SNZ3.3
million, or 57 per cent of Govern-
ment  expenditure, during 1979.
(New  Zealand, Department of
Statistics, New Zealand Official Year-
book 1982 (1982), p. 39; and Niue,
Niue National Development Plan
1980-1985 (1979), pp. 9 and 22,

b Niue, Niue National Development
Plan, 1980-1985 (1979), pp.4 and 7.

Box II.3 Revenue in a tiny country

from income taxes, import and ex-
port duties, sales of postage stamps
and court fines, Income tax is imposed
on all types of income at a graduated
rate ranging from 4.13 1o 41 per cent.
In the case of companies, the tax
rate varies from 5 to a maximum of
30 per cent. Annual income state-
ments are filed with the Treasurer,
who assesses the tax. In this process,
personal exemption, wife exemption,
child and dependent relatives exemp-
tion, and superannuation and life
insurance exemption are deducted
from assessable income. The Treasurer
enjoys special powers under the in-
come tax law to authorize employers
to deduct a flat withholding tax of
20 per cent from wages and salaries,
This 20 per cent interim tax payment
is credited against the tax lability
calculated in the annual assesment.
This provision has been extensively
used as a de facto “‘pay as you eam"
system,

In addition to the income tax
there is a supplementary “aid to
revenue’ tax, which is a basic with-
holding tax applicable to all income
including wages and salaries. The
basic rate is 10 per cent and non-
refundable. In the case of salary and
wage carners, the tax is deducted
each pay period. However, agricul-
tural workers, primary producers and
home weavers are allowed a reduced
tax rate of 3 per cent, while interest
payments, pension payments, dona-
tions and alimony are exempt. It has
been found virtually impossible to
realize “aid to revenue” tax from

transactions between private parties.

Indirect taxes in Niue are levied
on consumer commodities such as
tobacco, beer, spirits, perfume and
gasoline. These taxes take the form
of import duties as all types of tax-
able consumer goods are imported.
Morcover, the Government is the
exclusive wholesaler of gasoline and
alcohol as well as the major retailer
of the latter, This precludes the possi-
bility of any other forms of indirect
taxes on these particular goods. With
regard to motor vehicles and motor-
cycles, different import duty rates
are applied depending on origin. For
example, the mte of import duty is
set at 20 per cent for British cars
while it rises to 55 per cent for non-
British cars, Similarly, British motor-
cycles carry no duty while a rate
of 20 per cent is applied to non-
British motorcycles,

All land in Niue 15 owned by
the State, with local people having
possession through occupancy and
family holdings. There are few other
forms of taxable assets. As a result,
there is no tax on wealth, property,
or capital gains, Moreover, utilities,
which include water supply, sewer-
age and rubbish collection, are cur-
rently provided by the Government
at no cost to the user. Health and
dental services are similarly provided
free of charge at the local hospital,
Consequently, the Government derives
no non-tax revenue from the pro-
vision of these services.
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Figure IL3  Selected developing ESCAP economies,  Budget balance ratios, 1951 - 19807
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Figure 113 (continued)

Countries with average annual deficit ratios less than 10 per cent
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government may be divided into
five main groups: defence, non-
defence public services, social and
community services, economic ser-
vices and others. Non-defence pub-
lic services consist of the major
administrative imperatives of gov-

ernment, justice and police, and
such general administrative func-
tions as immigration, tax collection
and other regulatory activities.
Social and community services in-
volve the improvement of commu-
nity life and include, for instance,

Table 11.3 Selected developing ESCAP economies. Overall budget balance
as a share of expenditure, 1960-1980

(Percentages)

1960 1965 1970 1975 1980
Afghanistan 259 1.4 9.1 154 54
Burma -0.4* 30.9 -13.1 -22.6 -79
China 2.0° 1.5 oui 0.6 105
Fiji 113 54 134 -3.1 -10.1
Hong Kong 1.7 2.8 16.4 4.9 34.1
India 422 -36.0 304 253 -34.1
Indonesia . -16.0 -16.0 5.6
Iran s N -22.2 0.7 15.8°
Malaysia 8.3 277 -16.9 264 19.1
Nepal -52.0% -45.0 321 -15.6 20.5
Pakistan -18.8 -39.0 -44.0 -46.9 329
Papua New Guinea -0.1 92 133 -14.7 103
Philippines 122 -20.0 27.1 1.5 0.7
Rep. of Korea 4.3 138 45 114 1.1
Singapore .8.79 14.4 5.2 27 16
Solomon Islands 2.7 39 27 0.3 1.1
Sri Lanka 355 -25.5 -24.1 -25.1 454
Thailand -0.6 -10.0 263 127 264

Source: See Box I1.1.
Notes: ™ 1962. ® 1957, ©1979. 4 1961.

the provision of sanitation, water
supply, education, health and
housing. Economic services consist
mainly of investment in economic
sectors such as transportation and
communication, promotion and ex-
tension services in such areas as
tourism and agriculture and invest-
ment grants and subsidies to state
and autonomous public enterprises.
The *“other™ functional component
of expenditure includes in partic-
cular interest payments and trans-
fers to other levels of government.

Economic services traditionally
account for the largest share of
government expenditure in the
developing ESCAP region. In addi-
tion, the proportion of expenditure
going to economic services has risen
in the past two decades in many
countries. The sharpest increase has
been in the Philippines, where the
share of economic services in total
expenditure rose from 16 per cent
in the 1960s to 48 per cent in the
late 1970s. Most of the increased
expenditure took place in the non-
agricultural sectors. This is typical
of countries with large agricultural
sectors, few of which have allocated
any substantial proportion of their

Table I1.4  Selected developing ESCAP countries. Patterns of financing the government deficit, 1977-1979 average

(Percentage of expenditure)
Borrowin, Borrow Total
g’o‘::ob:;;:, from depoiit from mon‘:liry domestic ﬁ:; m %ﬁf;g’
money banks authority borrowing

Burma -0.5 - -16.6 -17.2 8.7 -8.4
Fiji 4.6 3.2 3.5 114 44 15.7
India aaa s XA 25.3 23 27.6
Indonesia -0.6 04 -1.2 -2.2 124 10.2
Malaysia 10.8 alecs ewe 138 53 19.1
Nepal 3.6 32 4.5 11.3 11.2 22.6
Pakistan 53 52 11.5 219 13.8 35.8
Papua New Guinea AR ate 5.9 37 2.6 6.3
Philippines 0.2 3.0 -3.0 0.2 6.6 6.8
Rep. of Korea 0.6 2.2 -1.0 1.8 6.7 8.5
Singapore 0.7 -9.7 2.0 -6.9 28 -4.1
Solomon Islands” -0.1 -1.2 0.1 -1.1 0.6 -0.6
Sri Lanka 18.1 11.1 29.2
Thailand 1.0 44 8.2 15.0° 3.9 18.9

Source: See Box IL.1.

Notes:  * 1976-1978. b Including other domestic financing.
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outlay on economic services to agri-
culture, Among the agro-based
economies in the region, Buma
and Nepal in the 1970s allocated a
relatively large share of their ex-
penditure to  agriculture, while
Pakistan, India and the Philippines
spent the lowest proportion of their
economic services outlay in agricul-
ture, One reason for the low pro-
portion of agriculture in the data
for these countries is that support-
ing services to the agricultural
sector are decentralized to the
state, provincial or local levels of
ED‘J’EII’ITHEIIL

A majority of the developing
ESCAP economies increased the
share of education in their total
expenditure in the past two dec
ades, By the late 1970s, education
accounted for the largest propor-
tion of expenditure on social and
community serviceés in almost all
the developing economies of the
region. The major exceptions were
Hong Kong, where the largest share
was on housing, at 42 per cent of
total expenditure in the early
1980s; Sri Lanka, where social
security and welfare expenditure
mainly in the form of food sub-
sidies took 20 per cent of total
expenditure in the late 1970s; and
India and Pakistan, In these last
two countries, in which reponsibil-
ity for the provision of most
educational services lies with the
State Governments, the combined
central and non-central govern-
ments' expenditure on education
averaged 10.7 per cent of total
central and non-central government
expenditure in 1976-1980 in India
and 5 per cent in 1975-1972 in
Pakistan.

Government expenditure on
education in the late 1970s was
almost equal to that on economic
services in Thailand and exceeded
expenditure on economic services
in Hong Kong, Malaysia and Singa-
pore. The data indicate that in the
late 1970s, countries in south and

west Asia spent a smaller propor-
tion of their total receipis on edu-
cation than did countries in south-
easi and east Asia and the South
Pacific. In addition to the signifi-
cantly different role played by
other levels of government in the
educational field, a major reason
lay in the differing importance
attached to the private sector in
providing for education in different
countries,

In the past two decades, the
share of health expenditure in
government outlay increased in
only a few cases, With the excep-
tions of Hong Kong and Sri Lanka,
the shares of social security and
housing expenditures in total gov-
emment outlay were also low in
the late 19705, Among the econo-
mies where central government
expenditure in these two areas
formed relatively important propor-

Figure 114 Selected developing ESCAP cconomies. Distribution of major functional

components of expenditure excluding net
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tions in total outlay, Singapore led
in housing expenditure with an 8
per cent share and Burma led in
social security and welfare with a
6 per cent share.

Only in Pakistan and the
Republic of Korea did the share of
defence expenditure exceed 30 per
cent of total expenditure in the late
1970s. The majority of the develop-
ing ESCAP economies allocated 15
to 30 per cent of total expenditure
for defence purposes. Those which
devoted less than 10 per cent to
defence included Hong Kong, Fiji,
Papua New Guinea, Nepal, Solo-
mon [slands and Sri Lanka. It is
noteworthy that most of the larger
developing ESCAF countries devote

greater shares of their scarce re-
sources to defence than to non-
defence public services. Expendi-
ture on defence also commonly
exceeds the share allocated to edu-
cation or health.

It would be naive to expect
that either the level or the composi-
tion of public expenditure could be
based strictly on economic ra-
tionality criteria, Even if govern-
ments were to accept economic
considerations as  their guiding
principle, they would be con-
fronted with formidable problems
in quantifying the anticipated costs
and benefits of a significant propor-
tion of total expenditure, [rrespec-
tive of this problem, the determina-

tion of the level and composition
of government expenditure is in-
escapably affected by ideological
considerations as well as by pres-
sure groups operating within the
political setting. From the perspec-
tive of resource mobilization, it
would nevertheless be a worthwhile
exercise for the Governments of
developing ESCAP countries to
explore with redoubled vigour the
possibilities of containing growth of
economically irrational expendi-
ture, Expenditure on defence,
which is a particularly significant
drain on development resources in a
number of countries in the region,
is an obvious candidate for such
intensified scrutiny,

Expenditure on defence is a
standard  intemational practice. A
number of developing ESCAP coun-
tries devote a sizeable proportion of
government expenditure to the defence
sector. It is useful to analyse the rela-
tionship between expenditure on the
military and that on economic and
social development. Though It may
not be possible to establish the rela-
tionship in precise, quantitative teoms,
a number of compelling arguments
suggest that a high level of defence
expenditure is likely to have delete-
rious consequences for economic and
social development.®

Military expenditure affects eco-
nomic growth in many ways. First, it
diverts scarce investible resources away
from more productive civilian use.
To the extent that output growth
in other sectors iz dependent on the
investment allocated to the military
sector, the growth potential in these
other sectors remains unrealized. The
diversion to military purposes of
skilled manpower resources, the supply
of which Is by no means plentiful in
the region, also adversely affects

% For a more detailed analysis of
some of these arguments, see United
Nations, The Relotionship between
Disarmament and Developmeni, 1982
(United Nations publication, Sales
No. EB2.1X.1), pp. 6698,

Box I1.4 The economics of defence expenditure

economic growth in other sectors.
The same proposition holds in respect
of the Hmited resources avamilable for
institutional research 10 adapt or
improve the technologies so vitally
needed in other sectors of the econ-
gmy as a means of promoting long-
term growth. The economic spin-off
effects of expenditure devoted to
military research, a widely advertised
benefit provided by the military sector,
are actually minimal in the develop-
ing ESCAP region due to the absence
of linkages in these économies,

Expenditure on defence is also
inherently inflationary. This is so not
merely because it generally fails to
add 1o either present or future con-
sumable output but also because the
politically sensitive nature of military
production makes it a difficult sector
in which to resist wage demands and
other cost pressures, These inflationary
pressures tend to be quickly trans-
mitted to other sectors. Furthermore,
governments ane more likely to mn
into budgetary deficits to meet
targeted military expenditure than
for other purposes because military
expenditure fargets generally enjoy
high priority.

It is occasionally argued that
in countries with severe unemploy-
ment problems, the defence sector
provides a source of relief, This argu-
ment has little validity unless it can

be convincingly demonstrated that
alternative uses of resources would
fail to produce equivalent employ-
ment in other scctors. Altermnative
respurce uses would in all likelihood
be more productive as well as equally
employment-promoting, thus provid-
ing double value per unii of expen-
diture. In addition, there is reason
to believe that the capitallabour
ratio in the defence production sector
is Hkely to be higher than in many
civilian sectors.

A sipnificant part of defence
expenditure in the region is dirccted
towards the import of military equip-
ment. It thus puts pressure on the
balance of payments. OF the 10 largest
weaponsdmpaorting  countries  during
1977-1980, three were from the
developing ESCAP ru:gin:m,tr The aid
and loans provided exclusively for
defence purposes create a future
burden for the balance of payments.
The pressure on the balance of pay-
ments is further aggravated by im-
port needs for spares and maintenance
of the high technology and encrgy-
intensive equipment.

Y Stockholm International Peace
Research Institute, World Armarmenis
and Disermament SIPRI Yearbook
(London, 1981), quoted in United
Nations Environment Programme,
Global Enwvironrmental Issues (1982),
p.17.
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C. THE REVENLUE
STRUCTURE

The preceding analysis has
established the fact that the devel-
oping ESCAP countries have
achieved a fair measure of success
in their efforts to generate govern-
ment receipts. The principal re-
ceipts, as already noted, are tax and
non-tax revenue. The following dis-
cussion considers the implications
of the revenue structures observed
in the vardous countries of the
region for their future resource
mobilization efforts.

1. Direct taxes

Taxes on income, whether per-
sonal income or business profits,
are of major importance in the
revenue structures of only a few
developing ESCAP countries. In
Indonesia and Papua New Guinea
the importance of this revenue
category is related to the extractive
sector. The importance of income
taxation is also relatively high in
Fiji. Other countries in which in-
come taxes account for a quarter
or more of total revenue are Malay-
sia, the Republic of Korea, Singa-
pore and the Solomon Islands. The
countries of the region might well
consider renewed examination of
the scope for improving revenue
performance from this source by
plugging existing loopholes in tax
laws and rationalizing the multitude
of exemptions and deductions
granted for the purpose of achiev-
ing various economic, social and
political abjectives,

The share of business income
tax revenue in Fiji, Nepal, Pakistan,
the Philippines, the Republic of
Korea and the Solomon Islands is
smaller than that of personal in-
come tax revenue, substantially so
in the case of Fiji. In some other
countries, such as India and Thai-
land, corporation income tax has
contributed  approximately the
same share of total revenues as per-

sonal income tax in recent years,
though each accounts for less than
10 per cent of total revenue.

An examination of trends in
income taxation over the past three
decades shows that the number of
countries which have increased
their dependence on this revenue
source have outnumbered those
which have reduced the relative role
played by this revenue category.
The relative degree of reliance on
income taxes in the late 1970s had
a distinet geographical distribution,
Countries in south-east and east
Asia depended more heavily on
income tax revenue than the coun-
tries of south Asia, and the island
countries of the South Pacific
derived proportionately more of
their revenue from income taxes
than the other two groups.!? In
China, income taxes appeared as a
new revenue source following the

adoption of tax laws on foreign
enterprises, joint ventures and
individual in the late 1970s and
early 1980s,

In most developing ESCAP
countries, trends in the share of in-
come taxes in total revenue are
inversely related to trends in the
share of indirect taxes. In only a
few countries do non-tax revenues
or other direct taxes play enough of
a role to permit the possibility of
the trend relationship between the
shares of income taxes and indirect
taxes becoming positive. With few
exceptions other direct taxes, such
as the social security tax and prop-
erty taxes (including taxes on

13 While the peographical pattem is
itself of no economic significance,
the level of per capita income and the
importance of extractive sectors ex-
plain much of the varation in the
share of income taxes in total revenue,

Table IL5 Selected developing ESCAP couniries. Major revenue sources
as shares of total revenue, 1976- 1980 average

{Percentages)
Domestic Toxes on
Income laxes faxes on inrer- Non-tax
goods national  revenue
Personal  Business Toral and rrade and
services fravns-
achons
Burma 4.2 499 144 324
China® - 46.9 256 48.3
Fiji 34.2 124 46 .5 10.1 28.2 15.7
India 9.6 9.6 192 41.9 18.3 18.2
Indonesia 2.4 67.6 70,0 118 a7 6.8
Iran® 0.6 8.6 9.2 2.7 7.3 73.3¢
Malaysia e B 194 3285 10L0
Mepal 5.0 16 7.6 337 323 16.4
Pakistan 6.8 55 12.3 348 KER 18.8
Papua
New Guinea 246 28.0 52.7 146 15.1 139
Philippines 12.6 9.1 21.7 37.2 25.0 12.1
Rep. of Korea 13.1 11.2 243 439 16.3 9.9
Singapore s ee. 312 154 746 27.8
Solomon Islands 14.9 13.6 285 56 46.1 18.7
Sri Lanka h s 13.6 30,0 47.1 8.0
Thailand 7.6 9.7 17.4 465 253 8.6
Source: See Box IL1.
Notes:  * 19771979, P 1976-1979. © Oil revenue accounted for 93.6 per

cent of non-tax revenue.
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wealth, inheritance, gifts, and fi-
nancial and capital transactions),
play a minor revenue role in the
developing ESCAP economies. Fur-
thermore, with the exception of
Hong Kong, capital revenue is

negligible.

2. Indirect taxes

Indirect tax revenue predomi-

nates over income tax revenue in
the great majority of developing
ESCAF economies. In the late
1970s, it accounted for three fifths
or more of total revenue in Burma,
India, Nepal, Pakistan, the Philip-
pines, the Republic of Korea, Sri
Lanka and Thailand. The only
economies in which the proportions
of indirect tax revenue in total
revenue were less than one quarter

were Indonesia, Iran and Singapore.

Indirect taxes may be divided
broadly into taxes on domestic
trade (comprising mainly general
sales taxes and excise taxes) and
taxes on international trade (mainly
import and export duties). In most
countries in the region, taxes on
domestic trade are the more im-
portant revenue source. In those
countries, such as Malaysia, Sri

All tax systems provide for a
varety of deductions, allowances,
concessions, exemptions, rebates
and the like which reduce the amount
of tax that would otherwise be payable
by individuals or enterprises. The
term “tax expenditure™, as used to
describe  such reductions in tax
liability, draws attenton to the fact
that the tax revenue thereby fore-
gone may be regarded as equivalent
to public expenditure analogous to
a subsidy or cash transfer to an in-
dividual or enterprise. A tax expendi-
ture is thus a form of government
financial assistance granted through
the tax system rather than through
government expenditure. Viewed in
this light, such tax reductions should
logically be evaluated in terms of
their economic effects in the same
way as would apply to any expendi-
ture item in the government budget.

Tax expenditures related 1o
business enterprises are usually con-
cerned with promoting investment,
whether in preferred industries, activ-
ities or geographical locations. Incen-
tives such as tax holidays, accelerated
depreciation, capital subsidies orf
exemptions from import duties on
machinery and raw materials fall
under this heading. Other business
concessions, such as the deduction
from income of employer contri-
butions to provident funds or con-
tributions to charities, do not.

Tax expenditures related to per-
s0ns are moreé commonly concemed
with the equity objective. Examples
include the exemption from tax of
an initial slice of Income  vaguely
related to some concept of minimum
needs, or allowances and rebates
related to dependents. Yet ohjectives

Box I1.5 The concept of tax expenditure

other than equity may also be the aim,
such as the encouragement of saving
through the exemption from tax of
life insurance and superannuation
contributions  or of income from
particular kinds of investment such
as government savings bands,

Though there are npumerous
studies of the economic impact of
certain tax expenditures, such as
tax incentives for business firms,
there have been few systematic investi-
gations of the revenue impact of tax
expenditures more broadly conceived.
It is quite common for finance minis-
tries, in announcing taXx concessions,
to indicate what they believe to be
their revenue cost, but the basis for
such estimates iz usually not stated,
nor are the anticipated benefits of
such concessions ordinarily estimated
in quantitative terms.

This problem is evident in the
comprehensive estimate of the revenue
effect of tax expenditures presented
in the Report of the Task Force an
Tax Reform to the New Zealand
Government.? This Report estimates
tax expenditures in 1980/81 as en-
taitling SNZ 1,239 million of reveniie
foregone, of which $NZ 582 million
related to personal concessions and
SNZ 657 million to business and
other incentives and concessions. The
total revenue foregone was stated
to be eguivalent to about 25 per cent
of persomal income tax receipts in
1980/81. No information is given by
the Task Force as to the basis on
which these estimates were made,

& New Zealand, Report of the
Task Force om Tax Reform, April
1082 (1982).

but the impression is that each item
was calculated individually.

It iz ordinarly assumed that
revenue foregone through a tax expen-
diture is simply a function of a fixed
tax base and the rate of tax. This may
be an accepuble assumption in cases
where the impact of the incentive is
spread over a large number of tax-
paying entities and where for any
individual entity the amount is small.
But it is not a valid procedure to
aggregate the results of such partial
equilibrium analyses into an estimate
for the tax system as a whole,

Estimates of the overall revenue
impact of tax expenditures are, how-
ever, inherently difficult to make.
One difficulty is that of tracing the
impact of any particular “‘concession™
on the size of the taxable base, a
problem analogous 1o those invalved
in measuring tax or expendimre in-
cidence. A second difficulty is asso-
ciated with the concept itself and
the issue of determining what “con-
cessions™ should be incloded within
the scope of "tax expenditure™ to
ensure analytical consistency. If the
critedon for inclusion Is any circum-
stance involving revenue foregone by
not taxing what could in principle
be taxed, them the issue tums into
one of hypothetical taxable capacity;
the tax expenditure concept does not
seem to offer any significant new
insight for the resolution of that
problem.

These difficulties notwithstand-
ing, the concept of tax expenditure
may serve as a useful tool for prac-
tical policy makers in assessing whether
the costs in revenue foregone, how-
ever imperfectly estimated, are justi-
fied by the anticipated benefits.
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Figure 115 Selected developing ESCAP economies, Share of income and profit taxes in total revenue, 1951-1980
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Figure ILS [continued)
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Lanka and the South Pacific island
countries, where taxes on interna-
tional trade continue to exceed
taxes on domestic transactions,
these taxes have shown a declining
trend as a proportion of total
revenue as development proceeds.
In this connection it is interesting
to note that revenue from taxes on
international trade declined as a
share of total revenue in all the
member countries of ASEAN
during the second half of the
1970s.

To the extent that taxes on
international trade are relied on by
developing ESCAP countries, re-
source mobilization efforts are
closely linked to world trade devel-
opments, particularly with respect
to the prices of the commodities
which the developing ESCAP coun-
tries export, their capacity to im-
port and their trade stabilization
policies, especially the manner and
efficiency with which they generate
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resources in years of high com-
modity prices. As a growing num-
ber of these countries move to-
wards a more open economy, short-
run revenue losses from import
duties may be expected. Yet if
moves towards trade liberalization
increase output growth rates (ir-
respective of the ramifications on
other development objectives), rev-
enue from taxes on domestic
goods and services and from other
sources may be expected to in-
crease.

Two implications of trade
liberalization deserve mention here.
The first concerns the problem of
declining revenue yields during the
transitional period. As a general
proposition, it would be desirable
to take into account the economic
implications of the alternative ap-
proaches to offsetting such a short-
fall, such as raising income tax rates
or domestic sales tax rates or pla-
cing greater reliance on internal and

external borrowing. Moreover, such
actions toward meeting a transi-
tional shortage should not be in-
stitutionalized as permanent mea-
sures since foreign trade tax rev-
enues might rise again as a result
of the growth of trade itself.

The second implication con-
cerns the design of domestic sales
and excise taxes in view of their
present and prospective revenue im-
portance. A move from specific to
ad valorem rates of excise and other
taxes would be an obvious positive
step. However, greater attention
would also have to be paid to the
commodity coverage and rate struc-
ture of sales and excise taxes in
these countries to ensure their
adequate contribution to resource
mobilization with due regard to
their impact on resource allocation
and administrative costs.

3. Non-tax revenue

Non-tax revenue in the devel-
oping ESCAP region consists pri-
marily of net operating surpluses
of financial and non-financial
public enterprises; property income
(consisting primarily of rents from
state-owned land and buildings);
government administration fees,
charges and non-industrial sales;
and fines and forfeits. In the
majority of the developing ESCAP
countries, non-tax revenue forms
less than one fifth of total revenue,
There are, however, some im-
portant exceptions. In the late
1970s, non-tax revenue constituted
high shares of total revenue in Iran
(around three quarters, primarily
from oil revenue of public enter-
prises), China (almost half, consist-
ing mainly of state enterprise
profits) and Tonga (also almost
half, mainly from the provision of
government services). Lastly, non-
tax revenue increased significantly
in Burma during the 1970s to reach
over three tenths of total revenues
by the close of the decade, attrib-
utable largely to the contribution



from the Export Price Equalization
Fund.

In the large majority of devel-
oping ESCAP countries, public
sector investment has been rising.
This is reflected in an increasing
share of capital expenditure in
GDP, Yet the beneficiaries of these
investments often do not contrib-
ute commensurately in the form
of either user charges or dividend
and other property income.!* The
available figures for public sector
saving also indicate that its contri-
bution to total savings is sub-
stantially smaller as compared with
its share in total investment, In
India, public sector saving is esti-
mated to have been only 22.4 per
cent of total net domestic saving
in 1980/81.'% In Sri Lanka, public
saving has been projected as nega-
tive for the years 1982-1985 fol-
lowed by a positive public saving
ratio of only 0.7 per cent of GDP
in 1986, as compared with the cor-
responding 11.9 per cent for private
savings.'6 An indication of the low
public sector saving ratio in Pakis-
tan may be held by noting that
self-financing averaged less than 5
per cent of aggregate investment
expenditure by public corporations
during the period 1973-1979.

’Jll is recognized that non-tax revenue
underestimates the contribution of pub-
lic enterprises to the budget because
some public enterprises pay direct and/
or indirect taxes, The available data do
not permit disaggregation of tax pay-
ments by private and public sources,
It is strongly doubted, however, that
the inclusion of tax payments by public
enterprises net of subsidies received
would affect the validity of the proposi-
tion that they are net beneficiaries of
public investment in the developing
ESCAP region.

15 India, Reserve Bank of India, Report
on CQumency and Finance, 1980/81
(1981), vol. 1, p. 6.

16 ESCAP, **Sri Lanka”, Integration of
Tax Planning into Development Planning
(forthcoming).

”BJ. Moore, “‘Domestic savings in
selected developing Asian countries™,
Asian  Development Bank Economic

Staff Paper No. 2, 1981, p. 92,

It would thus appear that an
examination of the level and
structure of user charges levied on
the wvarious goods and services
provided by governments is an
urgent necessity in the developing
ESCAP region. In addition, im-
provements in management prac-
tices, including greater emphasis on
efficient cash flow control, with a
view to enhancing public sector
productivity are long overdue. This
need has not gone unrecognized in
recent years in many countries in
the region. Resolution of these
twin issues is all the more urgent
in view of the general tightening of
resource constraints in the re-
cessionary climate of the 1980s.

D. REVENUE PRODUCTIVITY

The revenue performance of
the fiscal systems of developing
ESCAP countries can be compared
with the growth of these countries’
current and capital expenditure as a
means of determining their capabil-
ity to fulfil expenditure require-
ments. Such evaluation is ordinarily
based on estimates of revenue
productivity. As tax revenue consti-
tutes by far the most important
source of receipts in most countries
of the region, the present discussion
confines itself to revenue productiv-
ity with respect to tax revenue
only.

1. Conceptual framework

It is customary to measure the
productivity of tax revenue in rela-
tion to income growth. Two such
measures are buoyancy and elastici-
ty. Buoyancy is defined as the ratio
of the percentage change in tax
revenue arising out of a given per-
centage change in income. Tax
revenue may change due to auton-
omous changes in income and
other economic variables on which
taxes are based. It may also change
due to deliberate revisions in the
specification of tax rates and/or

bases. The tax buoyancy measure
does not distinguish between auto-
matic and discretionary changes; it
simply relates historical movements
in tax revenue to income changes.

In order to estimate the in-
come elasticity of the tax system or
of individual taxes, tax revenue
data must be adjusted to eliminate
the effects on tax revenues of all
discretionary changes as well as all
other factors other than income.
Thus, the income elasticity of a tax
may be defined as the ratio of the
percentage change in adjusted tax
revenue to the percentage change in
income.!

In analysing the total, capital
and current government expendi-
ture side of the picture, it is cus-
tomary to regard elasticity as equiv-
alent to buoyancy. No adjustment
of the expenditure data is therefore
ordinarily required.

A positive elasticity gap — a
situation in which the expenditure
elasticity is greater than the tax
revenue elasticity — would imply
that, in a growing economy, the

'—“The adjustment of tax revenue to
derive income elasticity estimates may
be done in several ways; among these
procedures are the proportional adjust-
ment method, the constant rate struc-
ture method, and the dummy variable
method. For a discussion of the pro-
portional adjustment method, see G.S.
Sahota, Indian Tax Structure and Eco-
nomic Development (Bombay, Asia
Publishing House, 1961) and A.R.
Prest, “The sensitivity of the yield of
personal income tax in the United
Kingdom", The Economic Joumal, vol,
LXII (September 1962), pp.S576-596.
For the constant rate structure method,
see Robert E. Berney, Tax Structure
Variations in the State of Washington
(1970). For the dummy variable
method, see N.M. Singer, “The use of
dummy variables in estimating the in-
come elasticity of state income tax
revenues'’, National Tax Joumal, vol,
XXI (June 1968), pp.200-204. In
addition, the Fiscal Affairs Division
of the International Monetary Fund
has been involved in theoretical and
empirical investigations on estimating
elasticity and buoyancy. In particular,
see R.J. Chelliah and S.K. Chand, “A
note on techniques of adjusting tax
revenue series for discretionary changes™
(unpublished; IMF, 1974).
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productivity of the tax system is
insufficient to keep up with in-
creasing expenditure requirements.
In order to close a positive elastic-
ity gap, one or a combination of
the following actions would be
necessary: increase the rate and/or
base of existing taxes, introduce
additional taxes, or increase re-
liance on non-tax revenues, do-
mestic and foreign borrowing, and
deficit financing.”? A negative
elasticity gap would imply that the
above-mentioned measures could be
reversed. A positive buoyancy gap
— defined as the difference between
tax revenue buoyancy and expendi-
ture buoyancy — would indicate
the failure of the tax system, in
spite of past discretionary changes,
to keep up with the growth of
expenditure.

Government expenditure has in
this study been disaggregated into
current and capital expenditure.
Elasticity estimates of current ex-
penditure would allow a compari-

19 These options exclude adjustments
on the expenditure side, as these are
precluded by the parametric values in-
corporated in the expenditure elasticity
estimate (cf, footnote 3 supri.).

son of its growth with the corre-
sponding growth of capital expendi-
ture as utilizers of tax revenue.
Such an estimation procedure pro-
vides a means of testing the wide-
spread perception that current ex-
penditure in much of the develop-
ing ESCAP region has grown too
rapidly and needs to be constrained
if development targets are to be
achieved.

2. Buoyancy and elasticity
estimates

The buoyancy of tax revenue
over the past several decades has
exceeded unity for most developing
ESCAP countries, implying that a
growing proportion of incremental
income has been transferred to the
government in the form of tax
revenue as income has risen. This in
turn accounts for the rising ratio
of tax revenue to GDP, as has been
observed in an earlier section of
this chapter. The only two excep-
tions to this trend are Burma and
Sri Lanka, partly because of their
relatively high tax-GDP ratios in the
earlier years.

The buoyancy of tax revenue
was less than that of total expendi-

Table 1.6 Selected developing ESCAP economies. Buoyancy of tax rev-
enue and of total, current and capital expenditure, various periods®

Time Tax Expenditure
period revenue Total Current  Capital
Burma 1963-1981 0.64 0.86 0.90 0.99
Fiji 1960-1980 1.10 1.04 1.05 1.08
Hong Kong 1960-1981 1.03 1.08 097 1.00
India 1950-1979 1.40 1.49 1.56 1.31
Malaysia 1958-1980 1.21 1.15 1.13 1.24
Pakistan 1960-1981 1.13 1.05 S g
Papua New Guinea 1960-1981 1.65 1.19 1.28 0.81
Philippines 1960-1980 1.24 0.98 e rale
Rep. of Korea 1957-1981 1.14 1.00 1.04 0.81
Singapore 1961-1981 1.13 1.16 1.08 1.22
Sri Lanka 1957-1980 0.98 1.04 0.94 1.20
Thailand 1961-1981 1.02 1.08 1.10 1.02
Source: ESCAP secretariat estimates, based on sources indicated in Box IL.1.

Note: * The equation used to estimate buoyancy is of the form log x = a + b log
y, where x stands for tax revenue or total, current or capital expenditure, y stands for

GDP and b is the measure of buoyancy.
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ture in a number of ESCAP econ-
omies during the 1960-1980
period. These economies included
Burma, Hong Kong, India, Singa-
pore, Sri Lanka, Thailand — exactly
half of those covered in the sample.
Because of their revenue productiv-
ity problems, these economies had
to depend relatively heavily on non-
tax receipts to finance their ex-
penditure. Relative to current ex-
penditure, the data do not indicate
that the buoyancy of tax systems
has been inadequate in the region;
positive buoyancy gaps exist only
in Burma, India and Thaiiand. This
implies that most developing
ESCAP economies have succeeded
in containing the growth of current
expenditure below that of tax
revenue. The fact that the buoyan-
cy of total expenditure exceeded
that of tax revenue in a larger
number of countries was therefore
primarily attributable to the higher
growth of capital expenditure. This
is substantiated by the fact that the
buoyancy of capital expenditure in
most countries has been greater
than that of the current expendi-
ture.

The appropriate measure for
assessing the built-in ability of the
tax system to generate increasing
government revenue is its income
elasticity. Where this value exceeds
unity, increasing shares of in-
cremental income flow to the
treasury even in the absence of dis-
cretionary measures to enhance tax
revenue through higher tax rates or
an expanded tax base. Given the
political problems often encount-
ered with the introduction of such
discretionary measures, it would be
highly advantageous for tax systems
in the developing ESCAP countries
to be income elastic.2?

Few studies have been under-
taken to examine the degree and

onax revenue clasticity exceeding
unity also has the advantage of being
a valuable automatic stabilizer, as is
widely favoured in developed econo-
mies.



prescribe the means of increasing
the income elasticity of tax systems
in the developing ESCAP region. Of
the four countries for which esti-
mates of the income elasticity of
taxation are available, two, Malay-
sia and Singapore, have been found
to have an elasticity exceeding
unity. The other two, India and the
Philippines, exhibit an income
elasticity of taxation below unity.

In the case of India, the in-
come elasticity of tax revenue at
both the Central and State levels
has been found to be 0.88 for the
period 1960/61—-1978/79, as
against a buoyancy of 1.25.2! This
seems to be due largely to the low
income elasticity of Central Gov-
ernment excises, which was esti-
mated to be 0.75 for the period
1963/64—1974/75.22 In 1975/76,
Central Government excises ac-
counted for about one third of the
combined tax revenue of Central
and State g-:wemmants.ﬂ The
elasticity and buoyancy of the
personal income tax, with respect
to non-agricultural income for the
period 1965/66-1978/79, were also
found to be below unity. >

In the Philippines, the taxes
with elasticity of below unity
during the period 1972-1980 were
excises (carrying an elasticity of
0.57) and corporate income taxes
(with an elasticity of 0.51).25 In
1976, the two accounted for 31 per
cent of the total central govern-
ment tax revenue.’® Import duties
and sales taxes had roughly unitary
elasticity, while personal income
tax revenue had an elasticity of
1.38. However, the share of the
personal income tax in total rev-
enue in 1976 was only 9.6 per

cent. While the buoyancy of tax
revenue as a whole was 1.07, the
elasticity was only 07837

In contrast, in Malaysia during
1966-1980 both the income tax
(elasticity 1.56) and export duties
(elasticity 1.30) were highly income
elastic.?® Excise and sales tax
revenue had roughly unitary elas-
ticity, while import duties were
income inelastic. The elasticity of
total tax revenue was 1.17, which
fell short of the elasticity of both
current and capital expenditure
during the period. The buocyancy
of tax revenue was 1.35.

In Singapore, the income tax
(elasticity 1.56), pay-roll tax (elas-
ticity 1.30), and stamp duties (elas-
ticity 1.11), are highly income elas-
tic, while the traditional excises and
import duties (elasticity 037) are
highly income inelastic.”® The
elasticity of the property tax is
1.06, The elasticity of the total tax
system during 1965-1980 was 1.13,
which exceeded that of current and
total expenditure but was less
than that of capital expenditure.
The buoyancy of the tax system
was 1,27,

The examples of India, Malay-
sia, the Philippines and Singapore
suggest that buoyancy and elastici-
ty measures of revenue productivity
differ significantly throughout the
region. This difference is indicative
of the importance of the discre-
tionary measures required in the re-
source mobilization effort in the
developing ESCAP region. Certain
general conclusions are warranted
with respect to future resource
mobilization efforts. First, given
the need to minimize politically
sensitive discretionary changes, ef-

forts should as far as possible be
directed towards designing an
income-elastic tax revenue struc-
ture, Secondly, those countries
which have experienced a high
elasticity of current expenditure
will need to make more determined
efforts to arrest its future growth,
Thirdly, where a high buoyancy or
elasticity of the tax system is ex-
ceeded by a still higher elasticity
of capital expenditure, there would
appear to exist scope for a
thorough re-examination of the
structure of public investment with
a view to restraining its growth
within the limits of implementable
resource mobilization efforts.

21[.!::. Khadye, The Responrsiveness
of Tax Revenue ro Nafional Income,
Reserve Bank of (India, Occasional
Paper (1981).

2?'Iln[ini:;'.l.r:pr of Finance, Government
of India, fndirect Taxetion Enguiry
Commirtee, Part 11 (1978}, p. 399, The
report (p.9) sugpests that “‘predomi-
nance of specific duties in the period
under reference has been one of the
major factors responsible for the owver-
all low elasticity of the excises™.

B3 thid., p. 12, table 2.

28 ESCAP, “India™, Integration of Tax
Planning fnto  Development Planning
(forthcoming).

25 & Tyvabii, Financing Sconowic Devels

opment: A Comparative Study of
Malaysda and the Philippines {unpub-
lished, 1982).

260 G. Asher, Revemue Systems of
ASEAN Countries (Singapore, Singapore
University Press, 1980), tables B.4 and
B.5.

27 bid., table B.4.
28 A Tyabii, op. cir., p. 42.

29 inda Seah, Sources of Finance
for Ecomomic Growth m Singaspore
with special reference to the Public See-
tor (unpublished, 1982).
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II. FISCAL POLICY FOR GROWTH

distingunished from economic

development, which addition-
ally encompasses progressive change
in the patterns of production, dis-
tribution and consumption, eco-
nomic growth can be conceived
of as sustained Increase in per
capita l:lut;mt.I Even in this
restricted sense, the growth process
is complex, involving the interac-
tion of a multitude of economic,
social, political and administrative
factors. Any effort to assess the
contribution of a particular policy
variable to economic growth is
further complicated by the fact
that the observed differences in
growth rates across countries or
over time are the end result of the
simultanecus operation of a vast
array of economic policies relating
to such key issues as the determina-
tion of sectoral priorities, the
reliance placed on international
trade, the composition of domestic
and foreign capital flows, the struc-
ture of the labour markets, and the
scope given to monetary and fiscal
management.

Broadly stated, output growth
is determined by three variables:
the gquantum of factor inputs, the
allocation of available inputs among
alternative uses, and the productivi-
ty of inputs in the uses to which
they are put. In considering the role

lFor a rigorous distinction between
growth and development see Robert A,
Clummang, “Economic growth and
economic development: counterparts
ar competitors™, Ecomnomic Develop-
ment and Cultural Change, wol. 28, No. 1
(October 1979), pp. 47-61.
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of fiscal policy with respect to out-
put growth, the present chapter
limits its consideration to the most
important aspects of the case by
examining the role of fiscal policy
in inducing growth in the develop-
ing ESCAP region in terms of its
effects on the savings-investment
process. To supplement this macro
perspective, the impact of fiscal
policy on resource allocation is also
reviewed,

A. FISCAL POLICY AND
SAVINGS

An inescapable requirement for
any sustained growth of output is
to increase the quantum of re-
sources devoted to its production.
This warrants restraint on present
consumption and a commensurate
expansion in the volume of savings.
The scarcity of capital at the macro
level continues to be an important
impediment to efforts to accelerate
the growth rate for many develop-
ing countries of the region in spite
of the occasional presence of excess
capacity in some specific sectors
and industries. The regional devel-
opment  strategy for the 1980s
identified low saving rates as one
of the main causes of shortfalls in
growth, specially in the south Asian
countries.” In recognition of the
need to overcome this obstacle,

E.E.'mnamic and Social Survey of
Asia end the Pacific, 1979 (United
Nations publication, Sales No. E.80,
ILF.1), p. B3,

growth strategies throughout the
developing ESCAP region view in-
creased domestic savings as a
crucial prerequisite to improved
performance. This is reflected in
the development plans of most
ESCAFP countries, which strongly
advocate the need to accelerate
domestic saving as a means of
promoting self-reliant economic
growth. Fiscal policy is assigned
an important role in this saving
augmentation process.

The aggregate domestic savings
of an economy consist of govern-
ment and non-government savings.
The latter comprises household and
private business savings as well as
retained earnings of public enter-
prises.® Fiscal policy for growth
must be designed to improve
savings performance by each of
these entities.

3 public enterprises pose special ana-
Iytical problems. Some enterprises am
wholly owned by the Government,
others partially, In either case, such
entérprises aré not ordinadly required
to pay taxes on profits. Some public
enterprises are required to transfer
all their” profits to the Government as
non-tax revenue, while others ame
allowed to retain part of their profits,
In yet other cases, the gross revenue of
public enterprises may be included in
the govemment revenues. Similarly,
either all or part of gross expenditure
incurred by some enterprises may be
provided for in the government budget,
with the budgetary provision covering
either capital expenditure or a mixture
of capital and current expenditure. In
view of these complexities, public
enterprise savings performance is here
excluded except where it is explicitly
included in the general government

budget.



1. Government versus private

savings

It is widely considered pref-
erable to promote govemment
savings as the key component of
aggregate savings in the develop-
ment process. In the mixed econo-
mies of the developing ESCAP
region, however, the private sector
accounts for the dominant share of
aggregate savings. For these coun-
tries a critical fiscal policy consid-
eration is the need to ensure that
efforts directed towards increasing
government savings are not offset
by adverse consequences for private
savings. By contrast, the centrally
planned countries of the region can

afford to pay relatively less atten-
tion to this constraint in their
efforts to maximize aggregate sav-
ings, though they remain subject
to other considerations, such as the
need to maintain the level of per
capita consumption and ensure that
it rises in accordance with ex-
pressed development objectives and
the people’s expectations.

For the purpose of the present
analysis government savings is de-
fined as the budget balance on
current account, It is, in other
words, measured as the difference
between current revenue and cur-
rent expenditure. While government
revenue, in particular tax revenue,
has grown rapidly in the developing

ESCAP region over the past three
decades, current expenditure has
increased commensurately. It is
therefore of interest to look at the
marginal propensities of Govern-
ments in the region to save.

Linear time-series estimates of
the marginal propensities to save of
selected Governments in the devel-
oping ESCAP region are reported
in Table 11.7.* The values show a
wide range of variation from

4 All the values are found statistically
significant, except for Burma. For coun-
tries which have witnessed significant
year-to-year variations in savings, the
adjusted coefficient of determination
(1<) is low.

In the centrally planned econo-
mies of the ESCAP region fiscal
responsibility has, in recent years,
been increasingly transferred to state
enterprises. This responsibility had
traditionally been concentrated at the
centre in order, among other purposes,
to ensure the conformity of state
enterprise operations with plan targets
and objectives. As development has
proceeded, decision-making authority
has increasingly been decentralized
to the local and enterprise levels in
several of the socialist economies
of the region. An outstanding case
is China, which after 1978 initiated
various far-reaching measure provid-
ing for substantial decentralization
of ecconomic decision making?
Another important case is Burma,
which in late 1974 decided that state
enterprises, which had previously
operated as integral clements of the
respective ministries, would hence-
forth operate on a smi-autonomous
basis in accordance with commerdal
principles,

This major departure in Burmese
sodalism had various aims and objec-
tives: resolution of production prob-
lems and thereby attainment of pre-

% Economic and Social Survey of
Asia and the Pacific, 1981 (United
Nations publication, Sales No. E.82,
ILF.1), pp. 96-119.

Box I1.6 Commercialization of state enterprises

scribed growth targets; increased effic-
jency of state enterprises by using
profits as an indicator of success and
to provide material incentive; provision
of inducements to management and
labour to ensure that they would
work together conscientiously in order
to increase production; and the align-
ment of production relationships with
the productive forces. In short, the
operating principles of Burma’s state
enterprise  sector were transformed
from administrative to commercial
lines.b

With this policy change, Burma's
state enterprises became largely in-
dependent financial entities, with their
fiscal operations no longer incor-
porated in the general govemment
budget. Thus, a separate account was
opened with the People’s Banks to
show the annual income and expendi-
ture situation of every state enterprise.
State enterprises were henceforth to
maintain their financal records in
accordance with prescribed standard
accounting procedures. The current
and capital receipts which state
enterprises had previously obtained

b Burma, Ministry of Planning and
Finance, Planning Department, Guide-
lines for Operating on Commercial
Lines to be Used by All State Econo-
mic Organizations in the Various
Ministries (May 1975).

from the State Fund were terminated,
and funds to finance investment and
other expenditure were henceforth
to be borrowed at interest from the
People’s Banks. State enterprises be-
came subject to income tax on their
gross profits, and profits after taxa-
tion were earmarked for allocation
to certain reserves for workers' bonuses
and welfare and enterprise reinvest-
ment, with the residual serving as the
state enterprises’ contribution to the
State,

The commercialization of state
enterprises in  Burma has proved
highly successful. The devolution of
accountability and the provision of
financial incentives to individual state
enterprises has served as an effective
means of generating higher rates of
output growth and investment in the
state enterprise sector. This has been
particularly important in a country
like Burma, where the state enter-
prise sector accounted for 38.2 per
cent of the total value of output and
services and contained 82 per cent of
the total factories and establishments
employing 50 workers or more during
1981/82.°

€ Burma, Ministry of Planning and
Finance, Report to the Pyithu Hluttaw
on the Financial, Economic and Social
Conditions of the Socialist Republic
of the Union of Burma for 1982/83
(1982), pp. 22 and 40,
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negative for Sri Lanka to over 30
per cent for Hong Kong, the
Philippines and Singapore.

It is observed that the marginal
propensity to save is in nearly all
cases positive. This indicates that
additions to government reveénue
can be expected to yield some

increment in govermment savings.
However, such increments are gen-
erally low, For most of the econo-
mies surveyed, the increment in
government savings arising out of
additional revenue is of the order
of 20 per cent or less. The out-
standing exceptions are Hong Kong,

Table IL7 Selected developing ESCAP economies. Marginal propensity
of Governments to save, various periods”

Marginal propensity
Time period af Government r-statisiic =2
ta save

Burma 1963-1976 0.07 0.29 0.08
Fiji 1960-1978 0.13 7.49 0.75
Hong Kong 1960-1975 0.34 225 0.85
India 1960-1978 010 7.33 0.75
Malaysia 1960-1978 0.08 35 0.39
Pakistan 1960-1978 0.13 317 0.59
Philippines 1960-1978 0.42 13.11 0.90
Rep. of Koren 1960-1981 0.18 34.35 0.98
Singapore 1961-1976 037 1598 0.94
Sri Lanka 1960-1978 - (104 240 0.21
Thailand 1961-1978 0.07 2.28 0.20

Source: Secretariat estimates, based on sources indicated in Box 11.1.

Notes: ®

Equations estimated are of the form Sg =a + bR, where §_ represents

government savings and R represents the sum of tax and non-tax revenuelGrants and
capital receipts have been excluded. For Pakistan and the Philippines, public savings
from national income account data have been regressed against R and thus include

public enterprise savings.

Table IL8  Selected developing ESCAP economies. Marginal propensity to
save for the private sector, various periods®

Time period Mfg‘:&ﬁ;ﬁ'ﬂw t-statistic F 2
Burma 1963-1976 0,11 3.21 046
Fiji 1960-1978 0.16 10.98 0.87
Hong Kong 1960-1975 0.16 21.90 0.97
India 1960-1978 0.24 25.73 097
Malaysia 1960-1978 0.32 19.60 095
Pakistan 1960-1978 0.11 6.09 082
Philippines 1960-1978 0.21 44 68 0.99
Rep. of Korea 1960-1981 0.18 17.14 0.53
Singapore 1961-1976 021 23.69 097
Sri Lanka 1960-1978 0.18 893 0.81
Thailand 1961-1978 0.24 27.63 0.98

Source: Secretariat estimates based on sources indicated in Box 111

Notes: ® Equations estimated are of the form S

p =a + bY¥y, where 5_ represents

private savings and Yd represents disposable income. For Fiji, Malaysia nna' Sri Lanka,
private savings were estimated by subtracting government savings from aggregate

savings.
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the Philippines and Singapore.

These findings lend support to
the general validity of the Please
effect (see Box IL7). Similar
conclusions have been drawn by
other analyses of the performance
of government savings in developing
countries, including those of the
ESCAP region. One study covering
a larger number of ESCAP coun-
tries over a shorter time period
(1965-1979) concludes that govern-
ment savings performance data
illustrate the Please effect.® Anoth-
er study reviewing 11 developing
African countries provides furthér
support by suggesting that an in-
crease in tax burden is unlikely to
be fully used for investment pur-
poses.®

From the point of view of in-
creasing the volume of aggregate
savings through fiscal policy, what
matters is not the absolute value
of the Government's marginal pro-
pensity to save. The important
consideration is whether this value
is larger or smaller than that of the
private sector. A higher government
marginal propensity to save would
indicate that the redistribution of a
given level of income in favour of
the Government should vyield a
greater volume of aggregate savings;
a lower wvalue would imply the
reverse,

Estimates of the marginal pro-
pensity to save for the private
sector have been derived by linear
regression of private savings against
disposable income (defined here as
GDP minus tax revenue). These
derivations are presented in Table
11.8.7 Variation is less, compared

S Basil 1. Moore, “Domestic savings
in selected developing Asian countries™,
Astan  Developmeni Bank Ecomomic
Staff Paper No, 2, 1981, p. 9.

EPH:: 8. Heller, “A model of public
fiscal behaviour in developing coun-
tries: aid, investment and taxation”,
The American Economic Review, June
1975, p. 441.

T All the values are statistically signif-
icant. 72 is high in most cases,



It is not often that an economist
hasz the good fortune to have his name
attached to a new “principle™. In
1965, Stanley Please noted that
while Governments had been successful
in increasing the ratio of fax revenue
to GDP, the proportion of public
savings in GDP had tended to decline
due to increased government current
expenditure.d He cited specifically the
behaviour of these variables in three
developing countries — India, Peru
and Sri Lanka — together with the
findings of another study covering
19 developing countries. This relation-
ship between increased tax revenue
and increased current expenditure
implies that although Governments
are able to command growing portions
of their nations' résources as develop-
ment proceeds, their contribution to
their countries’ growth potential has
been disappointing, contrary to the
belief of many economists who ad-
vocate mobilization of domestic sav-
ings for development through the
reduction of personal consumption.
What had not been fully recognized,
according to Please, was the effect
of increased taxation on public con-
sumption,

A Stanley Please, “"Saving through
taxation — reality or mirage?"’, Fingnce
and Development, wol. IV, No.l
{March 1967), pp. 24-32.

Box II.7 The Please effect

Tests of the Please hypothesis
draw mixed conclugions conceming
the effects of taxation on aggregate
uﬂng;s.h Please's response to these
results emphasizes the importance of
institutional factors and the causality
of mvenue growth on cument expen-
diture.* He points out that quant-
tative regression analyses, even il
their findings were ito support the
hypothesis, would only provide “a
necessary condition not a sufficient
condition of such a proof”. Becauss
of varying budgetary systems — some
countries have ceilings on borrowing
whoreas for some otheérs current
expenditure is not dependent on tax
revenug — the Pleass effoct is likely
to differ among countries, Please
further observed the complex re-
lationship between government ex-
penditure and taxation and noted
that “it would often seem more
plhusible to think of govemments

b A summary of some of these
studies can be found in R. Mikesell
and JLE. Zinser, “"The nature of the
savings function in developing coun-
tries: a survey of the theoretical and
empirical Witerature”, Jfournal of Eco-
nomife  Literature, wol. XI  (March
1973), pp. 15-17.

€ Starley Pleass, “The ‘Please Ef-
fect' revisited”, World Bank Working
Paper No, &2, 1970,

relating their current expenditure abli-
gatons to expected tax reévenue over
a medium-ong period (say, a plan
perod of 5 vears) rather than to actual
fax myenue in a given budget year."d
If this were actually practised, therc
would indeed appear to be a built-in
tendency relating higher current ex-
penditure to higher tax revenue,

It is relevant to note here one
definitional problem in  examining
the Please effect. On the one hand,
noi all types of gowvernment capital
expenditure are  prowth-promoting;
some are status-building rather than
additions to the productive capacity
in the economy. On the other hand,
some cument cxpenditunes contribute
to the growth potential of the econ-
omy - for instance, certain educa-
tion expenditures that are classified
as cumrent expenditure. Moreover,
the larger the number of develop-
ment projects completed, the greater
will be the current expenditure re-
quired to continue the operation of
these projects. Some current expen-
diture may thus in the final analysis
be considered supportive of develop-
ment in one sense or another, while
a portion of government investment
may be classified as non-develop-
mental. The boundaries of the Please
effect as a result become blurred.

& rbid, p. 11,

with that of the marginal propensi-
ty of the Government to save, The
majority of the economies fall in
the range of 16 to 24 per cent.

A direct comparison between
the marginal propensities of Gow-
ernments to save (Table 11.7) and
of the private sector to save (Table
I11.8) must be treated with caution
for several reasons. First, the values
obtained may be affected by
specification errors. In particular,
private sector estimates may differ
depending on the validity of alter-
native consumption functions based
on the standard Keynesian version,
the permanent income version or
the relative income wversion. In

addition, a number of non-income
factors (e.g., willingness to be-
queath) may significantly affect the
balance between private consump-
tion and savings. Government ex-
penditure may interact with the
marginal propensity to save in the
private sector 30 as to change it
considerably over time.

Despite these limitations, some
important qualitative conclusions
can be drawn from the marginal
savings propensity estimates for the
government and private sectors. It
would appear that in countries such
as India, Malaysia, S5ri Lanka and
Thailand, where the marginal pro-
pensity to save is considerably

higher in the private sector than
in the government sector, the
objective of short-run savings
augmentation would be better
served by reducing taxes and in-
creasing private disposable income.
The cases of Hong Kong, the Philip-
pines and Singapore warrant the
opposite conclusion. The redistribu-
tion of income between the govern-
ment and private sectors, however,
is unlikely to affect aggregate
savings either way in Fiji, Pakistan
and the Republic of Korea. No
regional pattern is thus discernible;
the decision between government
and private sector savings augmen-
tation as a growth-inducing mecha-
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nism must be based on the institu-
tional characteristics of the indi-
vidual country. By extension, fiscal
policy to promote saving must be
adjusted accordingly.

2. The indeterminate impact of
taxation on savings

No universally applicable rule
can be postulated concerning the
relationship between fiscal policy
and aggregate savings. All depends
on how fiscal policy is formulated
and implemented in each country’s
institutional setting to determine,
on the one hand, government and,
on the other, private savings.

Fiscal policy can potentially
affect private savings in a wide
variety of ways. One approach to
an examination of the possibilities
is to assume that households have
a consumption target. Since taxes
reduce disposable money income,
savings would under this assump-
tion have to be reduced in order to
maintain the targeted level of
consumption, The validity of this
view clearly depends on the empiri-
cal verification of whether or not
households® tax payments are made
at the cost of reduced consumption
or savings, or a combination of the
two. An alternative approach
postulates that, as an increase in
direct taxes tends to reduce the
rate of return on savings, it thus
tends to promote consumption by
making it a relatively less expensive
use of income. A variation of this
view has it that if households aim
to accumulate a given level of
assets over their life-time, any re-
duction in the rate of return on
sa'l.ringﬁs will stimulate them to save
more.” Fiscal policy may also
affect private savings via its impact
on income distribution — both
functional (e.g., as between wage-
earners and capitalists) and sectoral

svitu Tanzi, “Tax increases and the
price level”, Finance and Development,
vol. 19, No. 3 (September 1982), p. 29.
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(e.g., as between the export and
domestic sectors, the corporate and
household sectors, the urban and
the rural s::n:1'.|::-r:r.],'3r In each case,
the effect on private savings will be
determined by the impact of the
fiscal regime on each sector and the
marginal propensity to save in each
sector,

It is thus not possible to
predict @ priori either the direction
or the magnitude of the relation-
ship between taxes and aggregate
savings with certainty. In order to
determine whether or not the sum
total of tax measures, constituting
only a part of the fiscal policy mix
in any couniry, encourages or dis-
courages aggregale savings requires,
as a result, highly disaggregated
empirical verification taking into
account such factors as the level,
composition and incidence of taxes;
the coverage and structure of
incentives relating to various forms
of savings and income from savings;
expectations with regard to infla-
tion and its impact on the portfolio
of assets; households’ time pref-
erences between consumption and
savings; and dynamic interactions
between various taxes, public and
private expenditure, their impact
on incremental income and its
distribution,

Empirical investigations into
the relationship between tax policy
and savings remain inconclusive.
One study has found that direct
taxes are not a generally significant

P possible linkages between income
distribution and savings are discussed
in Japdish N. Bhagwati, Foreign Trade
Repimes and Economic Developrient:
An  Anatomy and Consequencies of
Exchange Control Regimes (New York,
Mational Bureau of Economic Research,
1978), pp. 128-134,

m..q. recent study on the Republic of
Korea has found significant differences
in the marginal propensity to save of
rural farmers, urban workers and urban
capitalists. Buyung Wak Song, “Con-
sumption function in a developing
economy and the Korean experience”,
Economiec Review (Seoul), wvol. XIV,
Ma. 1 {December 19803, pp. 1-16.

explanatory variable for personal
savings,” whereas another has
found the relationship between
taxation and savings to be nega-
tive.'? A crosssection analysis of
20 African countries suggests that
increases in taxation have a favour-
able effect on aggregate savings.'?
A major survey of the evidence
concludes that there is “no con-
sensus on the effects of taxation
on aggregate saving but this refa-
tionship undoubtedly varies among
governments with different tax

structures and fiscal pﬂlicias“.N

3. Some positive indications

The inherently problematic
nature of evaluating the contribu-
tion of fiscal policy in mobilizing
aggregate savings is thereby con-
firmed. Nevertheless, a number of
considerations appear to warrant
the qualitative judgement that tax
policy in the developing ESCAP
region has not been antithetical
towards aggregate savings, and thus
the promotion of growth.

First, in only about one half
of the economies covered in Tables
11.7 and I1.8 is the marginal pro-
pensity to save by Government less
than that of the private sector.
Though the static redistribution of
income in favour of the private
sector by way of reduced taxes
would apparently yield a higher

“']:IT[:}' Williamson, “Personal saving
in developing nations: an inter-temporal
crosssection f{rom Asia™, Economic
Record, June 1968, pp. 194-210,

e Krishnamurty, “Savings and taxa-
tion in developing countries: an em-
pirical study™, IBRD Working PFaper
No, 23, 1968,

13 Ratan J. Bhatia, A note on con-
sumption, income and taxes™ {Inter-
national Monetary Fund, departmental
memoranda, November 1967).

14 paymond F. Mikesell and James E.
Zinser, ““The nature of the savings
function in developing countries: a
survey of the theoretical and empincal
literature™. The Jfoumal of Economic
Literature, vol. X1, No, 1 (March 1973),
pp. 1-26.



Table 11.9 Selected developing ESCAP countries. Tax deductions and exemptions provided as personal saving in-

centives, mid-1970s
Deductions Exemptions
Contribution to Life insurance Income from Interest on time Interest from
pension and premiums certain public and savings state savings Dividends
retirement funds sector bonds deposits institutions
Fiji* Fili Bangladesh Fiji* India India®®
India India India* Rep. of Korea Sri Lanka Pakistan®
Malaysia? Malaysia® Iran Thailand
Philippines Papua New Guinea®  Malaysia
Singapore® Singapore® Pakistan®
Sri Lanka Sri Lanka Philippines
Rep. of Korea
Sri Lanka
Thailand

Source: William J. Byrne, “Fiscal incentives for household saving”, IMF Staff Papers,

table 1.
Notes: * Ceiling applicable.

volume of private savings, the long-
term impact remains uncertain.
Such an income redistribution
might, among other imponderables,
reduce current expenditure on
social infrastructure (e.g., educa-
tion, health, law and order) and
thus conceivably lower the average
propensity to save by the private
sector by forcing up its consump-
tion spending on such services.
Secondly, the average level of
taxation does not appear to have
reached excessive levels in most of
the region. Based on a sample of
15 economies (Bangladesh, Burma,
Fiji, Hong Kong, India, Indonesia,
Malaysia, Nepal, Pakistan, Papua
New Guinea, the Philippines, the
Republic of Korea, Singapore, Sri
Lanka and Thailand), it is found
that the ratio of realized tax to
normative tax is well below unity
in most cases.!> Indonesia is the

l"’Nommive ratios are based on the
tax-GDP ratio at different levels of
per capita income, as derived in Hollis
Chenery and Moises Syrquin, Patterns
of Development 1950-1970 (London,
Oxford University Press, 1975), p. 26,
table 3, These ratios are then applied to
per capita income of the sample coun-
tries in 1980,

b Important restrictions.

solitary exception, showing well
above unity value because of the
inclusion of oil revenues in its tax
revenue, the exclusion of oil rev-
enue would reverse the result and
bring Indonesia into equivalence
with the rest of the sample. In
addition, Burma, India and Sri
Lanka represent limited departures
from the norm because their ratio
is close to unity. These findings
are supported by those of another
studyl which included 10 of the
above sample. In spite of well-
known limitations of such findings
based on international comparisons
of tax performance (see Box I1.2),
it would be a fair generalization
that the tax level in the region as
a whole is not excessively high.

A third consideration which
supports the proposition that fiscal
policy in the developing ESCAP
region has by and large not been
antithetical towards savings is based
on the tax structure of the econo-

16 Alan A. Tait, Wilfred LM. Grtz
and Barmry J. Eichengreen, “Intema-
tional comparisons of taxation for
selected developing countries, 1972-
1976", IMF Staff Papers, vol. 26, No. 1
(March 1979), pp. 124-156.

vol. 23, No. 2 (July 1976). pp. 460461,

mies of the region. The progressive
personal income tax, based on the
historical experience of the devel-
oped countries, has traditionally
been lauded on the grounds of
productivity, neutrality between
taxpayers with different patterns of
consumption, certainty of inci-
dence, built-in stabilization impact,
and — above all — equity. This tax
is, however, not so simple an in-
novation in developing countries
because of difficulties involved in
its practical adoption and enforce-
ment. First, the concept, definition
and measurement of the income to
which tax rates should apply are
not at all unambiguous. Secondly,
there is no scientific basis upon
which the progressivity of personal
income tax rate schedules can be
determined to result in mathemat-
ically exact scale of neutrality or
equity; practical determination of
the rate schedule thus remains
largely a matter of expediency.
Thirdly, the requisite degree of
accounting accuracy and honesty
for the proper administration of the
personal income tax can be attained
in few developing countries, raising
the problems of tax coverage,
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The policing of tax systems to
ensure compliance is a umiversal fiscal
policy task. That a significant degree of
non-compliance exists in most coun-
tries, including those of the developing
ESCAP region, is a generally accepted
proposition. Indeed, for some develop-
ing ESCAP countries, a good case can
be made that the integrity of develop-
ment efforts will be seriously under-
mined unless the extent of taX non-
compliance is reduced.

The magnitude of tax non-
compliance cannot be quantified with
precision but is considered high in
many developing ESCAP countries. In
Bangladesh, for instance, the number
of tax evaders has been estimated to
exceed the number of tax assessees.®
India's tax amnesty in 1975 disclosed
hidden income and wealth of about
Rs 16 billion. In 1981 India intro-
duced Special Bearer Bonds, which
provided immunity from investigation
as to the source of funds; the success
of this measure in raising Rs 10 billion
bears testimony to the severity of the
non-compliance p:ublm.': A tax am-
nesty introduced in Pakistan in 1976/
77 disclosed hidden income and
wealth of about Rs15 billion2 In
the Philippines, a scries of tax am-
nesties  introduced in 1980/81 ap-
parently had a somewhat less dramatic
result, Faced with serious non-com-
pliance problems, Thafland announced
in 1982 that those persons who had in
the past not discharged their tax
liabilities in accordance with regula-
tions would be allowed to pay their
outstanding liabilities without penalty
or threat of criminal prosecution.®
These examples meveal the pervasive
concern with the non-compliance prob-
lem in the developing ESCAP region.

* Bangladesh, Final Report of the
Texarion Enguiry Comumiszion (1979),
p. 20.

b ESCAP, “India”, Integration of
Tax Planning inte Development Plan-
ning (forthcoming); and N.M. Qureshi,
“Pakistan, India, 5ri Lanka, Bangla-
desh: new orientation in tax policies”,
Bulfetin for fnternational Fiscal Docu-
mentation, val. 31 (1977), pp. 29440,

* ESCAP, loc. eir.; and Qureshi,
loc. cir.

9 Qureshi, loc. cit.

The most obvious effect of max
non-compliance is the unwarranted
loss of tax revenus, necessitating the
imposition of a higher tax burden on
those taxpayers not engaging in this
illegal practice. The principle of
horizontal equity is thus viclated,
Moreover, to the extent thai certain
income groups tend to evade taxation
more consistently than others, the
principle of vertical equity is also vio-
lated. These equity distortions are
amplified by the fact that the income
and wealth illegally retained by tax
evaders must be concealed by them on
a continuing basis; to the extent that
this accumulated income and wealth
is Qtself Income-earning, it gives rise
to cumulative tax revenue losses and
increases the inequities between those
who comply with tax regulations and
those who do not.

The interrélationships between
the need to levy higher taxes due to
tax non-compliance, the resulting per-
ceptions reparding the fairness of the
tax system, and the effects of such
perceptions on  taxpayers' maorality
should be noted. Thus, the higher tax
burden necessitated by non-compliance
spréeads the incentive to evade taxes
over a larger population. The resulting
increase in non-compliance raises the
tax burden for the decreasing popula-
tion of honest taxpayers. A vicious
circle is thereby created, tending to
universalize the incidence of tax non-
compliance.

As increasing numbers of individ-
uals, enterprises and transactions are
exposed to tax evasion, the parallel
geconomy (otherwise known as the
“underground™ or “black" economy)
flourishes. The parallel economy has
a number of undesirable economic,
soclal and political and administrative
effects on the development process.
The fact that this sector is by defini-
tion wntaxed and otherwise largely
exempt from pgovernment regulation
raises o variety of issues that speak for
themselves. Certain specific economic

® Thailand, Ministry of Finance,
Department of Internal Revenue, “Pro-
vision of opportunity for additional
payments of taxes”, in Documents on
Royal Ordinance Amending Revenue
Code (Number 9) and (Number 10),
B.E. 2525 and Announcements of the
Minixiry of Finance (1982), pp. 61-64.

Box II.8 Tax compliance and the parallel economy

problems may be noted. First, occupa-
tional choice may be affected, as in-
come earners may seek employment in
activities more amenable to non-
compliance. Thus, individuals may
prefer to work in the informal sector
or become seli-employed. This has an
adverse eifect on the performance
of salaried professionals and techno-
crats, who find it extremely difficult
to evade tax payments and who
thereby end up receiving relatively
low rates of real remuneration.

More generally, non-compliance
tends to distort the allocation of
resources away from productive uses,
Thus, tax evaders commonly apply
their illicit income and wealth holdings
to speculative purposes such as the
purchase of land, the hoarding of gems
and precious metals, and participation
in investment activities which are of
questionable legality. Resources are
also misallocated where tax-evaded
income or wealth is used for conspicu-
ous consumption purposes such as
luxury housing and vehicles, jewellery,
grandiose wedding ceremonies and ex-
tensive vacations.

Such illegally-based conspicuous
consumption has many undersirable
social effects as well. As tax evaders
come to monopolize the consumption
of scarce high-quality goods and ser-
vices, honest taxpayers Increasingly
find themselves priced out of the
market. This in turn not only creates
social tensions but also tends to
legitimize the practice of tax non-
compliance on a wider scale. To the
extent that tax-evaded income and
wealth is transferred abroad to escape
detection, adverse effects may also
impinge on the balance of payments,

The undesirable effects of the
parallel economy become even more
pronounced where income and wealth
accumulated outside the ambit of
government regulation B used to
finance political lobbying and to back
candidates in elections. If a direct guid
pro quo is expected in the form of
favourable rulings concerning licences,
equities, regulated prices and the like,
the effects on resource allocations,
international competitiveness, price
stability and equity are also likely 1o
be adverse.

From the economics point of
view, the benefit from non-compliance
is a positive function of the marginal
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tax rate and the anticipated rate of
réturn on retained funds. The cost of
tax non-compliance is taken to be the
sk of legal penalty upon detection.
Thus, the marginal rate of tax, the
severity of penalty and the probability
of detection are cruckal determinants
of non-compliance. Since the penalty
ratec and the probability of detection
can both be influenced by tax adminis-
tration, the policy implication is that
high penalty rates and efficlent ad-
ministration play a crucial role in
redudcng tax evasion.

The economic approach provides
only a partial explanation of thess
nefarious practices. The socio-politico-
psychological factors are also equally
important. The psychological factors
would include the subjective feclings
concerning not  only the absolute
burden imposed by taxation but also
of the felt weight of this burden on the
individual a3 compared with the
presumed burden imposed on others,
Psychological resistance to non-com-
pliance is likely to be less if the tax
system is regarded as unfair. Trans-
parency of the tax system and mutual-
ly educative contact between tax
administrators and taxpayers are of
vital importance in this regard. The
social factors making for non<com-
pliance include the extent to which
tax evasion is regarded as socially
acceptable behaviour. In  countries
where tax evasion s practised routine-
Iy, social amd psychological barriers
to such behaviour are likely to be
much lower than in countries where
such behaviour carries a soclal stigma.

As to the political factors, it is
well known that the distribution of
political power explains the presence
of certain opportunities for tax evasion
and that the probability of detection
and the certainty with which penalties
are levied when tax evasion is detected
depend crucially on political will and
commitment. In addition, perceptions
regarding the distribution of govern-
ment expenditure benefits also have
an important influence on tax com-
pliance. Governments, therefore, must
endeavour to increase the perceived
and actual fairness of their expenditure
systems, This requires strong fiscal dis-
cipline in matters ol State as well as
in matters relating to the personal
financial activities of the political
&lites,

avoidance and evasion to the
highest order of importance.

A frequently cited explanatory
aspect of the relative insigificance
of personal income taxes in the
developing ESCAP countries is the
supposed disincentive effect of the
personal income tax on savings, The
disincentive effect is predicted on
the grounds that under this system,
income is subjected to tax twice —
both when it is first received and
also when any interest or dividend
is paid on the proportion of income
saved. The potential savings disin-
centive element in personal income
taxation is, however, effectively
countered in the developing ESCAP
region. The disincentive force is
diluted by the facts that the pro-
portion of revenue raised in the
form of personal income tax is
low in most countries and that
most countries in the region pro-
vide a wvariety of incentives for
personal savings,

These incentives usually take
the form of tax exemption or
reduced taxation of the portion of
income that is saved in preferred
forms andf/or the return on such
preferred forms of savings. Such
incentive measures are based on an
admixture of motivations for in-
creasing the overall rate of savings
as well as promoting certain specific
forms of savings. Success in the
latter direction may have signifi-
cantly positive implications for
growth, For example, if the incen-
tive measures succeed in causing
savings to flow from cash holdings,
jewellery or real estate into time
deposits or other financial assets,
the total volume of savings may not
increase; yet an expanded propor-
tion of savings will thus have be-
come available for productive in-
vestment and growth. Private hold-
ings of financial assets are signifi-
cantly affected by many factors
other than tax incentives. In
particular, the real rate of interest
may exert a significant influence;
examination of this important issue

falls in the realm of monetary
policy. Moreover, serial data on the
level and composition of financial
assets in various countries are nol
readily available to permit assess-
ment of the impact of incentive
measures. The existence of these
measures, however, reflects policy
makers’ emphasis on fiscal policy
as an instrument for promoting
aggregate savings or at least improv-
ing the structure of savings,

Moreover, the maximum mar-
ginal tax rates on personal income
have recently bheen lowered in
several developing ESCAP countries
to allow greater reward for effort
and also to encourage greater tax
compliance. Thus, India in 1974/75
reduced its highest marginal rate
from 97.5 to 77 per cent, then to
66 per cent and most recently to
60 per cent in |980/81. Sri Lanka
in 1976 reduced its maximum
marginal rate from 75 1o 50 per
cent. Bangladesh and Pakistan also
lowered their maximum marginal
rates to 65 and 60 per cent, respec-
tively, in the late 1970s. Indonesia
lowered its income tax rate struc-
ture by raising its taxable income
brackets several times during the
1970s. These reductions of rates
were associated with enhanced
personal and family allowances,
investment allowances (for ap-
proved savings schemes), education
allowances and raised minimum ex-
emption limits.

Such measures may entail
revenue loss (modified to some
degree hy enhanced tax compliance
at reduced rates) as well as reduc-
tion of equity through the lowered
degree of progressivity. The direct
effect on aggregate savings is
dependent on the relative marginal
propensities to save by the Govern-
ment and the beneficiaries of these
measures. There i5 no convinecing
logic on which to conclude that
these measures have in any way
reduced aggregate savings. On the
contrary, these measures may have
improved the allocation of savings
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between productive and non-
productive forms (e.g., real estate,
jewellery), the inflationary returns
on which often remain untaxed.
Finally, the ratio of aggregate
domestic savings to GDP increased
in most developing ESCAP coun-
tries during 1976-1980 compared
with 1971-1975 in the presence of
significant increases in the tax-GDP

ratio. Pakistan is the only country
in the sample which recorded a
decline in the domestic savings
ratio between the two periods,
For the others the average annual
increase was 4.3 per cent. The
continuing striking difference in
savings ratios between south Asia
and the South Pacific, on the one
hand, and east and south-east Asia,

Figure 16 Selected developing ESCAP economies. Share of gross domestic savings
in GDP, five-year averages, 1971-1975 and 1976-1980
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on the other, was not substantially
reduced by the general rise in the
ratio over the course of the decade.

B. FISCAL POLICY AND
INVESTMENT

Increase in capital stock —i.e.,
investment — is an essential prereg-
uisite for sustained output growth,
Fiscal policy in the capital-scarce
countries of the developing ESCAP
region must therefore of necessity
contend with the twin problems of
accelerating the flow of aggregate
investment and directing it to the
most productive uses. The process
is affected not memrly by the
volume of government savings and
its direct investment in wvarious
sectors but also by private sector
reactions to government revenue,
expenditure and deficit financing
decisions. In countries with mixed
economies, tax policies in particular
are likely to have a significant
impact on investment flows.

At the aggregate level the ratio
of investment to GDP among 15
developing ESCAP economies in
1980 ranged from 14 per cent in
Afghanistan and Nepal to 43 per
cent in Singapore. During the
1970s, rates of growth in invest-
ment were higher than they had
been in the 1960z in Burma, Hong
Kong, Indonesia, Malaysia, the
Philippines and Sri Lanka, The
others suffered reduced rates of
investment growth in the 1970
compared with the 1960s. MNever-
theless, most developing ESCAP
countries recorded higher ratios of
investment to GDP, the unweighted
average rising from 13.0 per cent in
1960 to 19.4 per cent in 1970 and
reaching 25.6 per cent in 1980,

The high investment growth
rates of the 1960s and the sub-
sequent slow-down in some major
countries reflect to a certain extent
the narrow base on which invest-
ment growth rates rested in the



earlier years. However, factors such
as the world-wide inflation (and
particularly the rising cost of capi-
tal goods), exchange rate instabili-
ty, the dampened aid climate, rising
interest rates and the uncertainties
raised by the energy crisis also had
adverse effects on investment rates
throughout the region during the
1970s. Governments used a variety
of fiscal policy instruments, among
other measures, to fight these ex-
temally generated adverse fac-
tors.]7  The sophistication with
which these instruments were ap-
plied increased steadily over the
course of the decade and into the
1980s throughout the region.

1. Distribution of investment
between the public and
private sectors

The breakdown of aggregate
investment into public and private
sector shares is not available for
many developing ESCAP countries.
In the centrally planned economies
of the region the public sector
shares are of course overwhelming.
In a number of other countries
the public sector shares in total in-
vestment have also been large.
Bangladesh, Burma, India, Pakistan
and Sri Lanka fall into this cate-
gory. For instance, Bangladesh allo-
cated 89 and 78 per cent of its plan
investment expenditure to the
public sector during its first and
second five-year plan periods, re-
spectively. Burma's investment was
primarily private-sector based in the
1950s, but with the progressive
socialization of the economy in the
early 1960s the public sector as-
sumed increasing importance in in-
vestment activities. The importance
of the public sector in total invest-
ment has also risen over time in
Pakistan and Sri Lanka, to the
point where it accounted for more

”Econondc and Social Survey of
Asia and the Pacific, 1979, op. cit.,
p. 83,

Table 1110 Selected developing ESCAP economies. GDP shares and growth
rates of gross domestic capital formation, 1960-1980

(Percentages)

Share of GDP Average annual growth rate

1960 1980 1960-1970  1970-1980
Afghanistan 16 14 -1.0 XC
Bangladesh 7 17 112 1.8
Burma 12 24 2.8 8.0
Hong Kong 18 29 6.9 12.7
India 17 23 53 48
Indonesia 8 22 4.6 144
Malaysia 14 29 75 103
Nepal 9 14 - 1.7°
Pakistan 12 18 6.9 24
Papua New Guinea 15 27 21.1°¢ 59
Philippines 16 30 8.2 10.5
Rep. of Korea 11 31 23.6 134
Singapore 11 43 205 6.7
Sri Lanka 14 36 6.6 98
Thailand 16 27 158 7.7

Source: World Bank, World Development Report 1982 (Washington, D.C., 1982).

tables4 and §.

Notes: * 1961. ° 1970-1979.

than three fifths of total investment
by the late 1970s. Bangladesh,
Pakistan and Sri Lanka have of
late been re-asserting the role of the
private sector in investment by pro-
viding new fiscal incentive measures
and strengthening and expanding
existing measures to protect and
promote private sector investment.
By contrast with these policy shifts,
the public sector’s share in invest-
ment in India appears to have re-
mained at a steady level of about
two fifths of total investment over
the course of several decades.

In contradistinction to the high
public sector investment shares pre-
vailing in south Asia, in east and
south-east Asia the public sector
share in investment appears to have
been limited to one to two fifths
of the total over the past two
decades. However, the public sec-
tor’s share showed tendencies to
rise in Hong Kong, the Philippines
and Thailand in the 1970s. This was
due to two factors: first, stepped
up investment in the public sector
apparently sought to offset the
shortfalls in private investment in

€ 1961-1970.

the uncertain climate of the 1970s
as a means of retaining the develop-
ment impetus of aggregate invest-
ment. Secondly, increased public
investment reflected the growing
concern of Governments to ensure
a more equitable sharing of the
fruits of economic growth through
increased emphasis on public ser-
vices.

2. Sectoral allocation of govern-
ment investment

The impact of government
investment on economic growth is
largely determined by its sectoral
allocation. Sectoral differences in
the incremental capital-output ratio
define the extent to which realloca-
tion of a given volume of such
investment can increase the rate of
output growth. In the absence of
comparable data either from na-
tional income accounts or bud-
getary sources, data concerning the
sectoral allocation of government
investment can be derived from
plan documents. Considerable diffi-
culties inevitably arise in uniformly
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classifying sectors among countries
and over time on the basis of such
non-standardized sources. For some
periods and countries, sectoral
public investment allocations are
available only in the form of plan
projections rather than actual ex-
penditures. Even with such limita-
tions, the data nevertheless indicate
the broad patterns and priorities
that various developing ESCAP
countries have attached to dif-
ferent economic sectors over time.
The collected data suggest that
government development expendi-
ture has been concentrated primari-

Table IL11

ly on transport and communica-
tion, water control, irrigation and
power — the infrastructure required
as a foundation for production and
private investment. Within the in-
frastructure sectors, the relative
importance accorded to transport
and communication has shown a
tendency to decline while that of
power has in some cases increased,
especially in countries heavily de-
pendent on imported energy. The
emphasis on infrastructure reflects
the declared policy intent of most
Governments of the region (exclud-
ing the centrally planned econo-

Selected developing ESCAP economies. Public and private

sector shares in gross domestic capital formation, 1960-1980

(Percentages)
1960 1970 1980

Burma

Public 39.7 . 74.62

Private 60.3 ek 25.4°
Hong Kong

Public 22.6° 10.7 225

Private 774 89.3 77.5
India

Public 442 378 46.19

Private 55.8 62.2 53.99
Malaysia

Public 34.4¢ 37.0 35.8

Private 65.6° 63.0 64.2
Pakistan

Public 499 65.5

Private 50.1 34.5
Philippines

Public 14.1 7.5 24.4°

Private 859 925 75.6%
Rep. of Korea

Public 30.8 23.7 22.0

Private 69.2 76.3 78.0
Sri Lanka

Public 39.7 433 60.2°

Private 60.3 56.7 39.8°
Thailand

Public 27.8 32.0 38.1

Private 722 68.0 619

Sources: United Nations Yearbook of National Accounts Statistics, various

issues, and national sources.
Notes: * Including state enterprises.
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Residual. © 1961. 9 1979. © 1978,

mies), which has been to supple-
ment rather than substitute for
private investment. The trend to-
wards encouraging private invest-
ment through public sector support
has tended to grow stronger even
in countries which had earlier
adopted a less favourable attitude
towards private investment. To the
extent that this trend is consonant
with objective appraisals of the
relative productivity of public and
private sector investment, it is
likely to be growth-promoting.

The sectoral share of govern-
ment investment in agriculture,
irrigation and flood control and
rural development activities has
tended to fluctuate between 20 and
30 per cent of total government
investment. This reflects the con-
tinuing recognition that the stim-
ulation of the agricultural and
rural sectors serves not only growth
but also a number of other develop-
ment objectives. Among the coun-
tries in which continuing priority
has been given to this sector in
recent years are Bangladesh, Fiji,
the Philippines, Sri Lanka and
Thailand. In the Pacific island
countries, development plans put
a discernible accent on agriculture.
In India and Indonesia, however,
the allocation to agriculture has
dropped as a proportion of public
investment expenditure, but in
Indonesia it has continued to rise
as a proportion of GDP. Increased
priority to agriculture and rural
development would appear to be
in the right direction because
insofar as agriculture represents a
relatively low capital-output and
capital-labour ratio sector, such
investment reallocation should
promote both growth and employ-
ment, not to mention equity.

Bangladesh, India and Pakistan
have allocated 15 to 25 per cent of
their government investment on
industrial and commercial develop-
ment under their recent plans, Gov-
ernment investment expenditure
allocated to industrial development



in east and south-east Asia and the
South Pacific, however, is generally
low. Under recent plans, allocations
of government expenditure to in-
dustrial and commercial develop-
ment was 2.1 per cent in Fiji (1976-
1980), 4.3 per cent in Indonesia
(1974/75-1979/80), 3.8 per cent in
the Republic of Korea (1977-

1981), 11.9 per cent in the Philip-
pines (1978-1982) and 1.4 per cent
in Thailand (1977-1981). However,
Malaysia, with the launching of its
second plan (1971-1975), increased
its commitment to government-
sponsored industrial development
as part of its strategy of removing
the imbalances in ownership of

economic assets between foreign
and domestic interests and among
the country’s major ethnic groups.
Such divergent patterns of govern-
ment involvement in industrial
development largely reflect political
perceptions of the role of govern-
ment, an issue which overrides the
logic of fiscal policy.

Table I1.12 Selected developing ESCAP countries. Sectoral shares of government invesiment, various periods

{Percentages)
Agriculture  Irrigation, Indusery  Transport Housing, Warer supply
Plan period  and allied flood Power amd and com- tirban and and
SECTOrS comrol COMMErCE  munication regional sanifation
development
Bangladesh 1973-1978 18.0 13.3 138 13.6 0.2 6.5
1978-1980 e 1P R 14.0 17.0 18.0 8.0
19B0-1985 174 149 145 16.3 17.2 10.1
Fiji 1971-1975 13.9 P 29 10.8 3.7 7.4
1976-1980 154 174 2.1 16.0 11.9 14.3
India 1966-1969 16.7 7.1 18.3 24.7 185 1.1 1.6
1969-1974 14.7 5.6 18.6 19.7 19.5 1.7 19
1974-1979 12.1 8.7 179 259 17.6 3.0 i3
1980-1985 11.3 125 272 154 159 2.6 4.0
Ind onesia 1969-1974 S | 18 B 9.4 12.3 217 s
1974-1979 BEEES  H B T4 4.3 164 19.7
Malaysia 1966-19T0 18.2 £.1 125 33 17.6 6.3 18
1971-1975 21.2 29 1.6 19.3 19.0 2.6 2.3
1976-1980 19.4 2.6 -1 154 18.8 6.6 2.1
1981-1985 19.1 2.2 55 139 144 4.2 32
Nepal 1965-1970 R v X B 49 45.1 -
1970-1975 15.7 10.1 8.8 9.5 409 21
1975-1980 184 114 119 104 232
1980-1985 SR 1 IERE e JGL - 230 -
Pakistan 1973-1977 11.2 Yo 18.6 16.1 213 84 9.3
1978-1983 10.1 - 18.8 153 185 1.6 11.6
Philippines 1967-1970 7.8 4.0 19.2 -
1971-1974 17.1 116 479 1.3
1974-1977 20.0 iy o 5.0 o4 .
1978-1982 214 11.9 66.7°
Rep. of Korea 1967-1971 189 69 2.5 5.0 40,2 5 is
1972-1976 252 1.2 8.6 344 24 e
1977-1981 17.1 4.2 38 4.6 3s 3.1
Sri Lanka 1972-1976 28.1 20.5 3?.9b 3.3 ik
1981-1985 44.6 L5 85 4.4
Thailand 1967-1971 e L R B.6" 1.9 297 e
1972-1976 SR B B 10.9 16 18.3
1977-1981 sezz2]550nnn 6.3 14 14.7

Sources: National plan documents and other national sources.

Notes: * Including power, water supply and sanitation.

b

Including power, © Energy only,
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planned economy

Economic policy makers in China
are well aware that development will
be greatly enhanced if the allocation of
government expenditure is appropriate
and rational® To ensure the rapid
growth of output, it is said that ex-
penditure should be allocated with
certain  Tundamental “balances” in
mind. These include a correct balance
between accumulation and consump-
tion, productive and non-productive
sectors, agpriculture and industry, and
coastal and inland industries, among
others,

In pursuit of the realization of
these halances, governmeént expendi-
ture it broadly categorirzed into ac-
cumulation expenditure comprising
capital construction, enterprise renova-
tion, working capital and aid to agri-
culture; and soclal consumption cutlay
on education, health, science, culture,
defence and administration. It s the
Government's responsibility to ensure
that these expenditure categories are
appropriately allocated among the
various balances.

The rate of accumulation was
very high during 1958-1960, and the
readjustment made during 1961-1965
was quite drastic. Accumulation again
reached a very high level in 1978. The
yvear 1979 saw the beginning of 4 new
strategy of “readjusting, restructuring,
consolidating and improving™, which
among several other reorientations in
growth objectives gave greater eéms-
phasis to consumption over accumula-
tlon. In absolute terms, accumulation
continued to expand in 1979, As a
share of national income, it fell slowly,
reaching 30 per cent in 1981. The
Government has stated its intention
to reduce the share of accumulation
in national income eventually io 20-
25 per cent.

A major reason for the rather
slow downward adjustment in the rate
of accumulation has been the difficulty
faced by the Ministry of Finance in
effectivelv reducing capital construc-
tion through budgetary means. Since
1979, state enterprises have besn
allowed to wse bank loans to finance
investment, apart  from budgetary
funding. Decentralized financing proj-

Finance ond Credir (Beijing,
Financial Economic Publications of
China, 1981), p. 72.

Loo

ects thus increased drastically in 1979.
By 1982, slighily more than half of
the total investment in capital con-
struction was accounted for by locally
financed projects, There were, how-
ever, imndications that the share of
investment by laocal authorities started
to decline in 1982 as & result of in-
creasing contral by the central authori-

China. Share of sccumulation and
consumption in total income, 1950
19812

{Perceniages)

Accumulation

1950 60 65
Nore: @ Annual data for 1958-62
and 1977-81; other vears are averages
of 1950-1952, 1953-1957, 1963-1965,
1966-1970 and 1971-1975.

China, Distribution of government

expenditures by major categores,
1977-19813

{Percentages)

B0

60

40

204

0 : ; y |
1977 78 79 80 81

Capital construction

B Enterprise renovition

[] Agiculture

M cCulture, education and health
Defence and administration

Nore: ® Excluding certain minor ex-
penditures,

Box II.9 Shifting expenditure priorities in a centrally

ties. Capital construction is therefore
expected to be reduced soon to the
desired level.

Experiments have been conducted
in the provinces to (ix expenditure in
proportion o revenue and submit @
predetermined proportion of the sur-
plis to the Swate. Another formula
being tested is to submit 8 fixed
proportion of the annuoal revenue
increase of the provinces to the State.
These measures are designed to give
the State a degree of control over local
finance while at the same time provid-
ing a degree of freedom 1o local
authorities in the allocation of ex-
penditure.

Expenditure on enterprise renova-
tion and the provision for working
capital were proportionally reduced in
1979, This move supported China's
new development strategy, which gives
preference to light industry over heavy
industry. The overemphasis on heavy
industry in the past had not only
slowed down the increase in the stand-
ard of living but also created a number
of bottlenecks for the econamy, lead-
ing 1o the misuse of resources. Light
industry has the stated advantages of
requiring less invesiment, earning more
profit and creating more employment
per unit of owtpur. With greater em-
phasis on light industry, it has there-
fore been possible 1o reduce the share
of government expendituré on enter-
prise renovation and innovation, and
the provision for working capital,

However, Mnancial akd to the
rural sector and expenditure on agricul-
ture has been increased in absolute
terms. This is in accordance with the
new strategy that development priori-
ties should follow the order: agricul-
ture, light industry, heavy industry.
Through increased expenditure on agri-
colture, among other measures, farm-
ers” income and productivity have
risen rapidly.

Expenditure on culture, educa-
tion, health and seience has also in-
creased significantly. The objective of
this iz the promotion of longer-term
sconomic growth through investment
in human capital. The Government
has thus demonstrated with effective
action jts recognition of the impor-
tance of human capital and basic
scientific research in the development
process,
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3. Profits tax policy for private
investment

A sizeable share of the revenue
from income taxation in the devel-
oping ESCAP countries, particular-
ly those with a large extractive or
plantation sector, is derived from
taxes on profits, With dividends in
most cases tax-exempt, the profits
tax constitutes a separate levy on
income of business enterprises as
legal entities, distinct from the
income received by the individuals
who own these enterprises.

From a policy viewpoint the
profits tax draws considerably more
attention than would appear to be
warranted by its relative contribu-
tion to total revenue in the develop-
ing ESCAP countries. Policy con-
clusions regarding profits taxation
are often based on the assumption
that the incidence of the profits
tax falls on the returns to equity
capital and that the tax, ipso
facto, reduces such returns to the
firm. Seen in this light, a tax-
induced reduction of returns may
discourage investment by cutting
entrepreneurial earnings and per-
sonal savings from dividends. The
profits tax may thus retard or
obstruct economic growth.

There is, however, no clear
evidence that the incidence of
profits taxation is borne by the
profit-earning firms. On the con-
trary, it is widely believed that
businessmen  consistently  treat
taxes as costs when determining
prices, be it by operating under a
full-cost pricing rule, by applying
a conventional mark-up defined net
of tax, or by pricing to meet a net-
of-tax rate of return. According to
these formulas, a change in profits
tax rates leads to an adjustment in
prices, The profits tax then be-
comes a quasi-sales tax. Possibilities
also exist for shifting the tax back-
ward to labour. Empirical investi-
gations in developed economies
into the possibility that the profits
tax is shifted forward to consumers

by short-term price increases have
not resolved these conflicting view-
points, though one widely ac-
claimed study, after testing alterna-
tive hypotheses, concluded that
under no circumstances can the
hypothesis of non-shifting be sus-
tained.'® A recent study on India
indicates that part of the corpora-
tion income tax is shifted to la-
bour.'? Other studies for India
have suggested that the corporation
tax is shifted to consumers as
well 20

In keeping with the view that
profits taxes reduce profitability
and thus investment, many develop-
ing ESCAP countries offer numer-
ous fiscal incentives to business
firms in the form of tax conces-
sions and sometimes additionally
provide loans at reduced interest
rates. As in the case of savings,
these incentives are also intended
both to increase the volume of in-
vestment and direct investment
funds into desired activities or
regions. The concept of profits
tax shifting adds a new dimension
to the view that such incentives to
business firms are redundant. To
the extent that profits taxes are
shifted by the firm to permit it to
retain its pre-tax profit margin,
such tax concessions play no role
in inducing firms to invest or
reinvest.

Despite such reservations, the
tax legislation of many developing
ESCAP countries contains various
combinations of these incentive
measures and provides them with
varying degrees of liberality. The
configuration of tax incentives in

18\, Krzyzaniak and R.A. Musgrave,
The Shifting of the Corporation In-
come Tax (Baltimore, Johns Hopkins
University Press, 1963).

19 parthasarathi Shome, *“The incidence
of the corporation tax in India: a general
equilibrium analysis", Oxford Economic
:;1'7;3: vol. 30, No. 1 (March 1978), pp.

20 gee, for instance, V.D. Lall, “Shifting
of tax by companies”, Economic and
Political Weekly, 6 May 1967,

each country is so complicated and
has in recent years been changing so
rapidly as to make it difficult to
describe in general terms. The com-
plexity of the situation is shown in
Table 11.13, which summarizes the
main features of various national
programmes as of the late 1970s
for selected developing ESCAP
countries.

The tax holiday, ordinarily a
full profits tax exemption for a
specific number of years, is the
most widely used tax incentive
measure in the ESCAP region. This
is widely complemented by tax
exemption on dividends. Some
countries permit losses incurred
during the tax holiday period to be
carried forward beyond the tax
holiday period. The accelerated
depreciation allowance is also wide-
ly used. Under this provision most
countries permit the write-off of
high proportions of their firms'
capital costs in the first year. Coun-
tries with lower rates of special
initial allowances generally allow
other forms of tax credit, such as
investment  allowances  and/or
development  rebates.  Imported
plant, machinery and raw materials
are exempt from tariff duties in a
number of countries. Bangladesh,
India and Pakistan grant extra shift
allowances at a specified percentage
of the normal depreciation rates.
China, in addition to other priv-
ileges for preferred foreign invest-
ments, accords preferential income
tax treatment for profits reinvested
by foreign investors in its special
economic zones.

21 pij  Soin, “The business view",
Fiscal Policy and Tax Structures in the
Pacific Region (Rotterdam, I[nterna-
tional Fiscal Association, 1981), pp. 37-
53, The study lists many factors, other
than taxes, influencing the investment
decision of foreign investors. These
include the attitude of the host govern-
ment, currency conversion facilities,
local participation in equity, reinvest-
ment requirements, the threat of na-
tionalization, etc. Many of these consid-
erations are also relevant for domestic
investors.
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Given the fact that the tax
level is only one of many consid-
erations affecting entrepreneurial
decisions regarding investment,?!
questions have been raised regard-
ing the costs and benefits of incen-
tive measures. Various empirical
investigations have been undertaken
in developing ESCAP countries on
the effects of tax incentives on
investment intentions and results. A
number of studies on Malaysia
suggest that investment tax incen-
tives are largely redundant.?? A
study on the impact of Pakistan's
tax holiday has found that “‘there
is no evidence that the pace of in-
dustrial development was quick-
ened by the tax holiday. There is,
however, conclusive evidence to
show that the tax holiday failed
to attract industries to the less
developed regions”.2> A study on
the role of investment in Fiji notes
that investment “‘depends primarily
on the existence of potential profit
opportunity as well as on economic
and political stability . . . [Advan-
tageous| tax incentives will not in
themselves either attract or assist
the retention of private capital”. 24
A survey of the results of studies
conducted in 28 countries, includ-
ing nine developing ESCAP coun-
tries, concludes that “the evidence
of these studies does seem to point
towards the ineffectiveness of these
schemes in inducing new invest-
ment . . . The most that can be said
is that their impact is either slight

2 Summarized in  Friedrich von
Kirchback, Economic Policies towards
TNCs: The Experience of the ASEAN
Countries  (unpublished dissertation,
University of Regensburg, 1981), pp.
424438,

23 NM. Qureshi, “Pakistan, India, Sri
Lanka and Bangladesh: new orentation
in tax policies™, Bulletin for Intema-
tional Fiscal Documentation, vol, 31,
No. 1 (January 1977), pp. 7-16.

24 M. Ward, The Role of Investment in
the Development of Fiji (London,
1971).
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or unknown" 23

Yet the costs of such tax incen-
tives in terms of revenue foregone
are considered to be substantial.
For instance, it has been estimated
that taxes foregone due to pioneer
status amounted to SM252.8 mil-
lion from 1963 to 1971 in Malay-
sia, assuming 100 per cent incen-
tives redundancy.26 This was equal
to a 36 per cent subsidy of the
pioneer sector’s capital stock. It is
estimated that, if these funds had
been invested in public corpora-
tions, they would have produced a
value added of $M166.8 million
and provided employment for
38,000 persons in 1971. The
abolition in 1972/73 of Pakistan’s
tax holiday is estimated to have
brought the Government an addi-
tional revenue of Rs 60 million in
that year.27 Nevertheless, a five-
year tax holiday scheme was sub-
sequently reintroduced for indus-
tries set up in the less developed
areas of the country. In Thailand,
the tariff exemption extended to
promoted firms is estimated to have
amounted to 1.9 per cent of total
government revenue in 1973,
Thereafter the magnitude of the
revenue losses from this source
declined, but they continued to be
substantial.?® The cost implicit in
Thailand’s tax holiday scheme
would appear to be considerably
higher. In the Philippines, tax
exemptions under the Investment
Incentive Act (R.A. 5186) were
estimated at 318 million pesos in
1975 for 126 firms, equivalent to
2.1 per cent of total tax revenue.??
This Act was, however, only one of

25 §.M.S. Shah and J.F.J. Toye, “Fiscal
incentives for firms in some developing
countries: survey and critique™, in J.F.J.
Toye, ed., Taxation and Economic
Development (London, Frank Cass and
Co., 1978), pp. 267-289.

26 Kirchback, op. cit., p. 427.
27 Qureshi, op. cir,

28 yirchback, op. cit., p. 157.
29 1bid., p. 281.

several providing privileged treat-
ment to certain investors. Even
allowing for the imperfections of
such calculations, these estimates
underline the fact that such gener-
ous tax concessions may have
serious negative repercussions on
growth and employment.

The above examples emphasize
the heavy cost borne by developing
ESCAP countries for an activity
that might not even require such
subsidization. To the extent that
the absence of tax incentives might
block some private investment, it
must be recognized that the addi-
tional revenue collected from the
investment that does continue
under a full tax regime provides a
source of alternative public invest-
ment. In addition, harmful con-
sequences for growth may be
generated by investment tax incen-
tives by way of cheapening the
relative price of capital and thus
encouraging the adoption of inap-
propriate technology and also pos-
sibly by way of distorting the
allocation of investment in so far
as tax incentives provide for dis-
criminatory treatment among dif-
ferent types of investment,

4. Commodity taxes

Taxes on commodities consti-
tute the major source of tax rev-
enue in most developing ESCAP
countries for several practical
reasons. First, it is possible to
reach a far larger number of tax-
payers in developing countries
through’ the taxation of transac-
tions than through the taxation of
income and wealth. Secondly, as
they are collected at a point of
production, customs or sale, taxes
on commodities are relatively easy
and inexpensive to administer and
difficult to evade.

The most serious objections
against commodity taxes relate to
their inequitable incidence and
their possible distortive effects on
resource allocation. Tax planners in



many developing ESCAP countries
have taken increasing cognizance of
the former issue in their efforts in
recent years to introduce an ele-
ment of progressivity into com-

taken, however, to cope with the
latter issue.

Commodity tax systems differ
widely within the region in terms
of their selectivity; rate structure

of collection and other practices.
In some cases, the commodity tax
system is supplemented by direct or
indirect subsidies, especially for ex-
ports. This plethora of tax and

modity tax rate schedules by dis-
tinguishing among the commodities

across the broad categories of
sales, excise, import and export

subsidy measures can give rise to

major departures from efficient
consumed by different income  taxes; and administrative methods  patterns of resource allocation
classes. Little action has been  with respect to points and modes  which, among other consequences,

Table 11.13 Selected developing ESCAP countries. Major tax incentives for certain types of investment, late 1970s

Country Tax Loss  Dividends . Accelerated depreciation 14, ITC Exits.  dmport
haliday  carry-over frem  First year Anmual or DR shift dury
(mumber  (number allowence allowance  (percentage) allowance exemption
of years)  of years) {percentage]  ajrer flrst {percentage)
yeaar
fpercentage)
Afghanistan 4 = Exempt = - ~- -
Bangladesh 5 - Exempt PeM B0 20 {1 year) - DE=350 D P+M
5 40 30 (2 vears) - TS=1000D  exempt
Fiji 5 - - - - - - =
India 7 3 Exempt B 20/40° - DR 1525 D§S=50 D -
= TS=100D
Indonesia 246 Nolimit  Exempt B 10 - IAS - P+M+R
P+M 25 ITC 8 exempt
Malaysia 2-5 - Exempt I &0 ZD.MGE 1A 25 - =
{1 year)
Pakistan 5 » Exempt | 254 15 (5 years) - DS=50 D P+M+R
TS=1000 cxempt
Papua
Kew (Guinca - - - 1 20 20 3 = -
Philippines - f Exempt P+M Up to LOD - IA 10 - -
Rep. of Korea 5 34 Exempt B 40-80, - ITC6 - =
P+M 20/30 —
Singapaore 5-10 - Exempt B 25 1A up to 50 - -
P+M 20 335 (3 years)
§ri Lanka 210 - Exempt 1 100 = 14 up to 100° P+M
exempt
Thailand kR 5 Exempt = - 1A 10-20 R exempt
Tonga 3 - = = - - - -

Sourees: 5.M.5. Shah and LF.J. Tove, “'Fiscal incentives for firms in some developing countries: survey and critique™in J.F.J,
Toye, ed., Taxation and Economic Development (London, Frank Cass and Co., 1978), pp. 273-274 and 276-277, tables 2 and 3;
International Bureauw of Fiscal Documentation, Taxes and Investment in Asia and the Pacific, various issues,

Key: B = Buildings. D= Extra depreciation. DR = Deveélopment rebate. DS = Double shift. 1= Investment. 1A = Investment
allowance. ITC = Investment tax credit. M = Machinery. P=Plant. R = Raw materials. § = Ships. TS = Triple shift.

Notes: B Twenty per cent for buildings erected since 1961 and 40 per cent for those erected since 1979, b Each year during
the first four years. © Accelerated percen if the company has exported more than 20 per cent (by value) of its total production
in the base period; otherwise 20 per cent. Up to 30 June 1983, © The full amount of the investment or 33.3 per cent of the
assessablé income of the persons investing, whichever is lower.
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can have stultifying effects on eco-
nomic growth. This consequence is
particularly significant in the devel-
oping ESCAP region because of the
quantitative importance of com-
modity taxes in government rev-
enue structures.

While little is known about the
investment or general resource allo-
cation effects of sales and excise
taxes imposed on domestically pro-
duced commodities, the effects of
taxes imposed on international
trade have received considerable
attention, with a number of signifi-

cant findings. A recent study on
Bangladesh, for example, indicates
that of the 62 sectors covered, the
majority are not economically
viable in the long run even though
they enjoy high effective rates of
protection afforded by tariff and
other trade barriers.”’ However,
these effective rates of protection
were found to vary widely across
sectors. Moreover, the trade tax
incentive structure actually mili-

30 ESCAP, “Bangladesh™, Integration of
Tax Planning into Development Planning
{forthcoming).

tates against exports. The pattern
of industrial growth supported by
this incentive structure is thus in-
efficient.

Of the 69 sectors examined in
a similar analysis of the allocative
effects of tax policies in India, the
effective mates of protection were
higher than the nominal tariff rates
for 53 sectors, if non-traded inputs
were included 3! In addition, value
added at international prices was

3 peeap, “India™, ibid,

A particularly complex case of
deviation between nominal and effec-
tive tax rates arises in connection with
the protection afforded to domestic
enterprise under import tariff regimes.
Effective rates of protection deviate
from nominal rates in that they take
into account not only the protective
effect on output but also the protec-
tion afforded by the tarkil structure to
the inputs nsed to produce the output,
The effective as distinct from nominal
degree of protection afforded by tariffs
thus depends on the differential tariff
rates between inputs and their as-
sociated output, and on the proportion
of domestic value added in the total
value of the final product. A positive
effective rate of protection enables
domestic producers to obtain a higher
rate of return than would be possible
in the absence of such protection.
Megative effective rates of protection,
furthermore, generally indicate that
the firms so protected are producing
outputs the value added of which is
negative at world prices,

The complexity of this phenom-
enon can be illustrated by the case
of Bangladesh, which can be consd-
ered a fairly representative example
of the developing ESCAP countries
in this respect. A number of elements
of the tax system in Bangladesh signif-
icantly influence the growth pattem
of domestic industry. Among these,
perthaps the most important is the

* Based on ESCAP, “Bangladesh™,
Integration of Tax Planning into
Development Planning (forthcoming).

Box I1.10 Effective rates of protection®

tariff structure. Customs duties are
collected almost entirely from imports.
The structure of import duties shows
the typical patiern in that the closer a
product to the finished stage, the
higher is the rate of duty. The rates
are numerous, with most falling within
the range of 30-125 per cent. Some
luxury consumption items, however,
are subjected to as high a rate as 300
per cent whereas some essential items
are imported duty-free. The number of
basic ad walorem rates has recemtly
been reduced from 36 to 7.

This tariff regime gives rise o a
complex structure of incentives the
net effect of which can be measured
in terms of effective rates of protec-
tion. The structure of effective rates of
protection in Bangladesh, as measured
in several recent studies, gives rise to
several important conclusions, First,
there exists a tremendous dispersal
of effective rates of protection not
justified on infant industry grounds
or other socio-economic criteria. The
effective rate of protection in 62
industrial sectors in Bangladesh as of
1976/77 varied from 3 per cent to
2473 per cent on the positive side
while on the negative side the range
was from -12 per cent to -15,733 per
cent, Such a wide divergence of effec-
tive rates of protection is clearly
contrary to what would be dictated
by considerations of an efficient
pattern of industrial growth,

Secondly, there s significant
variation in the effective rates of pro-
tection on production for export as
distinet from production for the
domestic market. Generally, the sec-

tors engaged in domestic production
receive higher levels of effective pro-
tection than those engaged in expori
production. Thus, the siructure of
incentives surongly militates against
exporis,

Thirdly, the pattern of industrial
growth which has emerged as a result
of the present structure of protection
is economically inefficient. As many as
18 out of the above-mentioned 62
sectors are net losers of foreign ex-
change (that is, have negative value
added at world prices) and therefore
show negative values of domestic re-
source cost. Ten sectors demonstrate
lack of comparative advantage in both
the short and long runs. Of the re-
maining 34 sectors, only 24 possess
long-run comparative advantage.

Fourthly, the incentives generated
by the structure of effective protection
in Bangladesh tax industrial sectors
which have a comparative advantage
and subsidize sectors with comparative
disadvantage. Moreover, the more dis-
advantageous the sector, the higher
the implicit tariif subsidy.

The studies on which these
findings are based no doubt suffer
from the wsual data and methodology
limitations. But sensitivity tests per-
formed with respect to world prices,
shadow prices and possible over-
statemeni of material inputs demon-
strate a high degree of stability of re-
sults. The conclusion derived from this
example indicates that the structure of
protection in many developing ESCAFP
countries distorts the allocation of
respurces away from their most effi-
cent and thus growth-promoting uses.
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found to be negative for certain
industries such as rubber and man-
made fibres. Protection was found,
furthermore, to have benefited the
protected sectors in widely varying
degrees.

A study of Sri Lanka's import
tariff structure as of 1970 estab-
lished that the effective rates of
protection ranged from negative
for many food-processing industries
to positive rates of over 100 per
cent for such industries as textiles,
machinery, rubber products, petro-
leum refining and light engineer-
ing.32 The tax system was also
found to discriminate against the
traditional export industries (name-
ly tea, rubber and coconut) vis-i-vis
non-traditional export-oriented and
import-substituting industries. De-
spite this pattem of discrimination
and its resulting inefficiencies, ex-
port taxes could not be abandoned
in view of the country’s heavy
reliance on this revenue source. Sri
Lanka has, however, recently ini-
tiated moves to revise its tariff
structure with a view to rationaliz-
ing the pattern of protection across
production sectors,

Similar concerns with regard to
the structure of protection have
been expressed in east and south-
cast Asia. Studies of the protective
structures in the ASEAN member
countries have stressed the role of
export taxes in contributing to
negative rates of protection in the
trade sector. The export *“‘pre-
mium” on Thai rice, which is both
a major domestic consumer staple
and export, has received a great
deal of attention. It has also been
argued that the rice premium,
combined with excessive positive
protection granted to other sectors,
has forced resources out of their
first best use and thus damaged the
long-run growth potential of the
Thai economy. Taxes on exports
or on products which are primarily

32 £SCAP, “'Sti Lanka", ibid.

exported contribute over the longer
run towards diversion of resources
from the export sectors into other
sectors. This effect may be particu-
larly disturbing in cases where the
exportable commodity is also an
important domestic food staple,
such as Thai rice; an input into
an important indigenous industry,
such as cloves in Indonesia’s krefrek
cigarette industry, and lumber in
the Philippines’ and Indonesia’s
plywood industries; or a major
income source for the rural poor,
such as the Philippines’ coconuts
and Indonesia’s smallholder cash
crops. A related concern is the
efficiency with which other sectors
use the resources released from the
penalized industries. >

In Indonesia, effective rates
of protection for such domestic-
market-oriented industries as elec-
tric appliances and motor vehicles
were as high as 341 and 718 per
cent, respectively, in 1975 while
rates for such labour-intensive,
export-oriented industries as palm
oil and batik were -5 and -35 per
cent, respectively.?"‘ Protection also
resulted in excess capacity in many
industries, including cable, furni-
ture, pharmaceuticals and car as-
sembly. This conforms to the view
that under a trade regime charac-
terized by high protection, rapid
growth of the industrial sector can
be sustained as long as the limits to
easy import substitution are not
reached. Indonesia seems to have
reached this limit in the late 1970s
as growth came to be increasingly
determined by the rate of expan-
sion of domestic demand.’® In

33 Anne Booth, ‘‘The economic impact
of export taxes in ASEAN", Malayan
Economic Review, vol. 25, No. 1 (April
1980), pp. 36-61.

3466!!'\0!1 Feder, “On exports and
economic growth"”, World Bank Staff
Working Paper 508 (February 1982).

35 H.B. Chenery, “Interaction between
industrialization and exports”, American
Economic Review, vol. 70, No, 2 (May
1980), pp. 281-287.

1981 and 1982, Indonesia intro-
duced important measures to
change the policy direction towards
promoting exports through a more
liberal trade regime.

Even in Malaysia, long regarded
as one of the least protectionist
developing ESCAP countries, high
effective rates of protection have
been noted in certain industries
despite the fact that the nominal
tariff structure appears low.% Tax
incentives and tariffs also favour
large-scale industries, which
adversely affects competition. Also,
as protection has risen with the
stage of production, the production
of intermediate goods has been dis-
favoured, thus apparently affecting
the capital-deepening process of
industrialization.’”

In other countries, such as
the Republic of Korea and Singa-
pore, after an initial period of
import substitution, export expan-
sion became the major source of
accelerated industrial growth in all
major sectors. It seems, however,
that the strong outward-looking
strategy in these countries has been
sustained by ensuring that policy
measures complement rather than
contradict factor endowments and
world market conditions, thus en-
hancing industrial efficiency.’®
This is not to say that import sub-
stitution policies have not been
followed at all; the Republic of
Korea, for instance, has constantly
pursued such 3policies. but on a
selective basis.”” By international

36 Malaysia, Economic Planning Unit,
Tax Incentives for Industry (1974).

37K. Young, W.C.F. Bussink and P.
Hasan, Malaysia: Growth and Equity
in @ Multiracial Society (Baltimore,
Johns Hopkins University Press, 1980).

38 Anne O. Krueger, Foreign Trade
Regimes and Economic Development:
Liberalization Attempts and Conse-
quences (New York, National Burcau
of Economic Research, 1978).

39an'y E. Westphal and Kwang Suk
Kim, “Industrial policy and develop-
ment in Korea", World Bank Staff
Working Paper 263 (1977).
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standards, its nominal and effective
rates of protection have, however,
been kept purposely low and rel-
atively uniform among sectors.40
For a wvariety of practical
reasons, commodity taxes will
continue to be quantitatively im-
portant in the region. The wide
inter-industry differences in the ef-
fective rates of protection afforded
by these taxes, however, provide
a clear signal that the rate structure
of this tax system must be ra-
tionalized; this can be done without
causing a reduction in revenue from
this source. Such rationalization
can be expected to improve the
growth performance of the develop-
ing ESCAP countries significantly.
In undertaking any rationaliza-
tion programme with respect to the
structure of commodity taxation, a
critical decision must be made
concerning the priority to be given
to agriculture versus industry. Land
taxes are levied in a number of
countries of the region and clearly
hit agriculture harder than industry.
Taxes on agricultural commodity
exports directly penalize agricul-
ture. In addition, import taxes on
industrial goods raise the prices
of domestically produced import-
competing substitutes and swing
the sectoral terms of trade against
agriculture. However, the agricul-
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ture sector has continued to receive
favourable treatment in public
sector investment allocations. To
promote the “green revolution”, a
number of Governments in the
region have provided agricultural
input subsidies as well as price sup-
port for agricultural output. In
some countries, there has been a
noticeable change in recent years
as fiscal policy towards agriculture
shifts away from input subsidies in
favour of higher output prices.

The implications for growth in
the developing ESCAP region of
alternative agricultural development
measures under existing institu-
tional arrangements of land owner-
ship and administrative procedures
have been the subject of a growing
body of research.*! The available
evidence suggests that there has
been a substantial improvement in
the net barter terms of trade in
favour of the agriculture sector as
a whole under revised subsidy
schemes and that this policy
change has aided growth. A recent
study reviewing 11 developing
ESCAP  countries (Bangladesh,
Burma, India, Indonesia, Malaysia,
Nepal, Pakistan, the Philippines, the
Republic of Korea, Sri Lanka and
Thailand) has found unmistakable
evidence of a secular shift of the
sectoral terms of trade in favour of

agriculture over the period 1970-
197732 Whether or not the im-
provement in agriculture’s net
barter terms of trade has been
associated with a net transfer of
resources from the non-agricultural
sector cannot be gauged in the
absence of adequate data on in-
come terms of trade. It can, how-
ever, be safely argued that given
the developing ESCAP countries’
trade and exchange rate policies,
the agricultural sector would have
been severely affected in the
absence of fiscal subsidy measures.
To that extent, fiscal policy in the
region has clearly contributed to
growth, especially since the capital-
output ratio in the agricultural
sector is low.

40?. Hasan and D.C. Rao, Korea:
Policy Issues for Long-term Develop-

ment (Baltimore, Johns Hopkins Uni-
versity Press, 1979).

“Soe, for example, Inayetullah, ed,,
Approaches to Rural Development
(Kuala Lumpur, Asian and Pacific
Development  Administration Centre,
1979); Keith Griffin, 7he Political
Economy of Agrarian Change (London,
The Macmillan Press, 1974); and Ashok
Mitra, Terms of Trade and Class Rela-
tions (London, Frank Cass and Co.,
1977).

42“Regic|nal study on terms of trade
between rural and urban arcas to streng-
then linkages between agriculture and
other sectors”™ (E/ESCAP/AD.3/11),
1979, p. 19 and table 22.




ITI. FISCAL POLICY FOR EMPLOYMENT

Ithough  employment  pro-
motion is is commonly cited
an important development objec-
tive in the ESCAP region, the
strategy for its fulfilment is often
not clearly specified. The tradi-
tional view is that the accelerated
growth of output can generate
sufficient employment opportuni-
ties over the long term to absorb
the developing countries’ redundant
labour force. However, this ex-
pectation has in most cases not
been realized. Hence, the employ-
ment problem has in recent years
been reasserting itself as an in-
creasingly important element in the
development strategies of many
ESCAP countries. The basic thrust
of policies in this regard has been to
augment the demand for labour
through expenditure on labour-
intensive agricultural and rural
development and promotion of
specific labour-abscrptive industrial
activities. In addition, efforts have
been made to reform the educa-
tional pattern in order to match the
supply of skills with the likely
demand and to contain the supply
of labour over the long term
through population control and
related measures. While each of
these approaches entails significant
fiscal measures, it is the effort to
mould the economy to absorb
labour rather than the effort to
alter the magnitude and composi-
tion of the labour force to fit the
economy that has received the
greatest attention from fiscal policy
makers.,

A. DIMENSIONS OF THE
PROBLEM

1. Unemployment and under-
employment in development

A disturbing general feature of
development in the ESCAP region
over the past three decades has
been the lagging growth of employ-
ment opportunities in the presence
of sustained and in some cases
buoyant growth in aggregate output
and income. With rapidly rising
population and labour force, many
countries of the region, particularly
those of the south Asian subconti-
nent and other especially populous
countries, have encountered in-
creasing pressures of unemploy-
ment and underemployment.

A widely recognized causal
factor has been the failure of
industrialization to accommodate
an equivalent sectoral restructuring
of employment. Although the share
of agriculture in total output has
decreased appreciably in most
countries of the region, its share of
employment has not undergone a
commensurate percentage decline.
Agriculture has, in fact, become an
employer of last resort for the
region’s growing reservoir of re-
dundant labour,

Well over two thirds of the
labour force in Afghanistan, Bangla-
desh, India, the Lao People’s Demo-
cratic Republic, Papua New Guinea
and Thailand continues to be
employed in agriculture; in Bhutan,
Nepal and some of the small island

countries the share rises to over
nine tenths. In some of these coun-
trics the proportion of agriculture
in GDP fell by more than one third
during the two decades 1960-1980,
but this change in the structure of
production was not reflected in the
sectoral structure of employment,
Even where the share of agriculture
in GDP was reduced to about one
quarter — as for example in Indo-
nesia, Malaysia, the Philippines, Sri
Lanka and Thailand — one half
or more of the labour force con-
tinued to be employed in agricul-
ture while the share in industry did
not rise beyond about one sixth.
An important exception is the
Republic of Korea, where indus-
try’s share in output doubled
between 1960 and 1980 while its
share of the labour force tripled,
permitting the proportion of labour
force in agriculture to fall to half
its former size.

Because the growing industrial
sector in most developing ESCAP
countries has failed to absorb more
than a fraction of the growth in
the labour force, the bulk of the
working population has had to
continue to depend on agriculture
and associated activities, accentuat-
ing the already acute problems of
rural unemployment, underemploy-
ment and low earnings. In the
absence of adequate estimates of
unemployment and underemploy-
ment,! relative sectoral produc-
tivity levels provide a useful in-
dicator of the sectoral incidence of
labour redundancy. According to
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Table 11.14 South Asia and east and south-east Asia. Relative sectoral productivity, 1960, 1970 and 1980

South Asia East and south-east Asia
Bangladesh India Pakistan  Sri Lanka Indonesia Philippines Rep. of Korea Thailand

Agriculture

1980 0.62 0.59 0.58 0.54 0.45 052 041 0.41

1970 0.72 0.58 0.63 0.56 0.50 046 0.46 0.36

1960 0.76 0.65 0.68 0.62 0.48 0.44 0.46 0.41
Industry

1980 3.25 1.62 1.39 2.00 3.82 231 0.95 3.62

1970 2.32 222 2.16 350 2.02 1.57 4.16

1960 2.33 1.93 190 4.00 2.03 2.39 5.24

Sources: World Bank, World Development Report, 1982 (Washington, D.C., 1982), tables 2 and 3 and World Tables 1980

(Washington, D.C., 1980), table 5.

Notes: @ Relative sectoral productivity measured as ratio of share of sectoral cutput to share of sectoral labour force.

this indicator, relative labour pro-
ductivity in the agricultural sector
tends to be between one third and
one fifth the level obtaining in the
industrial sector. By implication,
agriculture contains a vast pool of
the effectively “unemployed™. The
declining relative productivity of
agriculture in south Asia and to
a lesser extent in south-east and
east Asia over the past two decades
suggests that the pool may be
growing.

For example, some four fifths
of India’s labour force entrants in
the 1970s had to tum to agricul-
ture or other small-scale activity
for their livelihood, even though
these occupations often did not
provide full-time work throughout
the year or even on a weekly basis.
As a result it is estimated that
India’s total rural households ac-
count for nearly four fifths of total

lOne summary estimate of under-
employment for Asia as of 1970 was
26 per cent of the labour force, based
on a definition of underemployment
as inclusive of part-time and very low
productivity workers. Lyn Squire, Em-
ployment Policy in Developing Coun-
tries: A Survey of Issues and Evidence
(New York, Oxford University Press,
1981), p. 72.

zlndh, Ministry of Finance, Report
of the Expert Committee on Tax Mea-
sures to Promote Employment (1980),
p. 8.
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unemployment and that rural
households dependent on wages,
which constitute a little over one
fifth of India’s total households
population, account for nearly one
half of total unemployment.? Simi-
larly, the underemployment ratio
in Bangladesh may be as high as
one third of the agricultural labour
force and appears to have worsened
in recent years," while in Pakistan
well over one fifth of the work
force may be considered under-
employed.s

Though the employment prob-
lem is particularly acute in the
rural sector of south Asia, it is by
no means absent from other sectors
or other developing ESCAP coun-
tries. An outstanding case in point
is China, which experienced serious

3lndin, Planning Commission, Sixt
Five Year Plan, 1980-1985 (1981), p.
205, para, 13.11. Unemployment is
here measured in terms of “daily
status” unemployment, whereby a per-
son working up to four hours is con-
sidered to have worked for a half day
while one working for more than four
hours is regarded to have been em-
ployed for the whole day.

4 Bangladesh, Planning Commission,
Draft Second Five-Year Plan, 1980-
1985 (1980), p. VI-5, para. 6.15.

5l’al:imm. Planning  Commission,
The Fifth Five Year Plan, 197883
(1978), p. 17, para. 24,

frictional unemployment in the late
1970s with the policy shift towards
light industry, greater productive
efficiency and a revision of the
investment-consumption balance.®
In particular, youth unemployment
in the urban areas rose due to
increased migration back to the
home towns following the relaxa-
tion of controls on retaining the
youths at their rural postings, Even
Malaysia, which saw a rapid growth
of employment and a substantial
decline in the overall unemploy-
ment rate in the 1970s, experienced
an increase in the degree of under-
employment. As elsewhere in the
region, however, underemployment
remained predominantly a rural
phenomenon, with some four fifths
of the undcremplo;'cd concentrated
in the rural sector.

2. Applications of fiscal policy

The conventional explanation
for the employment-output rela-
tionship in the industrialized econo-
mies has it that public expenditure,

6Economic and Social Survey of

Asia and the Pacific, 1981 (United
Nations publication, Sales No. E.82,
ILF.1), p. 98.

7 Malaysia, Fourth Malaysia Plan 1981-
&85 (1981), p. 85, paras. 219 and 220.



among other policy measures, can
generate lasting employment in-
creases through its “pump priming”
effects. This theory of employment
focuses on the investment and
consumption implications of public
expenditure rather than on the
productivity improvements gen-
erated by the expenditure; it is
a demand-side rather than supply-
side theory of the employment
promotion process.

The applicability of this view,
with its fiscal policy implications,
for the developing ESCAP region
has been severely criticized on the
grounds that the high levels of un-
employment and underemployment
chronically afflicting many of the
developing countries in the region
are not due to inadequate aggregate
demand and can therefore not be
resolved through demand-expand-
ing fiscal policy interventions. It is
often pointed out that where such
policy initiatives have been taken —
as for instance in pre-1978 Iran
and on a number of occasions in
Latin America — the result has not
been full employment but rather
the aggravation of production bot-
tlenecks, diversion of resources to
speculative undertakings, acceler-
ated inflation, deterioration of
equity conditions and social and
political destabilization. Rejection
of the applicability of this theory
to the developing ESCAP region
has resulted in the counter-view
that the relationship between em-
ployment and production s
tenuous.

The alternative, supply-side in-
terpretation of the employment-
output relationship is based on
certain structural characteristics of
the developing ESCAP region. First,
there is the issue of differing
sectoral labour absorptive capacities
in sharply dualistic economies. In
such economies, employment is
typically highly inelastic with re-
spect to output in the modern
sector, whereas it is apparently
highly elastic in the traditional

sector, Demand management can
play a role in generating output
expansion in the modern sector in
these economies, but this will nec-
essarily have limited impact on the
employment situation. Because of
its vast scale, high incidence of
unemployment and underemploy-
ment, semi-monetized and semi-
market-oriented institutions and
inelasticity of demand for many
of its outputs, the traditional
sector is in most cases not readily
susceptible to demand-side policies
for output and employment pro-
motion. It has long been recognized
that the most effective means of
generating increased output in this
sector is through institutional
change, in close association with
public expenditure to provide the
basic infrastructure and directly
productive investments to comple-
ment the mass of readily available
labour power.

There is, secondly, the prop-
osition that the process of sectoral
adjustment  that  accompanies
growth in the development process
entails a considerable time lag as
the economy re-gears itself to
absorb the available pool of the un-
employed and underemployed. In
this connection, it has been sug-
gested that many developing
ESCAP countries have not been
able to afford the required time lag
but have been forced by political
considerations to intervene throlgh
policies that have distorted the
development process away from the
realization of growth-induced em-
ployment promotion. Many devel-
oping ESCAP countries have there-
fore not encountered the functional
relationship between employment
and growth that has been ex-
perienced in certain of the more
rapidly growing countries of the
region. In the event, policy makers
in the low-growth countries have
found justification in seeking to
maximize employment opportuni-
ties in the traditional sector despite
the low immediate growth potential

of such measures.

In the supply-constrained econ-
omies of the developing ESCAP
region, aggregate demand-energizing
fiscal policy for employment thus
has limited relevance. The ques-
tion then becomes one of defin-
ing the optimum applications of
fiscal policy to mobilize the sup-
ply side, particularly the comple-
mentary factor inputs needed to
generate employment opportunities
for the unemployed and under-
employed labour force. Beyond the
various growth-promoting initia-
tives described in Chapter II, this
can be done by orienting fiscal
policy instruments in favour of the
relatively more labour-absorbing in-
dustries and the relatively more
labour-intensive  technologies in
both the traditional and modern
sectors to the extent that these
measures do not conflict with the
growth objective,

This fiscal policy orientation
has to some extent been applied
in developing ESCAP countries,
though the process has tended to
be sporadic and has often been
subsumed under other development
themes. Development plans typical-
ly contain a number of public ex-
penditure programmes — land recla-
mation, irrigation, road-building
and other public works pro-
grammes, provision of such social
services as public health and educa-
tion — incorporating, whether in-
tentionally or otherwise, a high
employment potential. Public ex-
penditure programmes aimed at
specific target groups such as
women, youth, disadvantaged
groups and isolated communities
also commonly contain a large
employment content, even though
the employment effect of such
programmes is ordinarily of sec-
ondary interest to broader equity
considerations,

The fiscal dimension of family
planning programmes stands out
as a case in point. Since the supply
of labour is determined ultimately
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by the rate of population growth
and the participation rate, measures
to control the growth of population
are crucial for tackling the employ-
ment problem over the long term.
Public expenditure on family plan.
ning programmes, tax penalties for
large families and the like may
thus be seen to have a long-term
employment effect, but this can in
no way be extended to suggest that
such actions are ordinarily under-
taken as an employment-promoting
measure. For one thing, as demo-
graphic trends take time to be
reversed, population policy, and its
fiscal policy component, is not

commonly regarded as a means of
easing the existing employment
problem,

In sum, the widespread failure
of output growth to generate suf-
ficient employment opportunities
to absorh the growing labour
supply in the developing ESCAP
region, and the evident inability
of public works programmes in
most of these countries to close
the gap, has led Governments to
resort to a wvariety of fiscal policy
measures geared to promote em-
ployment in specific poverty dis-
tricts, depressed industries and
houszhold-labour types of enter-

pn'sa,s These measures typically
discriminate in favour of labour-
intensive industries and techniques
of production, small-scale units of
production and rural production.
The fact that these features tend to
coincide in individual economic
activities makes it unfeasible to
determine which of them is the
most important employment gen-
erator. Lacking such information,
policy makers have been left with

E’F+:|.r a diversity of views on the sub-
ject see Intermational Labour Orgamisa-
tion, Frscal Measures for Emplovimens
FPromarion in  Developing Countries
{Geneva, 1972),

labour migration

International migration of labour
within the ESCAP region and from the
région to major labour-deficit countries
elsewhere dates back well into the
colonial era., A resurgence of the
phenomenon, featuring a realigned geo-
graphical flow of workers, has ac-
companied the recent emergence of the
petroleum-exporting countries of the
Middle East as important labour-
scarce  economies.  Various labour-
surplus countries of south, south-cast
and east Asia have responded vigorous-
ly to the employment opportunities
thereby credted. Since the early 19705
the number of skilled and unskilled
migrants from the ESCAP labour-
exporting countries has grown signifi-
cantly. For example, the average
annual rate of growth of migration
from Pakistan, largely to the Middle
East, was more than 50 per cent during
1971-1975.% In 1978, workers from
south-east and east Asia (including here
Democratic  Kampuchea, Indonesia,
Malaysia, the Philippines, the Republic
of Korea and Thailind) contributed
12 per cent of the labour force in the
Middle East, Eﬂlﬂpmﬂl with only 0.5
per cent in 1970,

While this sizeable labour flow

& Pakistan, Planning Commission,
The Fifth Five Year Plan 1978-83,
Part [ (1978), p. 194, para. 23,

b 1. Birks and C.A. Sinclair, Inter-
national Migratton and Development in
the Arab Region (Geneva, ILO, 1980},
p- 109,

Box I1.11 The control of remittances from

has ceriainly eased the pressures of
unemployment and underemployment
in certain countries to some extent,
an equally significant economic aspect
of the intemational migration phenom-
enon has been the flow of repatriated
carnings, which can serve as an im-
portant source of foreign exchange and
may thereby form a major contribu-
tion towards reducing chronic balance
of payments shortfalls. In 1978-1979
the ratio of remittances to merchand ise
exports was 77 per cent for Pakistan,
21 per cent for Bangladesh and 15 per
cent for India. Moreover, the average
annual rates of growth in the nominal
value of these flows during the 1970s
were impressive, ranging from 20 per
cent in India tg more than 60 per cent
in Bangladesh.” Given the trend and
volume of these flows, the labour-
exporting countries have had to face
the double challenge of finding the
best means of maximizing these remit-
tances and then channelling them into
productive investment.

The flow of remittances to the
home countries Is influenced by a
varicty of economic and social factors,

© World Bank, World Development
Report, 19282 (Washington, D.C.,
1982), p. 13. For India, the data refer
to 1977,

d Garushri Swamy, “International
migrant workers' remittances: issues
and prospects”, World Bank Staff
Working Paper 481 (1981), p.11,
table 4.

international

such as the overseas workers' efforts
to accumulate some target amount of
remitted savings, the distribution of
dependents between the host and
home countries, the costs related to
foreign employment (including sub-
sistence, tramsportation and recruit-
ment costs), unanticipated opportuni-
ties to spend earnings on consumer
durables and luxuries, and access to
foreign banks as alternative saving
channels. Given these various conflict-
ing motivations and opportunities, the
Governments of  labourexporting
gountries have formulated a variety of
policies to attract remittance flows
from their emigrant workers through
official channels, One spproach has
been to make the repatriation of re-
mittances compulsory . The Philippines,
for example, requires construction
workers and seamen fo remit 70 per
cent of their earnings and other
workers 30 per cent.” In general, how-
ever, labourexporting countries prefer
1o offer incentives to encourage re-
mittance Inflows.

Special import privileges, foreign
exchange deposit schemes carrying
attractive interest rates, premium ex-

® AG. Chandavarkar, "“Use of mi-
grants’ remittances in labour-exporting
countries”, Finance and Development,
June 1980, p. 37, In addidon, the Phil-
ippines conserves foreign exchange by
secking to ensure that migrant workers
travel between the Philippines and
their overseas destimations by Philip-
pines transportation.
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considerable freedom to allocate
employment-promoting  fiscal in-
centives over a wide range of eco-
nomic activities.

B. FISCAL POLICY FOR EM-
PLOYMENT IN THE
TRADITIONAL SECTOR

1. Agriculture and rural
development

There remains considerable
room for absorption of more labour
in agriculture than is currently em-
ployed in many developing ESCAP
countries. This is suggested, for

instance, by the fact that the
number of workers per unit of
arable land is much higher in such
countries as Japan and the Republic
of Korea while the yield of the land
is also much higher than in other
ESCAP countries.” Use of labour
inputs of the order of intensity
prevailing in such countries as

YA, Vaidyanathan and AV, Jose,
“Absorption of human labour in agri-
culture: a comparative study of some
Asisn  countries”, in P.K. Bardhan,
A. Vaidyanathan, ¥. Alagh, G.S. Bhalla
and A, Bhadur, Labour Absorpion in
fudian Agriculture: Some Explorctory
Investigaiions (Bangkok, ARTEP, 1978),
pp- 165-185.

Japan and the Republic of Korea
has depended on the availability
of complementary factors like irri-
gation, fertilizers and improved
seed. Though such exogenous in-
fluences as climatic factors also
affect the potential degree of la.
bour absorption in  agriculture,
there can be little doubt that in-
creased attention to the question
of complementary factor inputs in
the developing ESCAP countries’
agricultural sectors can be reward-
ing in terms of hoth output growth
and c-mpmymml.m Institutional
reforms  with  respect  to land
tenure arrangements, agricultural

change rates, tax concessions and
special investment opporiunities are
among the useful incentives that have
been widely adopted to attract re-
mittances. Bangladesh offers a 5“'”"1}
case in point. Its Wage Eamner Scheme,
launched in mid-1974, is based on the
same principles as the Bonus Voucher
Scheme operating in Pakistan in the
1960s. Under this scheme, 1 Bangla-
desh national employed abroad is
allowed to use the earnings to import
goods and may open a foreign currency
account in Bangladesh pending the dis-
posal of the earnings for imports or
other uses. In addition, the account-
holder is allowed to re-export remitted
funds. Up to early 1982, wage eamers
could sell their foreign exchange in
Bangladesh to importers at a premiom
averaging 30 per cent over the ofTicial
rile,

In 1975, the Government of India
introduced a Foreign Currency (non-
resident) Account Scheme® to provide
realistic rates of exchange and con-
venient facilities for holding remit-
tances in approved foreign cumency
accounts. Under this scheme, both
non-resident Indians as well as persons
of Indian origin resident abroad are
allowed to open pound sterling and
United States dollar accounts in India

T See Syed Ashrat Al, et al, “La-
bour migration from Bangladesh to the
Middle East”, World Bank Staff Work-
ing Paper 454 (1981), pp. 52-56.

B Chandavarkar, loe eir., p. 37.

in tax-free interest-bearing term depos-
its for periods rangng from three
months to five years. Additionally, a
notable feature of these foreign ac-
counts are their possible wse for invest-
ment in shares in the Unit Trust of
India and in specified industrial under-
takings. The success of these accounts
depends on the compétitiveness of the
rates of interest visdewis overseas
mtes on comparable assets, Both the
Indian and Bangladesh schemes have
proved generally satisfactory.

While u variety of measures have
been designed to induce remittances,
there is also a need to formulate
positive and coherent policies to
optimize the use of remitted funds
at the sectoral and regional — and even
at the housshold - levels. Available
studies on the utilization of remit-
tances in labour-exporting countries of
the ESCAP region reveal that the bulk
of remittances has contributed linle
o tlﬁt development of these coun-
tries. In south Asian countries like
Bangladesh, India and Pakistan, a large
proportion of the migrants were, prior
to their recruitment and emigration,
unemployved and in debt (eg., 60 per
cent in India). Once these workers'
debt commitments have been ligui-
dated and current consumption needs
have been met, the asiels most pre-
ferréd by them are land and buildings
{claiming about half of remitiances in
Bangladesh) and jewellery. It is clear,

h

Ibid., p. 38.

therefore, that the overwhelming share
of remittances has pot heen used for
productive purpnu!.,’

Yet there is no doubt that remit-
tances represent an important potential
source of savings and invesiment.
Governments should therefore,
develop measures 1o utilize productive-
ly the emigrant workers' surplus
carnings after debts have been repaid
and essential consumption needs met.
Preliminary attempts have been made,
bur with marginal success. For in-
stance, Bangladesh has bsued prize
bonds, and India and Pakistan have
proposed advantageous interest rates in
rural areas. These efforts mobilize the
workers” (inancial resources for invest-
ment use in the public sector rather
than consumption or speculative in-
vestment in the private sector. Such
resource diversion measures need to be
improved and strengthened. Along
these lines, Bangladesh suggested in its
second five-year plan that a special
fund should be created for using re-
mittances (o promote invesiment in
such fields as expansion and improve-
ment of transport facilities, construc-
tion of multistoried housing complexes
and employment- and income-generat-
ing projects.

i See Syed Ashrat AN, er al, loc
cit., p. 132; and Chandavarkar, loc
cit., p. 39,

i Bangladesh, Planning Commis-
sion, Oraff of the Second Five Year
Plan 198085 (1980), p. XVII-18,
para, 18,44,
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The “‘green revolution™ technol-
ogy, consisting of a package of inputs
(improved seed, water, fertilizer) also
known as high-yielding variety (HYV)
technology, has been widely heralded
as a path-breaking approach to the
acceleration of agricultural growth and
employment. Employment benefits
have been anticipated because the as-
sociated production process is believed
to be labour intensive (requiring, e.g.
seedling transplantation, line-sowing,
fertilizer application, irrigation system
maintenance), with increased output
per unit of land leading to increased
labour demand for harvesting and post-
harvest processing. Besides, the tech-
nology is believed to permit greater
absorption of labour by enabling the
cultivation of more crops as a result
of the shortened crop cycle. The fiscal
instruments employed in promoting
the adoption of the HYV technology
include, on the one hand, price support
schemes for output and, on the other,
subsidies on seed, fertilizer, irrigation
water and agricultural machinery.

The evidence from a number of
developing ESCAP countries, specially
India, Pakistan and the Philippines,
shows that significant output gains
have resulted from the application
of the HYV technology.® The contin-
ued presence of the problem of un-
employment and underemployment
in many countries of the region has,
however, raised doubts as to the em-
ployment benefits of the technology.
Empirical studies regarding employ-
ment in the context of the green rev-
olution centre mainly on two issues,
First, it is argued that the institutional

% Inayetullah, ed., Approaches to
Rural Development: Some Asian Ex-
periences (Kuala Lumpur, Asian and
Pacific Development Administration
Centre, 1979), pp. 377404,

Box II.12 The “green revolution” and employment

arrangements covering distribution of
subsidized inputs favour the larger
farmers, who typically employ less
labour per unit of land than the small
farmers, thus reduct\g the potential
employment benefit.” The policy im-
lication of such findings from the point
of view of employment promotion is
to undertake institutional reforms so
that small farmers will no longer be
discriminated against,®

The second line of reasoning
relates to the preferential treatment
given to mechanization in the HYV
technology package by the promo-
tional policy mix combining fiscal and
monetary policy elements, The empiri-
cal evidence in this regard is mixed, A
number of studies related to Indonesia
have focused on the adverse employ-
ment implications of increased use
of léactors. rotary weeders and the
like.” The HYV seed-fertilizer tech-
nology has in India led to reduced
labour use per unit of land for individ-
ual crops because of mechanization,
but to increased overall employment as
a result of shifts in cropping patterns in
favour of labour-intensive crops and in-
creased cropping intensity.® It has also
been found that the total labour em-
ployment on mechanized farms is not

b World Bank, World Development
Report, 1979 (Washington, D.C.,
1979), p. 50.

€ For further details, see “Rural
development, the small farmer and
institutional reforms”, Economic and
Social Survey of Asia and the Pacific,
1975 (United Nations publication,
Sales No. E76.ILF.1), pp.47-172.

9 See Barbara L. Martin Schiller,
“The ‘green’ revolution in Java: eco-
logical, socio-cconomic and historical
perspectives”, Prisma  (Jakarta), No.
18 (September 1980), pp. 89-90.

siguiﬁ?antIy different from other
farms.” In Pakistan, while increased
use of new seeds has tended to create
greater demand for labour, its impact
is moderated by the use of more
capital on large farms.® In the Philip-
pines (central Luzon), the introduction
of new technology in rice-growing
areas has had a negligible impact on
creating additional demand forhhbour
due to increased mechanization.

The rmpidly accumulating evi-
dence does not contest the inherent
land-augmenting and labour-absorbing
nature of the HYV technology, but it
questions the merits of the incentives
package, which appears in many cases
to inadvertently favour mechanization.
Thus, in evaluating fiscal policy for
employment in agriculture, it is im-
portant to examine the apparent
tendency of fiscal incentives to skew
the factor proportions towards greater
capital intensity. The empirical evi-
dence cited above serves to highlight
the need for a searching reappraisal of
the employment implications of the
full range of HYV-technology fiscal
incentives,

© Shakuntla Mehra, “Some aspects
of labour use in Indian agriculture”,
Indian Journal of Agricultural Econo-
mies, October-December 1976, pp.
95-121.

f Kahlon, “Impact of mechaniza-
tion of Punjab agriculture with special
reference to  tractorization™, ibid.,
pp- 54-70.

B Mahmood H. Khan and Dennis
A. Maki, “Relative efficiency by farm
size and the green revolution in Pakis-
tan", Pakistan Development Review,
Spring 1980, pp. 51-64.

M Keith Griffin, The Political Econ-
omy of Agrarian Change (London),
The Macmillan Press, 1974), p. 71.

credit facilities and access to
markets can also promote the la-
bour absorptive capacity of the
agricultural sector. In addition to
its expenditure functions in con-
nection with the provision of such
facilities, fiscal policy may indirect-

1OS. Ishikawa, Economic Development
in Asian Perspective (Tokyo, Kinokuniya
Bookstore Co., 1967), especially chap-
ters 2 and 3.
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ly assist in increasing the use of
labour in agriculture by, for ex-
ample, supporting programmes that
seek to prevent the premature
introduction of mechanization of a
kind that would likely lead to large-
scale displacement of labour.'!
Recognizing the limited capaci-
ty of the industrial and service

Ry

sectors to resolve the employment
problem, many developing ESCAP
countries — particularly the heavily
labour-surplus economies of south
Asia — have in their recent plans
placed increasing emphasis on the
development of agriculture, rural
areas and traditional activities and
occupations. This is reflected in the
proportion of development ex-
penditure allocated to agriculture



and rural uplift in recent plans
and budgets. In India, the combina-
tion of agriculture, rural develop-
ment, irrigation and flood control
has generally accounted for over
one fifth of the total public sector
outlay in the plans. Similarly in
Pakistan, expenditure on agricul-
ture, fertilizers and water formed
about a quarter of the total annual
development programme of the
Federal Government for 1981/82
and 1982/83.12

In Malaysia, the planned alloca-
tion to agriculture (consisting of
integrated agricultural development
projects, land and regional projects,
drainage and irrigation, and agricul-
tural credit, marketing and pro-
cessing) forms 20 per cent of the
total public sector development
allocation for 1981-1985, an in-
crease of 35.5 per cent over the
1975-1980  allocation.'!*  Papua
New Guinea has targeted 21 per
cent of all planned expenditure for
1981-1985 to activities aimed di-
rectly at providing economic op-
portunities or improving services to
rural people.'®

Rural development  pro-
grammes and projects typically in-
corporate  employment promot-
ing activities. The series of United
Nations-sponsored small farmers’
development programmes in Bang-
ladesh, Nepal and the Philippines,
for instance, generate employment
in the process of seeking to assist
the weaker sections in improving
their earning capacity.'S Similarly,
under Indonesia’s first five-year
development plan, a scheme was

12 p.kistan, Finance Division, Budget
19821983 in Brief (1982), p. 29.

13 Malaysia, Economic Planning Unit,
op. cit,, p. 292, para. 767.

14 papua New Guinea, National Plan-
ning Office, The MNational Public Ex-
penditure Plan 1982-85 (1982), p. 38,
para. 615.

ls“Mmmment of social and eco-
nomic benefits generated by the SFDP
and their incorporation into cost-
benefit analysis™ (AD/SBPRP/1).

initiated to provide financial assis-
tance to district authorities for
carrying out labour-intensive public
works programimes.

India’s Employment Guarantee
Scheme and Food for Work Pro-
gramme offer interesting examples
of how fiscal policy can be turned
to rural employment promotion.
Initiated by the State of Maharash-
tra in the early 1970s and sub-
sequently emulated elsewhere, the
Employment Guarantee Scheme
seeks to ensure employment to all
rural workers by providing job
opportunities on public works proj-
ects with the additional assurance
of a minimum unemployment
allowance in case suitable projects
are not available within a stipulated
area of the job-seeker’s place of
residence. The Food for Work
Programme, initiated by the Central
Government in 1977 and supple-
mented by a Rural Employment
Programme in 1980, provides
public works employment oppor-
tunities for the rural poor in return
for payment in the form of food-
grains as well as cash. It appears
that the Employment Guarantee
Scheme has benefited landowners
(though mainly small landowners)
more than the landless and that
there have been difficulties in
developing durable asset-creating
projects. In addition, such pro-
grammes have had inflationary
implications where undertaken on
an extensive scale, except where
they have been designed in such
a way as to result in additional pro-
duction of consumption goods and/
or where they have been financed
out of additional taxation, as in
Maharashtra.

2. Traditional and other small
industries

A variety of policy responses
have been devised to cope with the
rapid growth of urban population
and the massive flow of migrants
into the cities of Asia and the

Pacific and the accompanying prob-
lem of urban unemployment and
underemployment. Among these
responses has been an effort to pro-
mote traditional and small indus-
tries. The Chinese experience since
1976 demonstrates the manner in
which fiscal policy may be applied
to this issue in a centrally planned
economic system. Government ex-
penditure patterns have been ad-
justed to maximize employment
opportunities by giving increased
priority to agriculture and to light
industries in view of their greater
employment potential. It has been
reported that since collective enter-
prise can generate five times as
many jobs as state enterprises per
quantum of investment, the crea-
tion of collective enterprises has
been favoured in urban and semi-
urban districts.'® Tax concessions
have been granted and requirements
to surrender profits have been
reduced to encourage the growth of
such enterprises. Budgetary sup-
port has also been extended to
enterprises run by communes and
brigades.

In countries allowing greater
scope to the market system, a
variety of fiscal policy devices have
been introduced at the sectoral
and micro levels to promote more
labour-intensive technologies and
industries within the cottage and
handicrafts sectors. One approach
that has proved popular in certain
developing ESCAP countries is the
preservation of traditional labour-
intensive activities. This is based on
the perception that modernization
generates unemployment as a by-
product of the replacement of
traditional, labour-intensive activi-
ties by high-technology, capital-
intensive industries. Coupled with
cultural and political considerations
favouring the preservation of tradi-
tional industries, this view has
resulted in a diversity of highly

16Ec:onomic Reporter (Hong Kong),
1 October 1980, p. 21,
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specific promotional measures to
encourage the survival or revival
of selected traditional labour-
intensive activities. Such policy
measures include the reservation of
selected industries for small units
using  traditional technologies,
guaranteed regular supply of raw
materials to  these industries at
controlled prices, extension of
cheap credit and marketing facili-
ties to these industries, and provi-
sion of direct subsidies and dif-
ferential tax treatment to these
industries and their products.

A typical instance of the at-
tempt to support traditional labour-
intensive activities is provided by
India’s policies in favour of hand-
looms as against powerleoms and,
to a greater extent, against the
organized sectior of the textile
industry, the textile mills. Since
the early 19505 ceilings have been
imposed on the weaving capacity
of the mills, and certain varieties
of cloth have been reserved for
the handloom and powerloom
sectors. These policies have been
complemented by certain fiscal
measures, including the exemption
of handloom cloth and of yam
used in handlooms from excise
duties and assistance to handloom
operators out of a cess on mill-
made cloth. In additien, the prod-
ucts of a number of industries
are exempt from excise duties if
no power is used in their manufac-
ture, and in some industries (e.g.,
sugar, matches, leather products
and soap) output generated by
manually operated, relatively non-
mechanized processes enjoys con-
cession in excise duty. Concessional
tax treatment is similarly accorded
to cottage and village industry
products both by the Central and
the State Governments,

Fiscal devices have been used
in many other developing ESCAP
countries as elements of policy
packages to promote specific small-
scale labour-intensive industries. In
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Table IL.L15 South-east Asia. Em-
ployment elasticity” in manufactur-
ing

1960-70 1970.79
Indonesia 0.68 0.44"
Malaysia 0,30° 0,654
Philippines 0.45 0.32°
Singapore 0.36 0.69
Thailand 0.27 097

Sowrce: Rashid Amjad, ed., The De.
velopment of Labour Intensive Industry
in ASEAN Countries (Bangkok, ARTEP,
1981}, p. 14,

Nores: * Ratio of the percentage
change in employment to the percentage
change in value-added over a specific

period of time,  ® 1970-1978,
© 1961-1970. d 1970-1975.
© 1970-1977.

the Philippines, for instance, house-
hold enterprises registered with the
MNational Cottage Industry Develop-
ment Authority enjoy institutional
credit, assistance in marketing and
exemption from minimum wage
legislation, These measures are com-
plemented by tax reduction on
capital goods imports and by
concessions on sales tax. In the
case of Indonesia, the indigenous
textile and cigarette industries
stand out as traditional small-scale
and labour-intensive areas which
have come under special govern-
ment sponsorship. Among the steps
taken was the reduction in the
1970s of the excise duty on tobac-
co products in view of the in-
dustry’s importance as an employ-
ment generator,

Because of their multiplicity of
forms and scattered incidence, it
is difficult to specify in quantitative
terms the net outcome of the
various fiscal measures for protect-
ing small-scale and labour-intensive
industries in the developing ESCAP
countries. It is, however, evident
that small-scale units and certain

traditional industries have regist
ered significant growth in several
countries of the region under active
government support. In India the
policy of promotion of the hand-
loom sector has resulted in a
phenomenal growth of handloom
textiles output, while the produc-
tion of the mills has been pegged
at a particular level. Similarly, the
use of machines has been success-
fully prevented in several other
industries, including the production
of indigenous cigarettes. Small-scale
units account for a large proportion
of the employment in the manufac-
turing sectors of several other
countries of the region, As of the
mid-1970s, over 60 per cent of
manufacturing employment in the
Philippines and Indonesia was pro-
vided by the so-called “informal™
sector, In Thailand, 90 per cent
of the total employment among
registered factories was accounted
for by units employing less than
S0 workers,'”

C. FISCAL POLICY FOR
EMPLOYMENT IN
INDUSTRIALIZATION

The employment problem in
the developing ESCAP countries
hinges in large part on the scope
for factor substitution in industrial-
ization. The observed low sectoral
employment substitution elastici-
ties in the labour-surplus developing
ESCAP countries suggest that tech-
nological choices may not be very
responsive to prices, at least in the
short run. The south-east Asian
experience, for example, indicates
that the elasticity of employment
with respect to value added in
manufacturing has in most cases
been very low over the past two
decades. Despite increasing efforts

Tl g Amjad, ed., The Development of
Labour fntensive fndustry in ASEAN
Countries (Bangkok, ARTEP, 1981),
Pp. 24-25.



to absorb redundant labour, the
employment elasticity of manufac-
turing actually declined in two of
those countries between the 1960s
and 1970s. While the elasticity in-
creased in the other three countries,
only in Thailand did it approach
unity.

Despite the impression con-
veyed by these data, the view that
price signals have little impact on
factor substitution in developing
economies Jacks empirical sup-
port.18 Even in large-scale manu-
facturing industries in the develop-
ing ESCAP countries there exists
some scope for technological modi-
fication capable of increasing both
employment and profitability. Vari-
ous field studies suggest that sub-
stitution of labour for capital is
feasible in the large-scale manufac-
turing sectors of south-east and
south Asia without adverse effects
on profits.!?

Among the reasons why such
opportunities have not been ex-
ploited may be the lack of informa-
tion and the costs of fundamental
decision making, Such impediments
arise because many entreprencurs
consider it more rewarding to
attend to inventory control, floor
supervision and the search for new
markets and for raw materials at
cheaper prices than to investigate
and determine which technologies
will provide the most cost-effective
factor combinations.?? Far more
important, however, have been the
variety of policy interventions that
have distorted factor prices away
from those reflecting their true
scarcity values. As a result, wage
rates in the organized sector fre-

18SN. Acharya, “Fiscal/financial in-
tervention, factor prices and factor
proportions: a review of the issues”,
World Bank Staff Working Paper No.
183 (1974).

19 Howard Pack, “Microcconomic im-
plications of factor substitution in indus-
trial processes™, World Bank Staff Paper
377 (1980), p. 51.

20 ppia, p. 46.

quently exceed the levels warranted
by the abundance of labour, while
capital is often available at lower
costs than commensurate with its
limited supply. These price dis-
tortions ensure that the relatively
abundant factor will be under-
utilized.

Employment-oriented  fiscal
policy could thus have a rather dif-
ferent potential role in the indus-
trialization process than has gen-
erally been accorded to it. If eco-
nomic decision makers in the
market-oriented mixed economies
of the region were cost-sensitive, it
would be appropriate for fiscal
policy in the industrial sector to be
factor-price neutral, as this would
induce firms to adjust their tech-
nologies in favour of the relatively
cheaper factor, labour. Additional
policies designed to bring already-
distorted factor prices back into
alignment with relative factor en-
dowments are a weak second-best
solution in this regard. It would be
more efficient and effective if the
employment implications of the
policy instruments that have dis-
torted relative factor prices in the
first place were reassessed, and if
these instruments were appropriate-
ly adjusted to reduce their dis-
tortive impact.

In this regard, the employment
implications of the total fiscal poli-
cy package at the macro level re-
quire careful review. Particularly
serious are the wide variety of fiscal
incentives accorded to capital utili-
zation. Tax systems in most of the
developing ESCAP countries extend
wide-ranging incentives which serve
to reduce the cost of capital and
thus create a bias in favour of
capital intc:nsity.:“'l Such capital
allowances are in several countries
partly conditional on the fulfil-
ment of certain employment-
related criteria. For instance, Indo-
nesia favours labour-intensive indus-
tries with an additional year of tax

21 See Chapter 11, pp. 135-136.

holiday if the new investment
creates more than 2,000 jobs and
has a capital-labour ratio of less
than $US5,000. The efficacy of
this provision in promoting labour-
intensive industries is, however,
open to question on the grounds
that it is limited mainly to large
enterprises and invokes stringent
conditions. In India, the tax holi-
day provisions in the income tax
law were revised following the rec-
ommendation of an expert com-
mittee on tax measures to promote
employment to remove the bias in
favour of capital intensity.22 The
exemption for projects of new
industrial undertakings is now
granted in the form of a deduction
of a specified percentage of profits
instead of a deduction related to
capital employed. In Sri Lanka, the
development  rebate  favouring
capital-intensive  enterprises was
abolished in 1978; the lump-sum
depreciation allowance for plant
and machinery, however, was
changed into a 100 per cent initial
year write-off, which remained in
effect until 1982.

In some countries, the tax
system provides concessions to en-
courage firms to hire additional
labour. For example, the Philip-
pines allows one half of the ex-
penses on labour training up to a
certain limit as a deduction from
taxable income. Export firms are
also granted a wage subsidy partial-
ly to meet the labour cost in the
manufacture of export products.
In India, the cost of construction
of workers’ houses may be depre-
ciated at a faster rate than that of
other similar buildings. However,
such tax incentives are availed of
mainly by large, usually capital-
intensive firms and thus probably
provide more of an incentive to
capitalization than to employment
expansion. Besides, allowances and

22lmiia. Ministry of Finance, Report
of the Expert Committee on Tax Mea-
sures to Promote Employment (1980),
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An export processing zone (EPZ)
is, in effect, an industrial estate set in
a free trade zone. It forms o manufac-
turing  enclave providing export-
orented investors with special prv-
ileges ordinarly consisting of fully
subsidized infrastructure, streamlined
and heavily subsidized services and a
variety of tax imcentives. In the devel-
oping ESCAP region, EPZs thus stand
out as a costly public expenditre in
support of private enterprise.

Despite  their cost, EPZs have
proliferated in the developing ESCAP
region over the past decade as a grow-
ing number of countries have entered
the competition to attract foreign-
invested manufacturing  enterprises.
Among the development contributions
claimad by EPZs the one most con-
sistently emphasized is their provision
of additional employment opportuni-
ties. Other benefits are said to be their
positive impact on the rate of invest-
ment through their attraction of
foreign enterprise, on GDP through
their addition to manufacturing value
added, on the balance of payments
through their expansion and diversifi-
cation of exports, and on technology
transfer and diffusion through their
introduction of modern plant and
equipment, management processes and
production skills. In sddition, they are
tald to generate “linkage" and “growth
pole™ effects through the generation
of derived demand.

In the wake of the remarkable
success of the EPZs established in
north-east Asia during the boom years
of the 1960% and early 1970s, a num-
ber of other developing ESCAF coun-

n

Data in this note are derived pri-
marily from Gus Edgren, “Spearheads
of industrialization or sweatshops in
the sun?: a ¢ritical appraisal of labour
conditions in Aslan export processing
zones”, Asian Employment Programme
Working Papers (Bangkok, ARTEP,
1982); M. Datta-Chaudhuri, “*The role
of free trade zones in the création of
employment and industrial growth in
Malaysia™, ibid; Judy 5. Castro,
“The Bataan Export Processing Zone",
ibid,; Dennis Ramanayake, “The
Katunayake Investment Promotion
Zone: a case study™, ibid,; and Chia
Siow Yue, “"Export processing and
industrialization: the case of Singa-
pore”, ibid,

tries decided to emulate this ex-
perience. One of the first was Singa-
pore, which promulgated in 1967 the
Pioneer Industries Ordinance and effec-
tively turned the whole of Singapore
into an EPZ for preferred types of
industrial activity; by extension, Hong
Kong could also be considered an EPZ,
Malaysia followed in 1971 with the
Free Trade Zone Act, which led to the
establishment of some ten EPZs
throughout the country. The Philip-
pines initiated the Bawan Export
Processing Zone in 1972, In Sri Lanka,
the Greater Colombo Economic Com-
mission, formed in 1978, developed
the Katunayake Investment Promotion
Zone. China has set up four special
economic zones since 19780 Addi-
tional EPZs are currently in the plan-
ning or development stage in Bangla-
desh, China, India, Indonesia and
Pakistan. Nepal and Thailand, among
other countries, are also considering
joining the competition. And some
ESCAP countries with existing EPZs
aré planning expansion programmes.
The continuing proliferation of EPZs
has thus become a phenomenon of
regional dimensions.

The total number of workers
employed in EPZs in the developing
ESCAP region is estimated 1o be only
150,000, the majority being employed
in the older EPZs of north-east Asia.
Singapore's “ploneer industries” ae-
counted for 38 per cent of manufactur-
ing employment, or 12 per cent of the
labour force, inm 1980, Malaysia's
EPZs employed about 81,000 persons
in 1978, equal to 11 per cent of total
manufacturing labour or 1.6 per cent
of the total labour force. In Sri Lanka,
the EPZ provided employment to near-
ly 15,000 people in 1980, a miniscule
figure in comparison with the national
labour force of approximately & mil-
blion, of which some 15 per cent was
unemployed. And the Philippines EPZ
in 1980 provided jobs to about 28,000
people, a similarly small fraction of
the country's total labour force.

The actual cost of providing this
employment can only be guessed at.
The total accumulated investment ex-

Y Eeomomic and Social Survey of
Agia and the Pacific, 1981 (United
Nations publication, Sales No, E.B2.
ILF.1), pp. 113-114.

Box I1.13 The employment contribution of EPZs"

penditure incurred by the Philippines
in establishing its EPZ has been esti-
mated ax 705 million pesos as of
1976/77. Accumulated capital expen-
diture by Sri Lanka's Greater Colombo
Economic Commission, primarily for
developing its EPZ, was estimated as
Rs 302 million at end-1981. Under
Malaysia's federal structure, capital ex-
penditure on EPZs has been under-
taken by the states with central gov-
ernment assistance, and cumulative
capital costs of the EPZs are thus not
available on a comprehensive basis.

These figures permit rough ap-
proximations to be derived of the
Philippines and Sri Lanka Govern-
ments' capital costs per EPZ manufac-
turing job created. In the Philippines,
the Government invested more than
SUS4 000 per job over the first eight
years of operation. In Sri Lanka
the figure came to approximately
$US51,200 after about three years of
operation. These estimates exclude the
continuing government outlays in the
form of administrative costs, service
subsidies and tax expenditure,

About half the EPZ labour force
in the developing ESCAP region is
employed in the electronics industry,
and an additional eighth works in the
garment and textile indusiries. These
industries and others that predominate
in the region's EPZs are renowned for
being “footloose™; they seek out cheap
labour markets, require low-skill work-
eérs, pay relatively low wages, base their
production on high Import content
and generate low domeste vaue
added, Being mobile, they are able to
exert maximum pressure on Govemn-
ments by threatening to pull out
unless maximum benefits are provided,
As a result, the EPZs tend to generate
inferior types of employment and
provide minimal other benefits to the
domestic economies at  maximum
government expense,

In the final analysis, considerable
doubt comes to rest on the proposi-
tion that EPZs provide an exciting new
departure in the continuing effort of
the developing ESCAP countries to
generate  employment-promoting  in-
dustrialization. Therefore, it would
well behove the developing ESCAP
countries to wundertaske a careful
reappraisal of their growing oom-
mitment to the EPZ competition.
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incentives related to capital are
usually much maore substantial than
those given for employment of
labour.

Instances of employment in-
centives in the form of direct sub-
sidies are rare. Even where such
subsidies are available they do not
seemn to be very effective. For in-
stance, in West Bengal, India, a
scheme has been in force for some
years whereby industrial units using
labour-intensive technology are eli-
gible for a subsidy for employment
of workers in excess of a specified
capital-per-labour norm (the norm
is Rs 70,000 per registered factory
worker in relatively developed
areas and Rs 100,000 in backward
areas). The subsidy is payable for
three years at the rate of 15 per
cent of the wage bill excluding
bomus and other extras and subject
to a ceiling of Rs 500,000 per year.

Apart from the inadequacy of
employment-oriented incentives
and the implicit capital bias re-
flected in policies ostensibly favour.
ing capital and labour at the same
time, differential taxation schemes
intended to benefit labour are not
always drawn up with careful
consideration of their social cosis
and benefits and suffer from defi-
ciencies which tend to undermine
their efficacy in promoting employ-
ment. For example, concessions
related to smallness of scale are
generally based on such capital
criteria as size of investment rather
than on a labour force or capital-
labour ratio criterion. Sometimes
concessions are available for pro-
duction up to a specified limit
despite the fact that the capital-
labour ratio is not necessarily re-
lated to scale.

Thus in Malaysia, the capital-
labour ratio has been found to be
highest among firms employing
20-29 workers.2? In  Thailand,

23 Chee Peng Lim, Donald Lee and
Foo Kok Thye, “The case for labour
intensive industries in  Malaysia™, in
Amjad, ed., op. cir., pp. 2T2-274,

firms employing less than 10
workers have been found to be
more capital-intensive than those
employing 50-99 workers and only
a little less than those in the 100-
199 workers bracket.?® In India,
although employment potential is
generally larger in “small” and
“tiny™ units and investment in
plant and machinery per worker
is less in these units than in the
larger ones, there is no consistent
pattern,®® Also, while employment
per unit of output is ordinarily
higher in smaller units, employment
potential declines considerably in
firms with output or fixed invest-
ment beyond certain levels. Con-
cessions given to firms exceeding
these limits obviously do not serve
the cause of employment.
Inefficiencies in the design of
tax concessions for employment
also stem from inadequate evalua-
tion of costs and benefits. Very
little information is available re-
garding either the revenue cost of
concessions or the employment
benefits derived. The annual cost of
protecting or subsidizing employ-
ment through concessions in excise
duties in India has been estimated
to amount to Rs 523 per full-time
worker in the handloom industry
as against Rs 881 in sugar refining
and Rs 2,669 in the cottage sector
of the match industry. 6 Even
allowing for the limitations of
data and methodology underlying
these caleulations, it is evident that
the cost of employment protection
varies widely from one industry to
another and that such schemes are
not designed to maximize the cost
effectiveness of the subsidies in-
volved. Apart from the fact that
such employment-promoting fiscal
incentives are often inadequate to

23 Amjad, op. cit., p. 206, table 5.17,

23 |ndia, Ministry of Finance, Repori
of the Expert Commitree on Tax Mea-
sures fo Fromore Employment (1980),
pp. 6263,

%6 Ibid., p. 91 and pp. 106-117.

neutralize the bias in favour of
capital, some incentives are thus in-
efficient on the basis of indepen-
dent criteria,

D. COPING WITH THE
PRODUCTIVITY DILEMMA

No matter how carefully de-
signed, employment promotion pol-
icies cannot outflank the fact that,
while the essence of economic
growth lies in the sustained rise of
productivity, the productivity of
labour-intensive  technologies and
industries is normally relatively
low. Yet it must not be overlooked
that labour complements capital
whatever the prevailing technology
and thus in the short term encount-
ers increasing demand as aggregate
investment and consumption in-
crease. High rates of economic
growth may thus generate demand
for labour sufficient to absorb the
expanding labour force despite the
adverse employment implications
of technological change in the proc-
ess of development.

The successful employment
performance of the Republic of
Korea, Hong Kong and Singapore -
not to mention post-war Japan —
and to a lesser degree certain other
countries of east and south-east
Asia may be largely explained on
the basis of their ability to counter-
act the labour-saving tendencies of
technological change with the ra-
pidity of their output growth.
Fiscal concessions have been in-
troduced to attract domestic and
foreign investment and modem
technology. Yet these measures
have been subordinate to the basic
thrust of policy, which has con-
sistently sought to generate growth
and industrialization without seri-
ously distorting the relative prices
of capital and labour.

Empirical studies have con-
firmed the relevance of factor
prices for labour-using capital inno-
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vations and significant employment
expansion in Japan since the 1950s
and in the Republic of Korea
during the 1960s.27 The recent
emphasis on fiscal measures to pro-
mote technology-intensive indus-
tries in the Republic of Korea?®

27 Gustav  Ranis, “Industrial sector
labour absorption', Economic Devel-
opment and Cultural Change, vol. 21,
No. 1 (October 1972), pp. 387408,

28 ChangShick Ahn, “Republic of
Korea: tax structure and fiscal policy™,
Bulletin for Intermational Fiscal Docu-
mentation, vol,32, No.6 (June 1978),
pp. 263-267.

and Singapore?? is less relevant to
other developing countries of the
region because the problem of un-
employment had already been
largely alleviated in them when
these measures were introduced.
The earlier phenomenal growth of
employment in the manufacturing
sector in the Republic of Korea was
caused not simply by the rapid
growth of the economy following

29[400 Fook Hong, “Singapore’s new
tax incentives", Bulletin for Inter-
national Fiscal Documentation, vol. 33,
No. 89 (Aug./Sept. 1979), pp. 386-389,

massive capital accumulation but
also by the use of this capital in
labour-intensive ways.30 In other
words, growth was achieved with
minimal factor  displacement,
A similar experience has been
recorded by Hong Kong and
Singapore,

Relatively high wages and low
capital costs undoubtedly act as a
drag on employment wherever in-
vestment is heavily subsidized in

i A.K. Sen, “Levels of poverty: policy
and change", World Bank Staff FPaper
401 (1980).

Box 11.14 Capacity

A central concem of fiscal policy
for investment in the developing
ESCAP countries is the urgent need
to accelerate output growth while
simultancously alleviating severe un-
employment problems. Investment,
however, requires sacrifice of current
consumption, A supplementary
approach to promoting employment
with growth without imposing an
unduly heavy burden on consumption
is to generate higher levels of pro-
duction through the more intensive
utilization of existing industrial
capacity.

This is a feasible option because
a number of developing ESCAP coun-
tries suffer from chronic idle capacity
in many industries. The extent to
which the capacity problem is the
result of liberal fiscal incentives in
the form of numerous capital allow-
ances to private enterprise is de-
batable, but that such provisions
have contributed to this problem
is widely agreed. Similarly, there is
general agreement that the adminis-
trative inefficiencies that tend to be
built into the operation of public
enterprise in many countries result
in serious under-utilization of capacity,

In Bangladesh, the capacity
utilization issue revolves around the
performance of public enterprise in
largescale industry. While the share
of public enterprises in gross domestic
product in the mid-1970s was approxi-
mately 8 per cent, it was over 56 per
cent in the mining and manufacturing
sector, and in large-scale manufacturing
it was over 80 per cent® The domi-
nance of public enterprise in the

utilization

largescale industrinl subsector was
due primarily to its position in the
jute, cotton yarn and cloth, and
cement industries. As of the mid-
1970s, capacity utilization in the
jute industry was 61 per cent. In
the cotton yarn and cloth industries
it was slightly in excess of 70 per cent,
and in the cement industry it was
36 per cent.? By 1980/81, capacity
utilization in the major branches
of the jute industry had risen to 90
per cent and in the cement industry
to 77 per cent, but it remained at
72 per cent for cotton yam and 36
per cent for mill-made cloth. Raw
material supply bottlenecks, energy
and transport shortfalls and conflict-
ing administrative priorities were
among the basic constraints to further
progress.

The problem of capacity utiliza-
tion has also received consideraple
attention in India. In addition to the
over-expansion induced by investment
incentives, industrial “sickness” result-
ing from shortages of power, in-
adequate transport facilities and mis-
management, among other factors,
has caused concem. Thus, as of mid-
1980 some 389 large units, 1,026

® Rehman Sobhan and Muzaffer
Ahmad, Public Enterprise in an Inter-
mediate Regime (Dhaka, Bangladesh

Institute of Development Studies,
1980), p. 369.

Y 1id,, p. 40s.

L Bangladesh, Commission,

Economic Review 1980-81 (1982),
pPpP- 95-97, Annexure ‘B’

medium-scale units and 22,325 small
units were reported as “sick”.4 The
capacity utilization ratio of 30 out of
45 major industries stood at less than
80 per cent; in certain basic industries
the ratio was only around 5060 per
cent.® Such evidence of industrial
stagnation, carrying strong overtones
regarding the employment situation,
has generated such official responses
as govemment takeovers, fiscal and
other measures favouring industral
mergers  and  fiscal incentives to
induce increased capacity utilization.

Faced with similar problems in
a different institutional environment,
Burma took the major step of decen-
tralizing the decision-making process
of its state enterprises in the mid-
1970s, providing greater managerial
autonomy and flexibility and in-
creased accountability (see Box IL6).
The results have been impressive,
with a substantial improvement in
the profitability of state enterprises
and with average capacity utilization
in state factories and establishments
rising steadily from 66.7 per cent in
1978/79 to 73.6 in 1981/82.1

9 India, Economic Survey 1981-82
(1982), p. 21, paras. 4.274.30.

© India, Reserve Bank, Report on
Currency and Finance 1980-81 (1981),
pp. 4548, tables I11.14-15,

f Burma, Ministry of Finance and
Planning, Report to the Pyithu
Hluttaw on the Financial, Economic
and Social Conditions of the Socialist
Republic of the Union of Burma for
1982/83 (1982), pp. 139-140.
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factor markets. That factor costs
are important determinants of
labour absorption can be seen
from the fact that a large share of
manufacturing  employment  in
labour-surplus economies is gen-
erated in the informal, low-wage
sector either directly or through
subcontracting by large units. Inter-
estingly, the factor proportions in

the factories set up by transnational
enterprises in developing countries
often reveal a higher labour element
than in their parent countries.’!
there is thus substantial evidence to
suggest that appropniate factor pric-
ing and the resultant incentives for
rescarch and development of inter-
mediate technologies can help tilt
the scales in favour of labour inten-

sity and overcome the “engineer-
ing instincts” that favour capital-
intensive tcchnology.3 2

31 pack, op. cit.

32 L.J. White, “The evidence on appro-
priate factor proportions for manufac-
turing in less developed countries: a
survey", Economic Development and
Cultural Change, vol.27, No.l (Oct.
1978), pp. 2760.
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IV. FISCAL POLICY FOR EQUITY

Wlh the exception of India
and a few other countries, a
real concern over equity as a clear
and distinct development objective
arose relatively late in the ESCAP
region. Toward the end of the
1960s and the early 1970s, it be-
came apparent in a number of
developing ESCAP countries, in-
cluding some which had achieved
sustained high rates of growth, that
the share of the population in
absolute poverty and the extent of
inequalities among the major classes
of society remained unacceptably
high. This concern came to be
almost universally shared as the
1970s proceeded. As a result, the
equity objective had by the 1980s
emerged as a key development
strategy component in the region,
with considerable attention being
turned to the means whereby fiscal
policy might be applied to this end.

A. THE EQUITY OBJECTIVE
AND FISCAL POLICY

Improvement in the living
standards of the poorest elements
of the population and reduction in
incqualities of income and asset
distribution  throughout society
have been stressed as major policy
objectives in Bangladesh from the
very start of that country’s planned
development. The first five-year
plan (1973-1978) placed primary
emphasis on equity and the reduc-
tion of poverty. However, little
progress was achieved during the
plan period. Indeed, the distribu-
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tion of income in the rural sector
worsened, partly because of rapid
population growth but more im-
portantly because of the inability
to expand the resource base and the
persistence of inequalities of access
to essential agricultural inputs,
primarily the main productive asset,
land.!

In India, though the share in
consumer expenditure accounted
for by the rural poor was noticeab-
ly higher in 1977/78 by comparison
with what it had been in 1958/59,
51 per cent of the rural population
remained below the poverty line
as defined by the Government of
India. In urban areas there was less
improvement in the consumption
levels of the poor, and 38 per cent
of the urban population was still
below the poverty line as of 1977/
78. Marked differences also re-
mained in the degree of poverty
both between and within urban and
rural areas and between States.?

The main thrust of government
policy during the 1960s in Thailand
was on economic growth. Emphasis
was placed on the expansion of
agricultural output with the ex-
pectation that with rising rural in-
comes the extent of poverty and
income inequality would be re-
duced. These expectations were,
however, not fulfilled. Regional dis-

1 Bangladesh, Planning Commission,
The Second Five Year Plan 198085
(1980), chapter II,

2ln(!ia. Planning Commission, 7The
Sixth Five Year Plan 198085 (1981),
pp. 7-10.

parities in income increased, one
reason being that public investment
expenditure and the provision of
public services to rural areas did not
coincide with overriding economic
efficiency criteria.’ Efforts were
initiated during the 1970s to
correct these imbalances, but by
the early 1980s about one third of
the population was still regarded
by the Government as absolutely
impoverished. Regional imbalances,
especially between the outlying
regions and the agro-industrial
complex centring on Bangkok, also
remained marked.

These examples illustrate a
general theme rtunning throughout
much of the region that, despite
the application of a variety of fiscal
policy measures, serious disparities
persist among social classes, urban
and rural populations and sub-
national regions in levels of income
and consumption and in access to
public services. The policy emphasis
has tended to be on broad dispari-
ties rather than on interpersonal
inequalities as such, although the
two are obviously closely related.
Considerations such as these have
led Governments of many develop-
ing ESCAP countries to place in-
creasing emphasis in their successive
development plans on more active
and direct forms of intervention
to attack the equity issue rather
than continue to rely on economic

3 Thailand, National Economic and
Social Development Board, The Fourth
National Economic and Social Develop-
ment Plan, 1977-1981 (1979), chapter
Il



growth alone to eliminate poverty
and generate greater equality in the
development process.

The second five-year plan
(1980-1985) of Bangladesh, for
example, shifts the angle of attack
by calling for new efforts to deal
with poverty through greater con-
centration on direct action pro-
grammes at the village level, cover-
ing not only basic needs of food
and shelter but also the provision
of improved education and health
facilities and supplies of essential
agricultural inputs.4 Institutional
changes such as land reforms and
family planning are recognized to
be critical contributory factors in
determining whether more effective
progress can be made.

In India, a number of pro-
grammes aimed at the special
circumstances of backward areas
and disadvantaged groups, such as
the Food for Work and National
Rural Employment Programmes,
were introduced in the 1970s.
Despite these initiatives, the sixth
plan acknowledges the need for the
more effective implementation of
asset transfer measures such as land
reforms, more equitable distribu-
tion of credit and a co-ordinated
effort to enable the poor to join
the economic mainstream.’ These
proposals focus increased attention
on the rural poor and give clearer
recognition than in the past to the
need to identify and measure
poverty characteristics, formulate
programmes in strict accordance
with needs and set realistic targets.6

Thailand’s fifth plan (1982-
1986) sets the eradication of rural
poverty as a major target with
which the growth objective will
need to be harmonized, especially
in relation to rural development.
The measures proposed as the best

4lnnglac:lml. Planning Commission,
op. cit., chapter I1.

5 India, op. cit., p. 10.
6 1bid., p. 51 and pp. 170-172.

Box I1.15 The concept of equity in

development

In the present context, equity is
concerned with “faimess"” in the dis-
tribution of “goods" among persons
or groups.® Though there are strong
interrelationships among these “goods”,
they may be conveniently classified in
three separate categories: income, wealth
and opportunities.

There is a common tendency to
express the equity objectives primarily
in relation to income. This is unfor-
tunate because it tends to obscure the
real concern with equity in consumption
of particular goods and services, especial-
ly basic necessities such as food, cloth-
ing and shelter. The inadequacy of
these necessities for large groups in
society intensifies the felt injustice about
the capacity of the better-off, even
though they may be relatively few,
to indulge in “‘luxury" consumption.

Obviously, gross inequalities of
income distribution ar¢ unacceptable,
but moving towards equality of income
will not necessarily do much to reduce
absolute deprivation. An agricultural
labourer with scarcely enough food to
keep himself and his family alive is
unlikely to be comforted with the
knowledge that, nonetheless, the Gini
coefficient of income inequality had
improved over the latest plan period
from 040 to 0.35.

Feelings of injustice may also be
attached to certain sources of income,
with the retums to land and capital
(rent, interest and profit) being regarded
as uneamed and therefore in some sense
“unjust™. Two points relevant to equity-
onented policies may be made iny this
regard. The first is that if feelings of
injustice are widely held, some overt
attempt may need to be made to dis-

% The concept of “fairness” has
in recent years been exposed to a
searching reappraisal following the
appearance of John Rawls, A Theory
of Justice (Cambridge, Harvard Uni-
versity Press, 1971). Cf. Norman
Daniels, ed., Reading Rawls: Critical
Studies of a Theory of Justice
(London, Basil Blackwell and Mott,
1975).

b See ““Economic growth and social
justice™, Economic Survey of Asia
and the Far East, 1971 (United
Nations publication, Sales No. E.72,

ILF.1).

criminate against receivers of uneamed
income, at least temporarily. The second
is that the real source of feelings of
injustice may lic in the maldistribution
of the wealth from which such income
is generated. In the case of most develop-
ing ESCAP countries, land remains the
principal form of wealth, but owner-
ship of physical production fadlities in
manufacturing and transport as well as
ownership of financial assets is increas-
ing in relative importance as growth
proceeds. Major institutional changes
such as effective land reforms thus
continue to be an immediate require-
ment for reducing income and con-
sumption inequality, while considera-
tion must also be tumed to the institu-
tional means of ensuring the wide owner-
ship of capital as economic growth
proceeds.

Inequalities of income and wealth
are closely linked to inequalities in
opportunities to acquire income and
wealth. This covers a wide variety of
circumstances, the most important of
which are inequalities in access to
public services such as education and
health care, and the opportunity for
individuals to participate in decision-
making processes directly affecting
them. Such opportunities may be
restricted through deliberate or cus-
tomary discrimination on varous
grounds such as race, sex or religion,
or as an unintended result of the fact
that the spatial distribution of popula-
tion frequently does not coincide with
the area over which major social ser-
vices can be economically or feasibly
provided.

The emphasis here has been on
inequities among individuals in the
distribution of, or access to, wealth
and opportunities. Fiscal policy can
deal with some aspects of each of these
equity variables, but it would be un-
realistic to expect that it can remove
all sources of felt injustice. An essen-
tial role of fiscal policy in many develop-
ing ESCAP countries has been to
attempt to change the parameters of
individual behaviour in order to generate
progressive movement toward greater
equity over time. In the process, priority
treatment has ordinardly been accorded
to those inequities that are sufficiently
disruptive of social harmony to permit
a ready consensus on action.
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means of fulfilling this target in-
clude job-creation schemes and
village programmes covering food
production, basic education and
primary health care, with special
emphasis on the ability of villagers
to help themselves.”

Indonesia’s third five-year plan
(1979-1984) delineates the equity
objective more fully than its
preceding two plans. Explicit rec-
ognition is given to the fact that
all development policies have equi-
ty implications and that these need
to be taken specifically into ac-
count in the design of particular
programmes and projects. Also, in
contrast to the earlier plans, it is

7 Thailand, National Economic and
Social Dewelopment Board, Fifth
National Economic and Social Devel-
opment Plan, 1982-1986 (1982).

noted that equity has a number of
dimensions often submerged under
the general heading of equitable
income distribution. Thus the equi-
ty objective is seen as comprising
equity in access to basic necessities
of food, clothing and shelter,
education and health services, em-
ployment and business opportuni-
ties, participation in the develop-
ment process and opportunities to
obtain justice.

The theme of equity of access
has also been prominent in Malay-
sia’s development policy since the
early 1970s. Malaysia's second plan
(1971-1975) brought into greater
prominence the goals of reducing

8 Indonesia, Department of Infor
mation, The Third Five Year Develop-
ment Plan, 1979-84 (Summary) (1980),
pp. 45,

and eventually eradicating both
poverty and the identification of
race with economic function. The
continuation of economic growth
at a high level was seen as impera-
tive to attaining these goals, but
more intensive measures were seen
as necessary because growth in the
1960s had not benefited the rural
poor. As a result of the policy re-
orientation, it was estimated that,
as of 1980, 37.7 per cent of rural
households were below Malaysia’s
poverty line compared with 58.7
per cent in 1970, the corresponding
figures for urban households being
12.6 and 31.3 per cent, respective-
ly.9 Income differentials between

9Malnysia. Economic Planning Unit,
Fourth Malaysia Plan 198185 (1981),
p. 34, table 3-2.

In the early years of development
planning in the ESCAP region the
equity objective was ordinarily ex-
pressed in very general terms. Apart
from the absence of any standard
definition of equity, a general reason
was the pervasive underlying view
that the only adequaté solution to
problems of equity, especially the
elimination of absolute poverty, in
the long run rests with economic
growth, It was widely accepted that,
given the low average level of living
in most developing ESCAP countries,
short-run redistribution policies of
the kind prominent in public revenue
and expenditure patterns of industrial
countries would do little to assist
the poor, Increasing the share of the
poor in total consumption would
only reduce the capacity of the better-
off to save, and this would impair
the capital accumulation process essen-
tial for growth,

That view has been criticized
on a number of grounds, The debate
will not be reviewed here except to
note three points that are relevant
to the articulation of fiscal policy
measures to attain  specific equity
objectives., One is that relying on the
“trickle down" process to transmit
the benefits of growth widely through
society implies a high degree of homo-

Box I1.16 The “trickle down” thesis

geneity and mobility among the
population both spatially and socially.
This is far from being the case even
in industrialized countries and is cer-
tainly not true of most developing
ESCAP members, with the possible
exception of Hong Kong, Singapore
and some of the very small island
countries of the South Pacific. Policy
measures must thus be aimed at
specific target groups if their equity
intent is to be achieved.

Another important point is that,
to some degree, policies which in-
crease the consumption of the poor
can simultancously serve the ends of
both equity and growth. Public expen-
diture, such as that directed at im-
proved access to good nutrition,
health services, basic education and
the upgrading of skills, may provide
direct consumption benefits to the
poor. Yet they are also to be regarded
as investments in human capital, and
insofar as they raise the productivity
of the poor they also contribute to
growth. Investments in agricultural
infrastructure, such as irrigation or
flood control, provide direct benefits
through mising employment during
the construction phase and indirect
benefits subsequently insofar as they
raise the productivity of rural small-
holders. The indirect effects are less

certain since the accrual of benefits
to the poor is likely to depend in some
countries on associated institutional
changes such as land reforms or im-
proved means of access to credit,

A third point relates to the
political economy of the growth proc-
ess and concerns the time frame
within which the benefits of growth
might be expected to trickle down,
In the context of market-oriented
political democracies, such as those
that characterize a number of develop-
ing ESCAP countries, it is unrealistic
to expect that large segments of
society should participate vigorously
in the drive for increased productivity
or the building of national unity in
retum for little expectation of early
reward in the form of increased con-
sumption possibilities or the reduc-
tion of social and economic barriers
to their personal aspirations. The
promise of uncertain benefits in a
distant future in the presence of
visible signs that others are reaping
immediate gains is unlikely to generate
popular participation. From this point
of view, there is a strong political
imperative for Governments to attempt
to promote equity in the short run
even if that implies a lower rate of
economic growth,
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urban and rural households and
among ethnic groups were also
narrowed, though they remained
substantial in absolute terms,

These examples illusirate the
growing awareness in the develop-
ing ESCAP region that, while
growth-oriented policies are of
fundamental importance, they can-
not be relled wpon to reduce
absolute poverty or inequalities
except possibly over a longer time
period than may be politically
acceptable. Even where growth is
considered compatible with the
pursuit of equity, its effectiveness
depends upon the particular aspects
of equity that are of most concern,
There is no reason in principle to
expect that growth will automati-
cally lead to the elimination of the
basic institutional causes of imper-
fection and rigidities in labour and
capital markets which underlie, for
example, the ethnic and geographic
disparities that are matters of
concern in so many countries.

In this light, government fiscal
operations are relevant to the
equity objective at two distinguish-
able levels. In the first place,
management of the budget taken as
a whole — its size, structure and
balance — can produce desired
effects on the general level of
economic activity. Fiscal policy at
this level of aggregation is not
normally concerned with distribu-
tional objectives but with produc-
ing effects on such macro-economic
variables as total output, employ-
ment, the general level of prices
and the balance of payments. None-
theless, fiscal measures at the macro
level inevitably generate distribu-
tional consequences that may en-
hance or detract from pursuit of
the equity objective.

The best-known example is the
adverse effect on low or fixed
income earners of inflation induced
by deficit financing. Another is
where, in response to the need for

fiscal restraint, capital expendi-
tures for social development proj-
ects and current expenditures pro-
viding direct assistance to the poor
or other disadvantaged and power-
less groups are the first or most
seriously curtailed. However, mac-
ro-economic fiscal policy aimed at
promoting growth may also be
beneficial with respect to equity,
as for example through the general
expansion of employment or
through the earmarking of govern-
ment revenues 1o support projects
having a direct impact on the poor.
The task of redressing Inequities
is a good deal easier in time of pros-
perity, and thus the positive rela-
tionships between fiscal policy for
growth and for equity tend to be
demonstrated in such economic cir-
cumstances.

At the second level, where the
effects of particular fiscal instru-
ments on clear-cut ftarget groups
and problems may be distinguished,
more can be said. Whatever the
basis of assessment or entitlement,
taxes are in the end paid by persons
out of income or wealth and public
expenditures ultimately accrue to
persons as increases in income or
wealth. The possibility therefore
exists that distributional inequities
may he corrected either by differ-
entiating among persons in terms
of their tax liabilities or public
expenditure entitlements or by
choosing among particular kinds of
taxes and public expenditures ac-
cording to their likely relative ef-
fects on different groups or per-
sons, Though this is essentially
what most Governments attempt to
do, formidable problems are in-
volved in devising effective and
efficient instruments within this
framework for the amelioration of
inequities. The scope of these
problems and the means whereby
they have been approached in the
developing ESCAP region form the
subject matter of the following
sections.

B. TAXATION AND EQUITY

1. Taxation of personal income

Equity in taxation is common-
ly associated with the ability-to-pay
principle, which requires that the
rich contribute a substantially high-
er proportion of their income or
wealth to the public purse than the
poor. The most obvious candidates
for compliance with the ability-to-
pay principle are taxes assessed on
personal income. Steeply progres-
sive nominal rate structures are
commonly applied to personal in-
come in the developing ESCAP
countries, but their effectiveness in
generaling greater equity among in-
come recipients is seriously limited
due to a number of factors,

Muost important is the fact that
taxes on personal income form in
the main a small part of total
revenue in the developing ESCAP
countries, typically under 15 per
cent, compared with 56 per cent on
the average for the OECD coun-
tries. In the least developed
countries of the ESCAP region the
proportion tends {o be even lower,
due to the dominance of sub.
sistence-oriented  agriculture and
the low level of wage and salary
employment, compounded by the
weakness of the tax administration
apparatus. Al the other extreme lies
Papua New Guinea, which employs
a large number of highly paid and
highly taxed expatriates and an
efficient tax administration despite
its continuing emphasis on sub-
sistence agriculture, and Fiji, where
urbanization and monetization have
proceeded so rapidly as to permit
the proportion of personal income
tax in total revenue to reach an
unusually high level.

Not only is the share of per-
somal income tax in total revenue

Woren, Revenue Statistics of OECD
Countries, 1965-1980 (1981}, tables 7
and 13. The QECD data include social
securty contributions under personal
income taxes.
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Table IL16 Selected developing ESCAP countries. Tax revenue from personal income and profit as shares of

total revenue, 1970-1979
{Percentages) — .
1970 o 1979 =
Personal Frofit taxes Total raxes Personal FProfit taxex Total taxes
fncome mxes o ncore fncome taxes on fncame
Bangladesh 3.59" 0.08* 367" 5.81 1.64 745
Fiji 17.96 10,12 28.08 33.53 1144 44 97
India 11.55 9.04 20,59 9.24 9.68 18.92
Indonesia T7.24 22.36 29.60 7.02 64,57 71.59
Malaysia 7.00 20,38 27.38 10.82 24.33 35.15
MNepal o e 4.76 308 188 5.86
Pakistan 10.55" 303" 13.58" 18.84 7.44 11.40
Papua New Guinen 19.77 13.91 33.68 22.89 27.73 5062
Philippines B.56 13.88 2248 13,17 8.61 21.748
Rep. of Korea 12.24 18.02 30.26 13.00 1237 25.37
Singapone s s 20.70 RS 27.64
Sri Lanka 16.54 10,78
Thailand 687 4.78 11.65 T.67 9,64 17.31
Sources: Sec Box 11.1, and national sources.
Note: ™ 1973,

generally low in the developing
ESCAP region, but this share in-
creased on average only marginally
during the 1970s despite the intro-
duction of a wvariety of policy
measures to improve the situation.
Modest increases were achieved
over the course of the decade¢ in
Bangladesh, Malaysia, Papua New
Guinea, the Philippines, the Re-
public of Korea and Thailand. The
anly country to record a substantial
improvement, however, was Fiji,
which managed a 15 percentage
puoint increase.”” Some developing
ESCAP countries, including India.
Indonesia and Pakistan, actually
expertenced a decline in the share
of personal income taxes in total
revenue  (though the decline in
Indonesia was due to sharply in-
creased petroleum revenues rather

Horpe exceptional improvement in Fiji
was sttributable in large messure 1o the
country's unique situation at the centre
of the Pacific astride the major sea and
air  rouwtes. Provision of largescale
transshipment services, in conjunction
with the word-wide inflation, raised
the tax base. Rapid expansion of the
sugar iadustry and a boom in sugar
prices also plaved a roke,
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than stagnation af the tax effort),
That personal income taxation
remains  for most developing
ESCAP countries a relatively small
proportion of total revenue is at-
tributable in large measure to the
small size of the taxable base. The
low level of personal money in-
come among the population at large
severely limits the taxable income
base especially when, as is the
practice in many developing ESCAP
countries, a sizeable slice of income
is tax exempt or taxed at low rates,
Agricultural income is also noto-
riously difficult to tax and is in
many countries of the region left
tax exempt because of problems
of assessment and enforcement.
The personal income tax rate
structure  in  developing ESCAP
countries gives the impression that
Governments actively seek to abide
by the ability-to-pay principle as a
means of pursuing equity, Personal
income tax rates are generally
steeply progressive, with maximum
rates typically being reached at
income levels ranging between
5US5,000 and $US30,000, Excep-
tions are Sri Lanka, which reaches

its maximum rate at approximately
SUS3.000, and Thailand, which
reaches its maximum rate at ap-
proximately SUS50,000. Maximum
rates generally lie within the range
of 48.66 per cent. The general
tendency is for rate structures to he
steeper and for maximum rates
to be reached at lower income
levels in south Asia than in south-
east and east Asia and the South
Pacific. This subregional distinction
is partly due to the differences in
the ranges of taxable incomes
among developing ESCAP coun-
tries.

The impression of shamp pro-
gressivity in conformity with the
equity objective that is conveyed
by these data is misleading. The
personal income tax rate structures
actually in effect in developing
ESCAP countries invariably fall far
below the nominal structures,
which are reduced in practice by
the supervention of numerous and
substantial exemptions, deductions
and allowances. The magnitude of
the resulting tax reduction is in-
creased by the fact that the con-
cesslons permit considerable lati-



tude to the taxpayer in determining
his liability and, given the under-
staffing and other difficulties fac-
ing revenue departments, allow
taxpayers to opt for the most
generous treatment. Furthermore,
the range of exemptions or deduc-
tions commaonly allowed against
business, education and other ex-
penses and against certain kinds of
savings such as contribution to life
insurance and provident funds and
investments in government bonds
tend to work against the equity
objective since they are the kinds
of outlays which only the hetter-
off are able to afford.

The personal income tax Is
further weakened as an equity-
promating instrument by the wide-
spread existence of outright tax
evasion, a major consequence of
which is the so-called parallel econ-
omy. Estimates of the extent of tax
evasion in the developing ESCAP

region are not available, but it is
widely believed to be substantial
and Governments have acted
on that premise in reducing exces-
sively high marginal tax rates and
by turning to tax amnesties. India's
introduction of a Special Bearer
Bonds scheme in 1981 extended
immunity from investigation as to
the source of funds invested in such
bonds. In Sri Lanka, two special
measures to deal with tax evasion
were the demonetization of 1970
and the tax amnesty of 1978, In
Bangladesh, a 1ax amnesty was
announced in 1982 granting im-
munity, or payment of a moderate
tax, to taxpayers disclosing pre-
viously unreported incomes.

One source of personal income
which is only lightly taxed, if at
all, is capital gains. A number of
countries, including Pakistan, Singa-
pore and effectively Thailand, ex-
clude capital gains from taxation.

Though provision for such taxation
exists in such countries as India,
Indonesia, the Republic of Korea
and Sri Lanka, substantial conces-
sions ensure that in practice it has
nol been a significant tax revenue
source. The assessment of capital
gains requires fairly sophisticated
accounting and tax administration
procedures, and this militates
against the widening of the lax
base to include this revenue source
in an effective manner. The effect
of this combination of factors is
to  favour tranmsactions im  real
property and financial assels, spec-
ulative activities which are possible
only lor the wealthy and which
frequently distort the economy
away from the effective pursuit of
development goals,

From the equity viewpoint,
the inability of many developing
ESCAP countries to hring a larger
share of personal income earners

Figure IL.7 Selected developing ESCAP countries, Nominal marginal rates of personal income tax, 1980
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An important factor undedying
the limited revenue sgnificance of the
personal income tax in most develop-
ing ESCAP economies is its restricted
coverage. In many of them only a small
fraction of the working population,
often less than 5 per cent, is liable io
pay income tax. This is primarily be-
cause the threshold level at which the
tax becomes pavable is relatively high
as compared with the per capita in-
come levels in most cases,

In the region’s low-income coun-
tries  the basic exemption limit for
income t3x i5s as a rule scveral times
higher than per capita GNP, the multi-
plke varying from 2.5 in Sri Lanka 1o
6.3 in India. In the middle-income
couniries, with the exceptions aof
Malaysia and Papua New Guinea, the
multiple is approximately one or les,
Among the high-income countries, how-
ever, the exemption limit falls to a
fraction of per capita GNP,

The practice of having an exemp-
Hmit for the personal imcome

tion

eapita GNF or GDP, 1980

Box I1.17 Personal income tax exemption limits

tax derives ifts rationale partly from
the concept of equity and partly from
considerations of administrative con-
venience. An equitable system of taxa-
tion, it is thought, should spare the
poor from the burden of at least the
most direct of taxes, In addition, the
administrative difficulties inherent in
taxing the poor militate in favour of
an exemption Hmit to keep the task
and cost of enforcement manageable.

If it & to serve as a dividing line
between the poor amd the non-poor,
the income tax exemption limit should
be fixed at “‘the poverty line”, which
falls below the per capita income level
of even the low-income countries. If,
alternatively, the idea Is to exclude
from taxation an initial slab of income
required for maintaining a “‘minimem
acceptable standard of living™, the
exemption limit ought to be fixed at
a higher level than just what is needed
for bare subsistence. What constitutes
such an acceptable minimum would
naturally differ from country to country

Selected ESCAP economics. Income fax exemption limit as proportion of per

Per capita Income tax Income fax exemption
GNP or GDP exempition finnie ax share of
(SUS) Timit per capita GNP
[3US) {percentages)
India 240 1513 6.30
Mepal 140 833 5895
Bangladesh 130 738 S.68
Pakistan 300 1212 4.04
Sri Lanka 270 667 247
Papua New Guinea T80 1 360* 1.74
Malaysin 1620 2252 1.39
Solomon Islands 626 708 1.13
Philippines 690 725 1.05
Indonesia 430 249 058
Hong Kong 4 240 2432 037
Thailand 670, 34 3'; 0.51
Fiji 1 604 714 045
Rep. of Korea 1520 455° 0.30
Australia 9820 2059 0.21
Singapore 4430 926" 0.21
Japan 9 B8O 1429 0.14
New Zealand 7090 149° 0.02

b

Norer: 2 1975, 1979.

Sources: World Bank, World Development Report, 1982 (Washington, D.C.,
1982), pp. 110-111, table 1, and national sources,

© 1981,

depending on the general level of kiving
prevailing in each country, Presumably,
the level would be lower in a low-
income country than in countries enjoy-
ing higher average levels of income.

A comparison of the exemption
limit for income tax im the ESCAP
countries In absolute terms (United
States dollars), however, shows that
while the level of exemption is penerally
lower in the low-ncome countries
than in the middle-income countries,
income tax bocomes payable inoa few
of the poorer countries at a much
higher level than in some of the coun-
tries with fairly high per capita incomes.
The most exteme skew is betweean
India, with an exemption of approxi-
mately $US1,500, and New Zealand,
with an exemption of approximately
SUS150 (as of 1978). These compari-
sons do not, of course, take into account
the various allowances which have the
effect of raising the exemption fimit
beyond what is indicated by the basic
exemption and thus sometimes cause
it to give a misleading impression of
the lower limit of the income tax.
Even making allowance for this
deficiency, it would appear that the
income tax exemption limil among
the ESCAP countries lacks a consistent
pattern, and it i difficalt to find a
rationale for it everywhem in torms
of equity.

A possible reason for fixing the
exemption limit in a low-income coun-
try at a relatively high level could
be not only to exempt incomes below
what is regarded as necessary for main-
taining a reasonable minimum standard
of lving but also to kecp the number
of taxpayers within administratively
manageable limits. It would therefore
appear that with some Improvement
in the efficiency of the administrative
machinery the exemption limit could
be lowered in several countries of the
region, In considering such a revision, it
would be important to estimate not only
the increase in administrative cost
invalved but also the increase im tax
revenue to be dedved. It would also
be essential to consider the social groups
that would be affected by the move,

within the tax net, the existence
of numerous and often generous
exemptions and the weakness of
enforcement mean that, while
nominal tax structures may show
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a high degree of progressivity,
effective progressivity remains low,
Furthermore, with given expendi-
ture  requirements, the weak
revenue performance of personal

income taxation requires a shift to
other forms of taxation for which
the scope for progressive sourcing
is in principle and practice far more
limited.



2. Profits taxation

Taxes on profits contribute on
average about the same share of
total revenues in developing ESCAP
countries a5 do taxes on personal
income. But even more than in the
case of personal income taxes, the
tax base on profits is attenuated
by a bewildering array of conces.
sions, including tax holidays, ac-
celerated depreciation allowances,
restructuring allowances, export in-
centives and many others.!? These
tax expenditures usually seek o en-
courage private investment activi-
ties either in general or in particular
forms or fields of activity or
favoured regions. Except perhaps
for the latter, they are not particu-
larly concerned with the promotion
of equity except in the broad sense
that, as they are presumed to en-
courage desirable investment, they
promote economic growth and thus
its equity spin-offs.

The adverse equity implica-
tions are, however, several. There is
first their effect in eroding the tax
base, reducing the tax yield and
thus requiring increased emphasis
on other revenue sources such as
commodity taxation. Secondly,
profits tax incentives may distor
the pattern of production away
from what would be desirable on
the basis of a strict evaluation of
efficient resource use and may thus
reduce the benefits of development
and their diffusion among the peo-
ple. Thirdly, such incentives direct-
Iy reward owners of capital. As
against those who are without
wealth or who rely on wage and
salary income; thus the concentra-
tion of wealth and economic power
is encouraged, especially as it is
likely to be the larger enterprises
that are beiter able to take ad-
vantage of the incentives offered.

Apart from the effects of in-
centives, taxes on business income

12 See the discussion of investment
incentives in Chapter 11,

raise questions concerning the prop-
er equity in taxing those who
engage in business trading activ-
ity as against those who derive
their income from wages and
salaries. Generally speaking, taxable
income from business is derived
after deduction of all expenses
incurred in producing gross income.
The definition of “expenses” is by
no means clearcut and in the
developing ESCAP  countries s
often 10 an important extent a
matter of negotiation between indi-
vidual taxpayers and the enforce-
ment authorities, who often have
considerable discretion over what
can be allowed as deductions.
Business income, especially the
income of small-scale traders with
rudimentary or non-existent ac-
counting systems, notoriously of-
fers greater scope for tax avoidance
and evasion than does personal
income, for which deductions are
standardized to a greater degree,
which is in an increasing number of
cases taxed at source, and which
displays limited scope for disguise.
A final, more general point is that
far greater possibilities of backward
and forward shifting exist for prof-
its taxes than is the case for per-
sonal income taxation,

The nominally proportional
rate structure of profits taxes in
the developing ESCAP region
would thus appear to be negated
in practice, with the effective rate
structure being regressive. Taking
taxes on personal and business
income together, there is every
reason to suspect that this com-
ponent of the tax structure in the
developing ESCAP region is on the
whole regressive in its effective
impact despite its ostensible foun-
dation on the ability-to-pay princi-
ple.

3. Wealth taxation

Very little use has been made
by developing ESCAP countries of
taxes on wealth or wealth transfers

as a means of reducing disparities in
the ownership of assets. In only
one of the economies surveyed,
Hong Kong, does this revenue
source provide as much as 1 per
cent of total tax revenue.

Most countries of the region
have provisions for estate or in-
heritance taxes, but in some cases
these measures are not associated
with taxes on gifts, a circumstance
which allows for avoidance through
“estate planning™. Wealth tax provi.
sions vary widely among countries
of the region. Nominal rate struc-
tures for estate and gift duties are
in general steeply progressive, but
these rates apply to a tax base net
of substantial deductions and al-
lowances. A substantial first slice
of any estate or gift is commonly
exempt from tax; this amount has
in almost all the surveyed countries
been increased repeatedly in recent
years, ostensibly to allow for in-
flation, though the view that estate
or inheritance taxes serve as a dis-
incentive to savings has also had
some influence. Exemptions are
also commonly allowed on certain
types of personal property (such as
dwellings), and similar exemptions
are in some cases also allowed in
assessing the base for net waorth
taxation.

The provision of extensive ex-
emptions reduces substantially the
effective rates of taxation on
wealth transfers and thus prevents
such taxes from reducing the exist-
ing large inequalities in wealth
ownership. For example, though
nominal rates of estate and gift
duties are steeply progressive in
India, the average effective rates
for the period 1970/71-1977/78
have been estimated at 7.6 and
1.8 per cent, respectively: for
wealth tax the effective rate was
only 0.84 per cent.'® Due to such
concessions, revenue from wealth,

13ESCAP, “India™, The Integration
af Tax PFlanning into Developrent
Flanning (forthcoming).
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The difficultics encountered in
determining the tax lability of certain
classes of income and capital tax-
payers have been among the major
factors responsible for ondermining
the equity of tax svstems in many
developing ESCAP  countries. Assess-
ment of taxable income proves partic-
ularly difficult in the case of self-
employed persons, such as farmers,
traders, contractors and professionals,
as these income eamers ordinarly
do not keep accounts or do not mair-
tain them in verfiable form. Similady
for taxation of capital, the difficulty
of determining tax lability, whether
on net wealth or capital transfers,
arises from the problem of obtaining
reliable information regarding the
value of taxable assets in the absence
of competitive markel prices.

A convenient means of resolving
the problem of assessment of incomes
of sell-employed persons is to levy the
tax on a presumptive or potential
base. Among the developing ESCAP
countries, Singapore has explored the
feasibility of presumptive taxation of
hawkers, restaurateurs, taxi-drivers,
property  brokers and other com-
mercial intermediaries who do not
keep proper accounts. Along parallel
lines, the land tax based on potential
or presumptive net yield is relied on
in many developing ESCAP countries
as 4 betteér instriment for taxing farm
income than taxation based on realized
income. In the case of capital taxation,
the problem posed by the widespread
practice of under-reporting rents and
real capital values could likewise be
resolved to a considerable extent if
standards or mnorms could be Qaid
down for the valuation of properties
with reference 1o such readily identi-
fiable criteria as location, use, type and
age.

For reasons of equity, however,
attempts to simplify the administra-
tion of direct taxes in such ways can-
not be carried very far. The problem
is that presumptive taxation necessanly
assumes a certain degree of homo-
geneity among taxpayers. It therefore
fails to differentiate among persons
in different circomstances, As a resulr,
it violates the legal principle of equal
treatment of equals.

The conilict between equity and
expediency in taxation has surfaced in

a particularly acute form in India as
a mesult of the assurance of cquality
contained in the Indian Constitution.
Article 14 of the Constitution of India
guarantees equality of every citizen
before the law. A tax statute, like any
other statuie, is required to satisfy
the test of equality if it is to be re-
garded as constitutional. A number of
tax laws have over the years been
struck down by the courts as wling
vires the Constitution for violating
Article 14,

One of the earliest cases to appear
before the Supreme Court of India
on the question of infringing Article 14
arose out of an enactment of the State
of Kerala which sought to introduce
a uniform system of land taxation
to replace the State's existing divergent
and complex system of land revenue.
Despite its acknowledged merits of
“brevity”™ and “simplicity™, the tax
(which was levied at a flat rate of Rs 2
per acre) was held illegal on the
grounds that its incidence fell equally
on all land regardless of differences
in quality or productive capacity. It
was determined that the laock of dis-
tinction among different classes of
land resulted in equal treatment of
unequals and thus sacrficed the higher
virtue of equity for the lower one of
administrative convenience,

Essentially on the same reason-
ing, the basis of an urban land tax
levied in Madras in the 1960s had
to be changed to meet the require-
ment of Article 14, and a tax based
on floor area of residential premises
in relatively larpe cities in the State
of Maharashtra was pronounced un-
constitutional. Similarly, a tax levied
in West Bengal on multistoried build-
ings at graduated rales varying from
Rs 050 to Rs 7.50 per square metre
of “covered space”™ was stuck down
as violating Article 14, This tax was
held to be tainted “with the vice of
inequality™ because of its treatment
of all multistoried buildings on
the same basis regardless of their loca-
tion, cost of construction and other
factors affecting their income-caming
capacity, The basis of the tax was
subsequently changed to an annual
value as determined for municipal
property taxation im order to meet
the judicial tests of equality even
though such annual values are known

Box I1.18 The legal conflict between equity and
expediency in taxation

to suffer from a high degree of arbi-
trariness and subjectivity, often being
based on the concept of a notional
“fair rent™,

India’s courts of course recognize
that, in matters of taxation, absolute
equality is not always attainable, It
is also conceded that the require-
ment of equality does not preclude the
legislature from resarting to classifica-
tion for purposes of administrative
feasibility in taxation, Yet such classi-
fication, it has been repeatedly em-
phasized, must be reasonable, and the
tests of reasonableness are that the
classification  system  should be
founded on intelligible differentia
and that it must have o rational rela-
tion (o the object sought to be achiev-
ed by the statute in question. The
courts also insist that there should
be reasonable classification among
persons or things essentially dissimilar
s0 that unequals are not subjected
1o uniform treatment.

Any scheme of presumptive or
standardized taxation of income or
property in India has thos to provide
for adequate differentiation among
taxpavers il their economic crcum-
stances  differ significantly, even
though that might detract from the
criterdon of simplicity. Where income
is the base, a system of presumptive
taxation would be wvulnerable unless
an opticn were also allowed to the
taxpaver to be taxed on actual income.
In the case of a tax on property,
standardization of wvaluation would
have to allow for variations in the
major factors affecting property
values. In the case of ngricultural
land taxation also, vanations in the
potential  productivity of different
holdings should be taken into account
while determining the poténtial of
each holding, even though such a
procedure i time-consuming  and
expensive. In fact, doubts about the
legality of any system of land taxa-
tion based on the presumptive in-
come of the holdings derived from
the average vield of such land in a
given area or locality constituie a
major impediment to the reform of
agricultural taxation and any quick
revision of the traditional land
revenue system,
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estate and gift taxes is extremely
small throughout the region. In
Hong Kong it forms only about 2
per cent of what is already a rela-
tively small total tax take, while in
the cases of Bangladesh, Indonesia
and the Philippines the share of

Box I1.19 Specific

wealth taxes

A significant caveat to the ac-
companying survey of wealth tax-
ation in selected developing ESCAFP
countries is the existence of various
specific wealth taxes. A tax on “net
worth' ordinarily covers wealth in
the form of bank balances, land,
houses and other major personal as-
sets on a collective basls. In many
countries, however, certain of these
assets are individually exposed to tax-
ation. Such “‘property™ taxes may be
considered a subsidiary category of
wealth taxation for equity purposes.

A number of developing ESCAP
countries, for instance, impose an an-
nual tax on land, with the rate struc-
ture in some cases progressive with
respect to area owned and with dif-
ferential rates being applied to rural
and urban land and to land under dif-
ferent uses. An associated example is
the annual motor vehicle registration
fee system, which is in fome cases
progressive  with respect to  such
status  indicators as wvehicle body
weight and/or engine capacity.

Te the extent that land hold-
ings, motor vehicle owmership and
the like are closely correlated with
general wealth distribution, the mag-
nitude of the tax levy and the pro-
gressivity of the rate structure of
such speciflc wealth taxes are import-
ant measures of the eguity orenta-
tion of the national tax effort. They
are also excellent indicators of the
degree of national commitment to
the promotion of equity as a develop-
ment objective, An additional useful
attribute of such specific wealth
taxes is that they are relatively easy
to assess and relatively difficult to
avoid or evade, Evidence across the
region indicates that these taxes are
generally imposed at low rates and
without the degree of progressivity
that would geperate a significant
effect on equity conditions.

Table 11.17 Selected developing ESCAP countries. Wealth taxation,
1980
(Percentages)
I Rufg_ :.u_’mc_l_‘grg"_ Share of toral
Wealth tax  Gift fax Estate tgx 0% revenue
Bangladesh 0.5-2.5 5-50 t=
Hong Kong - - 10-18 2.0
India 0.5-5.0 4-85 5-78 0.6
Indonesia 0.5 ~ — -
Malaysia - = 12.5% 0.2
Pakistan 0.5-1.5 PR 20=-75 0.3
Philippines 0.25-2.0 1.5-40 3-60 0.1
Rep. of Korea 0.3-5.0 10-75 i 0.2b
Samoa — Up to 50 Up to 40 0.6
Singapore = - 5-60 0.6
S0 Lanka 0.5-2.0 - 5-70 0.3
Thailand - - 2 =2
Sources: Intemational Bureau of Fiscal Documentation, Taxes and Invesrment

in Asig and the Pacific, various issues; R,W, Parsons, “Survey of tax systems in the
Pacific region™ in Fiscal Policy and Tax Structure in the Pacific Region (Rotterdam,
Intemational Fiscal Association, 1979), pp. 24-25, table 4; and national sources.

Nortes: ® On dutiable balance (i.e. net of exemptions).

gift taxes only.

wealth taxation in total tax revenue
is 50 miniscule as to raise the ques-
tion of whether such taxes are
worth the associated administrative
and compliance costs.

On balance, then, it is difficult
to avoid the conclusion that wealth
taxes have made little or no contri-
bution to lessening prevailing in-
equities in wealth and property
ownership in the developing ESCAP
region. Other considerations, how-
ever, such as the effects on incen-
tives to accumulate wealth, remain
relevant. Furthermore, an efficient
system of wealth taxation requires
a fairly sophisticated administrative
infrastructure both to assess the
wealth base and to prevent avoid-
ance and evasion, from the revenue
point of view, improvements in the
quality of tax administration might
more profitably be directed to
improving the yield from taxes on
income and expenditure.

4. Taxes on goods and services

Inability to raise the level of
taxation of personal or business
income and wealth has obliged

B Inheritance and

most developing ESCAP countries
to rely heavily on the taxation of
goods and services to provide the
revenue required to finance current
and capital expenditure. Taxation
of goods and services typically
exceeds one half and can reach four
fifths of total revenue in developing
ESCAP countries. Taxes on goods
and services are usually considered
to be regressive, but some degree
of progressivity can be introduced
by taxing more heavily those items
consumed more by the rich than by
the poor and conversely by exempt-
ing from taxation articles of com-
maon consumption.

In the import tarifl structure
of Sri Lanka as revised in 1977, for
example, essential consumer goods
were exempted, raw materials and
replacement parts were taxed at 5
per cent, intermediate goods at
12.5-22 per cent, non-essentials
competing with domestic produc-
tion at 75-100 per cent and most
luxuries at 500 per cent.!* In India,

4 ESCAP, “Sri Lanka™, The Integra-
tion of Tax Planning into Development
FPlanning (fortheoming).
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both Central Government excise
tax rates and State sales tax rates
differentiate in favour of essential
articles such as foodgrains and
bread and against luxury consump-
tion such as tobacco and liquor.

luxury consumer durables have
been reduced in Indonesia in recent
years in order to encourage pro-
duction of and trade in domest-
ically produced goods such as
radios, televisions, air conditioners

sonal income and profits in the
developing ESCAP countries, the
yield requirements of commodity
taxation are particularly keenly
felt. This imperative limits the
extent to which essential consumer

The excise on textiles places a  and motor vehicles. Govemment  goods and services can be exempted
relatively heavy burden on high-  sales tax revenue from consum-  from taxation or taxed at low rates.
priced varieties while cloth used by er durables has thus fallen in  The overriding importance of such

poorer people is exempt. Electronic
goods such as television sets and
tape recorders are taxed heavily
while cheaper varieties of radio
receivers are either duty free or
taxed at lower rates.!® In Bangla-
desh, customs duties are not levied
on foodgrains, which form the
major share of the consumption
expenditure of the poor, and
essential items such as seed and
fertilizers are also exempt. Low
rates apply to pharmaceuticals and
coarse cloth, but items likely to be
consumed by wealthier people,
such as motor vehicles and elec-
trical goods, are taxed at much
higher rates.16

By contrast, sales taxes on

13 ESCAP, “India”, loc. cit.

spite of rapidly growing consumer
purchases of these items. Execise
revenue is derived almost entirely
from manufactured tobacco prod-
ucts, which fall disproportionately
on the lower- and middle-income
groups, and the low taxes on
alcoholic beverages and petroleum
products mean that the excise
system is less progressive than in
many other developing ESCAP
countries.!”

Given the very limited revenue-
raising capacity of taxes on per-

16 ESCAP, “Bangladesh™, The Integra-
tion of Tax Planning inte Development
Planning (forthcoming).

17 Mukul G. Asher and Anne Booth,
Commaodity Taxation for Econowmic
Development  in ASEAN  (Singapone
University Press, 1982), chaptor 11,

taxes as @ revenue source is dem-
onstrated by the fact that they
continue to be heavily relied on
despite the fact that heavy taxation
of consumer staples directly con-
travenes the equity objective and
does so in a particularly open
manner,

C. PUBLIC EXPENDITURE
AND EQUITY

1. The limited scope for equity-
oricnted expenditure

Though taxation may be able
to improve the relative income
status of the poor by reducing the
incomes of the betier-off, it can do
little to improve directly their

Table 11.18 Selected developing ESCAP countries. Tax revenue from domestic and foreign trade

as shares of total revenue, 1970-1979

{Percentages)
1970 1979
Taxes on Taxes on Total taxes Taxes on Taxes on Toral taxes
domestic internationally on goods domestic ineernariomally on goods
poods and traded goods  and services poods amd traded goods  and services
sentices and services senvices and services
Bangladesh 24" 18.0" 40.3% 214 26.0 49.4
Fiji 0.9 40.7 51.6 9.5 289 38.4
India 44.1 13.7 578 42.2 19.8 62.1
Indonesia 284 25.6 539 9.3 10,0 19.3
Malaysia 1‘.l.l}hI 33.?1:I SI.Tb 19.5 330 52.5
Nepal 26.5 36.7 63.2 353 35.6 0.9
Pakistan 5.8 252 64,0 33.6 359 69.6
Papua New Guinea i T 51.6 15.8 19.8 35.5
Philippines 24.2° 23.0% 47.2% 98 22.1 61.9
Rep. of Korea 41.0 12.2 53.1 43.2 16.8 6.0
Singapore 16.4% 104" 26.9° 16.1 7.7 2318
Sri Lanka 346 40.2 T4 .8 27.5 539 Bl.4
Thailand 41.2 3311 74.3 44 .0 4.3 68.3
Source! See Box 111,
Note: ® 1973, P 1972
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absolute position, especially in the
case of those who have little or no
money income, By contrast, gov-
ernment expenditure can be di-
rected at any social group or in-
come class and thus offers in princi-
ple greater scope for specific
target-group-oriented distributional
activities. Equity considerations can
be addressed in this case either by
discriminating in favour of those
programmes or projects likely to
benefit the disadvantaged or by dis-
criminating among persons entitled
to benefit from them,

Government expenditure may
be classified as “exhaustive™, inso-
far as it entails the purchase of
labour or other resources, or as
“transfers”, where it involves direct
cash grants to persons who are
then free 1o make their own claims
on resources. The extent to which
either of these types of public
expenditure can be used to pro-
mote equity is limited by a number
of factors. There is first the con-
straint imposed by the overall size
of the budget in relation to total
output. This depends in part upon
views concerning the appropriate
role of government in any economy
and in part upon the capacity of
the economy to generate resources
from taxation, borrowing or, within
limits imposed by the requirements
of economic stability, deficit fi-
nancing. The scope for using
government expenditure for dis-
tribution is considerably different
in, say, Mepal, where expenditure
{plus net lending) in recent years
has been equivalent to about 15
per cent of GDP, from Sri Lanka,
where it has exceeded 30 per cent.

A second point is that in in-
dustrialized countries the main éx-
penditure  instrument for dealing
with poverty and inequality is the
provision of direct cash grants
through social security schemes (see
Box 11.20). Redistribution of this
kind, however, requires a sufficient-
ly high level of income to permit
the necessary transfers. Given the

relatively low per capita income
levels in most developing ESCAP
countries and the priority need in
these countries for basic develop-
ment expenditure, that instrument
is not generally available to them,
Redistribution policies must there.
fore operate primarily through ex-
haustive expenditure, which com-
prises virtually the entire budget of
most developing ESCAP countries.

However, in contrast to direct
transfers in cash or kind, which can
be targeted to specific income
classes or disadvantaged groups,
much exhaustive expenditure is not
readily open to such manipulation.
For one thing, exhaustive expendi-
ture is usually directed at highly ag-
gregative targets, such as the provi
sion of basic infrastructure or im-
provements in the supply of public
goods such as defence, law and
order, general administration and
management of the economy. For
administration, in particular, the
benefits are in the main general and
indiscriminate, and it is usually not
feasible to separate these benefits
into distinguishable parts and vary
the quantity available to individuals
in accordance with such equity
criteria as income size.

Efficiency requirements also
cannot be ignored. Many public
services are characterized by sub-
stantial economies of scale and
must be located near population
centres or where, as with irriga-
tion or hydropower development,
technical constraints are minimized.
It is not always feasible to provide a
full range of public services 1o all
members of society wherever they
may happen to be located. This is
particularly true, for example, of
scattered island countries such as
Indonesia, the Philippines and the
South Pacific island countries. A
geographical bias in public expendi-
ture is possible for some categories
of outlay but not for others; the
elimination of all significant in-
equalities of access to public ser-
vices or Lo employment opportuni-

ties as between areas or sectors is
thus not a feasible policy objective.

For some other expenditure
itemns, such as those on education
or health care, it is possible to bias
public outlay in favour of the
poor at least in a general way. It
is nonetheless difficult to determine
how the benefits of such outlay are
ultimately distributed across in-
come classes, either in the form of
consumption benefits or increased
incomes as a result of greater pro-
ductivity or capacity to work.
Moreover, a large share of the
benefits are not restricted to those
at whom the expenditure is im-
mediately directed but are diffused
throughout society.

2. Transfers and subsidies

Cash transfers to increase di-
rectly the incomeof individuals or
households are a major fiscal policy
instrument for equity in developed
countries but have virtually no role
in the developing ESCAP region.
For the most part, those without
access to income, whether as a re-
sult of unemployment, illness,
other disability or old age, must
rely as best as they can upon tradi-
tional extended family or com-
munity arrangements for their
support.

Transfers in kind, however,
have been a good deal more im-
portant in a number of countries
in the region, These consist of
direct food distribution or the sub-
sidization of basic foodstuffs and
other essential consumer goods as
well as important agricultural in-
puts, The institutional arrange-
ments are of various kinds both
within and among countries, but
they nearly all result in direct or
indirect charges on the government
budget.

For a number of south Asian
countries, food subsidies are closely
associated with systems of govern-
ment food procurement and distri-
bution.'® These schemes involve
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essentially the procurement of basic
commodities  (principally food-
grains, sugar and edible oils) from
domestic production or imports
and the sale of these items to
consumers at lower than procure-
ment prices. In Pakistan and
Bangladesh, these arrangements are
supported by rationing systems,
while in India a widespread net-

18 5ee “Food supply and distribution
in Asia and the Pacificc medium-term
outlook and regional co-operation”
(E/ESCAP/246), 1982, chapter IX.

work of “fair price shops™ helps
to ensure a high level of access to
the subsidized commodities.

In Sri Lanka also, low price
policies were long followed for
certain basic foodstuffs. From the
early 1950s until the late 1970s
all consumers were entitled to a
food ration. The cost to the Gov-
ernment of providing the subsidy
was influenced by international
prices of the rationed commodities,
the prices charged to consumers,
the quantities rationed to each

consumer and the number of
consumers participating in the
scheme. Management of subsidy
costs was achieved by varying the
rationed volume and by varying the
prices charged. With the change to
a more market-oriented policy, the
ration programme was in 1978
restricted to low-income consum-
ers, and in 1979 the scaled-down
programme was replaced by a
system of food stamps for specific
target groups. This revised system
absorbed 154 per cent of govern-

The establishment by Governments
of comprehensive social security systems
intended to provide for income main-
tenance in such circumstances as old
age, widowhood, disability or unem-
ployment is a relatively recent policy
development. Few industrialized coun-
tries had such systems prior to the
1940s, though many had public welfare
provisions (usually niggardly and often
humiliating) for the “deserving” poor.
By and large, individuals were expected
to make their own arrangements against
various contingencies by accumulating
private savings. These included the
acquisition of real assets such as homes,
farms and personal property or financial
assets such as savings deposits, annui-
ties, endowment insurance and mem-
bership in occupational pension schemes
operated by larger firms or Governments
for the benefit of civil servants, teachers
and military personnel or war veterans,
Obviously these possibilities were open
mainly to the middle and upper income
groups who could afford to save; for
others, it was a case of either remaining
in the work force until the last few
years of life or depending upon family
support or, as a last resort, public
charity.

The social security movement in
the industrialized countries reflected in
large part the realization that private
arrangements were inadequate for the
vast majority and that, if the majority
was to be protected, government inter-
vention was essential either to compel
private savings to cover specific contin-
gencies or to raise the disposable in-
comes of disadvantaged groups by direct
cash grants, Social security schemes in
industrial countries take many forms
and vary considerably in the extent to

Box I1.20 Social security schemes

which they redistribute income in
favour of the poor or potentially poor.
In general, however, they account for
a large share of govemment revenue
and expenditure, a fact which goes very
far to explaining why developing ESCAP
countries remain very cautious about
adopting a similar approach to the
problem of poverty in the region.

Most developing ESCAP countries
have instituted pension schemes for
privileged groups such as civil servants,
teachers and military personnel, but
general pension schemes covering broad
segments of society or the population
as a whole are absent. The few excep-
tions prove the rule. The Republic of
Korea enacted a National Welfare
Pension Law in 1974, but its actual
implementation has been deferred
several times. In the Philippines, a
scheme of social insurance has been
in effect for a number of years, but
its coverage in terms of benefits and
categories of persons is restricted;
total disbursements from this scheme
and also including civil service pensions
and benefits were equivalent to less
than 0.04 per cent of GDP in 1980.2

Hong Kong provides allowances
to the very old and infirm and the
severely disabled in addition to a
limited programme of assistance to
needy families, but the Government
has firmly resisted the establishment
of more extensive social security pro-
visions or even a central provident
fund.b The provident fund approach
has, however, been favoured by several
other developing ESCAP countries,
notably Fiji, India, Malaysia, Samoa,
Singapore, Solomon Islands and Sri
Lanka. Membership is usually com-
pulsory in principle, though self-
employed persons, agricultural workers
and employees in small establishments
are excluded, along with those whose
incomes are in excess of a relatively
modest level, In practice, therefore,

4 Philippines, National Economic and
Development Authority, 1981 Philip-
pines Statistical Yearbook (1981), tables
39,13.2and 13.3.

b Hong Kong, The 198283 Budger:
Speech by the Financial Secretary
concluding the Debate on the Second
Reading of the Appropriation Bill,
1982 (1982).

© The expectation that children will provide support in old age is still strong among
the poorer and rural classes of Asia and the Pacific, This is revealed in the results of a
survey (in F. Arnold, er. al., The Value of Children: A Cross-National Study, vol. 1,
1975) which asked householders in four different ESCAP countries to indicate whether
they expected to rely on their children for financial support in their old age. The
positive responses by country and sodo<conomic groups (as percentages of total

responses) were:

Country Urban middie Urban lower  Rural
Japan 29 31 72
Philippines 73 82 89
Rep. of Korea 25 62 72
Thailand 26 83 90
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ment expenditure in 1979 but was
expected to fall to less than 5 per
cent in 1982."

Elsewhere, the costs of con-
sumer subsidies have also been high,
Food subsidies in Indonesia have
been largely confined to certain
food staples. The main consumer
subsidy, however, is for petro-
leum products, introduced in 1979
to cushion the effect on consumers
of the large rise in oil prices. Mainly

19 rpidt,

the coverage of provident fund schemes
is largely restricted to urban wage-
earners.

Furthermore,  provident  fund
schemes are often no more than com-
pulsory savings arrangements under
which individuals build up in personal
accounts their entitlement to annuities
{or more f(requently lump sum pay-
ments) upon reaching a certain age,
financed by contdbutions from the
individual as well as the employer.
Borrowings from the funds for housing
finance are often permitted, as in
the case of the provident funds of
Singapore and Malaysia.

Though arrangements of the prov-
ident fund type have little to do with
redistribution of income from the
richer 1o the poorer sections of society,
they may be of general assistance to
growth insofar as they mise the rate
of savings, On the contrary, they may
run counter to the equity objective
to the extent that markets for factors
and products are imperfect and em-
ployers” contributions are shifted for-
ward into prices or backwasd to de-
Ppress wages.

In most developing ESCAP coun-
tries, provident funds or more broadly
conceived social insurance systéms re-
main of limited relevance in combating
the poverty problem. However, they
may well have a greater role to play in
the future as per capita income levels
rise, wage employment grows, urbani-
zation proceeds and extended family
links weaken. However, in ruml areas
of Asia and the small island countries
of the South Pacific the more tradi-
tional types of socisl securty arrange-
ments are likely to prevail for some
time to come.©

because of this expansion in the
subsidy programme, total consumer
subsidies rose from 1.5 per cent of
government expenditure in 1977/
78 to over 11 per cent in 1980/
81.20 In Pakistan, 7.2 per cent of
total expenditure was accounted
for by food subsidies in 1978/79,
but the elimination of some minor
items and a substantial reduction in
the wheat subsidy reduced this
figure to under 4 per cent in
1980/81.%!

In addition to explicit con-
sumer subsidies of the kind men-
tioned above, certain other less
overt forms of consumer subsidiza-
tion are present in most developing
ESCAP countries. The mest im-
portant are those arising from the
operations of public enterprises and
state trading organizations. Implicit
subsidies are involved wherever
such organizations [ail to set the
prices of their products (e.g., utility
fees, freight rates, postal charges) to
cover costs. Below-cost pricing may
be the result of political directives
rather than inadequate financial
control and management, but what-
ever their cause their effect is the
same. The effect is that transfers
from the treasury are required to
cover losses or provide contribu-
tions to capital expenditure.

Where the effect of consumer
subsidies is to reduce prices of
particular commodities to all, the
benefit to the poor may be at-
tenuated, Rationing schemes such
as Sri Lankas food stamp pro-
gramme can in principle be helpful
in targeting the benefit of subsidies
to the poorer classes, but that case
illustrates some of the problems
that arise in restricting eligibility.
Although the intention was that
only those in receipt of income
of less than Rs 300 per month
(about 7.1 per cent of households)
should be eligible, nearly 50 per

20 ppia.
2L ppi,

cent of the population actually
participated. Furthermore, the dif-
ficulty of determining the incomes
of rural households or the self-
employed meant that the eligibility
criterion could technically be ap-
plied only to urban wage-earners
with verifiable money income. To
confine the benefit of subsidies
to particular consumers thus re-
quire  thorough  administrative
determination of eligibility and
rigorous means of enforcement.

The reduction or withdrawal of
subsidies, as has been happening in
a number of ESCAP countries in
the 1980s because of the need to
restrict public expenditure, raises
further equity issues. In particular,
subsidy reduction or withdrawal
affecting the prices of items which
are mainly consumed by the poor
will have more serious equity rep-
ercussions than desubsidization of
more generally consumed items. In
sum, the more selectively poor
the target proup for a particular
subsidy, the more will that group
gain through that subsidy and
lose through its withdrawal,

3. Expenditure on social services

The contribution of the various
conventional categories of social
services expenditure to the promo-
tion of equity in the developing
ESCAP region is not immediately
obvious, By far the largest share is
taken by education, commonly
over hall of social service outlay
or one fifth of total government
expenditure. Though in the public
mind educational expenditure is
equity-promoting, the actual case is
not so clear-cut, In the first place,
the magnitude and composition of
expenditure on education are af-
fected by the size of private educa-
tion expenditures and their distri-
bution among different levels.
These effects are not insignificant.
In Indonesia, for example, nearly
50 per cent of total enrolment at
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the secondary level but only 9 per
cent al the primary level is in
private institutions.>? In the Philip-
pines, the equivalent figures are
over 46 per cent and only 5 per
cent, respectively.2? An even more
striking position prevails in Bangla-
desh, where virtually the whole of
primary education is publicly
financed whereas secondary educa-

tion is provided almost entirely in
the private sector. 4

Educational expenditure and

its distribution are inputs into a
process, but this says nothing about
the distribution of the benefits

among different groups in society.
In this regard, it may be noted that

some nine tenths of recurrent edu-
cation expenditure at the primary

level in the developing ESCAP re-
gion consists of teachers' salaries,
leaving very little for books, teach-
ing aids and financial assistance
for students from lower-income
classes.2® Furthermore, the quality
of that teaching is often very low,
especially in rural or remote areas,
which fail to attract the better
teachers. There is also the question

Though a great deal of inter-
country varation can be observed in
the expenditune patterns of develop-
ing ESCAP countries, general adminis-
tration and defence typically absorb
2540 per cent of the total budget
and economic services absorb another
20-30 per cent. Expenditure on educa-
tion, health, food subsidies, housing
and communal amenities typically
take wp only 20-30 per cent. Relat-
ing these fApures to total expenditure
ns a proportion of GDP suggests that
even if the whaole of expenditure
on social services could be targeted
towards the poorest groups, the scope
for action would not be greater than
89 per cent of GDP even in those
countries (such as Fiji, Malhysa and
Papua New Guinea) where such items
form a relatively high proportion of
total expenditure.

Estimates of the composition
of expenditure on sodal services, as
in the accompanying figure, reveal
the melative emphasis placed by Gov-
emments on varous equity-promoting
types of activity. Thus, education
is evidently regarded as the funda-
mental means of pumuing the equity
objective throughout the region; it
is equality of opportunity, opening
possibilities for future rather than
immediate equalization of income
and wealth, that is apparently the
politically most acceptable approach
te attacking the equity issue in the
developing ESCAP rmegion. In India
and Pakistan, which devote un-
usually small shares of their Ceniral
Government social expenditure to
education, the balance i rghted at
the State level. In 56 Lanka, the other
country showing a low edocational
expenditure ratio, the absolute level
of such expenditure was actually
still quite high in 1979, but this was

obscured by the greater emphasis
placed on social welfare programmes
in the form of food subsidies. Of all
the other developing ESCAFP econo-
mies surveved, only Singapore devotes
less than half its sodal expenditure
to education, and here the explana-

Box I1.21 The scope for equity in social expenditure

tion lies in its relatively high level
of pror attainment. With such prom-
inence being given to education within
a very restricted component of total
expenditure, the scope for equity
through other social expenditure forms

is reduced to minimal proportions.

Selected developing ESCAP countries, Shares of social expenditure, 19797
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of the relevance of curricula to
needs. The emphasis on academic
attainment is of questionable bene-
fit to those who neither can nor
wish to pursue extended academic
careers. Similarly, the emphasis on
academically focused secondary
and tertiary education in many
countries has been accompanied by
increasing graduate unemployment.
Educational wastage through high
drop-out, repeater and absentee
rates even at the primary level is
also a major problem in many
developing ESCAP countries. There
continue to be marked differences
in some countries in the primary
enrolment ratios for boys and girls
and as between those in rural and
urban areas.”® Nonetheless, a large
proportion of the poor have at least
begun to enter the educational
stream, and the cause of this
salutary development has been
active government intervention
through increased public expendi-
ture on education.

The equity contribution of
other existing patterns of social
service expenditure — health care,
housing and community services —
is even less clear. Public housing
programmes, slum clearance and
assistance towards village housing
improvements are common to most
developing ESCAP countries and
areas but, apart from Hong Kong
and Singapore which have probably
done most by the way of providing

22 World Bank, Annual Report (1982)
p.119.

23 Philippines, National Economic and
Development Authority, op. cit., p. 433,
table 104,

24 Bangladesh, Bureau of Statistics,
Statistical Pocket Book of Bangladesh,
1978 (1977), p. 252, table 8.1.

25 UNESCO, Statistical Yearbook 1981
(Paris, 1981), table 4.2.

26 See Economic and Social Survey of
Asia and the Pacific, 1978 (United
Nations publication, Sales No. E.79.
ILF.1), chapter III(3). See also,
UNESCO, op. cit.,, table 1.3, which
compares illiteracy rates for urban
and rural males and females.

low-cost housing for the poor, they
form only a small proportion of
outlay. Even so, much of the
emphasis is on housing the urban
poor rather than those in the rural
areas, where needs are greatest in
terms of sheer numbers.

As for health care expendi-
tures, which usually account for
about 5-6 per cent of the budget,
the link between these and the
health status of the poor remains
indeterminate. In most ESCAP
countries, overall health status indi-
cators such as mortality rates, life
expectancy at birth and infant
mortality rates have shown distinct
improvement. This positive devel-
opment must certainly be attrib-
uted in large measure to the ef-
fective expenditure of public re-
sources. It is, however, extremely
difficult to establish an explicit
connection between these improve-
ments and levels of expenditures
on health care. There is indeed
good reason to expect that the
process of health status improve-
ment is closely related to expendi-
ture on education and the eradica-
tion of illiteracy, and the provision
of adequate housing, clean water
supplies, sanitation and improved
nutrition.

A further difficulty in linking
general measures of health status
with public expenditure is that, as
with education in many countries,
private expenditures on health care
play a large role. In Indonesia, for
instance, it has been estimated that
64 per cent of health care is
financed privately, while in Burma
the primary health care programme
is almost wholly financed by local
communities, Little is known in
any case about the distribution of
public medical care services accord-
ing to particular groups or income
classes. Though most countries have
endeavoured to correct, for ex-
ample, the disparitiecs between
urban and rural health care facili-
ties, those disparities remain consid-
erable.

A broad conclusion must be
that public expenditure has probab-
ly had only a limited impact on
equity of access to health and
health care. This is not to say,
however, that a more positive role
is unachievable. One of the main
problems continues to be the dis
tribution of health care facilities
as between rural and urban areas
and the distribution of services as
between different levels of care.
The best opportunities would seem
to lie in providing public facilities
and types of care in areas that the
private system fails to serve, as well
as encouraging the fuller utilization
of services that already exist and
to improve their quality.

D. POSSIBILITIES FOR
FURTHER ACTION

Despite the variety of ap-
proaches that have been reviewed
here, it must be concluded that the
role of fiscal policy in promoting
the equity objective stressed so
prominently by most developing
ESCAP countries has been limited.
It is nevertheless evident that for a
number of developing ESCAP coun-
tries rather more can be done than
has been achieved in the recent
past. Apart from the possibility of
greater equity consciousness in re-
source mobilization, particularly
with respect to closer attention to
the incidence of alternative tax
measures, opportunities exist for
much clearer specification of the
critical areas of inequality and for
the formulation of expenditure pro-
grammes more closely suited to
deal with these problems,

One such problem area is the
disparity between levels of living in
urban and rural arcas. Highly specif-
ic and realistic programmes can be
formulated to fulfil the basic needs
as seen by the rural people them-
selves and to involve them in deci-
sions about what can and should be
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done to make effective use of their
own skills. Such an approach has
a much greater chance of success
than one which is centrally directed
or imposed, even though with the
best of motives. There is no reason
why that same approach, stressing
self-help and popular participation,
cannot be extended to cover public
expenditure in urban areas as well,
especially in the fields of education,
health care and housing. More
generally, to require as a matter of
course specific attention to the
equity aspects of every public
investment may well reveal possibi-
lities for avoiding inequitable con-
sequences which previously were
unrecognized or assumed not to
exist.

Such a pragmatic approach to
introducing greater equity through
the fiscal process may be comple-
mented by the results of in-depth
policy-oriented analysis. In this
regard, however, the numerous
attempts that have been made to
estimate in quantitative terms the
distributional effects of government
revenue and expenditure have en-
countered many conceptual and
statistical pitfalls. This experience
compels a cautious approach to the
acceptance of the results of such
studies for any particular country.
With this qualification in mind, the
general uniformity of the con-
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clusions reached by budgetary in-
cidence studies in a number of
ESCAP countries nevertheless sug-
gests that the effects of fiscal policy
in reducing income inequalities
have not been as great as hoped for.
For instance, one survey of fiscal
policy to benefit the poor in Malay-
sia concludes that the redistribu-
tional impact covers only a very
small proportion of total income.
Moreover, those projects which are
supposed to have the rural poor
as direct beneficiaries also indirect-
ly benefit the more affluent. If
these indirect benefits of re-
distributional programmes were
considered, the effect of Malaysia’s
fiscal policy with respect to income
distribution would be even less
salutary.?’

Similarly, it has been found
that in the Philippines the size dis-
tribution of income by income
class is relatively unaffected by
taxes and expc:nditure.28 The con-
clusion in respect of Thailand is
equally uncertain; at best, the
Government’s budgetary policies
have effected no identifiable
change in the distribution of
household income and at worst
may have made that distribution
more unequal.29

Notwithstanding the doubts
that attach to the theoretical
validity of budgetary incidence

studies and to the significant dif-
ferences that alternative methodol-
ogies may have on the results, the
consistency of the findings regard-
ing the effect of fiscal policy on
equity throughout the developing
ESCAP region cannot be ignored.
These findings strongly support the
view that qualitative assessments of
the likely direction of particular
fiscal policies can provide useful
guides to action. The existing state
of knowledge concerning the equity
implication of fiscal policy for
development thus offers a formal
basis upon which equity considera-
tions can be specifically introduced
into the design and implementation
of fiscal systems.

27 \shak Shari, ““The impact of public
policies on income distribution in
Peninsular Malaysia", Economic Bulletin
for Asia and the Pacific, vol. XXX, No. 2
(December 1979), summarizing the find-
ings of D. Snodgrass, /nequality and
Economic Development in Malaysia
(Kuala Lumpur, Oxford University Press,
1980) and J. Meerman, Public Expendi-
ture in Malaysia, Who Benefits and Why
(I;ew York, Oxford University Press,
1979).

zsﬁdm A. Tan, “Public policy and
income distribution in the Philippines,
a survey", Economic Bulletin for Asia
and the Pacific, vol. XXX, No. 2 (De-
cember 1979),

29 M. Krongkaew, “An assessment of
the distributive impact of government
policies in Thailand™, Economic Bulletin
for Asia and the Pacific, vol. XXX, No, 2
(December 1979).




V. FISCAL POLICY FOR STABILITY

iscal policy is conventional-

ly used in developed econ-
omies as an aggregate demand
management tool to counteract
fluctuations in income, employ-
ment, prices and the balance of
payments. The term “stabilization™
has thus acquired multiple connota-
tions. Whichever of these connota-
tions may be accorded to the stabi-
lization problem in a particular
situation, the concern of fiscal
policy in the developed economies
remains essentially the regulation
of demand conditions at the macro
level.

The relevance of tax, expendi-
ture and deficit finance instruments
in this context, though universally
recognized, is nevertheless far from
unambiguous. For example, tax in-
creases are conventionally viewed as
an effective means of controlling
inflation on the assumption that
taxation depresses aggregate de-
mand. The validity of this proposi-
tion has been subjected to critical
scrutiny in consideration of the
simultaneous effect of taxes on
aggregate supply. The supply-side
view of the price effects of tax
changes suggests that tax policy
for stabilization may have lost some
of its “sharp cutting edge” and
raises the possibility that public
expenditure adjustments may be a
more efficient instrument for this
purpose.’

lVito Tanzi, “Taxation and price

stabilization”, in S. Cnossen, ed., Com-
parative Tax Studies (Amsterdam,
North-Holland Publishing Co., forth-
coming).

However, the practicability of
expenditure cuts remains an open
question on other grounds, in
particular administrative feasibility.
In addition, where budgetary com-
mitments require deficit spending,
the methods of financing the deficit
carry implications for the money
supply and reserve assets of the
banking system and thus blur the
distinction between fiscal and
monetary policy. This leads into
the issue of the various forms of
interaction between the fiscal and
monetary variables. The persistent
and essentially futile debate
between the “monetarists” and
“fiscalists” has left unresolved the
question of the relative efficacy
of fiscal versus monetary policy
as a counter-cyclical tool. Given
their interaction, particularly in
connection with deficit finance, it
is apparent that co-ordinated use of
both policies is an essential require-
ment for achieving the stabilization
objective.

In the developing ESCAP
region, the scope for the applica-
tion of fiscal policy to “fine-tune”
aggregate demand as a means of
moderating income, employment,
price and balance of payments
fluctuations  appears relatively
restricted. This is due to several
matters. First, the promotion of
economic growth, employment and
distributive justice, as noted in
preceding chapters, is accorded high
priority in most of the developing
ESCAP countries. These long-term
development objectives play a large
role in determining the level and

composition of revenue and ex-
penditure, thereby constraining the
options for manipulation of these
fiscal wvariables for short-term
stabilization purposes.

Secondly, the design of fiscal
policy for short-run stabilization
purposes tends to be seriously
handicapped in most developing
ESCAP countries by structural
rigidities, an inadequate institu-
tional framework and an insuffi-
cient information base. The weak
information base, for instance,
hinders the prediction of inter-
actions among economic sectors
with respect to the incidence and
timing of the impact of fiscal
policy instruments. Thirdly, the
limited capacity of fiscal policy
as a stabilization instrument at the
macro level in the externally
vulnerable economies of the region
is also a matter of concern. It is
extremely difficult, for instance, to
contain imported inflation in these
economies without severe pressures
on the budget, the balance of trade
and foreign exchange reserves.

In spite of these limitations,
there has been an increasing aware-
ness that persistent attempts to
accelerate growth and employment
through, for example, deficit spend-
ing in the face of supply bottle-
necks and structural rigidities can
be counter-productive by generat-
ing inflation and reserve losses.
These can seriously hamper effi-
cient and equitable growth and
employment over the longer term.
Such  structural considerations,
from the stabilization point of
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fiscal policy

The relationship between [iscal
policy and inflation is usually analysed
in terms of the effect of fiscal policy
on aggregate demand. Increased taxes
are in this context viewed as a logical
substitute for reduced public expendi-
ture since both measures are consid-
ered 1o depress aggregmte demand
and dhould, therefore, have a similar
anti-inflationary impact. The analyt-
ical consistency of this argument
is critically dependent on the implicit
assumption of other things remain-
ing the same, but the reality is that
other things do not remain the same,
In particular, an increase in taxes,
while depressing ageregate demand,
may samultaneously increase pro-
duction costs, thus causing cost-push
inflation.

There are a number of mecha-
nisms by which a tax increase can
raise production costs. Under the
normal  assumption of shared inc-
dence, increases in the indirect taxes
which constitute the major source
of revenue in the developing ESCAP
couniries would mise the cost of
living. This is likely to create pres-
sures for wage increases and thereby
generate  cost-push  inflation. Mores

over, many indirect taxes are imposed
directly on inputs used in the pro-
duction process. Any tax-induced
increase in their prices would almost
certainly raise production costs and
thus product prices.

Frofits taxes may also impose
upward pressure on production costs.
These taxes tend to be shifted either
backward to labour in the form of
reduced wages or forward to con-
sumers in the form of higher product
prces. In  either event, pressunes
are likely to build wp for wage in-
creases in order to defend pre-tax
levels of living. Similar arguments
would also hold for increased personal
incomeé taxation.

It & often argued that such tax-
induced cost increases mply only
a one-shot price nse and thus do not
generate inflation in the sense of a
sustained upward movement in prices,
It & also argued that these changes
cannot cause an increase in the
overall price level because, unless the
money supply rses for autonomous
reasons, an incréase in Some prices
must mean a fall in others. Such
arguments are of limited policy
relevance in the foce of spiralling

Box 11.22 The supply side critique of counter-inflationary

inflationary expectations created by
specific price increases, the disregard
of downward rigidity in wages and
prices and the consequent need for
validating increases in the money
supply to protect outpui and employ-
ment levels.

It i, therefore, clear that in-
creased taxes can cause inflaton from
the supply side at the same time
that they seck to contsin it from
the demand side. The net result
would be significantly affected by
institutional arrangements (eg. the
degree of unionzzation of workers,
the nature of the wage-setting mecha-
nism, the case of firms to pass on
costs  through higher prices, the
commitment of consumers (o the
established level of living) and by
other accompany ing EConomic
policies (particularly monetary, trade,
incomes and administrative pobicies).
Though the extent of cost-push
inflation through fiscal policy has
not been empirically demonstrated,
the important point remains  that
this possibility should be taken into
account in the design of taxsubsidy
programmes for price stabilization.

view, act as a macro constraint on
the use of deficit spending in the
region. As a result, fiscal policy
for stabilization is largely confined
to cushioning the impact of specific
economic shocks.

A series of destabilizing shocks
experienced by the developing
ESCAP countries during the 1970s
led to the introduction of various
fiscal policy responses, The lessons
learned on the role of fiscal policy
for stabilization in the context of
development form the basic subject
matter of this chapter. More
specifically, the chapter deals with
the fiscal policy responses of
developing ESCAP countries to
three major destabilizing events of
the 1970s — namely, the series of
foodgrain  shortages, oil price
shocks and sharp swings in
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merchandise export earnings — the
repercussions of which have con-
tinued well into the 1980s.% The
study, therefore, takes a partial
equilibrium view of the stabiliza-
tion issue, a view parallel 1o that
adopted by fiscal policy makers in
the developing ESCAP countries
themselves.

A. STABILIZATION IN THE
FOOD SECTOR

An important cause of eco-

25 W. Black, “The impact of changes
in the world economy stabilization
policies in the 19705, in W.R. Cline
and 5. Weintraub, eds., Economic
Stahifization in Developing Countries
(Washington, D.C., The Brookings Insti-
tution, 1981}, pp. §3-62; and Economic
and Soctal Suney af Asta and the
FPaeific, 1977 (United Nations publica-
tion, Sales No. E.78ILF.1), pp. 3747,

nomic disturbance in most develop-
ing ESCAP countries is the in-
fluence of unpredictable weather
on domestic food supply. Food
production accounts for the bulk
of value added in agriculture which,
in turn, contributes over two fifths
of GDP in west and south Asia, and
between a third and one quarter in
south-cast and east Asia (excluding
Hong Kong and Singapore) and
the South Pacific,

Adverse climatic conditions
during 1970-1973 seriously harmed
food output in west and south
Asia. In per capita terms, food
output  declined by an annual
average of 1.25 per cent in these
subregions compared with a decline
of 0,20 per cent for the developing
ESCAP region as a whole.? Largely
as a result, the food price index




jumped by around 25 per cent per
year throughout the region during
1973-1974. These movements were
closely mirrored by general
consumer prices, as between two
fifths and three fifths of the
consumer price index in the devel-
oping ESCAP region relates to food
items.

Weather-generated shortfalls in
food production during 1979-1980
did not result in as serious a
consumption crisis as the 1970-
1973 instance, Not only was
shortage much less grave, but
modest overall production gains of
1976-1978 permitted the replenish-
ment of foodgrain stocks in several

3£conomic and Social Survey of

Asia and the Pacific, 1974 (United
Nations publication, Sales No. E.75.
ILF.1), pp. 19-21.

4£conomic and Social Survey of

Asia and the Pacific, 1978 (United
Nations publication, Sales No. E.79.
ILF.1), p. 49.

chronically  food-deficit econo-
mies.> The result was a less severe
rate of food price inflation than in
the earlier instance, over 15 per
cent per year for the region as a
whole during 1980-1981, with the
South Pacific subregion on this
occasion suffering the greatest food
price and general inflation prob-
lems,

The moderation of food price
inflation and simultaneous distribu-
tion of food supplies on an
equitable basis during such food
crises constitute important short-
term policy objectives throughout
the developing ESCAP region. The
range of fiscal policy instruments
available for food price stabiliza-
tion during such transient food
crisis situations is, however, re-

5Ectmomit: and Social Survey of

Asia and the Pacific, 1980 (United
Nations publication, Sales No. E.81.
ILF.1), pp. 23-26.

stricted. The objective of assuring
food security at reasonable prices
has generally been pursued by
means of two basic fiscal policy
approaches.

On the one hand, import and/
or sales taxes on basic food items
are lowered substantially or com-
pletely removed, and quantitative
restrictions on food imports are
relaxed. This policy, however, con-
flicts with revenue requirements
and possibly with other, longer-
term development objectives and is
non-discriminatory among target
groups. The second approach,
which can be designed to have
considerable target-group selectivi-
ty, is to introduce or increase total
or per unit consumer subsidies for
locally procured andfor imported
food staples. Destocking, as will be
seen later, constitutes a closely
related measure with useful anti-
inflationary implications. This food
price subsidization option, how-

Figure IL8 Developing ESCAP subregions. Annual changes in food price indexes, 1970- 1981

Percentages
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Notes: West and south Asia includes Bangladesh, Burma, India, Iran, Nepal, Pakistan and Sri Lanka; South-¢ast and east Asia
refers to the five ASEAN members plus Hong Kong and the Republic of Korea and South Pacific includes Fiji, Papua New Guinea,

Samoa, Solomon Islands and Tonga.
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ever, is not viable in those countries
of the region with historically low
carry-over stocks. It is also not
sustainable during serious or ex-
tended production shortfalls.

1. The 1972-1975 crisis

A diversity of established insti-
tutional arrangements, including
government-sponsored food pro-
curement, destocking and sub-
sidized distribution, were activated
in the food crisis of the early
1970s, particularly in the more
food deficit-prone countries of
south and south-cast Asia® Ex-
periments in increased subsidization
appear to have been the chief fiscal
response to the crisis in most of
the less deficit-prone countries as
well,

6"Food supply and distribution
in Asia and the Pacific: medium-term
outlook and regional co-operation™
(E/ESCAP/246), pp. 93-108,

In the Republic of Korea, for
example, resource transfers from
the public sector through direct
sales at below-market prices were
reflected in the steadily rising debt
of the Grain Management Fund
(GMF). The operating deficits in-
curred by GMF rose from 25 billion
won in 1973 to 94 billion won in
1975. This resource transfer was
equivalent to 0.5 and 1.0 per cent
of GNP in 1973 and 1975, respec-
livcly.7 To increase farm produc-
tion, rice procurement prices at
farm-gate were in 1973 deliberately
raised by 45 per cent and then by
another 25 per cent annually in
1974 and 1975. Those for barley
and wheat were raised by 30 and
38 per cent over the same period.8

7 Economic and Social Survey of
Asta and the Pacific, 1978, op. cit.,
p.55; and P. Hasan, D.C. Rao et al,
Korea: Policy Issues for Long-Term
Development (Baltimore, Johns Hopkins
University Press, 1979), p. 30.

Official selling prices were increased
from 1974 onward to slow down
the substantial drain on government
resources through food and fertiliz-
er subsidies. This gradual easing
off in subsidy rates permitted a
declining level of GMF deficits,
which were cut by almost one half,
to 50 billion won or 0.5 per cent of
GNP, in 1976.° Rising procure-
ment, however, facilitated the
achievement of technology-led high
yields, which permitted the Re-
public of Korea to achieve increas-
ing self-sufficiency as the 1970s
wore on.

Rice pricing strategy in Indo-
nesia, implemented principally
through the National Logistics

8"rhe international economic crises
of the 1970s: country responses”,
Economic Bulletin for Asia and the
Pacific, vol. XXIX, No.1 (June 1978),
p. 22.

? 1bid.

Table I1.19 Selected south Asian countries. Foodgrain imports and food subsidies, 1970-1981

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981
Foodgrain imports (million tons)
Bangladesh o .o, e 2.82 1.67 2.29 1.49 0.78 1.65 1.15 2.24 1.20
India 3.58 2.03 ~049 3.59 5.16 753 6.91 0.47 -0.84 -0.94 ~042
Pakistan 0.12 0.27 0.45 1.49 1.05 1.19 1.29 0.54 0.82 2.11 0.67 0.25
Sri Lanka' 0.95 0.74 0.66 0.78 0.85 0.98 0.89 1.14 0.83 0.76 0.71 0.55
Ratio of foodgrain imports to domestic cereal production (percentages)
Bangladesh® ... v Vi 23 14 20 12 7 13 9 20 8
India 4.7 24 - 4.7 6.2 9.6 73 0.5 - - - 560
Pakisuncd 1.2 2.5 4.4 9.1 10.5 10.5 10.9 4.2 6.0 16.0 4.5 1.6
Sri Lanka 84 75 72 84 76 122 102 97 64 58 49 36
Food subsidies® indexes (1973 = 100)
Bangladesh . 100.0 123.0 117.0 128.5 97.1 1354 122.5 211.2 139.7
India 46.5 100.0 117.3 99.4 201.2 190.8 226.6 238.6 2584 2584
Pakistan orals oo s 100.0 237.6 278.5 167.7 120.8 179.9 337.1 354.0 207.0‘_
Sri Lanka 819 87.6 102.0 100.0 135.8 175.5 133.8 203.1 308.4 403.8' 272.6‘ 247.5
Food subsidies® as percentage of total revenue

Bangladesh o' 27 24 16 11 7 8 6 9 5
India 1.9 3.6 3.6 24 4.4 3.7 3.7 43 36 3.5
Pakistan 11 15 19 8 5 6 9 7 4
Sri Lanka 21 2 2 17 20 24 16 21 18 2t w uf

Source: National sources,

Notes: * Rice, wheat and wheat flour.
production includes only rice.
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b Rice and wheat.

¢ € Wheat, rice, maize, jowar and bajra.
Including subsidies for non-grain basic food items

d Domestic cereal
f Primary food stamp values,



Board, was in the early 1970s
designed primarily to raise domestic
production to a level as near self-
sufficiency as possible and, at
the same time, to maintain stable
and affordable food prices for
consumers. The rice crisis of the
early 1970s necessitated increased
volumes of foodgrain imports along
with substantial increases in rice
subsidies. The subsidies set by the
Board came to almost 2 per cent of
GDP over the fiscal years 1973-
1975, compared to between (0.2 per
cent and 0.6 per cent (with an
average of 0.3 Ipcr cent) for the rest
of the 1970s.'"" The main reason
for reduced levels of subsidization
was significant production gains;
paddy output increased by 9.4
million tons, or 40 per cent, be-
tween 1977 and 1980, This re-
sulted, among other things, in lower
import requirements and enlarged
stocks, enabling improved pro.
curement and distribution levels,
The Government was able, under
these circumstances, to insulate
domestic rce prices, which as a
result fluctuated much less than
international rice prices over the
1970s as 3 whole.!!

Food price subsidies in Sri
Lanka were originally designed with
a distinct development policy
emphasis. From the early 1950s,
every person aged one year or over
had been entitled to receive a food
ration, consisting of both free and
subsidized foodgrains. This “uni-
versal” food subsidization scheme
remained essentially unchanged
until 1978, when it was restricted
to households with declared in-
comes of less than Rs 3,600 per
year. In 1979, the ration pro-
gramme was replaced by a food
stamp scheme of fixed values per
age group for specific income

U ndonesia, Bank Indonesis, Indone-
sian Financial Statistics, various issues,

ufh’n‘.. and Indonesia, Central Bureau
of Statistics, Monthly Stariztical Bulle.
fin, various issues.

classes.'? Sri Lanka's food dis-
tribution and price stabilization
system under its pre-1978 format
constituted a major burden on the
government budget. Under the food
crisis conditions of the early 1970s
the cost rose to exceptionally high
levels, Food subsidies accounted for
17 per cent of total revenue during
1973 but rose to 20 per cent in the
next year and reached 24 per cent
in 1975, The need to contain the
burden of the subsidy in order to
retain  adequate  resources  for
growth promotion became, under
these strained circumstances, a
major policy issue. Related develop-
ments  and subsequent changes,
together with their stabilization
implications, will be examined in
conjunction with the second food
shortage of the 1970s.

Continuing subsidization of
food distribution has also been a
tradition extending back over
several decades in other south Asian
countries. The emphasis on food
security in these countries has
tended to be somewhat less intense
than in Sr Lanka. The schemes
generally operate in terms of a dual
pricing system, whereby a fixed,
limited amount is subsidized, leav-
ing additional demand to be met at
market pr'u:es.”

The case of Bangladesh is
representative of the south Asian
experience. Ration prices of rice in
Bangladesh averaged 63 per cent
of market prices in 1971 but
declined to 37 and then 27 per cent
under the unprecedented market
price increases of 1973 and 1974,
Consequently, food subsidies in
these years averaged over 25 per
cent of total revenue. However,
the reduced need for subsidized dis-
tribution in the subsequent more
normal years, combined with higher

_l;‘:?"Fund supply . .." lec. cit., pp. 105-

13 Econamic and Social Survey of Asia
arnd the Pacific, 1974, op. cit,, p. 78,

14 vk ood supply . . .Y, loc. i, p. 94,

ration prices and improved govern-
ment receipts, lowered the relative
importance of food subsidies to 11
per cent of total revenue in Bangla-
desh in 1976,

Foodgrain  imports  during
1973-1975 in both India and
Pakistan were noticeably higher
than in preceding years. The
steeply increased import prices of
foodgrains were a major financial
drain on restocking efforts.'® High-
er subsidies to offset the infla-
tionary impact of increased grain
prices claimed 17 per cent of public
revenue in Pakistan during 1974-
1975 compared to 11 per cent in
1973. By comparison, food subsi-
dies accounted for less than 5 per
cent of government receipts in
India in the peak year., 1976,
despite expanded transfers during
the food shortage period. Total
subsidies rose from Rs 1.2 billion
in 1972 to an average of Rs 2.7 hil-
lion over 1973-1975.

2. The 1979-1980 shortage

The food problems encount-
ered by developing ESCAP coun-
tries in the late 19705 were dif-
ferent from those of the 1972-1975
crisis in several ways, Production
shortfalls in 1979-1980 did not
eventuaie in a consumption crisis.
Secondly, food price inflation did
not exceed rates of increase in the
consumer price index in the large
majority of the developing ESCAP
economies, as it had during the
earlier crisis.'® The third difference
relates to the fiscal impact of the
1979-1980 foodgrain shortage and

13 por example, the prices of rce (ex-
Bangkok) and wheat (ex-Fort William,
Canada) shot up by almost 270 per cent
and 200 per eent, respectively, during
the commodity price boom of 1973-
1974. Intemational Monetary Fund,
International Financlal Staristics Year
bo:k. 98] (Washington, D.C., 1981),
p- 85

16 1he few exceptions included Fiji,
Iran, Nepal, Papua New Guinea,
Solomon Islands and Sri Lanka during
1980 only.
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the nature of the fiscal policy re-

sponses Lo it.
Bumper harvests of wheat
(1975/76 crop vyear) and rice

(1976/77 crop year) in India made
possible the enlarged accumulation
of stocks. The rice and wheat
output shortfalls in 1979 and 1980,
respectively, thus did not neces-
sitate any import procummcm.”
Output shortfalls were completely
met by buffer stocks, which by the

”!n fact, exports of wheat and wheat
flour from India totalled over 2 million
tons durng 1978-1980,

end of 1980 had been run down by
about one third, or 57 million
tons. Compared with earlier years,
the fiscal drain due to subsidized
food distribution rose only margin-
ally in 1979-1980,

Compared with 1978, the value
of food subsidies almost doubled
in 1979 in Pakistan and increased
further by a marginal amount in
1980. Rising foodgrain prices in
the world market raised substantial-
ly the subsidy per unit of domestic
foodgrain consumption from about
39 per cent of ration shop prices

in 1976/77 to 66 per cent in
1978/79. Subsequent increases in
issue prices, averaging 27 per cent
in 1979/80 and a further 12 per
cent in 1980/81, were instituted
primarily to reduce the fiscal drain;
the unit subsidy percentage con-
sequently fell to 44 and 34 per cent
during the respective years,

The food shortage of the late
19705 was more serious in Bangla-
desh than in India or Pakistan,
Foodgrain imports at 1.6 million
tons in 1978 about doubled the
previous year's level and then rose

As 3 means of stabilizing its bal-
ance of payments through self-reliance
in food and increased reliance on agro-
based exports, Pakistan provides a
direct subsidy to fertilizer inputs into
its agricultural sector. This subsidy
forms a wajor part of Pakistan’s
consumer and producer price control
programmes. The aggregate wvalue of
subgidies distributed by Pakistan's
Federal and Provincial Governments
increased considerably during 1972/73-
1979/80. The total subsidy expendi-
ture reached Rs 6,544 million in
1979/80, a fourfold increase owver
the 1972/73 level. As a proportion
of total tax revenue, subsidies in-
ereased from 17.5 per ocent in 1972/
73 to 20,1 per cent im 1979/80.
Consumer subsidies were provided
mainly in connection with the retail
sale of wheat, edible oil and sugar,
Most of Pakistan's producer subsidies
were concentrated in fertilizer,

Pakistan's  fertilizer subsidies
claim over 40 per cent of the Govern-
ment's total expenditure on subsidies.
This has constituted a significant
fiscal drain, but because of the im-
portance plced on the subsidization
of fertiizer input into agriculture
as a means of increasing agricultural
production to meet rising demand
and thus stabilizing prices, this cost
has continued to be bome. The
rationale behind the subsidy is also

7 Based on Mushtagq Ahmad, “Direct
government subsidies in Pakistan',
Journal of Development Studies
(Peshawar), vol. [V (1981), pp. 1-15.

Box I1.23 Direct production subsidies for

derived from the fact that it represents
a mesource transfer to the agricultural
sector from the rest of the economy,
a reallocation in close conformity
with the country’s overall develop-
ment priorties.

However, continued reliance on
the fertiizer subsidy as an inter
sectoral resource transfer mechanism
has significant side-effects at the
intra-sectoral level. The magnitude of
these intra-sectoral side-sffects may,
in fact, be more significant in the
country’s development process than
the planned inter-sectoral effects. This
is largely because fertilizer use in
Pakistan is postively correlated with
farm size. Some 68 per cent of Pakis-
tan's farmers occupy landholdings of
5.1 ascres or less, and these holdings
account for omnly about 30 per cent
of total farm area. Since the predom-

Pakistan, Fertilirer use, by farm sire,
1978

Farms using
Farm size facres) Jerrilizer
(percentages)
1 to 5§ 66
6 to 12 Bl
13 10 25 76
26 and above 79

inant share of subsidized f{ertilizer
goes to the larger farmers, the fiscal
benefits conferred by Pakistan's
fertilizer subsidies accrue to a relatively
small group of farmers. Nevertheless,
the subsidy continues to be provided

stabilization®

because of apprehensions of the
impact of its withdrawal on domestic
economic and socal stability and on
the balance of payment (Le., food
import) consequences of the possible
decline in output due to reduced
fertilizer use.

Of Pakistan's total fertilizer
consumption, nearly one half is
accounted for by wheat and another
24 and 16 per cent by rice and cotton,
respectively.  Fertilizer accountz for
approximately one quarter of total
farm costs excluding rent for major
crops, It is estimated that the with-
drawal of subsidy would raise fertilizer
prices by over 50 per cent. It is thus
feared that withdrawal of the subsidy
would lead to a serious drop in agri-
cultural production, a sharp increase
in food prices and pressures for wage
increases, resulting in a spiral of cost-
push inflation. Additionally, the higher
prices that would have to be paid by
food-deficit households would have
SEMOUS equity consequences.

The implication of PFakistan's
fertilizer subsidies with mespect to the
intersectoral transfer of resources,
and thus the country's balance of
payments position, appears to be at
least partially offset by the obviously
undesirable intrasectoral implications
of the subsidy, The resulting ambiguity
suggests that a careful reappraisal
of the actual effects of such pro-
duction subsidies be undertaken by
developing ESCAP countres to ensure
that fiscal policy operates in close
conformity with overall national devel-
opment objectives.
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further to 2.2 million tons in 1980.
Higher costs of imported foodgrains
raised significantly the amount of
unit subsidy. In spite of upward
adjustments of ration prices, the
ratio of issue prices to free market
(wholesale) prices, which stood at
80 per cent in 1976/77, declined
to 61 per cent in 1979/80. In rela-
tive terms, however, food price sub-
sidies ranged between 6 and 9 per
cent of government receipts during
1978-1980 compared to over 25
per cent during the 1973-1974
crisis.

The major policy and institu-
tional changes that were initiated in
Sri Lanka after 1977 included a
substantial reduction in the com-
mitment to food price subsidiza-
tion. Reduced eligibility for the
food ration, its substitution by
fixed-value food stamps and in-
creases in the official price contrib-
uted to a steady fall in the volume
of public rice distribution from
some 720,000 tons in 1977 to
320,000 tons in 1980 and 160,000
tons a year later. The administered
prices for food-stamp rice and
wheat flour rose by 286 and 223
per cent, respectively, between end-
1978 and mid-1981. By compari-
son, open market prices for rice
rose by only 143 per cent during
the same period. These develop-
ments, coupled with improved
domestic grain production, helped
reduce the cost of food subsidies
to the Government as a share of
revenue during this period. As a
proportion of total revenue, such
income transfers reached a peak
of 22 per cent in 1979 and there-
after fell off sharply. As a result of
the fall-off, Sri Lanka’s food sub-
sidy scheme came to play a reduced
role in restraining food price infla-
tion.

Broadly speaking, subsidiza-
tion, supported by increased
imports andfor destocking, has
been the principal fiscal policy
instrument adopted by the develop-

ing ESCAP countries to moderate
food price inflation during recent
food shortages. This response has
been warranted not merely because
of the importance of food prices in
the consumer budget of the devel-
oping ESCAP countries generally
but also because of the tendency
of food price rises to have serious
cost-push consequences. The trade-
off has been a worsening external
balance and a higher fiscal drain.
The sensitivity of the region’s
Governments to food prices has
caused the balance to tilt in favour
of domestic price stability as
against external and fiscal stability.
However, the deterioration in the
balance of payments and in the
budget balance cannot be sustained
indefinitely. This partly explains
the relatively mild policy reactions
to the 1979-1980 shortage.

B. STABILIZATION IN THE
ENERGY SECTOR

Barring certain important ex-
ceptions, namely Afghanistan,
Brunei, Burma, China, Indonesia,
Iran and Malaysia, the developing
ESCAP countries are heavily
dependent on imports to meet their
energy requirements and are there-
fore vulnerable to energy price in-
flation in the world market. The
first energy shock raised the price
of crude oil by over 400 per cent
while the second boosted it by
another 200 per cent. These price
hikes supplemented the impact
of the food shortages of the 1970s
to generate severe inflationary pres-
sures in the region. The consumer
price indexes of developing ESCAP
countries tripled during 1973-1975
and then doubled over 1979-1980.
The price hikes also had serious
implications for the balance of
payments, as the share of imported
energy in total import spending of
non-oil developing ESCAP coun-
tries about doubled between 1973
and 1974 and rose by one third
during 1979-1980. With few ex-

ceptions, the heavier costs of
hydrocarbon imports were trans-
lated almost simultaneously into
widening deficits on current ac-
count.!

The task of energy manage-
ment in the non-oil developing
ESCAP countries is complicated by
three common features reflecting
the unique position of energy in
the economy. First, the modern
sector in a large part of the region
is almost totally dependent on
imported petroleum products. Oil
imports are estimated to provide
approximately 75 per cent of total
commercial energy supplies in these
countries.'? Secondly, the volume
of hydrocarbon imports will need
to be increased rapidly if these
countries are to accelerate their
industrial modernization.2’ The
implications for equitable develop-
ment, thirdly, are evident in view of
the limited availability of alterna-
tive energy sources for such con-
sumer essentials as lighting, cooking
and transport requirements.

A common long-term objective
of fiscal policy responses to the
energy crisis has been to encourage
conservation through more efficient
utilization of available hydrocarbon
resources. Retail prices of basic
energy products have, therefore,
been increased to reflect at least
partially the cost of energy im-
portation. Within this broad policy
framework, however, the develop-
ing ESCAP countries have turned to
variations in taxes and subsidies

18 eonomic and Social Survey of Asia
and the Pacific, 1980, op. cit., pp. 82-86.

19 1bid., p.112.

2C’Con'lmercial energy consumption of
oil-importing less developed countries
is projected to rise from a daily volume
of 12.4 million barels of oil in 1980 to
22.8 million barrels in 1990. This is
equivalent to an annual growth rate
of 6.3 per cent. The rate was 6.9 per
cent during 1950-1974 and 3.6 per cent
during 1975-1980. World Bank, Energy
in the Developing Countries (Washing-
ton, D.C., 1980), p.2; and Economic
and Social Survey of Asia and the
Pacific, 1980, op. cit., p. 112.
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Figure .9 Developing ESCAP subregions (excuding major oil producers).

merchandise import values, 1970-1981
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among specific energy-using sub-
sectors and specific energy prod-
ucts for short-term stabilization
purposes.

1. The overall policy impact

With a few minor exceptions,
the absolute burden of taxes and
duties on petroleum products rose
appreciably throughout the region
during the 1970s in response o
the oil shocks. The steepest in-
creases, ranging from nearly 200
to nearly 500 per cent between

1971 and 1979, were recorded
for India, the Philippines and
Thailand.

Changes in the tax rate struc-
ture relative to commercial energy
prices, however, reveal differences
in policy objectives. The proportion
of fiscal levies in net retail prices
of liquid fuels fell off sharply in
Burma and Sri Lanka and, to a
relatively lesser extent, in India
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and Pakistan. This moderation was
due mainly to deliberate policy
decizions to minimize the adverse
impact of rising energy prices on
domestic inflation, production and
consumption.

In comparison, however, the
share of taxes and duties in net
retail prices for commercial energy
remained relatively stable in the
Philippines and Thailand over 1971-
1979, It thus appears that consid-
erations of external balance in
these countries played a more im-
portant part in the design of short-
term fiscal policy responses to the
oil shocks.

The combination of rising
world energy prices, domestic
energy-using output growth and
the impact of fiscal policy measures
on domestic pricing of petroleum
products in the developing ESCAP
region during the 1970s generated
two  contrasting  consumption

trends.?! On the one hand, an
exceptional demand expansion oc-
curred in the face of comparatively
steep rises in liquid fue! prices in a
number of countries. Over the
period 1973-1974 to 1980-1981,
real spending growth totalled
around 8-15 per cent in the Philip.
pines, Singapore and Solomon
Islands and upwards of 95 per cent
in India, Pakistan and the Republic
of Korea.?? On the other hand, real
expenditure fell or did not rise
significantly in Bangladesh, Fiji,
Nepal, Sri Lanka and Tonga. Such

2l 5ee “Energy transition through de-
mand management: long-term  strate-
gies and policy imperatives™, Economic
Bulletin for Asic and the Pacific, vol.
XXX, No. 2 (December 1982).

22I:Manrill.rvuni.l from Asian Development
Bank, Key Indicators of Developing
Member Countries aof ADE. wol. XII,
No. | (April 19B81), pp. 24 and 26;
and wvol. XIII, No.l (Aprl 1982),
pp. 24 and 286,



restraint was a remarkable achieve-
ment insofar as it revealed a capac-
ity to make major sacrifices and
adjustments under difficult cir-
cumstances,

These contrasting trends render
untenable any unqualified generali-
zation about the impact of fiscal
policy measures on the domestic
demand for imported energy
in the non-oil developing ESCAP
countries. The possibility of gen-
eralization is also reduced by the
fact that aggregate demand for
imported energy is dependent on a
variety of factors which are largely
outside the direct control of fiscal
policy makers in the short term.
These include, among others, the

availability and auxiliary costs of
competitive alternate  energy
sources, types of energy-consuming
capital stock, patterns of income
distribution and extent of urbamni-
zation and rural modernization. It
follows that an improved under-
standing of the characteristics of
sectoral and subsectoral demand
conditions with respect to specific
energy products is a pre-condition
for the design of appropriate fiscal
policy measures for stabilization
in the energy sector.

2. Specific approaches

fa) Energe subsectors
The transport and industrial

sectors in most of the developing
ESCAP region rely most heavily on
imported mineral energy. The
former sector depends almost ex-
clusively on liguid fuels and is
estimated to account for about one
half of total consumption of
petroleum products. The propor-
tion varies from approximately 23
per cent in Bangladesh to 50-55 per
cent in India, Indonesia, Nepal, Sri
Lanka and Thailand.?? By compari-
son, direct industrial use of hydro-
carbons absorbs between 20 and 30
per cent of the available energy
supply, with natural gas providing
substantial industrial power in

23 Economic and Social Survey of Asig
and the Pacific, 1980, op. cit., p. T2.

Table 1120  Selected developing ESCAP countries. Taxes and duties as a share of net retail prices® for selected

petrolenm products, 1971-1979
{Percentages)

Increase in energy
1971 1972 1973 1974 1975 1976 1977 1978 I979  raxes and duties,
T97i-1978
(per unit)

Burma, Rangoon

Regular 121 124 127 65 47 6 2 8 7 -B2.8

Premium 93 96 100 50 39 5 17 17 17 118.1

Kerasene 25 30 4 i8 60 5 6 7 7 —40.0
India, New Delhi

Regular 452 419 295 173 227 245 236 236 300 190.8

Premium g2 382 262 154 199 207 207 218 262 189.7

Kerosene 124 122 (1 57 69 i6 56 51 9 1019
Pakistan, [slamabad®

Regular . 555 718 G610 130 74 i 65.5°

Premium i FEREY 444 197 197 L1 65 65.5

Kerosene 157 is0 144 288 - e
Philippines, Manila

Regular 43 44 41 38 37 is 43 44. 4458.6

Premium 33 33 31 36 a5 3z 44 43 e 491.4

Kerosene 17 18 15 B 9 10 7 7 wih 419
Sri Lanka, Colombo

Regular 92 72 49 25 25 1 1

Premium 92 72 49 25 25 1 l

Kerosene 47 30 o 10 10 1 1 +
Thalland, Bangkok

Regular 94 94 78 75 45 45 58 76 77 148.0

Premium 82 .l 68 69 42 43 52 69 71 248.0

Kerosene 33 30 29 23 12 13 14 11 28 116.9

Source: Eeonomic and Social Survey of Ada and rhe Pacific, 1981 (United Nations publication, Sales No. E.S2ILF.1), p. 94,

Noter: * Retail price net of duties and taxes. ® The base year does not include taxes.  © July 1978,
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Demand management strategies in
the energy scclor can be designed to
reduce the overall demand for energy
of influence the fuel-mix in favour
of alternative energy sources. The
policy variables whereby these forms
of demand management may be
implemented inclede controls over
guantity (so-called direct controls)
and over price (in particular, tax/
subsidy measures). Since energy costs
and avallabilities may be a major
potential constraint on development,
it 15 essential that the development
implications of these simtegic options
should be explicitly analysed and
that the preferred choices be fully
integrated into development plans.

Energy demand strategies aimed
at influencing the energy coefficient
in production require substitution
of fuels by other inputs {c.g., encrgy-
saving capital, skilled ibowr); those
aimed at influencing the fuel-mix
seck to move from oil to other energy
sources (e.p., coal, natural gas, renew-
ables). Both possibilities exist in almost
all end-use sectors. For example, in
transportation, a major oil-using sector,
a shift from road transport to railways
would improve the efficiency of oil
use while electrification would reduce
oil consumption on railways. However,
sich forms of substitution require high
capital investment and are likely 1o
reduce employmeni. A detalled consid-
eration of similar trade-offs may be
required in manufactunng, irmgation
pumping, houschold lighting and
cooking and so forth,

1 Based on “Energy  transition
through demand management: long-
term strategies and policy impera-
tives”, Economic Bulletin for Asig
and the Pacific, wvol, XXXII, No. 2
(December 1981),

Box 11.24 Energy demand management”

Ol conservation strategies require
adjustments in pricing policies as well
as use of non-price instruments. Where
price adjustments are made, taxf
subsidy systems are most commonly
applied; this has proved a relatively
efficient policy approach, It s
necessary in such cases not only to
consider relative prices of different
fuels but also prices of capital and
labour relative to energy prices, Prices
of different fuels and energy-
dependent products should, further-
more, be determined in an integrated
framework, which calls for close co-
ordination  between  fiscal  policy
makers and the physical planners.

The success of price policy -
and of the tax/subsidy measurcs
which support it — in achieving the
desired objectives of conservation
and interfuel substitution depends
on the special characteristics of enemgy
demand in developing countries, Levels
and patterns of energy consumption
in these countries are determined
mote by supply constraints  than
by demand considerations. Mon-

availability of cheaper fuels may
result from lack of production
capacity or tramsport bottlenecks,

In such situations, consumers tend
to adjust their demand pattems to
availabilities of different fuels even
if their technical preferences sugpest
different fuel-mixes. Neveriheless, user
choices may bée affected by factors
other than the relative prices of fuels —
eg., security of supply, uniformity
of guality and the effect of fuel-
mix on the quality of processed
materials. It is also worth noting
that fuel costs form a small proportion
of total costs in many industries
in developing countries and that
entrepreneurs are [(requently in a
position to pass on increased fuel costs
to consumers because of protected
markets, lack of intemal competition

and pgeneral shortages of goods and
transport capacity.

In many developing countries
the existing prices of capital, labour
and foreign cxchange may not
necessarily reflect the ““true oppor-
tunity costs” of these factor inputs
due to market imperfections or
administrative  controls  such  as
minimum wages, subsidized capital
and import quotas. Given the dis-
tortions in prices of non-cnergy inpuis,
it may be nocessary to fix enemgy
prices through tax/subsidy and other
measures in such a way that they do
not provide misleading signals o
consumers, resulting in substitution
of these scarce inputs for energy.

MNon-price  instruments include
such measures as rationing of fuels,
direct controls on consumers of pro-
ducers regarding  such energy-using
goods as wehicles and  energy-using
equipment, and resirictions on produc-
tion and investment in energy-intensive
industries, The efficacy of these
instruments vares from one country
to another depending on the use of
private vehicles, the adequacy of the
apparatus for implementation of gow-
emment legislation, the extent to
which government is empowered (o
contfol the activities of producers
and so forth, Rebance on such direct
measures may be workable in centrally
planned economies and may be feasible
in situations of temporary shortages
in mixed and market economies, but
is not likely to be effective as a long-
term policy instrament in the absence
of a well-developed, adequately staffed
and fully informed public administra-
tion. Given the existing realities in
much of the developing ESCAP region,
it would appear that, a1 least for shogt-
term stabilization, the most feasible
approach’ to energy demand manage-
ment remains price adjustment through
tax/subsidy arrangements,

Pakistan and, to a lesser extent,
Indonesia.

Within the transport sector, the
short-term fiscal policy response
has been mainly one of raising im-
port duties and sales taxes on
motor  vehicles, with steeply
graduated rates on larger, petrol-
driven cars. Annual registration
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and road taxes also have become
increasingly progressive for bigger
cars. These discriminatory measures
have, at the same time, been supple-
mented by wvarous non-fiscal re-
strictions relating to travelling
speeds, working hours of service
stations, access zones to privale
vehicles and so forth. In recognition

of the fact that transport itsell
cannot be sacrficed, the owverall
policy intent has been to conserve
on energy by shifting transport
usage to more energy-efficient
carriers.

Despite much discussion of
various  innovative  possibilities,
careful examination has shown that



relatively few energy substitution
possibilities are available within the
major industry sectors in the
developing ESCAP region in the
short term.2* However, some scope
exists for policy-induced improve-
ments in industrial energy utiliza-
tion, especially in the few develop-
ing ESCAP countries with energy-
intensive activities (e.g, copper
processing, cement and ammonia
manufacture, pulp and paper mak-
ing etc.). This is clearly a medium-
to long-term process. The relevant
policy packages for this purpose
are not examined in this study.
(b) Energy products

Fiscal policy responses to the

24A limited number of alternate
primary energy sources have been
developed which are technically feasible
and commercially viable and require
inexpensive investment for industrial
use in the developing ESCAP region.
These are surveyed in Economic and
Social Survey of Asia and the Pacific,
1980, op. cit., pp. 102-103.

energy crisis represent essentially a
compromise between the needs for
short-term price stabilization and
other longer-term objectives of
development. With few exceptions,
fiscally-induced increases in regular-
and super-grade petrol prices in the
developing ESCAP region averaged
30 to 50 per cent higher, in real
terms, during the 1970s than diesel
and kerosene prices. This was the
net result of a combination of
policy measures, including slower
tax increases and government sub-
sidies. Comparatively, real rates of
growth in retail prices of kerosene
were among the lowest in Bangla-
desh and Sri Lanka, averaging 6.7
and 9.3 per cent per year, respec-
tively, during 1970-1979.%%

The net impact of these
measures in unclear. Gasoline con-

25 1bid., p.95. Nevertheless, there was
apparently some substitution of natural
gas for kerosene in domestic cooking
in urban areas of Bangladesh,

sumption declined significantly in
Sri Lanka over 1973-1979 and in
the Republic of Korea between
1973 and 1977. Marginal changes in
demand were observed in Bangla-
desh and Nepal, but gasoline con-
sumption continued to grow, for
example, in Papua New Guinea and
Thailand. Generally speaking, then,
the impact of the variety of fiscal
policy measures introduced to alter
prices had a limited effect on
gasoline demand from private
vehicle owners.26

Growth of kerosene consump-
tion was contained in Bangladesh
and Sri Lanka over 1973-1978.
However, relatively steady growth
in kerosene consumption was re-
corded in some countries which
had considerably faster rates of in-
crease in the real retail prices of
this product. These contrasting
demand patterns suggest that the

26 1hid, p. 116.

Table I1.21 Selected developing ESCAP countries. Volume of consumption of major petroleum products,

1971-1979
(Million litres)
1971 1972 1973 1974 1975 1976 1977 1978 1979
Kerosene
Bangladesh 346.9 3197 4464 387.2 3753 4108 406.1 4535 4772
Nepal - - - 33.0 32.0 30.0 33.0 34.0 40.0
Papua New Guinea 12.0 14.0 140 15.0 15.0 18.0 19.0 220 23.0
Rep. of Korea 533.0 467.0 4720 385.0 628.0 694.0 728.0 1081.0 1433.0
Sri Lanka 318.5 329.2 319.7 252.2 248.6 2404 248.6 285.3 396.6
Thailand 191.0 268.0 209.0 241.0 206.0 295.0 285.0 266.0 340.0
Gasoline
Bangladesh 52.1 639 77.0 68.7 71.0 65.1 66.3 71.0 78.1
Nepal - - - 100 110 11.0 11.0 11.0 120
Papua New Guinea 85.0 97.0 97.0 99.0 113.0 1140 114.0 118.0 1200
Rep. of Korea 992.0 976.0 1041.0 698.0 664.0 838.0 1105.0 1259.0 13720
Sri Lanka 1634 156.3 1539 1125 112.5 1184 130.2 151.6 136.2
Thailand 1269.0 1268.0 1 500.0 1 606.0 1763.0 1963.0 2183.0 2307.0 23230
Gas oil
Bangladesh - - - - - - 201.3 2179 241.5
Nepal - - - 240 25.0 30.0 33.0 44.0 45.0
Papua New Guinea - - - - 100 8.0 140 14.0 13.0
Rep. of Korea 2099.0 23380 2 838.0 29180 33280 41030 4768.0 55580 59150
Sri Lanka 296.0 3126 309.0 2782 2913 299.6 3055 3599 415.6
Thailand 25840 27140 3083.0 29550 28670 33570 37300 39260 44110

Source: Economic and Social Survey of Asia and the Pacific, 1980 (United Nations publication, Sales No. E.81.ILF.1),

p.97.
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underlying causes of kerosene con-
sumption trends require more care-
ful attention from policy makers in
the region. This is particularly
important because kerosene is a
significant consumption component
in household budgets of the poor.
In sum, the oil shocks of 1973-
1974 and 1979-1980 necessitated
wide-ranging policy-induced short-
run adjustments in the developing

ESCAP region. On the one hand,
retail prices of liquid energy prod-
ucts were permitted to rise sub-
stantially. These adjustments were
generally intended to permit local
prices to reflect more closely the
landed cost of energy imports,
partly in the interest of external
stability and fuel conservation/
substitution objectives. On the
other hand, the various energy sub-

Figure 11.10 Developing ESCAP region. Price indexes of selected primary com-

modities exports, 1970-1981
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sectors and energy products were
not treated uniformly in consid-
eration of the varable impact of
domestic prices on specific social
and economic groups.

In the final analysis, however,
short-term policy responses to the
oil shocks, including tax/subsidy
measures to adjust prices in keeping
with national interests, achieved
only limited results. The necessity
for appropriate long-term structural
changes cannot, therefore, be over-
emphasized. This is particularly
important for the non-oil develop-
ing ESCAP countries, which had to
allocate one third to one half of
their commodity export earnings to
fuel imports in 1980-1981.27 This
increased burden also tended to fall
with disproportionate severity on
those countries of the region which
were, by and large, least equipped
to bear them.

C. STABILIZATION IN THE
EXPORT SECTOR

In combination with the in-
stability caused by intermittent
food shortages and oil price shocks,
the developing ESCAP countries
have been adversely affected by
fluctuations in the export earnings
of their primary products. Cyclical
swings in such earnings have con-
formed broadly to the instability
patterns of non-oil commodity
prices. Regional export trade re-
ceipts increased by 140 per cent
over 1973-1974 and by 65 per cent
during 1979-1980. Aggregate rates
of growth in regional merchandise
export earnings were much subdued
in the years subsequent to these
upswings, although exports of the
region’s oil exporters and newly
industrializing economies expand-
ed at comparatively faster rates
than the regional averages. These,

27 Asian Development Bank, Key In-
dicators of Developing Member Coun-
tries of ADB, various issues,



developing economy

As a largely self-contained econ-
omy, China is well insulated from
external economic instability. Similar
to the trend of commodity exports,
the value of f.ob. imports more than
doubled from 12 billion to sbout 27
billion yuwan over the peried 1977 to
1980, amounting to 4.6 and 7.3 per
cent of national income in 1977 and
1980, respectively ® Merchandise trade
is, moreover, under striet  central
control  although some degrée of
autonomy has been granted to local
suthorities. Official subsidies are pro-
vided for several import items as a
means of modemating the domestic
impact of imported inflation.

The principal instruments for
ensuring domestic balance in general,
and price stability in particular, are
the budget variables. Unlike in market
economies, monetary policy temds io
play a neutral role in China; it is
designed primanly to accommadate
the planned requirements of the pro-
duction sectors rather than influence
the level and imtensity of economic
activities.”™ The primary task of fiscal
policy for stabilization has generally
been to achieve and sustzin overall
balance between government expendi-
ture and revenue. This policy emphasis
resulied in closely balanced budgets
until 1978, During the years 1979-
1980, however, the budget deficit
amounted to almost 30 billion yuan,
which was equivalent to 4.3 per cent
of mational income’ Some of the
factors responsible for these deficits
were substantial increases in planned

% Jniernational Monetary Fund, fn-
termational Financial Srtakisties, vol.
XXXV, No. 6 (June 1982}, p. 120.

b Yao ¥ilin, “Report on the read-
justment of the 1981 National Eco-
nomic Plan and State revenue and ex-
penditure (excerpts)”’, Beijing Review,
Mo. 11 (16 March 1981), p. 16.

© International Monetary Fund,

Box I1.25 Stabilization policy in a centrally planned

capital construction, tax-relief pro-
grammes and general wage increases.

The overall deficit was financed mostly
by means of owverdrafts from the
People's Bank of China. Currency on
issue in 1980, for example, totalled
T.6 billion yuin compared to the
planned target of only 3 billion yuan,®

The impact of increased currency
in circulation was reinforced by ap-
preclably higher procurement prices
for farm products and incréases in the
cost of major food items and ad-
ministered prices. The purchasing price
index for agricultural produce. for
example, went up by 22.1 per cent in
1979." These {actors contributed to a
rise of & per cent in retall prices and
138 per cent in those for foodstufiTs
during 19805 Although these infla-
tionary rates were modest by intérna-
tional standards, they constituted a
source of significant concern to the
Government beécanse Ching had en-
joyed very stable prices over the
previous three decades, the cost of
living imdex having increased by an
average of | per cent per yeéar between
1950 and 1979.

Concern about the emergence of
domestic imbalance and inflation has
led to several measures for readjusi-
ment and stabilization. Manned deficiis
for 1981-1982 were reduced to 5.7
billion yuan. Projected capital con-
struction was cut back from 54 billion
yuan in 1980 to under 30 billion
yuan in the 1981 budget. Remitted

d Ecanomic and Social Survey af
Az gnd the Pacific, 1981 (United
Nations publication, Sales MNo. E.82.
ILF.1), p. 115,

® Yao,loc. cit., p. 15.

f China, State Statistical Bureau,
“Communique on fulfilment of China’s
1980 National Economic Plan”, Beiing
Review, wvol. 24, MNo. 20 (18 May
1981), p. 1T,

praofits from state enferprises were
permitted to decline further, from
48.2 billion to 344 billion yuan in
the respective years. This was intended
to provide Incentives to enterprise
management for improving productivi-
ty and reducing cosis of preduction.

These measures yielded beneficial
results, State purchase prices for
several agricultural products, including
vegetables, were mised and a larger
volume of these items was aoquired
at prices applicable for surplus (above
quotad output in 1980-1981. Never-
theless, the farm price index rose by
only 7.1 per cent in 1980 and another
5.9 per ceni a year later, compared 1o
22.1 per cent in 1979." The premium
for above<quota production was, to
some extent, offset by consumer price
subsidies, which amounted to 14.6
billion yuan in 1979, rose o 20.8
billion yuan o vear later ond were
expecied to reach 32 billion yuan in
1981

Reduced aggregate absorption,
moderate changes in procurement and
controlled prices and increased supplies
interacted to slow down significantly
the rate of retail price inflation. The
average rate, at 2.4 per cent in 1981,
was just aver one third of the level a
year earlier, Food prices rose by 3.7
per cent in 1981) It is thus apparemt
that determined fiscal policy measures,
among other readjustments, have con-
tributed appreciably to the restoration
of domestic balance and price stability
in China since 1981,

h China, State Statistical Bureau,
ap, cif,; and “Communique on fulfil-
ment of China’s 1981 Matlonal Eco-
nomic Plan®, Beiiing Review, vol, 25,
No., 20 (17 May 1 982), p. 21.

i Economic and Social Survey of
Asda and the Pacific, 1981, op, ot

J China, State Statistical Bureau,
ap, cit.; and “Communigue . . . 1981

ap. cif. E vao, loe cir., p. 15. oo yloc eir, p. 21,
however, were characteristically  minimize the translation of periodic  stabilizers of export earnings if
volatile, 8 swings in export earnings into  suitably formulated and imple-

The task of stabilization in this
context is to prevent or at least

28 jbid., vol. XIII, No.1 (Apsil 1982),
p.21.

magnified swings in local real in-
comes, and hence consumption,
employment and prices. Fiscal
policy instruments can be powerful

mented. For example, export taxa-
tion and/or commodity stabiliza-
tion levies can be structured so as
to yield large receipts when com-
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modity earnings are booming and
diminished receipts during down-
swings. Such collections are in-
tended to be transitory and used
only to supplement revenue short-
falls and/or subsidize the export
industries during downturns,

On the government expendi-
ture side, two options are available
in this regard. The rate of real
growth in public expenditure and
the magnitude of budget deficits/
surpluses can be varied in direct
response  to fluctuation in trade
earnings. Alternatively, the trend of
public sector expenditure can be
estimated, and the rate of sustain-
able expansion in current and
capital expenditure in real terms
can then be projected. To the
extent that f[luctuations are off-
setting and of sufficiently limited
amplitude, this eliminates the need
for short-run discretionary adjust-
ments in the rate of public spending
in response to export swings.

Expenditure measures to stabi-
lize export prices or insulate
domestic earnings levels against
commodity price swings clearly
operate within narrow limits in
developing countries. It is there-
fore on the revenue side that the
more effective stabilization mea-
sures appear. This is particularly
true of export taxation. Although
many developing ESCAP countries
specialize in primary exports,
export taxation has constituted a
substantial source of public revenue
only in Malaysia, S Lanka and, to
a lesser extent, the Philippines and
Thailand. In the latter two coun-
tries, export taxes provided over 10
per cent of government revenue in
the boom wear of 1974, The rel-
ative contribution of export duties
to the budget, although rather
variable, averaged 14 and 17 per
cent in Malaysia and Sri Lanka,
respectively, during 1970-1981,

nghis planning budgeting approach
has been pursued most explicitly and
vigorously in Papua Neéew Guinea.

184

1. Export taxation

The relatively limited revenue
contribution of export taxation in
most developing ESCAP countries
does not adequately reflect this
instrument’s role as an economic
stabilizer. Though it is regularly
and heavily resorted to in only a
few countries, its occasional and
marginal use in other cases general-
ly has a significant stabilization
impact, For example, the need for
temporary levies to absorb windfall
incomes has been well recognized
in Bangladesh. When there was a
sharp rise in the price of tea in carly
1977, the counter-cyclical role of

export taxation was strongly
advocated by the Taxation Enquiry
Commission  in  the following
year, >0

Export tax policy for stabiliza-
tion appears in a number of coun-
tries to be a matter of responding
to particular situations as they
emerge. Thus, Pakistan imposed
export duties on several items to
eliminate windfall gains shortly
after the rupee was devalued in
1972, The Philippines introduced
temporary stabilization taxes to
capture excess profits arising from
the 1970 devaluation of the peso.
An additional stabilization pre-
mium was levied in early 1974 to
counteract the export price surge
starting in 1973, In Indonesia, the
sharp devaluation of late 1978 was
followed in 1979 by the imposition
of an additional export tax, pre-
viously levied on palm oil, on
several other commodities, includ-
ing coffee, black tea, coconut
products and sawn timber.?! The
primary aim of this extended tax
coverage was to ensure the re-
tention of adequate domestic sup-

30 pangladesh, Ministry of Finance,
Final Report of the Taxation Enguiry
Commission (1979, pp. 234-235,

3 e export levy on logs had been
raised from 10 per cent to 20 per cent
ad wvalorem, and that on processed
tmber abolished in early 1978,

plies at reasonable prices. Neverthe-
less, it also produced a wuseful
counter-cyclical price impact as
these commodities were at that
time bcnel’ilin; from buoyant
world demand ?

Export levies formulated ex-
pressly for counter-cyclical pur-
poses are well established in Malay-
gia, Papua New Guinea, Sri Lanka
and Thailand, as well as some other
South Pacific island countries.
These export tax systems are
generally designed in one of two
ways. Export stabilization arrange-
ments in the South Pacific island
countries are operated by statutory
authorities, such as marketing or
industry boards, while export taxes
form part of consolidated govern-
ment revenue in  Malaysia, Sd
Lanka and Thailand. The latter
three economies rely largely on
export taxes at varying rates of
ad valorem pmgressionE' to mod-
erate swings in trade earnings,
while in the South Pacific the
export stabilization process com-
prises both graduated collections
during an upturn and subsidies or
bounties to export producers in a
depression.

Revenue from rubber export
taxes and cesses in Malaysia, for
example, increased heavily over the
commodity export boom of the
early 1970s. From a depressed level
of about 4 per cent of rubber
value collected as export tax over
1971-1972, it jumped to 11 per
cent in 1973-1974 and, following
a later revision to increase export
tax progressivity, ranged from 17
to 25 per cent during 1976

al Reductions in export taxes, partic-
ularly on coconut products, were made
in 1980/81 1o counter falling world
prices, causing trade earnings on non-
oil and gas products to fall by 10 per
cent. Bank Indonesia, Report for the
Financial Year 1978/1980 (1980}, p. 69;
and ] 980/1981 (1981), p. 64.

33 Ad  valorem

progression  means 3
sliding scale, with tax rates rising at
higher levels of price and falling at

lower levels,



1980.% This represented the with-
drawal of a substantial volume of
excess purchasing power and liquid
assets from the private and financial

sectors during an  expansionary
period. Levies on the two other

major primary products, namely tin
and palm oil, also exhibited a high
degree of ad walorem graduation,

with similar counter-cyclical impli-
cations.

In Sri Lanka, export duties as
a proportion of export values show
wider warability for rubber and
coconut than for tea, partly reflect-
ing differing degrees of progressivi-
ty in the tax structure, Both export
values and export tax revenue col-

M The system is reviewed in R.
Chander, C.L. Robless and K.P. Teh,
“Malaysian growth and price stabiliza-
tion", in W.R. Cline er al., eds., World
Inflation and rthe Developing Coun-
tries (Washington, D.C., The Brookings
Institution, 1981), p.222; and C.T.
Edwards, FPublic Fimamces in Maloye
end Singepore (Canberra, Australian
National University Press, 1970), pp.
233 I,

Table 11.22 Selected developing ESCAP countries. Export earnings and export tax revenue from major primary
commodities, 1970-1981

1970 1971 1972 1973 1974 1978 1974 1977 1978 1979 1980 1981
Malaysia
Rubber A 1724 1 460 1298 2507 2 BRB 2026 31008 3379 3601 4483 4617 3708
B 80 50 49 233 384 12 519 5717 716 1118 1 098 519
C 4.6 34 38 9.3 13.3 6.0 168 17.1 19.9 249 238 14.0
Tin A 103 906 924 897 1515 1206 1524 1 704 2021 2316 2506 2137
B 130 127 127 130 271 195 291 441 S00 545 575 298
C 12.8 14.0 13.7 14.5 179 16.2 19.1 5.9 24.7 23.5 12.9 139
Palm ofl A 264 380 353 467 1 086 1318 1220 1 790 1872 2471 2 604 2834
B 18 28 32 50 228 282 166 346 207 246 166 142
C 6.8 T4 8.8 10.7 21.0 214 13.6 19.3 11.0 10.0 6.4 5.0
Papua New Guinea®
Coffee A 20 21 20 23 29 34 42 132 107 125 119 T4
B - - - - - - 7 39 17 20 11 -5
C - - - - - - 16.7 9.5 159 16.0 9.2 —6.8
Cocoa A 16 14 11 11 23 40 28 55 63 58 46 34
B 2 = 2 - s i 4 28 17 11 2 -8
C - - - - - - 14.3 50.9 27.0 19.0 4.3 =235
Copra A 13 14 9 ] 24 9 12 19 25 44 25 20
B b e 2 =1 11 =6 =
C Fara e 5 i 5k 105 -4.0 25.0 —24.0 =30.0
Sri Lanka
Tea % 1119 1144 1162 1 261 1 360 1932 2100 3503 5401 5722 6170 6444
B 176 169 163 171 156 178 167 280 2780 2495 1920 1 BBO
C 15.7 14.7 14.0 136 11.5 9.2 8.0 8.0 434 436 31l 29.2
Rubber A 440 07 265 592 739 654 390 931 2021 2491 2590 2 895
B 54 14 11 142 284 140 197 261 1001 1239 1 386 1431
C 12.3 4.6 4.2 24.0 384 214 i2.1l 28.0 49.5 49.7 535 49.4
Coconut A 237 276 263 142 394 388 502 496 1271 1699 1234 1011
B 99 55 27 33 162 65 5 14 345 335 218 241
c 418 199 10.3 23.2 411 16.7 1.0 2.8 27.1 19.7 17.7 2318
Thailand
Rice A 1516 2909 4437 3594 9774 5852 B603 13382 10425 15592 19508 26 352
B 540 225 158 333 3123 3T 5 = = = - =
C 215 T3 35 9.3 320 6.3 0.1 = - = — =
Rubber A 2232 1 905 1 862 4373 5 035 3474 5297 6 164 8030 12351 12351 10818
B 195 22 15 320 871 335 675 E] 1354 2335 2 442 1459
C 8.7 1.2 0.8 7.0 17.3 94 12.7 15.6 16.9 18.9 19.8 135
Souwrces:  National sources.
Notes: A = Export values (national currency, million). B = Export duties (national currency, million).

C = Export duties as share of export values (percentage).

A Induding export taxes and stabilization levies and bounties administered by statutory authorities, b Excluding

sales tax revenue on domestic auctioned tea.
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lected on all three commodities
rose sharply in 1978. Moreover, the
proportion of export taxes col-
lected out of export earnings
marked a steep increase and re-
mained generally higher throughout
the 1978-1981 period relative to
1969-1977. The change in 1978
was in large measure due to the
introduction of higher export tax
rates and a major devaluation in
replacement of the foreign ex-
change entitlement certificate
scheme, which had formerly served
in effect as an implicit tax (in the
form of an unfavourable official
foreign exchange rate) on these
“traditional” export commodities.
From the stabilization point of
view, the important point is that
during 1978-1981 export tax rev-
enues as a percentage of export
values averaged 36 per cent for tea,
51 per cent for rubber and 22 per
cent for coconut products, thus
enabling the withdrawal of a sub-
stantial volume of private sector
purchasing power.

The stabilization potential of
tea taxation in Sri Lanka has been
partly blunted by its gradual shift
away from an ad valorem levy at
the auction point to a specific duty
collected at the export poim.35
With this change the export tax
system requires discretionary inter-
vention whenever stabilization
objectives are to be sought. The
feasibility of providing the export
tax system with a sliding-scale
ad valorem rate structure would
thus appear to deserve careful
consideration in Sri Lanka, as in
other developing ESCAP coun-
tries which have retained specific
export tax rate structures.

The rubber export tax in
Thailand incorporates a graduated
ad valorem schedule so that,
compared with the corresponding

35 Central Bank of Ceylon, Review
of the Economy, 1978 (1979), p. 247,
and Annual Report for the Year, 1978
(1979), p. 54-57.
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levels during 1975-1976, duty
receipts increased by 600 per cent
as a result of a rise of about 350 per
cent in rubber earnings over the
extended upswing of 1977-1980.
Rice is also subject to an ad
valorem export duty. A far more
important additional levy, in terms
of revenue yield and counter-
cyclical impact, used to be the rice
export premium. This tax had
operated with a frequently adjusted
specific rate structure, except
during 1967-1968, when it had
been experimentally converted to
fixed ad valorem®® rates. The rice
premium achieved mixed success
for a variety of reasons, including
its specific rate structure and hence
its inadequate synchronization
with highly variable market condi-
tions. Nevertheless, in combination
with other measures such as oc-
casional quantitative export restric-
tions, the premium possessed
significant potential as a fiscal
stabilizer,  particularly  during
periods of rising export prices. For
various reasons, including its
adverse inter-sectoral equity impli-
cations and political sensitivity,
reliance on the rice export “‘pre-
mium” was much reduced after
1974 and its importance as a fiscal
stabilizer declined markedly there-
after.

2. Commodity stabilization
schemes®’

To cope with cyclical instab-
ility in the commodity export
prices and earnings, several South
Pacific island countries have insti-
tutionalized tax/subsidy arrange-
ments. These arrangements are in

36 Lixed ad valorem rate means that
the tax rate does not change with price
changes.

3711115 discussion does not consider
such important commodity stabilization
schemes as the international rubber
and tin buffer stock arrangements be-
cause these schemes rely primarily
on stocking/destocking rather than on
tax/subsidy arrangements.

the form of national industry or
marketing boards for coconut prod-
ucts, banana, cocoa, coffee and
certain cther commodity exports.
These bodies exert, directly or in-
directly, significant counter-cyclical
influence on the domestic economy
through the determination of local
producer prices by regulating the
amount of stabilization levy to be
collected and the subsidy to be
granted per unit of export output
of the relevant commodities under
changing market conditions.

The stabilization framework
for the principal agricultural export
commodities in Papua New Guinea
is perhaps the most elaborate with-
in the South Pacific subregion,
Export price stabilization in this
country is carried out through
levies collected by or bounties dis-
tributed by the Copra Marketing
Board and the Cocoa and Coffee
Industry Boards. The marginal
rates of progression of the relevant
levies/bounties were increased sub-
stantially after an extensive restruc-
turing and simplification of the
schedules during 1976-1978. They
are 50 per cent of the excess
between actual and reference ex-
port prices in the case of cocoa and
coffee, and reach 60 per cent at
peak copra price levels.?

Fortuitously, the cocoa and
coffee industries experienced an un-
usually prolonged boom, of varying
degrees of intensity, during 1977-
1980. As a result, the respective
stabilization funds were able to
collect a windfall of almost 145
million kina of export proceeds
during this period. This massive
sum was equivalent to over a
quarter of producer incomes, in-
cluding the margins for traders and
(:xporters.39 As about two thirds of

38The reference  levels represent
the average of monthly export prices,
in real terms, of the last 10 years.

39I!ank of Papua New Guinea, Quar-
terly Economic Bulletin (December
1981), pp. 36 and 43.



stabilization fund balances are
normally immobilized as interest-
bearing deposits at the Bank of
Papua MNew Guinea, a substantial
volume of private sector purchasing
power was thus absorbed. Despite
considerable payouts to cocoa and
coffee producers in response to
depressed export prices in 1981,
the cocoa and coffee funds re-
mained in a strong financial posi-
tion due to very high reserves.

In sharp contrast, accumulated
reserves in the Copra Stabilization
Fund have historically been wvery
low. Nevertheless, the Copra
Marketing Board has been able to
perform a significant income sup-
port role within its financial limits.
The most recent price boom,
reaching its peak in 1979, helped

raise total reserves to 11.3 million
kina in the first quarter of 1980,
However, world prices for copra
then experienced a steep decline
and remained at a lower level
thereafter. Continuing subsidies
lowered fund balances to just 1.4
million kina by the end of the first
quarter of 198247 Should the
copra price slump continue, and
without a financial transfer from
the Government, fund reserves will
have been totally exhausted by
early 1983,

In sum, fuctuations in com-
modity export earnings have con-
stituted a persistent and serious
disturbance to economic stability in
the large majority of developing
ESCAP countries. Yet only a few
economies have devised a systemat-

ic export tax/subsidy framework
for stabilization purposes. It is not
that such a need is not fully ap-
preciated. The limited reliance
within the developing ESCAP re-
gion on export levies for counter-
cyclical containment is due largely
to the difficulty of accommodating
such a policy instrument to longer-
term equity and producer welfare
considerations, MNevertheless, a
graduated, ad wlorem export tax
has proved to be a useful stabiliza-
tion device because it is able to
absorb an increasing share of wind-
fall profits during export price
booms and automatically to recede

40 Bank of Papua New Guinea, (huar-
tedly Eeconomic Bulletin (Junc 1982),
p.43.

stabilization schemes

The formal stabilization schemes
administered by statutory commodity
authorities in  several developing
ESCAF countries, as exemplified by
the cocoa and coffee schemes in Papua
Mew Guinea, involve a graduated
export levy in periods of rising world
demand and maintenance of producers’
income in periods of falling world
demand. The latter condition s
achieved through a unit subsidy or
floor price guarantee at levels judged
to be adegquate for sustained produc-
tion during periods of depressed export
prices and earnings. Conversely, a levy
is collected when prices exceed these
levels. The levies or subsidies per unit
of export output may be derived ac-
cording to an automatic formula.
However, such formal arrangemenis do
not characterize commodity stabiliza-
tion policies in all countries or for all
commaodities within a country. Thus,
one af the issues emerging in discus-
sions regarding commodity stabiliza-
tion policies in these countries relates
to the question of extended coverage
under the existing formal systems.

It has besn suggested that the
extended availability of formal stabili-
zation mechanisms could improve the
timeliness and consistency of producer
price adjustments in response to rapid

warld price fluctuations in a number of
commodity-exporting countries of the
developing ESCAFP region. Howewver,
stabilization schemes formalized on the
basis of producer income support
have encountered considerable prob-
lems in establishing industry-wide
“average™ or “representative”™ cost
levels, as commodity producers in the
region tend to be characterized by
high degrees of variation in their effi-
ciency of preduction.

An even more important issue is
that export commodity stabilization
on an income-support basis could
result in support of industries which
are subject to long-term  declining
world demand, and thus inherently
uneconomic. In  that  event, tax/
subsidy amangements would  dete-
riorate into continuing subsidization,
quickly bankrupting the ‘“‘stabiliza-
tion™ arangements that were estab-
lished to ensure their vinbility,

In the presence of unpredictable
world market conditions, there is the
ever-présent possibility that the accu-
mulated levies of stabilization schemes
may prove insufficient to underwrite
guaranteed floor prices or trend-
determined subsidies if low commodity
prices persist over an extended down-
swing, In this connection, arrange-

Box I1.26 The case for integration of commodity

ments to permit cross-borrowing be-
tween different commodity schemes
merit consideration. Export carmings
do not [uctuate in  synchronized
fashion for all commodities. Thus,
there i scope for the utilization of
the surplus or excess reserves of one
stabilization fund in effective support
of the operational viability of another
scheme in pooled arrangements,

Another issue is the multiplicity
of statwiory authorities that oversee
individual agricultural products in
some  developing ESCAF  countries.
Since commodity prices do not always
fluctuate in neat coincidence, there
may be a case for the establishment of
single national boards to regulate all
commaodities together., Among other
advantages, the aggregate reserves re-
quired to stabilize a group of com-
modities under an integrated arrange-
ment would likely be much smaller
than the amounts needed by separate
boards to regolate individual com-
modities,*

2 See “Report of the expert group

meeting on domestic stabilization of
international trade instability in the
South Pacific” (E/ESCAP/DP.4/2), 20
August 1982, pp. 5-6.
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thereafter. To maintain producer
incentives — not to mention viabili-
ty — such a policy measure should
ordinarily be supported by subsidy
arrangements during periods of
price decline.

D. THE STABILIZATION
DILEMMA

Any stabilization policy di-
rected towards specific sectors or
commodities is confronted with the
inescapable dilemma that the re-
sults obtained in these sectors or
commodities may not be commen-
surate with those that would be de-
sired at the macro level. Where the
stabilization consequences of par-
ticular policy measures are evaluat-
ed in a general equilibrium frame-
work, such shortcomings become
painfully clear. A special complica-
tion in such evaluative efforts
arises, however, from the fact that
the observed consequences of ac-
tual policy regimes are ordinarily
compared with those that would
have obtained under some alter-
native “ideal” policy scenario or in
the hypothesized absence of any
policy intervention. Such theoreti-
cal alternatives emphasize the tech-
nical deficiencies of existing partial-
equilibrium policy regimes.

To take but one example, the
basic stance on short-term fiscal
policy responses to moderate the
effects of food price inflation in the
developing ESCAP region has con-
sisted of increased price subsidies
and supply availability through
imports and/or destocking. The
success of such measures in stabiliz-
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ing the overall consumer price
index is, however, dependent on a
variety of conditions which are
observable only at the macro level.
Considering the importance of food
in the overall consumer price index,
subsidy measures may be con-
sidered to have made a direct con-
tribution to overall price stability
to the extent that they have re-
sulted in reduced prices of food-
grains. Alternatively, food price
inflation may be translated into
pressures for bargained wage in-
creases and, therefore, cost-push
inflation. In such circumstances,
the monetary authorities have little
option other than to permit
validating increases in money
supply to avoid contractions in the
level of employment.

Other consequences would also
need to be taken into account in
a general equilibrium analysis. One
important issue is how the subsidy
is financed — by raising more taxes,
by borrowing and, if so, from
whom. For example, if the subsidy
is financed by borrowing from the
monetary authorities, the attempt
to contribute to price stability by
subsidizing food prices may actual-
ly accelerate inflationary pressures.
Secondly, subsidies transfer real
income to consumers. The resultant
increased purchasing power and the
price changes that accompany it
cause a reallocation of private ex-
penditure not merely among con-
sumption goods but also between
consumption and saving, thus af-
fecting aggregate demand, invest-
ment, production and employ-
ment, among other key macro-
variables. The effect on the overall

price index would be determined
by the combined interaction of
these factors and not simply by
the subsidy per se.

To the extent that the policy
response to the energy crisis has
involved subsidization, similar prop-
ositions would hold. Insofar as
domestic energy prices were per-
mitted to rise in the 1970s, im-
portant  considerations included
such matters as the importance of
energy in production costs, the
supply response of alternative
sources of energy to price changes,
the impact of reduced real income
of affected users on savings and
the rates of investment and output
growth, In the case of fluctuations
in commodity export prices, the
net effect of high export taxes on
domestic prices during boom
periods would depend to a large
extent on what the Government
does with the extra revenue raised.
Were the Government to spend it
all, the inflationary impact of the
export boom would be further
aggravated, thus defeating the very
purpose of the stabilization policy.

The above examples illustrate
some of the complex processes
whereby the intentions of partic-
ular stabilization policy measures
may be distorted in practice. The
ultimate implications of such
policy measures cannot be deter-
mined  without comprehensive
general equilibrium models capable
of capturing the interactions of the
various economic sectors and of
relative price changes. The partial
equilibrium conclusions derived in
this study should thus be treated
with considerable caution.



VI. DEVELOPMENT PLANNING AND FISCAL POLICY

development plan is essen-
tially a blueprint of strate-
gies for steering the economy along
a postulated path, formulated in
consideration of the nation’s devel-
opment objectives and the feasibil-
ity of attaining them within a
given time frame. The plan serves
as a means whereby national
development aspirations may be
translated into effective action. In
a more instrumental sense, it
provides a set of guide-lines or
instructions concerning the mobili-
zation and utilization of resources,
both physical and financial, in a
carefully  orchestrated  manner
aimed at achieving targeted ends
efficiently and expeditiously. The
process of development planning
revolves around the formulation,
implementation and review and
evaluation of such plans on a
continuing basis.

Nearly all developing ESCAP
countries utilize development plan-
ning as a means of pursuing their
national development aspirations,
though the diversity of variations
on the planning theme — in terms
of the intensity of the effort,
strategic  trajectory, extent of
public sector participation, modali-
ty of control, administrative ap-
paratus and so forth — ensures that
each case remains in large measure
unique. Despite this diversity, how-
ever, certain common features of
development planning may be
noted throughout the region. One
is the high degree of consensus that
has been reached as to the essential
objectives of development. Another

is the consistency with which fiscal
policy, and a specific range of
fiscal policy instruments, has been
relied on to achieve these objec-
tives.

The broad objectives of devel-
opment as expressed in the national
plans of developing ESCAP coun-
tries are not only shared by the
various countries of the region but
have been consistently pursued by
them, though with varying order-
ings of priority, for the past several
decades. A classic analysis under-
taken a quarter of a century ago
listed the most commonly accepted
development  objectives in the
region as follows: rapid increase in
per capita income; high level of
employment; relatively stable price
level; equilibrium in the balance
of payments; reduction of inequali-
ties in income distribution; avoid-
ance of marked disparities in the
prosperity and growth of different
regions within a country; and a
diversified n:conomy.l This list of
objectives remains as relevant today
as when it was drawn up.z

Within the development plan,
the design of a framework of eco-
nomic policies aimed at the simulta-

! Programming Techniques for Eco-
nomic Development with Special Ref-
erence to Asia and the Far East: Report
by a Group of Experts (United Nations
publication, Sales No. 60.1LF.3), p. 6.

2See. for instance, the remarkably

similar list of development objectives
presented in M. Todaro, Economic
Development in  the Third World
(London, Longman Group Limited,
1981), pp. 457458,

neous fulfilment of these objectives
is no easy task. It would be ideal
if each policy instrument could be
assigned to a single, clearly defined
and demarcated objective. Though
policy instruments are often de-
signed with only one objective in
mind, their implementation does
not permit such singularity of
purpose, as individual instruments
invariably have multiple effects.
The policy optimization techniques
advanced in the extensive literature
on the theory of choice among
multiple objectives thus remain in
the realm of phraseology.?

The problem of linking indi-
vidual development objectives with
single policy instruments is further
complicated by the conflicts that
are generated by the inconsistent
effects that each instrument neces-
sarily has on multiple objectives.
In the absence of clearly defined
priority rankings among develop-
ment objectives, policy makers are
left with the often impossible task
of seeking the simultaneous fulfil-
ment of a number of *“*first priori-
ty” development goals. This
problem is particularly acute where,

3 See, for instance, H. Theil, Optimal
Decision Rules for Government and
Industry  (Amsterdam, North-Holland
Publishing Company, 1964); K.R.
MacGrimmon, Decision Making Among
Multiple-artribute Alternatives: A Survey
and Consolidated Approach (memo-
randum RM<4823, ARPA, Rand Cor-
poration, 1968); and C.H.R. Blitzer,
P.B. Clark and L.V. Taylor, eds., Econ-
omy-wide Models and Development
Planning (London, Oxford University
Press, 1975), chapter IX,
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as in many countries of the region,
development policy is formulated
on the basis of a vague qualitative
integration of a large number of
economic, social and political ob-
jectives. As a result, trade-offs are
not clearly specified, leading to the
formulation and implementation of
plans which fail to pursue effective-
ly any of their specified objectives,

Fiscal policy instruments have
been among the most universally
applied means of pursuing the
development objectives identified
in the plans of developing ESCAP
countries. As with other policy
variables, the conduct of fiscal
policy has resulted in a varlety of
conflicts among the development
objectives pursued by countries of
the region. However, possible
points of complementarity among
objectives have sometimes been
overlooked. In addition to the
general  issues raised above in
connection with the need to match
objectives with instruments in the
development planning process, cer-
tain aspects relating to fiscal policy
in particular may be noted.

First, the traditional view of
fiscal affairs as a matter dealing
specifically and solely with the
mobilization of adequate revenue
to finance planned expenditure not
only excludes the expenditure side
of the fiscal process from consid-
eration as a fiscal policy variable
but, equally important, ignores the
potential role of revenue manage-
ment in the planning process. It
is a matter of continuing concern
that, despite the recognition ac-
corded in scholarly expositions
and public pronouncements to the
value of fiscal policy as a key
development planning instrument,
priority at the working level is near-
ly invariably placed on the maximi-
zation of revenue to meet prede-
termined expenditure requirements.

Closely related to this problem
is the divergence that is frequently
observed between fiscal policy
measures as formally prescribed in
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plan documents and the actual
conduct of fiscal affairs. The gap
between formulation and imple-
mentation may derive in part from
the different perceptions of devel-
opment planners and fiscal policy
makers, the narrow focus of the
fiscal authorities, or the failure of
the planners to take into active
consideration the institutional con-
straints. It may also stem from the
continuing pressures encountered
by fiscal policy makers to diverge
from the longer-term goals set in
the plan in order to combat short-
term *“‘crises’”. Whatever the causes
of such inconsistencies between
plan formulation and the execution
of fiscal policy, it is clear that
remedial action is called for if
development planning is to have
operational meaning, and in partic-
ular if plan documents are to be
considered as something more than
rhetoric.

Whether fiscal policy is applied
in a centrally planned, mixed, or
market economy, it serves the plan-
ners as a management tool to guide
the behaviour of the myriad of
participants in the development
process — individuals, househaolds,
business firms, co-operatives, state
enterprises, government agencies
and others — in accord with the
strategy devised to attain the
nation’s development objectives.
Whether directed at the public or
private sectors, viewed as a means
of revenue generation or expendi-
ture allocation, or used as a
mechanism for distribution of re-
wards or penalties, the leverage
provided by fiscal policy measures
makes them perhaps the single
most effective instrument for guid-
ing the developing ESCAP region to
the attainment of its development
objectives,

A. THE RESOURCE
CONSTRAINT

The role of the public sector
as an “engine of development”

varies greatly from country to
country in the developing ESCAP
region. The primary fiscal indicator
of government's role, the ratio of
total government expenditure to
GDP, provides only a partial view,
as it does not cover the great
variety of legislative, administrative
and other instruments whereby the
Government leads the nation in its
pursuit of development abjectives.
Mevertheless, for a sample of 16
developing ESCAP countries the ex-
penditure-GDP  ratioc in 1980
averaged 26.2 per cent. The
leadership role played by Govern-
ments in development expenditure
is even greater. Thus, the share of
the public sector in gross domestic
capital formation in a sample of
nine developing ESCAP countries as
of 1980 was 43.2 per cent.’

The leading position assigned
to the public sector in the develop-
ment plans of ESCAP countries can
only be achieved through intensive
efforts to mobilize the necessary
resources. This calls into play a
broad-ranging assortment of
revenue-generating approaches,
consisting not only of tax and non-
tax revenue but also to a consid-
erable extent in many cases of grant
aid and domestic and foreign debt
finance. However, severe con-
straints on the degree to which
various of these sources can be
tapped restrict the possibilities of
resource mobilization considerably.

For one matter, aid grants can
only be considered as a transitional,
temporary and uncertain source of
government rmipta.{" Further-
more, the absence of well-organized

4See Table IL1. These data refer to
central povernment expenditure only
and exclude expenditure incurred by
autonomous  public  enterprises. The
country sample does not include contral-
v planned econom ies,

5 See Table IL11.

b United Nations, “Foreign aid and
development needs”, Jowrnal of Devel.
apment Planming, No, 10 (19768), pp.
1-22,



Box I1.27 Administrative co-ordination

Consultation and collaboration
between the development planning
and fiscal policy-making agencies is
provided for in the administrative
apparatus in all developing ESCAP
countries, often under direct minis-
terial supervision and participation.
However, such arrangements {requent-
Iy do not work satisfactorily in prac-
tice. The reasons stem partly from
rigidities in the institutional arrange-
ments and partly from the absence
of necessary motivation far co-opera-
tion among personnel in the agencies
concerned.

The wrgency of major administra-
tive changes to improve interagency co-
ordination in development plan formu-
lation and implementation has been
recognized by many developing ESCAP
countries, Among the most recent
development plans of 12 ESCAP coun-
tries surveyed, cight (those of Bangla-
desh, Fiji, India, Malaysia, Pakistan,
the Philippines, Samoa and Sri Lanka)
contain chapters specifically devoted
to the issue of administrative machin-
ery for plan implementation. In
addition, the development plans of the
other four couniries (Afghanistan,
Indonesia, Iran and Thailand) allocate
much space to 3 consideration of
administrative capabilities in relation
to plan implementation.”

Co-ordination problems between
planners and fiscal policy makers are of
special concern. The perspectives and
operating procedures of the agencies
responsible for development planning
and fiscal policy differ. Particularly
important 5 the fact that planning
agencies ftend to be more concerned
with medium- to long-term perspec-
tives while finance minisiries are
basically preoccupied with the annual
budgeting exercise and day-to-day
administrative tasks. Moreover, the
capability of finance ministries 1o co-
ordinate their operations over the
longer term is often constrained by
the need to accommodate short-term
cconomic and political vicissitudes.

Fiscal policy is usually under the
charge of a government agency, ordi-
narily the ministry of finance, which is
autonomous (below ministerial level)

Changes and Tremds in Public
Admiinisiration and Finance for Devel
apment, Secomd Survey, 19771979
{United Mations publication, Sales
Mo, E.82.1LH.1).

from the agency responsible for
development planning. To ensure the
implementation of fiscal policy mea-
sures as envisaged in the development
plan, effective arrangements must be
devised to enforce close co-ordination
between the development planners and
the fiscal policy makers. This is partic-
ularly true of tax measures, as plan
documents seldem spell out in detail
the revenue actions to be taken by the
fiscal authorities in consonance with
plan objectives. Fiscal policy makers
are thus left with wide decision-mak ing
latitude with respect to the adjustment
of revenue to meet expenditure re-
quirements.

Despite the fact that administra-
tive links wsually exist between the
planning and fiscal policy authorities
at the top level in developing ESCAP
countries, linkages at the working level
are often weak and thus leave wide
gaps in co-ordination between develop-
ment objectives and the fiscal instru-
ments required to promaote thoss
objectives. Motwithstanding the need
for ensuring the secrecy of tax legisla-
tion, close collaboration at the working
level between the finance ministry and
the planning agency is essential for
assessing the impact of existing tax
measures and of potential tax changes
on various development objectives. In
reviewing regional experience in this
regard, 3 recent expert group meeting
on tax planning concluded that “at-
tempts at co-ordination at the highest
levels alone were not adequate for
ensuring consistency of tax policy
with development planning objectives,
There should be effective institutional
arrangements for co-ordination be-
tween  development planners  and
budger and tax formulators at various
working levels” " While various inter-
ministerial working committees are
typically called upon to participate in
a consultative capacity in plan formula-
tion, such detailed consultations often
do not take place when budgets and
tax policy changes are being consid-
ered. The consultative process thus is
often a one-sided affair and is pursued
at such high levels as to have little
operational content,

b ESCAP, Report of the Expert
Group Meeting on Integration of Tax
Planning into Development Planning in
the ESCAP Region (E/ESCAP/DP.
4/16), 1982, p. 7.

For instance, Thailand’s planning
agency, the National Economic and
Soctal Development Board (NESDE),
does not ordinarfly participate in tax
policy formulation, a function under
the jurisdiction of the Ministry of
Finance (MOF). The longer-term
development planning strategy has in
past years thus been less than fully
reflected in the fiscal policy frame.
Recognizing the co-ordination prob-
lems, a Tax Policy Board has been
set up in Thailand to help reduce the
gap between shori-term tax  policy
making and long-term tax planning.
This Board, which advises MOF,
consists of members from MOF and
NESDB, as well as other agencies in-
volved in development planning and
the conduct of fiscal policy.

The Republic of Korea’s planning
ggency, the Economic Planning Board
(EPB), has concentrated under its
jurisdiction the functions of economic
plan formulstion as well as the prepara-
tion of goide-lines for all supportive
economic policies, including budget
and tax policies. Thus, formally
speaking, there should be no lack of
co-ordination between the planners
amd the fiscal policy makers. But the
Finance Ministry bears the main
responsibilities  for financial resource
mobilization and adoption of new tax
measures. In spite of efforts 1o bring
about close co-ordination between the
two agencies at the ministerial level,
the absence of institutionalized chan-
nels of communication at the working
level has caused occasional complica-
tions.

In some countries of the region
no forum is provided wherein fiscal
policy proposals can be formally dis-
custed by the planningand financial
authoritics. In the case of Bangladesh,
for instance, the Planning Commission
and the Internal Resources Division of
the Ministry of Finance have Hutle
continuing formal means of co-ordina-
tion in fiscal policy formulation,
though extensive consultations do take
place between thess agénciés in con-
nection with plan formulation. Hence,
the effects of fiscal policy decisions on
plan objectives are rarely exhaustively
evaluated, reducing the effectivencss of
fizcal policy as a planning instrument.

In Sri Lanka, one of the few
countries where the finance and plan-

(Conrinued overleaf]
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ning agencics occupy one ministry, the
Ministry of Finance and Planning, high-
level co-ordination i ensured by an
ad hoc officials’ committes which
makes basic policy recommendations.
Informal consultations between the
fiscal policy and plinning personmnel
within the Ministry are also provided
for, The institutional integration of
planning and finance, though not
complete (the Ministry retains separate
“Wings'), has gone far to reducing the
co-ordination problem.

Papua New Guinea and the Philip-
pines have relatively elaborate pro-
cedures for ensuring co-ordination of
fiscal policy and planning. In the
Philippines, a number of interagency
committees ensure effective co-ordina-
tion among the various agencies in-
volved in the planning and policy
process. The Budget Co-ordination
Committee is the main institutional
link to ensure conformity between the
annoal budger and the development
plan. The development plan for 1978-
1982 provided for the synchronization
of the planning and budgeting cycles
on an annual and a five-year basis.
However, this “committee™ approach
to resolution of the problem has not
resolved all the issues.

Box IL27 Administirative co-ordination

In Papua New Guinea, the adop-
tion of the “rolling plan™ technique
seems o have contributed greatly to
the harmonization of fiscal policy with
development planning. The four-year
rolling plan is based directly upon a
multi-year budget system. In addition,
the plan lays down a number of
guide-lines and procedures aimed at
improving plan implementation
through better co-ordination among
the departments responsible for dis-
bursements in the context of the plan,
It seems that these harmonization ef-
foris have been largely successful.

In China, the State plan is explic-
itly given a prédominant role; the
annual State budgets are formulated
strictly to conform to the direction
and magnitude of economic develop-
ment as envisaged in the plan. The
budget is viewed as an instrument to
implement the plan. Administrative
co-ordination is largely ensured by
recognition on the part of all con-
cerned that the State economic plan
provides the rationale for the State
budget. Fiscal policy thus adopts a
longer-time horizon, In closer co-
ordination with the perspective of
development planning.

and sufficiently large financial
markets in most countries of the
region puts an effective limit on
domestic borrowing from the non-
bank sector.’ Similarly, the dangers
of the “financial crowding out™
of the private sector from the
domestic market for commercial
credit and investment funds inhibit
government borrowing from the
banking sector.® Borrowing from

"V.v. Bhatt and J. Meerman, “Re-
source mobilization in developing coun-
tries: [inancial institwtions and poli-
cles”, World Development, vol, &, No, 1.
(January 1978), pp. 4564; and W.T.
Newlyn, The Financing of Feomomic
Development  (Oxford, Oxford Univer-
sity Press, 1977); see also 8.Y. Lee and
Y.C. Jao, Fingncial Structures and
Monetary Policies In South-east Asia
(London, Macmillan, 1982).

8 C.T. Taylor, "Crowding out: its
meaning and significance” in 5.T. Cook
and P.M. Jackson, eds., Currenr lstues in
Fiscal Policy (Oxford, Martin Robertson,
1973}, pp. 86-107,
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the monetary authorities, though a
significant factor in some develop-
ing ESCAP countries, is recognized
to be highly inflationary, thus im-
posing an effective ceiling on that
source of public sector finance.”
Finally, foreign borrowing, in addi-
tion to its inflationary dangers, is
generally very costly, particularly in
recent }"l’.‘.ﬂIS.

As a consequence of these
constraints on the Government's
ability to mobilize resources, devel-
oping ESCAP countries are left to
rely primarily on tax measures to
raise the revenue called for in their
plans, This situation is reflected in
the plans themselves, which regular-
Iy turn their attention to the tax
system in considering their revenue

?B.B. Aghevli and S. Khan Mohsin,
“Government deficits and the infla-
tionary process in developing countries™,
IMF  Staff Fapers, wvol. 25, No.
(Seprember 1978), pp. 383416,

requirements. Despite the clear
priority thus given to tax systems,
the success of developing ESCAP
countries in raising additional re-
sources through taxation for devel-
opment purposes has been mixed.
This is exemplified by the frequen-
cy with which tax revenue targets
as laid down in the plans have not
been realized.

Resource mobilization through
tax policy measures has regularly
encountered three fundamental ob-
stacles. First, the success of such
measures in raising additional re-
sources has been constrained by the
rise of non-compliance and the
parallel economy as reliance on
taxation as a revenue source is in-
creased, This problem poses a
serious threat not only to the pos-
sibilities of attaining ambitious
plians but to the social and political
fabric itself and must therefore be
carefully considered whenever in-
creased reliance on taxation is
called for in development plans.

Secondly, the policy recom-
medations or instructions regarding
taxation incorporated in the devel-
opment plans provide guide-lines
which are frequently too general
for direct translation into imple-
mentable tax measures. Often, the
plans call for expansion of the tax
base, increased tax progressivity,
increased reliance on direct taxa-
tion, heavier taxation of imports
in general and luxury imports in
particular, improved policing and
administration and so forth. Yet
specific actions to implement these
general guide-lines are rarely pro-
posed.

Thirdly, shortcomings in re-
source mobilization in some cases
suggest that developing ESCAP
countries have opted to sacrifice
increased revenue in order to
pursue more effectively certain
development objectives. Develop-
ment plans often point out that
resource mobilization should not
conflict with development objec-
tives. Indonesia’s third five-year



plan (1979-1984), for instance,
states that revenue expansion
should not be achieved at the cost
of employment, equitable distri-
bution of income, promotion of
economic growth, efficient resource
allocation and maintenance of eco-
nomic subﬂity.'o Malaysia’s fourth
plan (1981-1985) suggests that

resources should be mobilized with-
out creating inflationary pressures
in the economy." Since 1977,
mobilization of domestic fiscal
resources in Sri Lanka has regularly
been constrained in pursuing the
objectives of the new series of five-
year investment programmes. In the
Republic of Korea, various tax

incentives and income tax rate
adjustments promulgated under the
fourth five-year plan (1977-1981)

Iolndom:sia, Department of Informa-
tion, The Third Five-Year Plan, 1979-
1984, Summary (1980), p. 11.

1 Malaysia, Economic Planning Unit,
Fouwrth Malaysia Plan 1981-1985 (1981),
p. 212, para. 528,

Box 11.28 Fiscal policy variables in planning models

One important factor which ex-
plains the observed discrepancies be-
tween the fiscal strategies outlined in
development plans and the actualities
of fiscal policy making can be traced
back to the nature of the econometric
models that are used as a basis of plan
formulation. Planning models seek to
define in precise quantitative terms the
basic relationships which determine the
course of economic development over
the medium term and the effects on
the course of development created by
changes in key policy variables. How-
ever, inadequate attention is usually
paid to fiscal policy variables in such
models. While a number of tax and
expenditure functions ordinarily ap-
pear in planning models, the dynamic
interaction between the projected
evolution in the model's real variables
and its fiscal variables is in most cases
weakly specified. In such a situation,
the fiscal policy measures discussed in
the plan are not fully represented in
the model, and as a result the per-
formance of the economy targeted in
the plan cannot be fully consistent
with the development projections
arrived at from the model.

The basic task of the planning
models currently in use in the develop-
ing ESCAP region is to provide a
quantitative framework for testing the
aggregate consistency of plan pro-
jections. Given a set of predetermined
growth rates of selected real variables,
such a model allows the computation
of required levels of investment con-
sistent with the economy’'s production
functions. The level of consumption,
the balance of payments deficit and
foreign aid requirements will then be
determinable. While ensuring inter-
sectoral consistency through a set of
fixed-coefficient inter<industry rela-
tionships, the model determines the
quantum of investment required and,
ipso facto, the volume of savings. The
financial submodel then examines how

the savings required for planned in-
vestment levels will be mobilized. In
the process, it estimates the resources
likely to accrue to the public sector in
the form of tax revenue,

Development planning in some
ESCAP countries, including Bangla-
desh, Fiji, India, Iran, Papua New
Guinea, the Philippines, the Republic
of Korea and Thailand, is based on dis-
aggregated medium-term models of the
type described above. Despite varying
degrees of sophistication, the specifica-
tion of the fiscal policy variables in
these models remains generally vague
and inadequate.

In a recent review of the models
used in some countries in the region, it
was noted that in most cases tax
revenue is estimated directly from the
observed past elasticity of taxes with
respect to real variables.* This proce-
dure does not consider feedback
processes between alternative  tax
measures and real variables. As a result,
such models do not provide the neces-
sary information for evaluating alterna-
tive revenue policies and their effects
on the average and marginal propensi-
ties to consume, and thus on savings
and investment.

It would also be useful to be able
to evaluate with planning models the
possible effects of tax incentives on the
choice of technique in production, As
input-output coefficients are fixed in
the planning models used by develop-
ing ESCAP countries, such changes
cannot be investigated. This means that
the impact of tax incentives to en-
courage, for instance, employment-
intensive industrialization cannot be
assessed.

Finally, as such models are
formulated mainly in real terms, it is
not clear what will be the effects of
proposed tax changes on inflation and

4 ESCAP, Integration of Tax Plan-
ning into Development Planning
(forthcoming).

relative sectoral prices. Such effects
may substantially modify the param-
eters of planning models as well as
their financial submodels and thus
frustrate the realization of projected
targets, including government revenue
and expenditure targets.

To quote one example, the model
underlying the Philippines’ plan (1978-
1982) incorporated several tax equa-
tions, but these v‘ere used simply to
project revenues,” The projections
were, in fact, essentially linear trend ex-
trapolations based on tax growth rates
observed during 1966-1976. The model
also gave little conskieration to the
interaction between real economic
parameters and changes in fiscal policy
variables. This method makes it diffi-
cult to evaluate the potential effects
of additional tax collection schemes. In
the planning model underlying the sub-
sequent plan (1983-1987), certain im-
provements were made, as the elastic-
ity of taxes with respect to GDP was
explicitly included as a parameter to
arrive at total taxes, which were thus
treated as an endogenous varfable,
Fiscal policy variables remain, how-
ever, highly aggregated in the model,
and the impact of changes in these
variables on the real variables is not
explicitly incorporated.

There can be no doubt that fiscal
policy exerts decisive influence on
behavioural patterns in the economy.
Although these structural features are
not easy to incorporate into a plan-
ning model, efforts should nevertheless
be directed at better integration of the
fiscal submodel in macro-cconomic
planning models. Otherwise, planners
in the developing ESCAP region will
be left with no rigorous means of
evaluating the impact of alternative
fiscal policy decisions on the pursuit
of plan objectives.

b ESCAP, “The Philippines”, In-
tegration of Tax Planning into Devel-
opment Planning (forthcoming).
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in pursuit of multiple objectives
have prevented tax revenue from
reaching target levels.

Despite these limits to further
resource mobilization in pursuit of
development objectives, there can
be no doubt that there continues to
exist in the developing ESCAP
region considerable tax revenue
potential. In order to tap this
potential without conflicting with
the pursuit of the region’s develop-
ment objectives, certain possibilities
warrant priority attention. One
relates to the formulation of macro-
economic models as the basis of
development  planning. Macro
modelling is increasingly being
relied upon in many developing
ESCAP countries as a standard
procedure for determining the
optimum policy mix for the pursuit
of development objectives.'? The
integration of fiscal policy variables
into these models is an important
step toward ensuring the maximum
degree of harmonization between
fiscal policy measures and the larger
effort in pursuit of development
objectives. The enormity of the
problems involved in engineering
such harmonization has left this
issue unresolved for ali practical
purposes to the present.!® Efforts
at closer integration of the fiscal
policy variables into macro model-
ling would be a major step forward
not merely in establishing better
co-ordination between revenue and
expenditure targets but also in

12 Charles R. Blitzer, Peter B. Clark and
Lance Taylor, eds., Economy-wide
Models and Development Planning
(London, Oxford University Press,
1975). ESCAP, Proceedings of the First
Regional Seminar on an Interlinked
Country Model System (forthcoming).

l3On the complexities involved even in
a simplified theoretical framework, see,
for instance, H. Uzawa, “An optimal
fiscal policy in an aggregative model of
economic growth™ and D. McFadden,
“Comment”, in Irma Adelman and Erik
Thorbecke, eds., The Theory and Design
of Economic Development (Baltimore,
Johns Hopkins University Press, 1966),
pp. 113-146,
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ensuring the balanced pursuit of
development objectives.

An additional source of dis-
crepancy between the intent of
fiscal policy measures as outlined
in the development plans of ESCAP
countries and as actually imple-
mented by them arises out of the
administrative apparatus. For a
variety of historical and functional
reasons, the agencies responsible for
formulating and executing develop-
ment plans and those charged with
the formulation and execution of
fiscal policy in the developing
ESCAP region are ordinarily auton-
omous at the ministerial level. The
lack of co-ordination between
development planning and fiscal
policy making is thereby institu-
tionally determined. Urgent steps
are required to improve inter-
agency co-ordination to ensure that
fiscal policy is harmonized to the
maximum extent possible with the
overall  development  planning
framework.

B. TRADE-OFFS AND

COMPLEMENTARITIES

The simultaneous pursuit of a
broad range of development objec-
tives has led in many developing
ESCAP countries to the formula-
tion of fiscal policy measures which
are inconsistent in their effects. At
the same time, however, the inter-
dependence among development
objectives provides considerable
scope for the application of fiscal
policy measures to the comple-
mentary pursuit of multiple objec-
tives. While the problem of trade-
offs is well known, the possibilities
posed by complementarities has
received scant attention. For in-
stance, the trade-off between em-
ployment and price stability over
the short term is discussed far more
frequently than the possibility that
measures to reduce inflationary
pressures over the long term can
aid in promoting growth and
improving equity conditions, there-
by contributing to the expansion of

employment opportunities. In the
formulation and execution of fiscal
policy as a development planning
instrument, such complementarities
must be accorded as much
consideration as the potential trade-
offs among development objectives.

This section reviews some of
the main trade-offs among develop-
ment objectives with which the
developing ESCAP countries have
had to contend in their reliance on
fiscal policy as a planning instru-
ment. In doing so, it also considers
the scope for applying fiscal policy
to the exploitation of comple-
mentarities among these objectives.
The review does not intend to
provide a comprehensive or exhaus-
tive treatment of the subject but
merely crystallizes certain of the
findings from the preceding chapt-
ers around the central objective
of growth in relation to the other
main  development  objectives
covered in the study.

1. Growth and equity

Economic growth and the
equitable distribution of its benefits
can be considered the main objec-
tives of most development plans
currently in effect in the developing
ESCAP region. As the fourth plan
(1980-1984) of Samoa states:
“Raising GNP does not promote
the welfare of all citizens unless it
is accompanied by a reasonably
equitable  distribution of in-
come”.' Malaysia’s fourth five-
year plan (1981-1985) mentions:
“Apart from ensuring rapid growth,
strategiés to effect the desired
structural pattern of development
[are] of paramount importance.
Such structural changes . . . will
result in substantial reduction
in income inequalities . . "%
Pakistan’s fifth five-year plan
(1978-1983) calls for rapid growth

“Samoa. Economic  Development
Department, Fourth Five-Year Develop-
ment Plan, 1980-1984, vol. 1 (1980),
p. 4.

15 Malaysia, op. cit., p. 157, para.365.



in both industrial and agricultural
production to provide “a basis for
changing the direction of allocation
of resources . . . to meet the basic
needs of the people at large".l6
The reduction of poverty and the
more equitable distribution of
income are the dominant targets
of the second five-year plan (1980-
1985) of Bangladesh; but it also
states: “One of the measures of
success of the Plan should be how
it accelerates the growth proc-
ess...”.V

Though the simultaneous at-
tainment of both these objectives is
conventionally considered an
imperative of development in the
plan, fiscal policy in the developing
ESCAP region is in practice ordi-
narily based on the perceived
conflict between them. The ulti-
mate expression of this conflict
is seen in the trade-offs that are
often claimed to exist between the
public and private sectors as leading
elements in the development proc-
ess. It has been argued, on the one
hand, that distributional objectives
can be better achieved through the
public sector’s revenue and ex-
penditure schemes than if left
entirely to the private sector. On
the other hand, it has been ac-
cepted as axiomatic in many
countries that the private sector’s
role in the achievement of growth
is essential; the substantial need for
resource mobilization by the public
sector in order to finance redistri-
butional development strategies has
been felt in such cases to constrain
private sector initiative, leading to a
direct trade-off between growth
and equity,

The perception of this conflict
by planners and policy makers, in
combination with the differing
priorities that they assign to equity

lsPakistan. Planning Commission, The
Fifth Five-Year Plan, 1978-1983, Part I,
1978, p. 5.

17 Bangladesh, Planning Commission,
Draft Second Five-Year Plan, 1980-
1985 (1980), p. 11-13, para. 2.62.

vis-a-vis growth, helps explain the
greater importance of the public
sector share in total investment in
the centrally planned and the
south Asian economies relative to
the south-east and east Asian and
South Pacific economies. Inter-
estingly enough, recent major
policy shifts in the public-private
balance in some of these countries
reflect the significance of changes
in these perceptions. Thus, such
countries as Bangladesh and Sri
Lanka have in the past several years
been placing increased emphasis on
the private sector on the presump-
tion that the former over-emphasis
on equity has adversely affected
growth. However, the public sector
appears to be assuming an in-
creasingly active role in such coun-
tries as Malaysia and Thailand
under the presumption that the
earlier over-emphasis on growth has
hurt equity conditions.

There can be no unequivocal
answer to the question whether
development through the public
sector of necessity promotes equity
at the expense of growth or
whether a development strategy
that emphasizes the private sector
inescapably involves the sacrifice
of equity for the sake of growth,
The historical development per-
formance of both developed and
developing countries offers in-
numerable examples of the per-
mutations and combinations of role
and achievement of the public
sector with regard to growth and
equity. Little clear guidance on the
matter is offered by this wealth
of information. A more rewarding
approach to the search for harmony
in the pursuit of growth and equity
lies in the analysis of public revenue
and expenditure structures. That is,
it is not the size of the public sector
but its performance in pursuit of
national development objectives
that should be the point at issue.

(a) Direct taxes
Inextricably linked with the

issue of conflict or complementari-
ty between growth and equity is
the problem of tax structure pro-
gressivity. It is frequently assumed
that direct taxation of income and
wealth is an effective means of
achieving tax progressivity with
minimal distortions of relative
prices.18 It should thus promote
equity without causing misalloca-
tion of resources and its adverse
consequences for growth. Yet
direct taxes continue to account
for a minority share in total
revenue in the developing ESCAP
region, and thus its progressivity
in practice remains blunted.

In most countries of the
region, the progressivity of direct
taxation remains limited because of
a number of features. First, direct
taxation is largely restricted to the
modern business sector and the
civil service. Most other potential
taxpayers manage to avoid or
evade income taxes. Secondly,
efforts at implementing strongly
progressive income tax rates have
led to increased evasion, with its
consequent effects on the already
narrow tax base. Countries like
Bangladesh, India, Pakistan and Sri
Lanka have as a result actually
decreased their higher marginal
income tax rates in recent years.
Thirdly, the share of personal
income taxes in total tax revenue is
low in most ESCAP countries
because of the relative ease with
which various indirect taxes car
be collected.

One explanation of this situa-
tion can be found in the contradic-
tion inherent in the fiscal policy
design, where measures ostensibly
directed towards savings and invest-
ment for growth have contributed
to the narrowing of the income tax
bases, thus conflicting with the
equity objective. To the extent that

18 See M.S. Ahluwalia and H. Chenery,
“A model of distribution and growth" in
H, Chenery et al., Redistribution with
Growth (London, Oxford University
Press, 1974), pp. 209-235,
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the progressivity in tax incidence
and tax coverage have been
sacrificed to maintain the real
incomes of the better-off sections
of the population, fiscal policy has
been biased towards preserving the
high savings ratios of the rich,
thus favouring growth over equity.
This policy preference rests on
several implicit assumptions regard-
ing the differences in propensities
to save among income classes and
income sources; it also rests on the
hypothesis that a decline in savings
will reduce the rate of g,mwlh,w

In recognition of the ad-
verse equily consequences of this
situation, the development plans of
almaost all developing ESCAP coun-
tries have called for the need to
improve the vield of direct taxes
by widening the tax base and
removing the numerous exempiions
and concessions provided for in tax
legislation. The call has in most
cases remained a pious wish. In the
final analysis, the factiors against
improved harmony between growth
and equity in the design of direct
taxes remain the presumed impact
of increased tax coverage and pro-
gressivity on aggregate savings and
investment and the requirements of
investment for growth. Yet, the
existence of excess capacity in
some countries of the region raises
the possibility that, to some extent,
increased investment may not be
required for accelerated growth.
Furthermore, many of the incen-
tives offered as stimuli to invest-
ment appear to be redundant. Not
only would reduction of such
concessions raise revenue levels, but
they would relieve the tax admin-
istrations of the time-consuming
burden of largely discretionary

195@& W.R. Cline, “Distribution amnd
developmenti: a survey of literature™,
Journal of Development Economicy,
vol. 2, No. 1 (March 1975), pp. 359400,
For an indepth amalysis of the Philip-
pines, see G. Rodgers, M. Hopkins and
R. Werny, Bochue Philippines: Popula-
tion, Employmenr and Inequalicy
{London, Saxon House, 1978).
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interpretation of various deductions
and allowances and enable them to
improve tax compliance. By such
means, resource mobilization and
equity could be immediately im-
proved without sacrificing growth,

fb) Indirect taxes

The relatively low  revenue
significance of direct taxes as well
as non-tax revenues in the develop-
ing ESCAP region automatically
implies heavy dependence on in-
direct taxes. Given the immediate
need for revenue and the difficul-
ties attendant upon collection,
fiscal policy makers have opted for
more easily implemented and less
*visible" indirect tax measures. The
developing ESCAP countries have
attempted to correct the essentially
regressive character of this type of
taxation by introducing differential
rates on commaodities. For instance,
in the Republic of Korea, the
regressivity of the VAT burden has
been partially corrected by zero
rales on consumer necessities and
special high tax rates on luxury
items and expensive durable
gunds.m

To some extent, the depend-
ence on indirect taxes in the
region is related to their presumed
beneficial effects on growth. It is
often argued that since indirect
taxes are primarily imposed on
consumption, they tend to post-
pone consumption and thus
promote savings. It is presumed,
moreover, that these taxes tend to
fall less heavily on the richer
sections of the community, whose
marginal propensity to save is
higher, The empirical validity of
these propositions favouring in-
direct taxes require verification.
Besides, since the indirect taxes in
most ESCAP countries are selective
in rates as well as coverage, they

mﬂhanﬂ-ﬂhick Ahn, “Fiscal policy and
tax structires in the Pacific and Indi
region: Republic of Korea™, Bulletin af
Tnrernational Fiteal Documentation, vol.
32,No. 6 (June, 1978), pp. 263-269,

may simply cause a re-allocation of
consumption expenditure without
causing any postponement of pres-
ent consumption.

Due to their differentiation of
indirect taxes against goods con-
sumed by the rich and the varying
deviation of such taxes from
universal coverage, the net effect
of these taxes on growth and equity
is not very clear. On balance, how-
ever, the case in favour of growth-
equity complementarity for direct
taxes outweighs the case for
indirect taxes. The scope of sub-
stitution of indirect taxes by direct
taxes thus cannot be ruled out. In
any such redesign of tax systems,
particular attention will have to be
paid to possible economic conse-
quences contrary to usual assump-
tions. These relate, among others,
to the impact of indirect taxes on
the balance between consumption
and saving and the extent and
direction of shifting of direct taxes.
In addition, the constraint of
administrative feasibility will have
to be contended with,

fe} Expenditure

Most developing ESCAP coun-
tries have formulated expenditure
measures specifically to supplement
real incomes and provide essential
social  services to  designated
deprived target groups. These ex-
penditure schemes are aimed direct-
ly at alleviating poverty and provid-
ing basic necessities, especially food
and fuel, to the very poor. For
instance, Bangladesh, India and
Pakistan allocate important propor-
tions of their budgets to food
subsidy systems. Other countries,
such as Indonesia and Thailand,
have adopted strong measures
aimed at easing the impact of oil
price hikes on low-income consum-
ers. Finally, a number of countries
have earmarked a substantial share
of their budgets for the provision
of social services, with expenditure
on education, health and related
social services accounting for as



much as one fifth to one fourth
of their total public expenditure.
Despite these achievements, it
should be kept in mind that the
contribution of such public ex-

penditure to the equity objective
is limited in most developing
ESCAP countries by its small scale
in relation to total output. The
net redistributive impact of these

income and wealth transfers also
depends upon the effectiveness
with which resources are raised
through a progressive tax structure,
a criterion in terms of which the

In discussions of the reputed
trade-off between income inequality
and economic growth, the Kuznets
curve provides a useful point of depar-
ture.® Drawn as a regression of histori-
cal levels of per capita income and
income concentration, the curve shows
that, in the earlier stages of economic
development, the distribution of in-
come tends (o worsen as per capita
income rises. Bevond a certain point,
however, income distribution starts
improving with the continued growth
of per capita income. This generaliza-
tion is derived from historical data for
the presently developed countries.

Though the originator of this
“hypothesis”, Simon KuZnets, has
expressed doubt as to its universal
applicability, other studies based on
cross-national data involving groups of
developing and developed countries
have found evidence supporting the
Kuznets ml.T;Iun between nequality
and growth.” It would appear from
these findings that the inherent dynam-
ics of economic development in its
carly phases tend to work against the
poar and in favour of middle and
upper income groups, In a mecent
analysis pertaining to a selection of
ESCAP countries, the relation between
income distribution and growth has
been further elaborated.” According
to this study, as the agricultural sector

. -S, Kuznets, “Economic growth

and income inequality™, American
Economic Review, wol. 435, No. 1
{March 1955), pp. 1-28 and 5. Kuznets,
“Cuantitative aspects of the economic
growth of nations: VIII, distribution of
income by size™, Economic Develop-
ment and Cultwral Change, vol. 11,
Mo, 2 (January 1963), pp. 1-80.

b E.L. Bacha, “The Kuznets curve
and beyond: growth and changes in
inequalities™, in E. Malinvaud, ed.,
Economic Growth and Resources,
val. 1 {(London, Macmillan, 1979},
pp. 52-73.

© H.T. Oshima and T, Mizoguchi,
eds,, neome Distribution by Seciors
agnd Over Time tn East and Southeazst
Agian Countries (Quezon City, Council
for Asan Manpower Studies, 1978).

Box I1.29 The Kuznets curve hypothesis

becomes increasingly commercialized
in the early phases of development, a
widening of rural inequality i ex-
perienced; at the same time, urban
inequality worsens. As the economy
then enters a phase of maore raphd
industrialization, income differentials
across Indusiries and occupations tend
to increase sharply. To check the
widening rural-urban income gap, sub-
gidies are provided to the agricultural
sector, but these mainly favour richer
farmers, further increasing rural
inequality. Finally, a turning point is
reached as labour markets shift from
a situation of surplus to one of scarci-
ty. This leads to a regional dispersal
af industries and more equal income
opportunities, particularly for the
rural poot.

The walidity of the Kuznets
hypothesis has been challenged on the
grounds that the empirical evidence
supporting it is weak and that, more-
over, it reflects the cholce rather than
the inherent necessity of the economic
development trajectory followed by
countries in the past.” From the
statistical point of view, the results
of the Kuznets curve analysis are
considered weak, particularly insofar
as the inference of dynamic relation-
ships from cross-<ection data B of
doubtful merit. The impact of long-
term economic changes is in fact
deduced by comparing over time the
average of the characteristics of coun-
tries at different levels of development.
This amounts to imposing a single
“average” development path on all
couniries,

It has also been argued that even
statistically wvalid empirical confirma-
tion of the Kuznets hypothesis cannot
be interpreted to mean that all devel-
oping countries must pass through an

¢ W.R. Cline, “Distribution and
development: a survey of the litera-
ture”, Jouwrmal of Developmenr Eco-
nomics, vol, 2, Mo, 1 (March 1975),
pp. 359400; and L. Adelman and
C.T. Morris, Economic Growth and
Social Equity in Developing Countries
li(;:?]ﬁumh, Stanford University Press,

inescapable phase of widening income
differences in the early stages of in-
dustrialization.” 1t merely reflects
policies which have been applied by
countries in past periods and the
economic structures which have been
allowed to develop. This point of view
is summed up in the proposition that
it is the structure of the economy, not
the level of income or rate of growth,
which determines the pattern of
income distribution. Thus, despite
contrary claims, unequal distribution
is not a necessary condition for rapid
growth.

While growth must be considered
an essential ingredient in any income-
redistribution programme, the question
is not one of a cholce between faster
growth and greater cquality but one
about the type of growth a country
wizghes to pursue. The historical results
referred to above provide a warning
signal that problems may arise if
deliberate policies aimed at reduction
of income inequalities are not imple-
mented by developing countries. There
is good evidence that policies 1o
achieve redistribution with growth are
feasible® It appears “'réasonable to
postulate that particular policies, com-
bined with the inherited social struc-
ture, make income highly unequal in
some [developing countries] while
altermative policies and structure make
it more even in others, but there is no
inexorable theoretical basis justifying
a worsening of the diﬂaﬂ:ulhn in the
course of development™.

€ Ibid., pp. 143-146 and F. Paukeri,
J. Skolka and J. Maton, [meome
Distribution, Structure of Economy
and Employment (London, Croom
Helm, 1981).

' w. Galenson and H. Leibenstein,
“Investment criteria, productivity and
economic  development”, Quarterly
Jowrnal of Economics (August 1955),
pp. 343-370.

E H. Chenery et al., Redistribution
with Growih (London, Oxford Univer-
sity Press, 1974);

B W R. Cline, op. cit., pp. 359-400.
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developing ESCAP countries do not
perform particularly well. More-
over, the concern for growth
accounts for the fact that economic
services form the largest share of
expenditure in most developing
ESCAP countries.

In sum, the conduct of fiscal
policy in the framework of develop-
ment planning is in most developing
ESCAP countries based on the
perceived conflict between growth
and equity, with the balance
noticeably in favour of growth.
Yet there is a growing realization
that the growth-equity trade-off has
been vastly overstated and that a
number of fiscal and other policy
measures can be designed to make
redistribution with growth a reali-
ty.21 Ultimately, in all countries,
it is the political determination of
the ruling élites, be they farmers,
landowners, businessmen, workers,
the military or the civil service,
which gives concrete expression to
development policies aimed at
promoting growth together with a
just distribution of its benefits.

2. Growth and allocative efficiency

The efficient allocation of
productive resources is generally
viewed as one of the main factors
contributing to the achievement of
self-sustaining growth. It is not
surprising, therefore, that allocative
efficiency features prominently
among the development objectives
of developing ESCAP countries.
The fourth five-year plan (1977
1981) of the Republic of Korea,
for instance, “aims to build an
economic structure for self-sustain-
ing growth. to increase equity in
income distribution through social
development and to improve tech-

21 gee, for example, S. Gupta, A Model

of Income Distribution, Employment
and Growth: A Case Study of Indonesia
(Baltimore, Johns Hopkins University
Press, 1977); and Ho Tak Kim, “A
macro model of economic growth and
income distribution in the Republic of
Korea", Asian Economics, No. 13 (June
1975), pp. 28-54.
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nology and efficiency of the
economy".22 Nepal’s fifth plan
(1975-1980) calls for *‘the best
use of available labour and re-
sources”, in pursuing develop-
ment?>  while Pakistan’s most
recent plan (1978-1983) mentions
that “efforts have to be focused on
improving the efficiency of the
economy by increasing allocation
of resources in agriculture and rural
development".u Malaysia’s fourth
plan (1981-1985) advises that
“export promotion and import sub-
stitution strategies will be co-
ordinated to maximize the benefit
from inter- and intra-industry link-
ages” 25
As regards the tax structure,
empirical studies in the region
seeking to determine who bears the
ultimate burden of profits taxes
and of indirect taxes on domestical-
ly produced goods have reached
limited and inconsistent conclu-
sions. This prevents any definitive
generalization as to the net impact
of these taxes on allocative effi-
ciency and growth. The quantita-
tive importance of direct taxes
being generally small, however, it
would appear that their aggregate
allocative effect is of relatively
limited significance. This, of course,
must be qualified by the allocative
implications of tax evasion.
Somewhat more can be said,
however, on the effects of interna-
tional trade taxes, which account
for over one fifth of total revenue
in the majority of ESCAP coun-
tries. In many developing ESCAP
countries, the issue of sectoral
priorities has been dominated by

2 Republic of Korea, Economic Plan-

ning Board, The Fourth Five-Year Eco-
nomic Development Plan, 1977-1981
(1976), p. 10.

23 Nepal, National Planning Commis-
sion, The Fifth Plan, 1975-1980, in Brief
(1975), p. 8.

24 Pakistan, Planning Commission, op.
cit., p. S.

25 Malaysia, Economic Planning Unit,
op. cit., p. 157, para. 367.

considerations of export promotion
and import substitution. Interna-
tional trade taxes have often been
relied on as a major instrument in
pursuing the preferred strategy
orientation. In connection with
import substitution strategy, inter-
national trade taxes in the region
are characterized by varying rates
of import tariff, usually rising with
the stage of production of a
product. Simultaneously, the need
for foreign exchange earnings has
given rise to a number of export
incentives, including outright sub-
sidies, duty draw-back on imported
raw materials, reduced tax rates on
firms producing high local-content
exports and so forth. These
measures give rise to a complex
structure of protection, the net
effect of which becomes difficult to
assess.

Protection can, of course, be
justified on such grounds as the
infant industry argument, genera-
tion of countervailing power against
monopoly control, strategic consid-
erations, and other broad socio-
economic and political factors. In
terms of economic development
considerations alone, however,it is
evident that extremely high and
economically unwarranted effective
rates of protection are provided to
many industries. Furthermore,
variations in these rates are often
not consonant with policy objec-
tives. Such protective structures are
conducive of resource misalloca-
tion, and this is a continuing fiscal
policy problem in the developing
ESCAP region.

The need for reformulation of
fiscal policy to rationalize the
structure for protection in the
developing ESCAP region has been
demonstrated. Such reformulation
should take note of both the
variability across sectors in produc-
tion for domestic needs and the
adverse discrimination accorded to
exports. The resulting re-allocation
of resources in closer accord with
the countries’ comparative ad-



vantage would promote growth
while increasing allocative efficien-
¢y, This consideration assumes
urgency because a growth strategy
based on import substitution is
inevitably constrained by the
limited scope of domestic demand
in the developing ESCAP countries
either because of low levels of
purchasing power per capita, as for
instance throughout much of south
Asia, or low aggregate levels due to
population limits, as in most of
south-east Asia and the South
Pacific. Efforts towards improved
allocative efficiency will require a
great deal of co-operation from the
developed countries, whose markets
must be made available to permit

the requisite expansion of exports.
In this context, the rising protec-
tionism evident in the developed
countries is a cause of grave con-
CErfl.

An important efficiency con-
cern in connection with public ex-
penditure relates to the public
enterprise sector. The generally
disappointing financial performance
of public enterprises in the develop-
ing ESCAP region is, of course,
partly attributable to the preoc-
cupation of Governments with
broader considerations such as sub-
sidization of essential social services
and improved sectoral and regional
income distribution and employ-
ment promotion. [t is nevertheless

clear that to some extent the weak
financial performance of public
enterprises can be attributed to
managerial inefficiency or low
worker productivity, or both. In
some countries, the misallocation
of resources through investment in
public enterprises has been trans-
lated into idle capacity in some
production sectors. In so far as
financial resources have been
diverted to support public enter-
prises operating at unacceptably
low productivity levels, not only
has the efficiency objective, and
therefore growth, not been ful-
filled, but an unwarranted resource
constraint has heen imposed on the
public sector.

The implementation of expendi-
ture programmes and projects in
accord with mnational development
priorities as laid down in the plans of
developing ESCAP countries requires
reforms in the planning, control and
management of available resources.
This calls for systems of budgeting that
would permit financial managers to
look ahead and take into consideration
the wider implications of programmes
while at the same time providing
detailed information on the per-
formance and costs of activities already
under way.? To this end, several devel-
oping ESCAP countries have in recent
years introduced innovative budgeting
systems  which classifly government
activities in terms of functions, sectors,
programmes and projects mther than
along traditional administrative lines
and which, in addition, specify activi-
ties in relation to their objectives and
develop units of measurement for the
evaluation of their performance,

Various techniques, including
planning, programming, budgeting
systems (PPBS); zero-based budgeting

See Naomi Caiden and Aron
Wildavsky, Planning and Budgeting in
Poor Countries, (New Brunswick, N.J.,
Transaction Books, 1980),and ECAFE,
“Government budgeting and economic
plinning  in  developing countries”,
Economic Bulletin for Asia and the
Far East, vol. XVII, No. 3 (September
1968}, pp. 1-15.

Box I1.30 Budgeting as a development planning instrument

(ZBB); multi-vear programmes; and
cost-benefit amd  cost-effectiveness
analysis, have been experimented with
in the developing ESCAP region. Iran
introduced a partial ZBB approach for
the preparation of its 197879 budget.
PPBS has been applied on a tentative
basis in I[ndonesia since the ecarly
1970s. Malaysia and the Republic of
Korga have also partially introduced
PPBS. In Indonesia and Malaysia, the
development budget has been restruc-
tured in terms of programmes and
activities; this has been exiended 1o the
entire budgeét in Nepal and Sri Lanka,
In the Philippines, multi-year pro-
gramming has been introduced as a
means of strengthening long-term ex-
penditure planning. In India, per-
formance budgets are prepared as sup-
plementary documents to the main
budget. These improved budgeting
methods have in most cases been used
in conjunction with such analytical
techniques as cost-benefit and cost-
effectiveness analysis to determine the
net gain provided by programmeé out-
puts, their alternatives and possible
mieans of reducing their costs.

In most countries, the integration
of these reforms into the established
budgetary process has been rather
slow. Furthermore, the results
obtained have in a nomber of
cases been less useful than anticipated.
This is most ofien due 1o partial
implementation, lack of adequate

skilled personnel and ghsence of ef-
fective political support.

Additional efforts are required for
the development of integrated schemes
of budget classification to identify
programme and project objectives,
resource requirements and output ex-
pectations. Satisfactory mechanisms
for performance review, possibly in the
form of achievement indicavors with
direct reference to development objec-
tives, awail further development in the
region. Such functional improvements
will also involve institutional and
organizational changes in such areas as
accounting and reporting, the structure
of authority at the central level and
within operating agencies, and the use
of analytical techniques for monitoring
and evalusting programme and project
implementation and  performance.
While the initial costs of installation
and institutionalization of such budget-
ing systems may be high for the devel-
oping ESCAP countries, the potential
net benefits over the long term — in
terms of greater efficiency in develop-
ment planning and plan implemeénta-
tion and as o means of ensuring the
optimum use of resources for develop-
ment purposes — are great.

b Changes and Trends in Public
Adminfstration arnd Finance for Devel-
opment — Secord Survey = [977-1979
(United Mations publication, Sales
Mo, EB2.11.X.1), 1982,
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Reappraisal of the role of
public enterprise as a development
instrument is under way in some
countries of the region. Burma and
China have reformed the incentive
structure to improve the operating
efficiency of public enterprises.
Bangladesh is contemplating the
transfer of a number of enterprises
to the private sector. Similar effi-
ciency-promoting moves are under
consideration in some other coun-
tries.

A last area where efficiency
should be a cause of great concern
is in the sectoral allocation of
government expenditure. Efficiency
considerations should play an
important role in the choice of
allocation of public expenditure

among sectors and industries. Un-
fortunately, in most developing
ESCAP countries, this concern does
not appear obvious in either the
development plans or the budgets.
Although a major share of the
expenditure foreseen in the budgets
invariably goes to the provision of
basic infrastructure for improved
transportation, communication and
irrigation, it is not possible to
provide an appreciation of this
expenditure in terms of its relative
efficiency except on a project-by-
project basis. Where such detailed
analysis has been undertaken, the
results are often disappointing. Of
course, most countries undertake
project analysis, such as cost-
benefit studies, before selecting

major projects (especially those
funded by foreign assistance), but
these studies are ordinarily based
on inadequate information. More-
over, many projects are not sub-
jected to any pre-implementation
analysis at all. Thus, a clear,
consistent and  comprehensive
approach to efficiency promotion
on the expenditure side remains
absent.

3. Growth and employment

Growth, equity and employ-
ment can be regarded as strongly
interrelated  development  objec-
tives.2® Growth is capable of
generating employment, thereby
securing higher standards of living
for the masses, which would in

For most developing countries,
the pursuit of growth and employment
creates a substantial need for foreign
capital and technology. As the transfer
of both human and non-human re-
sources from developed to developing
countries becomes increasingly in-
volved in the competitive circuit of
global trade and capital markets, the
need for economic co-operation among
countries assumes vital significance as
a means of creating a favourable inter-
national investment climate.

An important aspect of interna-
tional co-operation in the fiscal field is
the prevention of double taxation.
Such preventive action provides strong
support to the promotion of interna-
tional investment as well as transfer
of technology from developed 1o
developing economies. Despite wide-
spread recognition of the importance
of double tax treaties, co-operation
between developed and developing
countries in this area was slow to
develop in the 1960s and early 1970s.
This probably reflects the fact that
“model” tax treaties negotiated be-
tween developed countries contained
features which were unacceptable to
developing countries. For instance, the
provision that the country of “source”
abandon certain forms of tax revenue
implies the imposition of an inequit-
able burden on the developing coun-

tries, as the tax source being exempted
is investment income, which means a
sacrifice for the developing “host"
countries but virtually none by their
developed country <:<)unu:rpaxts.a

A typical example is provided by
the OECD model double taxation
convention on income and capital,
which is a standard reference for
negotiating bilateral tax treaties be-
tween countries, whether developed or
developing.” Developing countries raise
strong objections to the OECD type of
convention on the grounds that capital
flows between developed and develop-
ing countries are asymmetrical, the
latter group of countries being essen-
tially capital importers.® For instance,
Indonesia has in the past objected to
entering into double tax treaties with
the United States and other OECD
countries as it was felt, among other

& QECD, Fiscal Incentives for Pri-
vare Investments in Developing Coun-
tries: Report of the OECD Fiscal
Compmittee (Paris, 1965).

b OECD, Model Double Taxation
Convention on Income and on Capital
(Paris, 1977).

€ $.R.F. Plasschaert, “The design of
schedular and global systems of income
taxation: the international dimension",
Bulletin for International Fiscal Docu-
mentation, vol. 35, Nos. 8-9 (August-
September 1981), pp. 409416.

Box I1.31 Some international aspects of fiscal policy

matters, that the definition of the
concept of “permanent establishment”
used in the model convention was felt
to be restrictive as it excludes taxation
of foreign shipping companies doing
business in Indonesian ports, Similarly,
it was recognized that the model tax
treaty’s limitations on withholding
taxes on dividends and interest would
cut deeply into Indonesia's tax rev-
enue,

Recognizing the need for a model
treaty which responds to the require-
ments of developing countrics, the
United Nations has sought to fgrmu-
late a more appropriate model.” The
United Nations model double taxation
convention between developed and
developing countries represents a com-
promise_between the source principle
of taxation and the residence principle,
with the former receiving more weight
than in the OECD model. While
focusing on the rights of the country
of income source (in effect, the devel-
oping country counterpart), the con-
vention stresses that the source coun-

4 “Manual for the negotiation of
bilateral tax treaties between devel-
oped and developing countries”
(ST/ESA/94) (New York, 1979); and
“United Nations model double taxa-
tion convention between developed
and developing countries” (ST/ESA/
102) (New York, 1980).
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turn allow improvement in income
distribution. Similarly, higher em-
ployment levels and more equitable
income distribution should generate
purchasing power and thus create
the domestic demand to stimulate
accelerated investment and thus
growth. Progressive income redistri-
bution can, moreover, cause a shift
in private expenditure patterns
towards more labour-intensive

H'I'. Streeten and F. Stewart, "Con-
flicts between output and employment
objectivés in developing countries”,
Oxford Economic Papers, vol. 23, No.2
{July 19711, pp. 145-168; ILO, Towards
Full Employment: A Programme for
Colombiz (Geneva 1970) and 1, Paukert,
1. Skolka and J. Maton, fncome Distri-
bution, Structure of Economy and
Employment (London, Croom Helm,
1981).

products, encouraging domestic
production in line with comparative
advantage, and thereby promoting
growth and employment. Studies
carried out for a number of devel-
oping ESCAP countries, including
India, Pakistan, the Philippines, the
Republic of Korea and Sri Lanka,
have shown that improved income
distribution can indeed lead to
increases in a_Fgmgatc output and
employment.?’ Though the specific
quantitative results of such investi-
gations rely upon a number of
assumptions, they are generally
27w R. Cline, loc. cit,, pp. 359-400;
and D. Morawetz, “Employment impli-
cations of industrialization in develop-
ing countries: a survey”, FEconemic

Jowrnal, vol. B4, No. 3 (September
1974), pp. 491542,

indicative of the complementarities
among  development objectives
which could be exploited by appro-
priate applications of fiscal policy.
Many developing ESCAP coun-
tries, including Bangladesh, India,
Indonesia, Malaysia, Mepal,
Pakistan, Papua MNew Guinea and
the Philippines, have provided sub-
stantial support to employment
promotion through fiscal policy
measures, At the same time, how-
ever, these countries have ex-
perimented with various capital and
investment allowances which, to-
gether with low import duties on
capital goods, have biased the
structure  of fiscal incentives
towards capital-intensive industri-
alization, In Malaysia, for instance,

try should recognize “that (i) taxation
of income from foreign capital should
take into account expenses allocable to
the earning of the income so that such
imecome would be taxed on a net basis,
that (i} taxation should not be so high
as to discourage investment and that
(iii} it should take into account the
appropriateness of the sharing of
revenue with the couniry providing the
upiul",‘ In addition, tax treaties
should also inclede special clauses
relating to investment incentives. For
instance, in a treaty recently concluded
between Belgium and Pakistan, Bel-
gium grants credit reliel for tax not
imposed in Pakistan due to incentive
to promote economic development.
Most developing ESCAP countries have
now entered into double taxation con-
ventions with developed countries
based on the OECD model as modified
along the lines proposed by the United

]

“United Nations model double
taxation convention between devel-
oped and developing countries™, op.
cit., pp. 5-6.

f International Burean of Fiscal
Documentation, Tax News Services,
vol 16, No.2 (30 January 1982),
9.

B International Bureau of Fiscal
Documentation, Tax Mews Services,
varlous issues.

Mations B

Recognizing the need for intra-
regional tax co-operation to stimulate
capital flows and technology tramsfer
among developing countries, a number
of developing ESCAP countries have
also established bilateral conventions
among themselves (e.g., Malaysia/the
Republic of Korea, Indonesia/the Phil-
ippines, the Republic of Korea/the
Philippines, Malaysia/the Philippines).
Regional co-operation on tax matters,
in fact, extends beyond the negotiation
of bilatéral tax treaties. For instance,
member countries of the Minksterial
Conference for the Economic Develop-
ment of South-east Asia established
in 1970 a Study Group on Asian
Tax Administration and Research
(SGATAR). This group, in a series of
annual meetings, has examined a wide
variety of issues related 1o tax strue-
tures and asdministration in member
countries as well a5 co-operation
among sﬁuthac.m and  east  Aslan
countries.

While most developing ESCAP
countries express the nead to attract
foreign capital and associated technals
ogy as an essential ingredient in their
development sirategy, concern has

b Angel Q. Yoingeo, The Firn
Decade: A Brief History af the Study
Group on Asian Tax Adminisiration
and Research (Manila, 1980).

been expressed that untempered com-
petition in the granting of fax incen-
tives to foreign investors may have
adverse eflects Di“ the region’s develop-
ment prospects.’ It has, in particular,
been shown that tax concessions have
in many developing ESCAF countries
led to the establishment of excessively
capital-intensive industries which do
not reflect the countries’ comparative
advantage. In the absence of regional
co-operation on tax matters, It s
difficult for an individual country to
modify fts fiscal incentive system
without corrésponding action by coun-
tries which compete with it to attract
foreign investment.

Beyond the adoption of double
tax treaties, there is thus a clear need
for the developing ESCAP region to
standardize and harmonize tax incen-
tives for forelgn investment. Such an
agreement would contrfbute greatly to
the acceleration of development in
developing ESCAP countries by limit-
ing revenue sacrifices resulting from
the competitive tax concessions
granted to forelgn enterprises as well
as by drawing investment into activities
in consonance with the countries'
comparative advantage.

i ESCAP, Reports of ESCAP semi-
nars held at Sydney, Australia, and at
Bangalore, India, in 1978 and 1980,
respectively (1981).
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the question of whether growth
could not have been more effective-
ly employment-oriented has been
raised as a key policy issue.?8
Somewhat similar conclusions have
been drawn for Nepal.2? The find-
ing that many investment incentives
tend to favour capital-intensive and
large-scale industry has led to
reconsideration of the fiscal policy
package in many developing ESCAP
countries in recent years.

The Republic of Korea rep-
resents one of the few countries
which has successfully co-ordinated
growth with employment through
labour-intensive export promotion.
A deliberate choice was made in the
1960s to give investment priority to
labour-intensive manufacturing for
exports. As a result, the labour-
capital ratio in manufacturing,
which had risen during the first half
of the 1960s before entering a
phase of decline through 1972
(though never falling back fully to
the earlier level), started rising
again from 1973.50 Fiscal policy
in the Republic of Korea is charac-
terized by selectivity in investment
incentives at the sectoral level and
in protection measures by industry,
coupled with a direct concern for
generating employment opportuni-
ties. It is such “fine tuning” of
fiscal incentives that has permitted
the choice of industrial activities
to be a success from the point of
view of employment promotion.3!

To some extent, the conflict
between the growth and employ-
ment objectives may be an inherent

28 Malaysia, Economic Planning Unit,
Tax Incentives for Industry (1974), and
K. Young, W.C.F. Bussink and P. Hasan,
Malaysia, Growth and Equity in a Mul-
tiracial  Society (Baltimore, Johns
Hopkins University Press, 1980), pp.190-
198,

29R. Isam, A.R. Khan and E. Lee,
Employment and Development in Nepal
(Bangkok, ARTEP, 1982), pp. 95-97.

30?. Hasan and D.C. Rao, Korea,
Policy Issues for Long-term Develop-
ment (Baltimore, Johns Hopkins Univer-
sity Press, 1979), p. 251.
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aspect of the development process
because high output-capital ratios
do not always coincide with high
labour-capital ratios. Nevertheless,
distortions in factor costs created
by fiscal incentives have in many
cases aggravated the situation. The
simultaneous achievement of high
growth and high employment in
economies like Hong Kong, the
Republic of Korea and Singapore
demonstrates that complementarity
opportunities do exist and can be
exploited under an appropriately
designed incentive structure, Policy
makers should therefore closely
examine the role of fiscal incentives
to avoid such policy-induced con-
flicts and promote harmony be-
tween growth and employment
wherever possible.

4. Growth and stability

Development plans formulated
in the developing ESCAP region
over the past decade have attached
increasing importance to the main-
tenance of domestic price stability
and a sustainable external balance.
This reflects the heightened aware-
ness among policy makers in the
region that growth cannot be
sustained under circumstances of
volatile prices and deteriorating
external payments positions arising
out of an increasingly unstable
international economic environ-
ment. The concern is all the more
acute as it is perceived that the
reduced growth resulting from
instability transmits itself to in-
creased unemployment and under-
employment and hence to a
deterioration of equity conditions.

Acting upon this concern, the
Republic of Korea introduced in
1980 a special stabilization pro-
gramme which replaced, in effect,
the fourth plan (1977-1981) and
prepared the stage for the fifth

31D.C. Cole, and L.E. Westphal, “The
contribution of exports to employment
in Korea™, in Wontak Hong and Anne
O. Krueger, eds., 7rade and Develop-
ment in Korea (Seoul, Korea Devel-
opment Institute, 1975).

plan (1982-1986). Price stabiliza-
tion was given high priority through
the reduction of the public sector
deficit, capacity expansion in in-
dustries producing basic necessities,
stabilization of housing costs and
related matters.’2 To supplement
the long-term growth and equity
emphasis in its latest plan, Thailand
has also pursued various stabiliza-
tion policies through fiscal mea-
sures, such as management of agri-
cultural commodity prices through
variable price support schemes and
a series of adjustments in public
utility rates. Similar action has been
taken in other countries, including
Malaysia, Papua New Guinea and
the Philippines.

At the macro level, the concern
for stability has been manifested
in the studied avoidance by the
large majority of the countries of
the region of over-emphasis on
borrowing from the monetary
authorities. One beneficial impact
of this policy stance is that the
developing ESCAP region has suf-
fered less inflationary pressure than
have other regions in the past
several years.

During the 1970s, the develop-
ing ESCAP region experienced a
number of exogenous shocks. The
fiscal policy response to two of
these, namely the food and energy
crises, emphasized subsidization
and increased availability through
imports and/or destocking. These
measures were directed towards
domestic price stability while also
accommodating equity considera-
tions. However, they created a
drain on fiscal resources needed for
public sector investment expendi-
ture, thereby constraining growth.
The inherent unsustainability of
these policy measures over the long-
er term and their adverse growth
implications even in the short term
prompted efforts in the late 1970s

32ESCAP, “Republic of Korea”, Inte-
gration of Tax Planning into Develop-
ment Planning (forthcoming).



to reduce the subsidy drain. Recog-
nizing the possible inflationary im-
plications of such efforts from the
supply side, the region’s policy
makers wisely resisted the tempta-
tion to resort to the alternative
measure of deficit financing.

It can in sum be stated that,
in general, fiscal policy makers in
the developing ESCAP region have
demonstrated a clear recognition of
interrelations between the objec-
tives of growth and stability. With a
limited range of fiscal policy
options available under the difficult
circumstances created by unstable
exogenous factors, a substantial
degree of flexibility in policy
making was a noteworthy achieve-
ment. However, most countries of
the region do not yet possess the
synchronized fiscal policy frame-
works that would permit them to
deal effectively or in any sense
automatically  with  externally
generated economic disruptions.
Additional efforts in this direction
are called for.

C. DEVELOPMENT, PLANNING
AND FISCAL POLICY
To ascribe objectives to the

development process itself is to
indulge in teleology. It is the clear

recognition of this fact that has
impelled the developing countries
of Asia and the Pacific to attempt,
over the past three decades, to
define their national development
aspirations and devise strategies
toward their attainment. Through
development planning, the coun-
tries of the ESCAP region have
sought to bring history under
control and thereby permit their
national aspirations to be trans-
formed into realizable objectives.

The development strategies
that have been worked out in the
region differ considerably from one
another; the development objec-
tives that these strategies pursue
are remarkably similar. Consid-
erable uniformity is also evident in
the instruments with which these
development strategies have been
executed. This is particularly so in
the case of fiscal policy, which
embraces all government budgetary
transactions and operations on both
the revenue and expenditure sides
that have as their objective the
fulfilment of national economic
and social goals.

Fiscal policy is used today as
perhaps the single most important
development planning instrument
in the region. Its multi-dimensional

role as a planning tool in pursuit
of the growth, efficiency, employ-
ment, equity and stability objec-
tives of development has formed
the heart of this study. In tracing
through some of the complexities
attendant on the application of
fiscal policy to the pursuit of the
ESCAP region’s development objec-
tives, the study has focused on key
problems related to the effective
application of various types of ex-
penditure and revenue measures to
the pursuit of development objec-
tives and has offered recommenda-
tions for action where appropriate.
It is hoped that, in their continuing
efforts to improve their perform-
ance in pursuit of national develop-
ment objectives, the Governments
of the region will give these recom-
mendations their serious attention.

In the final analysis, the future
of fiscal policy as a development
planning instrument in the region
will be determined by the political
will to formulate and enforce effec-
tive policy measures, the adminis-
trative capability to implement
such measures and the behavioural
reactions of the multitude of
decision-making agents who
constitute the heart of the eco-
nomic development process.
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