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This issue of the Asian Development Outlook is the tenth in a series of annual economic
reports on the developing member countries (DMCs) of the Asian Development Bank.

In the context of developments in the world economy that have included some difficult
challenges, this Outlook analyzes the DMCs’ recent economic performance, assesses their
economic prospects, and reviews the policy issues that confront them.

The year 1997 was a difficult one for many countries in developing Asia. Last year’s
Outlook noted the marked slowdown in export growth in East and Southeast Asia during
1996. The substantial  decrease in export growth rates was the prelude to the worst year the
region has seen since its development began accelerating three decades ago. The export
slowdown was followed by a currency and financial crisis that affected much of developing
Asia during 1997. The consequences are still unfolding, and are being felt worldwide. Many
commercial banks and finance companies in the region were closed, the real estate sector
collapsed in some countries, interest rates soared, currencies depreciated rapidly, and many
regional stock markets fell to unprecedented lows. In an attempt to rescue Indonesia, Republic
of Korea, Philippines, and Thailand, multilateral agencies, including the Asian Develop-
ment Bank, and several countries arranged a $117 billion assistance package, which was the
largest such program ever put together.

The financial crisis and its consequences are raising the question of whether the Asian
miracle is over. Underlying this discussion is the issue of whether deeper reasons lie behind
the crisis, in particular, whether a decline in the countries’ competitiveness was a partial
cause. The success of Asian countries was initially based on the production and export of
labor-intensive manufactures. During the last few years, however, a number of other Asian
countries capable of producing at lower costs have reached the same stage in the product
cycle. Some of the relatively more developed Asian countries are now failing to meet the
challenge presented by these economies and to move up the development ladder.

As a result of the events throughout the year, growth rates in East and Southeast Asia
in 1997 were below those in previous years, and given recent events, forecasting the region’s
performance for 1998 and 1999 is more difficult than before. Nevertheless, projections indi-
cate that growth rates will be modest in 1998, and negative in some countries, as the full
impact of the crisis has yet to be felt. The year 1998 will be Asia’s most difficult since the
1974 oil crisis recession. However, signs of recovery may begin to appear in 1999.

If, in the past, economies had to adjust to changing international conditions to remain
competitive, in the present context such adjustment is imperative. First, the region must
resolve its financial crisis. Second, it must implement policies to create, once again, an
environment for sustained growth. This will require some reforms of institutions and policies,
but I am confident that the affected Asian countries will succeed.
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The format of this year’s Outlook is slightly different from that of previous years. Part I
is now divided into two chapters. The first chapter briefly surveys recent growth experience
and the short-term prospects for the world economy, and then focuses on the Asian and
Pacific region. The second chapter, which is an addition to this year’s Outlook, discusses the
financial crisis facing some of the Asian economies. This chapter shows that, while the
massive inflows of capital in the form of direct and portfolio investments during the last
decade have been an important determinant of growth, they have also proved to be a major
source of macroeconomic instability. The  structural weaknesses in the region’s financial
sectors, in conjunction with inappropriate exchange rate management policies and rapid,
short-term capital inflows, have been major contributory factors in precipitating the crisis.
Part II discusses each of the 35 DMCs in Asia and the Pacific, analyzing their recent eco-
nomic performance and assessing their prospects for the next two years. Note that this
year’s country profiles devote greater attention than in the past to discussions of policy and
development issues. Part III addresses the important issue of the role of human resources in
economic development. It analyzes the links among population, human resources, and com-
petitiveness and stresses their critical importance as determinants of long-run growth. The
analysis provides important insights into the issue of the long-run sustainability of the Asian
miracle.

Mitsuo Sato
President
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The classification of economies by major analytic or geographic groupings such
as industrial countries, developing countries, Africa, Latin America, Middle East
and Europe, and transitional countries follows the classification adopted by the
International Monetary Fund. Latin America, however, refers to the Western
Hemisphere in that classification and transitional countries include Kazakstan,
Kyrgyz Republic, Mongolia, and Uzbekistan, which are for the purposes of this
Outlook included in Asia.

For the purposes of this Outlook, the following apply:

• Newly industrialized economies (NIEs)  comprise Hong Kong, China;
Republic of Korea; Singapore; and Taipei,China.

• East Asia comprises the NIEs, People’s Republic of China, and Mongolia.
• South Asia comprises Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan,

and Sri Lanka.
• Southeast Asia comprises Cambodia, Indonesia, Lao People’s Democratic

Republic, Malaysia, Myanmar, Philippines, Thailand, and Viet Nam.
• Central Asian republics  comprise Kazakstan, Kyrgyz Republic, and

Uzbekistan.
• Pacific islands comprise Cook Islands, Fiji, Kiribati, Marshall Islands,

Federated States of Micronesia, Papua New Guinea, Samoa, Solomon Islands,
Tonga, Tuvalu, and Vanuatu.

• Developing Asia refers to the 35 developing member countries of the Asian
Development Bank discussed in this Outlook.

Billion is 1,000 million.
Trillion is 1,000 billion.
Tons are metric tons, equal to 1,000 kilograms or 2,204.6 pounds.
Unless otherwise specified, the symbol $ means United States dollars; dollars are
current US dollars.
The symbol ... in tables indicates that data are not available or not applicable.
The symbol -- in tables indicates that the figure is nil or negligible.

This Outlook is based on data available up to 15 March 1998.
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41Newly INDUSTRIALIZED ECONOMIES

The handover of Hong Kong to the People’s Republic of China (PRC) took place smoothly in
1997. While Hong Kong, China, continues to develop as a financial and business services
center, the region’s economic crisis and high interest rates have slowed economic activity.

Hong Kong, China

41

RECENT TRENDS AND PROSPECTS

Two events of major importance took place in
Hong Kong, China in 1997. The first was the

political handover of Hong Kong, China to the PRC
in July. At that time Hong Kong, China became a
Special Administrative Region of the PRC. (Note
that Hong Kong, China and the PRC maintain sepa-
rate memberships in the Asian Development Bank
and are therefore discussed here as separate econo-
mies.) The second event was the sharp downturn in
stock and property markets that began around the
fourth quarter of the year. Whereas the handover
took place smoothly against a backdrop of a fairly
robust economic environment, the market down-
turn—which largely reflects the currency and finan-
cial crisis engulfing the region—led to a sharp
slowdown in economic activity.

During the first three quarters of 1997 con-
sumer and investment spending grew rapidly, influ-
enced by buoyancy in the stock and property
markets. As a result GDP rose by 5.2 percent in
1997, an increase over the rate of growth in 1996.
Spending on high value consumer goods such as cars
and jewelry increased. Retained imports of capital
goods showed a large increase, particularly imports
of office equipment, industrial machinery for manu-
facturing, and construction machinery. While the
imports of construction machinery were driven
largely by a high demand for housing, imports of
office equipment and industrial machinery reflected

increased demand for information technology and
retooling of existing manufacturing activities to
increase the capital intensity of production.

From the fourth quarter, however, high inter-
est rates adversely affected financial and property
markets. By the end of 1997, the benchmark Hang
Seng Index stood 36 percent below its August peak
and property prices had dropped by 14 percent since
October. The profitability of both financial and
nonfinancial firms came under pressure, and along
with the sharp falls in asset markets caused a slow-
down in consumer and investor spending.

Poorer than expected exports also affected the
economy during 1997. While goods exports grew at
a moderate pace, exports of services were weak in
the second half of 1997. An anticipated pickup in
exports did not fully materialize because of a
strengthening US dollar (which implied a strong
Hong Kong dollar because of the link between the
two currencies) and weak import demand in some
major industrial country markets, such as Japan and
the United Kingdom.

Travel and tourism, which has accounted for
more than a quarter of exports of services in recent
years, was expected to be a source of robust growth
for 1997, especially with the handover ceremonies
scheduled in the end of June. However, the number
of incoming visitors during the first six months of
1997 was actually lower than in the last six months
of 1996. The situation failed to improve after the
handover because the regional economic crisis and
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the continued strength of the Hong Kong dollar dis-
couraged tourism.

Imports of goods grew faster in 1997 than in
1996, with retained imports of capital goods largely
responsible for the acceleration. Imports of goods
were once again larger than exports, but the result-
ing deficit on the merchandise trade account for
1997 was balanced to some extent by a surplus on
the services trade account.

After tightening during the first three quar-
ters of 1997, labor markets began to reflect the slow-
down in consumption and investment expenditures.
The labor force grew by 3.9 percent during 1997 as
a whole, and robust labor demand until the last quar-
ter resulted in an unemployment rate of around
2.5 percent. Most of the unemployed were semi-
skilled and unskilled workers from the manufactur-
ing, construction, wholesale and retail sectors. While
total employment increased by about 4.6 percent
compared to 1996, the trend of declining employ-
ment in the manufacturing sector continued with
the relocation of labor-intensive production from
Hong Kong, China to other economies, particularly
the PRC. Whereas manufacturing employment was
46 percent of total employment in 1980, it was down
to some 13 percent in September 1997.

Inflation remained under 6 percent. Upward
pressures on prices generated by tightening labor

markets and property rentals in the earlier part of
1997 were balanced out by subdued imported infla-
tion. In the last quarter the drop in property prices
and slowdown in economic activity further reduced
any likelihood of accelerating inflation.

Budgetary deficits are the exception rather
than the rule in Hong Kong, China and a surplus
of some HK$77 billion (around $10 billion) has
been estimated for 1997-1998. This will add to
Hong Kong, China’s healthy official fiscal reserves,
which received a major injection of funds when the
PRC transferred the almost HK$200 billion (around
$26 billion) Land Fund to Hong Kong, China in June
1997. (The Land Fund consisted of revenues from
land auctions reserved for the Hong Kong Special
Administrative Region agreed on under the 1984
Sino-British Joint Declaration.)

Hong Kong, China’s economy is clearly feel-
ing the strains of the regional economic crisis. The
combination of high interest rates, sharp contrac-
tions in share and property prices, and expectations
of a protracted economic slump in the region will
continue to dampen consumer and investment
spending. External demand for Hong Kong, China’s
goods and services is also likely to remain weak in
1998, both because of weak demand in some export
markets and competition. Unemployment is bound
to increase as the economy slows down.

Table 2.1  Major Economic Indicators: Hong Kong, China, 1995-1999
(percent)

Item 1995 1996 1997 1998 1999

Gross domestic product growth 3.9 5.0 5.2 3.0 3.5

Gross domestic investment/GDP 34.8 32.3 34.5 31.0 32.0

Gross domestic saving/GDP 30.5 30.7 30.6 30.0 32.0

Inflation rate (consumer price index) 8.6 6.0 5.7 4.5 5.0

Money supply (M2) growth 14.6 10.9 8.4 9.4 9.6

Fiscal balance/GDP -0.3 2.2 5.8 0.3 0.1

Merchandise exports growth 14.8 4.0 4.0 2.2 3.5

Merchandise imports growth 19.1 3.0 5.1 1.0 6.0

Service exports growth 10.3 8.7 0.3 4.1 1.5

Service imports growth 11.6 3.6 6.3 1.4 1.0

Sources: Hong Kong Monetary Authority data and staff estimates.
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On a positive note, inflationary pressures will
remain weak and some fiscal stimulus should result
from the cuts in corporate and income taxes
announced in February 1998. Moreover, if expecta-
tions of moderate growth in the PRC and a stable
renminbi are borne out, then the economy can ex-
pect some relief from its close links with the PRC.
Over the longer term, as regional growth and in-
vestments resume, Hong Kong, China’s economy
should once again pick up as long as it maintains its
competitiveness in providing financial and other
business services, not just to the PRC, but to Asia
as a whole.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

The economy of Hong Kong, China has come un-
der severe pressure as a result of the regional
financial and economic crisis. While business
exposure to recession-prone regional economies has
contributed to the economic slowdown of this
extremely open economy, fears of declining competi-
tiveness of Hong Kong, China’s products have also
taken their toll. With substantial currency devalua-
tions occurring in such advanced Asian economies
as Republic of Korea; Singapore; and Taipei,China,
some market participants expect Hong Kong, China
to follow suit to remain competitive. The linked
exchange rate system under which the Hong Kong
dollar is pegged to the US dollar has come under
heavy speculative attack on a number of occasions
as investors sell Hong Kong dollars and buy US
dollars in anticipation of a devaluation of the local
currency. However, Hong Kong, China’s authorities
have ruled out a devaluation, and the PRC supports
this decision.

The speculative attacks have led to an increase
in interest rates in Hong Kong, China. Interest rates
rose because the linked exchange rate system entails
not only pegging the local currency to the US dol-
lar, but backing local currency by an equivalent
amount of US dollars. Thus a speculative exchange
of Hong Kong dollars for US dollars by investors
anticipating a devaluation reduces the supply of
domestic currency, thereby putting upward pressure
on interest rates. The loss of US dollars by note-
issuing banks constrains their ability to issue new
Hong Kong dollars and counter the rise in interest
rates.

The main result of the increase in interest rates
has been to choke off funds that were flowing into
the share and property markets. The steep declines
in asset prices in conjunction with the continued
high interest rates—the 3-month interbank loan rate
at end-January  1998 was about 6 percentage points
higher than a year earlier—have taken a toll on busi-
ness. In addition, the continuation of the peg has
caused concerns in the tourism and manufacturing
sectors, because the relatively strong Hong Kong
dollar makes local goods and services more
expensive.

While it may appear that maintenance of the
local currency’s peg to the US dollar is making
Hong Kong, China uncompetitive, this is not neces-
sarily the case for several reasons. First, flexibility of
prices and wages can make up for the lack of nomi-
nal exchange rate adjustments. Available evidence
suggests that wages in Hong Kong, China are quite
downward-flexible, and property prices and rentals,
major determinants of Hong Kong, China’s cost
structure, have already fallen. In addition, and in
contrast to those Asian economies that have de-
valued their currencies, adherence to the peg is
keeping “imported” inflation in check.

Finally, Hong Kong, China is essentially a
service-oriented economy and does not compete
directly with those regional economies such as
Indonesia and Thailand that have seen devaluations
of 50 percent or more. A more relevant comparator
for Hong Kong, China may be Singapore, which has
seen its currency devalue by 17 percent in relation
to the US dollar (and hence the Hong Kong dollar).
While a devaluation of this magnitude is not trivial,
the competitiveness of high-end services such as
finance, insurance, and other related business
services that Hong Kong, China is increasingly
providing is not as sensitive to prices as, say, low-
technology manufactured goods. However, tourism
is somewhat more sensitive to prices than other
services. Perhaps more important, Hong Kong, China
has a strategic position as the chief provider of
services to the PRC. Thus as long as growth in the
PRC does not slow down dramatically during the
next year, the economy of Hong Kong, China should
continue to benefit.

In sum, a devaluation of the Hong Kong dollar
would be of no obvious overall benefit to the
economy. Its value in increasing competitiveness is
questionable, and it might, perversely, only add to
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the instability both in Hong Kong, China and in the
region. Hong Kong, China’s current economic slow-
down should be seen not as a result of the decision
to maintain the linked exchange rate system, but as
the inevitable consequence of an extremely open
economy operating during a period of regional
slowdown.

POLICY AND DEVELOPMENT ISSUES

Structural changes in Hong Kong, China’s economy
during the last 15 to 20 years have made it one of
the most service-oriented economies in the world,
with services now accounting for around 85 percent
of GDP. The resulting decline in the importance of
manufacturing has caused concern among some
observers that too much of the manufacturing base
has been lost. Observers are also concerned about
the paucity of high-technology industries within the
manufacturing sector. As a result, some have called
for setting up a high-technology industrial park, in-
troducing tax breaks for multinationals, and estab-
lishing a venture capital fund for domestic firms
attempting to establish high-technology businesses.

However, the loss of the manufacturing base
within Hong Kong, China itself need not be viewed
with particular alarm. Since the early 1980s,
Hong Kong, China’s manufacturing facilities have
increasingly been relocated to the PRC as
Hong Kong, China companies contract out all or
part of their production processes to companies in
the PRC to take advantage of the abundant supply
of low-cost labor. In parallel with this, offshore
trading and exports of professional and other
business services that service the relocated manu-
facturing facilities have grown in importance. Thus
while Hong Kong, China’s own manufacturing sector
has diminished in importance, its service sector is
not bereft of a manufacturing base.

The economy has benefited from its increased
service orientation and is likely to continue to do
so. In the last 15 years the PRC has attracted some
$200 billion as foreign direct investment, of which
around 55 percent has flowed through Hong Kong,
China. Moreover, the Asian and Pacific region is
expected to generate a huge demand for infrastruc-
ture upgrading once it is back on a firmer economic
footing. This will lead to a rise in the demand for
investment funds and professional support services,
and Hong Kong, China is in a good position to play

a key role as a provider of financial and business
services.

However, two factors may constrain further
development of financial and business services,
namely, a human resource constraint and a possible
deterioration in the business environment.

Currently, aside from those in the finance
sector, many of Hong Kong, China’s service sector
jobs tend simply to be “front office” operations for
low-skill-intensive manufacturing firms. Moreover,
even within manufacturing, much of the activity
takes place under contract production, so firms tend
not to be involved in higher end research, design,
and market promotion activities. Thus the concern
is that Hong Kong, China’s workforce is not ad-
equately equipped to make the transition to more
skill-intensive manufacturing and to high-end
services.

Government efforts to upgrade the human
resource base have included providing vocational
and retraining programs and encouraging greater
enrollment in tertiary education. Some progress is
apparent. For example, the percentage of the popu-
lation aged 17 to 20 enrolled in tertiary education
increased from about 5 percent in 1984 to about
18 percent in 1994-1995. In addition, universities
and training centers are stressing communication
and computer skills, both of which are essential when
providing high-end services. Nevertheless, room for
improvement still exists. For instance, enrollment
in tertiary education remains low by industrial coun-
try standards, and recently there have been com-
plaints about declining proficiency in English, a
crucial language in international business.

As concerns the business environment, it is
currently characterized by openness, low taxes, high
standards of corporate disclosure, and generally well-
policed capital markets. Moreover, the overall policy
stance has been and continues to remain one of
positive nonintervention by the state, whose activi-
ties are essentially limited to providing prudential
regulation and supervision. Hong Kong, China has
prospered under this framework, and there is no
reason why it should not continue to do so.

Recent events in East and Southeast Asia have
demonstrated the importance of maintaining high
standards of prudential regulation and supervision
and ensuring transparency in economic transactions.
While the record of Hong Kong, China on this front
is among the best, its close ties with business in the
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region suggest that it cannot rest on its laurels.
Whereas business in Hong Kong, China has so far
been based foremost on clear-cut market consider-
ations, business elsewhere in the region tends to take
place in the shadow of government and market. This
generates the potential for lack of transparency, cor-
ruption, and political interference.  While these can

obstruct the efficient working of markets, they can
be particularly devastating for financial markets as
the regional economic turmoil has revealed. For
Hong Kong, China’s future competitiveness as an
international center for financial and business
services, its business environment must not be
allowed to deteriorate.
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A loss of confidence in its financial markets led the Republic of Korea (henceforth referred to
as Korea) to ask the International Monetary Fund (IMF) for a bailout. In the meantime,
contractionary monetary and fiscal policies and an extended recession are expected, and the
government should strictly implement overall economic reforms.

Republic of Korea
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At this time, a series of insolvencies of large
business conglomerates or chaebols led to an accu-
mulation of bad loans by financial institutions that
undermined their soundness. At the same time,
instability in international financial markets because
of the currency crisis in Southeast Asia had a con-
tagion effect. This led to a deterioration of Korea’s
creditworthiness in international financial markets
and reduced inflows of capital. Finally, in December
1997, the government sought help from the IMF in
the form of a bailout package totaling $57 billion,
which included assistance from the IMF itself, from
the World Bank, and from the Asian Development
Bank. In accordance with the standby arrangement,
Korea undertook a number of measures to
strengthen its economy and pledged to continue
implementing more reform policies in the coming
years.

Budget expenditure increased by 12.4 percent
in 1997, resulting in a budget deficit of around
0.5 percent of GDP. As concerns monetary policy,
the stance was contractionary. The growth rate of
the targeted money supply (a slightly broader defi-
nition than M2) decreased throughout 1997 except
for December. This mainly reflected a recession, and
therefore a decrease in demand for liquidity. It was
also affected by a structural change unrelated to a
liquidity condition, that is, shifts between financial
assets. In December, the money supply increased
more rapidly, reflecting the Central Bank’s efforts

RECENT TRENDS AND PROSPECTS

Korea grew steadily during the 1990s, reached a
peak of 8.9 percent in 1995, and then began a

steady slowdown, declining to 7.1 percent in 1996
and 5.5 percent in 1997. The 1996 slowdown was
caused by a slackening of external demand, falling
prices of semiconductors, and sluggish capital in-
vestments. In 1997, even though exports experi-
enced growth in real terms, the downward trend of
the previous year continued in other major sectors.
Investment in equipment decreased throughout
1997 because of excess capacity and high uncer-
tainty. Investment in construction stayed at much
the same level as in 1996, even though infrastruc-
ture-related construction remained robust. The
growth of consumer spending dropped steeply be-
cause of concerns about job security and the wave
of corporate bankruptcies. As an outcome of slower
economic growth, the unemployment rate rose from
2 percent in 1996 to 2.6 percent in 1997.

 However, the slackening of economic growth
did not give rise to serious concern until the third
quarter of 1997. Even when the Southeast Asian
countries had already experienced the financial and
currency crisis, the Korean economy was in relatively
good shape. For the first three quarters of the year,
the inflation rate remained at 3.8 percent, and the
ratio of the current account deficit to GNP was
3.7 percent.
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to ease the credit crunch created by the shaky
financial markets.

The increase in the growth of consumer prices
dropped slightly to 4.5 percent in 1997, down from
5 percent in 1996. The prices of agricultural, for-
estry, and marine products showed unstable move-
ments, recording higher increases than in 1996.
Charges for services slowed, reflecting a steep rise
in 1996, as well as stability in the prices of private
services. The prices of manufactured goods showed
a large increase in the first quarter of 1997 because
of the rise in the prices of petroleum products and
in the fourth quarter of 1997 because of deprecia-
tion. Producer prices rose 3.9 percent during 1997,
which was higher than the 2.7 percent recorded in
1996. The pace of wage increases, which have af-
fected economic performance, fell from 12.2 per-
cent in 1996 to 7.5 percent in 1997.

The balance of payments deteriorated signifi-
cantly in 1996; however, exports reversed their
downward trend in the second quarter of 1997 and
expanded strongly in the third quarter. Exports in-
creased by 7.2 percent during 1997, in contrast to
the 4.1 percent growth registered in 1996. This was
helped by the sharp pickup in exports of heavy in-
dustrial and chemical products, such as semicon-
ductors and refined petroleum products. Meanwhile,
export prices fell, partly because of the steady weak-
ening of semiconductor prices. Imports showed a
slight decrease of 2.3 percent in 1997, down from a

12.2 percent increase in 1996, largely in response
to sluggish consumption and the decrease in invest-
ments. The trade balance registered a deficit of $2.8
billion during 1997. Overall, the current account
improved quarter by quarter in 1997. It recorded a
deficit of $8.8 billion, or 2 percent of GDP, far less
than the 4.8 percent in 1996.

The Korean won depreciated by 15.4 percent,
on average, in nominal terms in 1997, and by 43.5
percent year-on-year in response to the crisis. As
concerns exchange rate policy, the authorities
widened the band for daily movement from 2.2 per-
cent to 10 percent, and then finally abolished it as
of 16 December 1997.

The IMF agreement demands extreme con-
traction in both fiscal and monetary policies. The
main objective of monetary policy is to maintain
inflation at 9 percent in 1998 and to limit down-
ward pressure on the won. The targeted money
supply indicator was further broadened to M3 in
1998, and is projected to increase by only 13 per-
cent, compared with 16.5 percent in 1997. The gov-
ernment will maintain tight fiscal policy to alleviate
the burden on monetary policy and to provide for
the still uncertain costs of restructuring the finan-
cial sector. To this end the government has increased
special excise tax and transportation tax rates. It
has also widened the bases of the value-added tax,
corporate taxes, and income taxes by curtailing or
abolishing tax exemptions or reductions, which were,

Table 2.2  Major Economic Indicators: Republic of Korea, 1995-1999
(percent)

Item 1995 1996 1997 1998 1999

Gross domestic product growth 8.9 7.1 5.5 -1.0 3.1

Gross domestic investment/GDP 37.0 38.2 34.6 26.4 29.4

Gross domestic savings/GDP 36.8 35.2 34.5 34.9 33.9

Inflation rate (consumer price index) 4.5 4.9 4.5 9.8 7.2

Money supply (M2) growth 15.6 15.8 14.7 13.1 13.2

Fiscal balance/GDP 0.5 0.0 -0.5 -0.9 -1.0

Merchandise exports growth 31.5 4.1 7.2 5.8 5.6

Merchandise imports growth 32.1 12.2 -2.3 -12.3 14.0

Current account balance/GDP -1.8 -4.8 -2.0 6.9 3.4

Sources:  International Monetary Fund (1998), National Statistics Office (1997), and staff estimates.
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in any case, inconsistent with international stan-
dards. On the expenditure side, the government will
make major cuts in infrastructure outlays and de-
fense expenditures. As a result, the fiscal deficit is
likely to be about 1 percent of GDP in 1998.

These policies imply that the economy will
contract, and expectations are that it will take longer
than two years for it to return to its potential growth
path. Provided that the government implements the
IMF agreement faithfully, the GDP growth rate is
expected to decline to -1.0 percent in 1998 and rise
to 3.1 percent in 1999. The unemployment rate will
increase to 4.3 percent in 1998 because of the
contractionary policies and the restructuring of the
economic system. Even if replacement investment
is active, new investment is likely to be suspended
or reduced. Thus total investment in real terms is
expected to decrease by 28.7 percent in 1998, and
then to increase by 12.3 percent in 1999. Consump-
tion in real terms will decrease by 4.2 percent in
1998 because of greater fears of future unemploy-
ment as well as actual high unemployment, but will
then increase by 1.6 percent in 1999.

Reflecting the lagged effects of the steep
depreciation of the Korean won on input costs in
1997, both consumer and producer prices are
expected to rise by around 10 percent in 1998,
higher than the initial target set by the government
and the IMF. Nominal wages are likely to stay at
their 1997 level in the coming years, or even to de-
crease, in response to contractionary policies and
corporate restructuring.

Exports will grow by 5.8 percent while imports
will decline by 12.3 percent in 1998, mainly because
of the depreciation of the won in 1997. The trade
balance is expected to record a surplus of $22.4 bil-
lion. The steep depreciation of the won in 1997 and
the extended economic recession will help improve
the trade balance in the next few years. The cur-
rent account balance is expected to yield a large
surplus of $21.1 billion in 1998 and $11.4 billion in
1999. However, a decrease in the imports of invest-
ment goods is likely to have a negative effect on the
economy in the longer run.

POLICY AND DEVELOPMENT ISSUES

After the economy slowed down in 1996, concerns
were voiced about the “high-cost and low-
efficiency economic system.” The government’s

reaction was swift and focused on structural adjust-
ments. While the government rapidly reached con-
sensus about some policy measures and started to
implement them, it needed more time to reach
agreement on other issues, such as financial reforms.

The government’s economic reforms turned
out to be insufficient to protect the economy from
the financial and currency crisis, even though they
were generally in line with the IMF package. The
effect of the financial crisis and the IMF package
was to provide the momentum for reforms that were
broad in scope and immediate in implementation.
As such, the distinction between short-term and
long-term policy issues disappeared and prioritization
was difficult. The issues discussed in the following
sections are the most urgent and have the greatest
impact on the economy.

Financial Market Reform

In terms of international competitiveness, the finan-
cial sector is far behind the real sector. The key
source of the financial sector’s weakness was the
predominantly state-led distortion in credit
allocation. This practice deprived the financial
sector of its primary function of screening and moni-
toring, and led to excessive risky investments by the
corporate sector, and eventually to the current crisis.

The government became aware of this prob-
lem, and in response established the Financial
Reform Committee in January 1997. The commit-
tee produced a report in June; however, the crisis
hit before the government implemented full-scale
reforms that reflected the report’s recommendations.
The IMF package, which shared many ideas with
the report, called for restructuring financial institu-
tions to construct a sound and competitive finan-
cial industry. Measures to be taken included
protecting deposits, closing troubled merchant
banks, resolving nonperforming assets of banks and
merchant banks, facilitating mergers, and strength-
ening prudential supervision standards. To
strengthen supervision of the financial sector, three
agencies responsible for supervising banking,
security, and insurance institutions were consoli-
dated into the Financial Supervisory Commission.
In addition, the Central Bank was given greater
autonomy.

While to date the financial reforms appear to
have touched on all major issues and to comply with
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market mechanisms, they will confront many chal-
lenges, mainly because of the unprecedented busi-
ness environment characterized by competition. The
government can no longer avoid the challenge of
competition by resorting to protection. Instead,
autonomy of and accountability by each financial
institution can enhance the efficiency of the finan-
cial sector.

Trade and Capital Account
Liberalization

The IMF agreement required the government to set
a timetable for trade liberalization in line with World
Trade Organization commitments; and the govern-
ment promised to shorten the timetable for abolish-
ing trade-related subsidies, restrictive import
licensing schemes, and its import diversification
system. The government opened stock and bond
markets wider and ahead of schedule, promised to
liberalize money market instruments, increased the
ceiling of domestic bank shares that foreign banks
could acquire, and allowed domestic corporations
to borrow long-term loans from overseas.

One question in this context is the extent to
which these measures will help protect financial
markets against volatile capital movements. Con-
sidering the high interest rate target of more than
20 percent, capital account liberalization could
stimulate hot money movements and cause the
performance of already highly leveraged domestic
firms to deteriorate. It will also increase interest rate
risk, exchange rate risk, and credit risk and hamper
the development of long-term capital markets. To
mitigate this undesirable situation, the interest rate
target needs to be lowered to a level that the weak
corporate sector can manage. At the same time,
sufficient monetary policy instruments need to be
developed so that the Central Bank can stabilize
interest rates.

Corporate and Labor Market Reform

Much of the blame for the crisis has fallen on the
chaebols, because of their excessive capacity
expansion and industrial diversification. The
government has recently encouraged the restruc-
turing of corporate finances, including measures to
reduce corporations’ high debt-to-equity ratios and
to facilitate mergers and acquisitions. To achieve
these goals, the government has prepared legisla-
tion that would require corporations to prepare
financial statements on a consolidated basis.
Another item of legislation would gradually reduce
the cross-debt payment guarantees among group
affiliates that had enabled the chaebols to take on
excessive debt.

The chaebol problem is intimately related to
labor market rigidity. Because trade unions have
developed through confrontations with chaebol
management, labor market flexibility could be
greatly improved if promoted at the same time as
corporate reforms. The IMF package provided a good
opportunity for labor, government, and industry
representatives to form a committee to examine and
discuss the current crisis, especially in relation to
layoffs and how to maintain workers’ living
standards. While providing a sufficient social safety
net is a good idea, given its high costs it will be
possible only after the crisis is over. In addition, more
transparent corporate management would help
workers regain confidence in their employers.

To the extent the crisis originated from a loss
of confidence, strict implementation of the economic
reforms is crucial for the recovery of foreign invest-
ment. One of the main features of the crisis is that
it is a private sector problem, and therefore involves
a complicated combination of vested interests of
many firms and financial institutions. Thus to keep
the reforms on track, the emphasis should be on
transparency and accountability.
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While Singapore withstood the region’s financial crisis better than its neighbors in 1997, the
region’s crisis is likely to affect future growth. Industrialization policy remains active, and the
financial sector is poised for expansion.

Singapore
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RECENT TRENDS AND PROSPECTS

E xcept for its currency and stock market,
Singapore was only mildly affected by the

region’s economic crisis in 1997. The economy
surged ahead with 7.8 percent growth in GDP as
world demand for computer-related electronics,
especially semiconductors, rebounded. Manufactur-
ing output rose by 4.3 percent, spurred by chemi-
cals, petroleum, and electronics. Electronics account
for roughly half of manufactures, which in turn
account for more than three quarters of exports, and
Singapore now has the world’s largest disk drive
industry. While the petrochemicals subsector
expanded significantly as new plants came on
stream, commerce, and in particular tourism,
suffered somewhat from reduced regional demand.

High salaries and property prices relative to
those in neighboring countries have taken their toll
on Singapore’s manufacturing base, particularly for
lower value-added and labor-intensive manufac-
turing, much of which has migrated to Malaysia.
While the remaining manufacturing sector has
maintained increasing productivity, it has become
more concentrated on electronics. The services
sector now accounts for more than 66 percent of
GDP, while industry accounts for 34 percent.
Financial and business services, particularly foreign
exchange activity and provision of business hub ser-
vices, grew by 11 percent in 1997, assisted by tax
breaks. The steady rise in net services income has

played an important role in the current account sur-
plus, although this was tempered somewhat in 1997
by the slowdown in tourism resulting from the fi-
nancial crisis and the haze that affected the region
following the forest fires in Indonesia.

The construction industry benefited from
public investment in infrastructure in 1997, which
included expansion of the mass rapid transit system
and port facilities and land reclamation. It expanded
by 13.3 percent and led employment growth. Public
and private housing projects contributed to the
sector’s robust growth. Growth in such spending
generally offset the slower growth in machinery and
equipment, resulting in fixed investment growth of
nearly 10 percent.

Activity in the property market remained sub-
dued as restrictions imposed in 1996 to prevent over-
heating remained generally in force (except for a
stamp duty on sellers of properties held for less than
three years, which was removed), and property
demand from neighboring countries diminished. The
resulting glut of private housing prompted the gov-
ernment to halt land sales in late 1997 and extend
the time granted to developers to construct their
projects.

The labor market remained tight, with unem-
ployment running at less than 2 percent. The con-
centration on electronics manufacturing has
increased the demand for engineers and technicians,
and resulting wage increases have been only partially
constrained by importing skilled foreign workers.
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Real wage increases have, in turn, supported pri-
vate consumption, although such increases are likely
to moderate because of the regional slowdown.
Public sector consumption remained strong in 1997,
increasing by 8.6 percent.

The Monetary Authority of Singapore (MAS)
practices a managed floating exchange rate system,
with a target of a trade-weighted currency basket.
As the MAS only adjusts the weights every three to
five years, the region’s currency turmoil and chang-
ing trade patterns may require the MAS to reassess
this target. The sensitivity of the small, open
economy to trade and capital fluctuations necessi-
tates a focus on monetary stability. Money supply
(M2) growth averaged 10.3 percent for the year, and
inflation was just 2 percent, aided by lower prices
for imported food from neighboring countries with
depreciated currencies. Meanwhile, prices for
administrative charges, transportation, communica-
tions, water, health care, and housing increased.
Singapore pledged to assist in the bailout packages
for neighboring Indonesia and Thailand led by the
International Monetary Fund.

The high savings rate (equivalent to roughly
half of GDP), fiscal surplus, current account surplus,
limited foreign debt, and the world’s highest per
capita foreign reserves helped the country come

through the regional currency and financial turmoil
less affected than its neighbors. While the Singapore
dollar depreciated about 17 percent relative to the
US dollar, it appreciated substantially more relative
to most regional currencies.

In recent years the emphasis on outward direct
investment has increased, and successive current
account surpluses and substantial inward bound
foreign direct and portfolio investment have led to
steady growth in international reserves. With the
low level of foreign debt, which consists primarily of
long-term borrowing by the private sector, and
substantial exports, the debt-service ratio is less than
1 percent.

External demand typically contributes more
to Singapore’s growth than domestic demand.
Singapore’s merchandise exports to Southeast Asia
may be relatively unaffected by the slowdown there,
as many of them are intermediate goods with end
markets ultimately in Europe or North America. Of
greater significance is the steep depreciation of the
Korean won, as the Republic of Korea produces and
exports electronic goods that compete directly with
those of Singapore.

While the region’s difficulties had some nega-
tive impact on Singapore’s exports, robust future
economic activity in Europe and North America  is

Table 2.3  Major Economic Indicators: Singapore, 1995-1999
(percent)

Item 1995 1996 1997 1998 1999

Gross domestic product growth 8.7 6.9 7.8 3.0 4.5

Gross domestic investment/GDP 33.7 35.3 37.4 32.0 33.0

Gross domestic saving/GDP 51.0 51.2 51.8 50.0 50.0

Inflation rate (consumer price index) 1.7 1.4 2.0 3.2 3.3

Money supply (M2) growth 8.5 9.8 10.3 8.6 7.5

Fiscal balance/GDP 7.6 6.8 3.3 1.7 na

Merchandise exports growth 21.0 6.4 -3.1 2.0 4.0

Merchandise imports growth 21.6 5.4 0.1 2.0 4.0

Current account balance/GDP 17.0 15.4 15.2 12.9 10.3

na Not available

Sources: International Monetary F und (1997a), Ministry of Trade and Industry (1996), and staff estimates.
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likely to more than offset this. Of Singapore’s five
largest markets (the European Union; Hong Kong,
China; Japan; Malaysia; and the United States), the
financial turbulence has affected only Malaysia.
Exports declined slightly in US dollar terms in 1997,
but are expected to recover in 1998. Slow growth in
imports is expected to compensate to a large extent
for the reduced growth in exports, and the current
account surplus is expected to decline slightly as a
percentage of GDP, but to remain substantial.

Slower regional growth is expected to affect
hub-related services, such as entrepot trade, and
shipping services, such as freight, insurance, and port
charges, leading to slower growth and rising unem-
ployment in 1998. The appreciation of the Singapore
dollar relative to other regional currencies is also
likely to affect net tourism and retail receipts nega-
tively. In addition, reduced residential construction
in 1998 is expected to contribute to slower invest-
ment growth. Projections indicate that GDP growth
will fall to 3 percent before recovering somewhat to
4.5 percent in 1999.

Given the government’s commitment to
increasing spending on education and infrastructure,
such spending is expected to continue to rise, al-
though at a more moderate pace in 1998 and 1999.
The government has maintained its operating
expenditure near a constant 20 percent of GDP.
Development expenditure is expected to remain
high because of upcoming infrastructure projects,
including land reclamation, communications facili-
ties, a new rapid transit line and extension to Changi
Airport, and light rail projects.

POLICY AND DEVELOPMENT ISSUES

The financial crisis in much of Southeast Asia have
brought to the fore a nexus of issues that will affect
Singapore’s future prospects. Prominent among
these are the country’s industrial policy and devel-
opment of the financial services industry.

Industrial Policy

Singapore maintains a concerted effort to broaden
and deepen its economy, particularly in relation to
the Southeast Asian subregion. The government
emphasizes low land-intensity operations, and uses
tax incentives, investment allowances, training,
research and innovation programs, and capital

assistance schemes to steer investment toward higher
value-added activities. The objective is to attract
foreign investment, promote and develop service
sectors, and develop small- and medium-size enter-
prises. Within the services sectors, the focus is on
serving regional business headquarters (approxi-
mately 2,000 of which are located in Singapore),
logistics, education and health care services, and
communications and media. The authorities also
devote substantial effort to promoting financial
services.

Infrastructure and technological innovations
are necessary to boost productivity and attract for-
eign investment. The government’s Manufacturing
2000 program aims to maintain manufacturing at
25 percent of GDP and 20 percent of employment,
but these goals may come into conflict with the
expansion of business and financial services. The
government is devoting more resources to research
and development (R&D) and to technical training
of the labor force. Singapore’s gross expenditure on
R&D has been growing rapidly, expanding at a rate
of 19 percent per year over the last five years, but
remains lower in relation to GDP than in other in-
dustrial countries. The small size of Singapore’s
population may limit the amount of R&D that can
be done domestically.

Singapore is a prominent investor in other
countries in Asia, including PRC, India, Indonesia,
Myanmar, and Viet Nam. To some extent this is
patterned after the Swiss model of obtaining
substantial national income from foreign invest-
ments. In this effort, the sharp depreciation of other
Asian currencies in 1997 may create a buying
opportunity for Singapore’s regional investment
objectives.

The Singapore ONE (One Network for
Everyone) plan to link every home by computer and
turn Singapore into an “intelligent island” is
intended to help establish Singapore as a regional
financial and product design center. Singapore ONE
aims to bring multimedia services with a broadband
network and high-speed links to other economies
to most Singaporeans by the end of 1998. Companies
that participate in developing products and services
that facilitate or use the new network are eligible
for income tax exemptions, tax deductions for R&D
expenditures, funding from the National Science
and Technology Board, and preferential telecommu-
nications tariffs.
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ratio for banks is set at 12 percent, substantially
above that recommended by the Bank for
International Settlements, but most banks maintain
even higher ratios, all in assets that have the lowest
risk. While this ensures that banks are well capital-
ized, it reduces the sector’s return on equity. In 1997
estimates indicated that less than 3 percent of loans
were nonperforming, but this ratio may increase as
events unfold in Indonesia and Malaysia, with which
Singapore has close economic links. The MAS
estimates that offshore loans are roughly three times
the value of domestic loans. The large banking sector
comprises both domestic and foreign institutions,
but the former are limited in size. The four largest
domestic banks are either family or government
controlled, and are too small to compete effectively
in financing most of the region’s large infrastruc-
ture projects. Foreign banks are currently restricted
from owning more than 40 percent of any local
bank’s capital, thereby limiting the prospects for
mergers to increase the size of domestic banks to
internationally competitive levels. Transparency is
also limited as, among domestic banks, only the
government-owned bank reveals information about
bad loans or provisions made against these loans to
the public.

In 1997 the financial services sector benefited
from greater foreign exchange trading and volati-
lity-induced trading in the stock market, although
Singapore’s stock market fell by more than 40 per-
cent, which reduced the benefits for domestically
listed financial service firms. The foreign exchange
market is active, and a futures exchange has been
set up. There are no restrictions on forward exchange
transactions. Forward exchange rates of up to one
year’s term are available for most major and regional
currencies, and foreign currency futures are traded
at the Singapore International Monetary Exchange.
Plans to expand the financial services sector may,
however, have to be scaled back if the region’s set-
back results in reduced foreign borrowing from
Singapore’s banks, as seems likely.

In its July 1997 budget the government intro-
duced a set of tax breaks for income earned from
overseas activities of banks, income earned by fund
managers in managing nonresident funds, income
earned in managing initial public offerings in shares
denominated in foreign currency, income earned
from trading foreign currency shares, and income
earned from credit ratings of foreign currency

The Economic Development Board’s Innova-
tion Development Scheme has been allotted S$500
million to offer companies grants for half their costs
in such areas as product and process design. Inno-
vation Development Scheme funding is also avail-
able for companies that participate in Singapore
ONE for up to 70 percent of development costs.

In addition, the authorities are promoting bio-
technology. In 1997 the National Science and Tech-
nology Board started an incubator unit for infant
biotechnology firms at the Bioprocessing Technol-
ogy Centre, which makes laboratory space and
equipment available for rent.

The concentration of fiscal incentives to
benefit particular sectors reflects a government
commitment to industrial policy that is likely to
deepen. While Singapore appears to be moving to-
ward an industrial policy in which the private sector
takes the lead, that transition appears to be some
way off. While one could argue that Singapore’s
industrial policy has been successful at picking
industries for promotion, one could also argue that
it may have been more a matter of the industries
picking Singapore based on comparative advantage.
Yet Hong Kong, China succeeded in many of the
same sectors with much less government interven-
tion. Some of the industries, such as electronics, that
the government has promoted may have made
Singapore’s economy particularly susceptible to the
regional export slowdown in 1996. In addition, some
sectors, such as biotechnology, have received consi-
derable promotion with limited results. Whether
Singapore can continue to guide the market as well
as in the past remains to be seen as the economy
expands, diversifies, and moves increasingly into
services, and as other examples of national industrial
policy (such as in the Republic of Korea) appear less
successful in hindsight. Fortunately, Singapore
maintains a high degree of transparency in its policy
implementation.

Development of Financial Services

The limited size of the domestic market implies that
to maintain rapid growth financial activity must be
externally oriented. To promote its efforts to expand
as a regional financial center, the government has
initiated a review of the banking and financial sector.
The sector is considered sound, and Singapore main-
tains an open capital account. The capital adequacy
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denominated securities issued in Singapore. In
addition, offshore bond issues no longer need to be
underwritten locally to qualify as tax exempt, and
the authorities raised the limit on tax deductible
bank provisions against unforeseen losses by 50 per-
cent. The number of seats on the stock exchange
offered to foreign brokerage houses is expected to
increase, fixed commissions on stock sales may be
abolished, and the Singapore dollar is likely to be
gradually internationalized by eased restrictions on
foreigners lending Singapore dollars.

Market reaction has been muted, partly
because of skepticism about the government’s will-
ingness to ease its traditionally tight control of the
country’s finances. This control is still apparent in
the concentration of national savings in the Central
Provident Fund, the large budgetary surpluses, the

substantial deposits of government agencies in the
government-controlled savings bank, and a host of
regulations covering relatively minor details of
foreign bank branch operations. The 1998 budget
aims to ease some of this control. Pressure from the
United States and the World Trade Organization to
liberalize the sector further is likely. However, in
November 1997 the government announced that
in future, the MAS will focus on supervision rather
than on strict regulation of financial markets, and
that listing requirements on the stock exchange
would be eased. These modest efforts are in the right
direction, but more can be done. The success of the
government’s efforts to establish Singapore as a re-
gional financial center will depend critically on the
government’s willingness to cede more of its control
over national savings.
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The region’s financial crisis has left Taipei,China largely untouched. Reforms in the banking
and financial sectors are to continue. Policy to encourage high technology, which will bring
about a number of structural changes, remains active, but needs to gain momentum.

RECENT TRENDS AND PROSPECTS

In a year of unprecedented turmoil in Asia’s
financial markets, Taipei,China has managed to

avoid a major financial crisis. Not only has it sur-
vived this turbulent period, but its economy grew at
6.8 percent during 1997, slightly faster than in the
previous two years. This was largely due to sustained
growth in finance, insurance, real estate, and social
services. While the manufacturing sector is still
recovering from its previous slowdown, the recovery
is noticeable, and the growth rate is a little more
than 4 percent.

Despite the higher growth rate and only a
modest increase in the labor force, unemployment
rose to 2.7 percent, a little higher than in 1996.
However, the current rate is still relatively low by
international standards, and future unemployment
rates are not expected to be much higher.

Gross domestic investment as a percentage of
GDP increased slightly compared to 1996. This was
due mainly to an increase in private investment, as
investment in public enterprises grew only slightly,
and several public investment projects fell far behind
schedule. Government investment increased by less
than 2 percent. By contrast, the growth rate of
private investment more than doubled in 1997, com-
pared with 1996, to just under 13 percent. The
primary cause was the optimism generated by the
stock market boom.

With the strong growth in income tax collec-
tion, overall government current revenues rose by

10.6 percent in 1997, but government current
expenditures grew only 5.8 percent. Nevertheless,
total revenues still fell short of total expenditures
by about 5.7 percent of GDP, largely because of the
implementation of government investment projects
that had fallen behind schedule in previous years.

Slow growth of the money supply (M2) at
7.2 percent was largely an outcome of the Central
Bank’s anti-inflationary policy and weak demand for
bank financing by the construction industry. The
former has proven successful to the extent that
consumer price inflation was about 1 percent, the
lowest rate since 1987. The depreciation of the
Japanese yen, which reduced the prices of imports
from Japan, helped keep the inflation rate down.

Exports grew by more than 5 percent in 1997,
with exports of heavy industrial products holding
up particularly well. In sharp contrast, agricultural
and processed agricultural exports continued their
slowdown, shrinking by as much as 19 and 34 per-
cent, respectively. Livestock epidemics explain some
of this slowdown, but it also reflects a general decline
of the agriculture sector.

The value of imports rebounded in 1997, grow-
ing by about 10 percent after stagnating in 1996.
The principal imports were machinery, electrical
equipment, and chemicals, which together
accounted for more than 45 percent of total imports
in 1997. As in 1996, imports of consumer goods grew
more rapidly than imports of capital goods and raw
materials. This may reflect an increasing consumer-
ist orientation in a maturing economy.
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As a result of the faster growth of imports, the
current account balance declined to a surplus of
2.7 percent of GDP, a marked fall from the 4 per-
cent surplus in 1996. Under pressure from a strong
US dollar, the New Taiwan dollar depreciated an
average of 15 percent. Despite the depreciation, the
trade surplus did not increase further in 1997.

After a slight decline to 5.8 percent in 1998,
real GDP growth is expected to recover in 1999.
Accordingly, government current revenues are also
projected to pick up in 1999. In an attempt to bring
down the budget deficit, the government’s capital
expenditure will be more conservative. Projections
indicate that the ratio of government expenditure
to GDP will decrease by 3 percentage points over
the next two years, down from 28 percent in 1997.
By contrast, because tax revenues will exhibit stable
growth, the overall deficit to GDP ratio will decrease
by less than one percentage point in 1999.

The money supply will grow slightly faster
in 1998 and 1999 than in 1997, with a growth rate
of about 7.4 percent. The Central Bank’s anti-
inflationary policy and the direct financing of
businesses supported by the stock market will be
responsible for the low monetary growth.

With aggregate demand increasing as a result
of sustained growth of the economy, depreciation of
the New Taiwan dollar, and continuing steady

growth in service prices, the consumer price index
is expected to grow at 3.2 percent in 1998 and
2.2 percent in 1999.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

Taipei,China has been relatively insulated from the
region’s currency turbulence. However, the contin-
ued emphasis on advertising the economy’s successes
has raised some concerns that the government has
not paid sufficient attention to how Asia’s financial
crisis might affect the domestic economy and what
adjustment strategies it should pursue. Two areas in
particular deserve attention.

The first is the domestic economy. Current
projections of both private consumption and invest-
ment growth for 1998 may turn out to be overly
optimistic. At the same time, fears of creeping infla-
tion may lead to tight monetary and fiscal policies.
Given that the economy is not at present over-
heated, some flexibility in short-term macro-
economic management, including the provision of
adequate liquidity through the banking system,
would seem to be prudent.

The second area is the external economy.
Taipei,China should maintain its open trading sys-
tem even in the face of a declining trade surplus. In

Table 2.4  Major Economic Indicators: Taipei,China, 1995-1999
(percent)

Item 1995 1996 1997 1998 1999

Gross domestic product growth 6.0 5.7 6.8 5.8 6.2

Gross domestic investment/GDP 23.7 21.2 21.8 22.6 23.4

Gross domestic saving/GDP 25.6 25.1 24.7 24.9 25.2

Inflation rate (consumer price index) 3.7 3.1 0.9 3.2 2.2

Money supply (M2) growth 9.4 9.1 7.2 7.4 7.4

Fiscal balance/GDP -7.4 -7.4 -5.7 -5.3 -4.8

Merchandise exports growth 20.0 3.8 5.2 6.8 7.0

Merchandise imports growth 21.2 -0.1 10.1 9.5 10.0

Current account balance/GDP 2.1 4.0 2.7 1.5 0.8

Debt-service/exports 0.1 0.1 0.1 0.1 0.1

Sources: Directorate-General of Budget, Accounting and Statistics data; Wu (1997); and staff estimates.
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this respect 1998 will be a crucial year. Even with-
out a devaluation of the People’s Republic of China’s
(PRC’s) renminbi, Taipei,China’s exports will slow
down. Maintaining a free trade stance will be crucial
for the future of not only the domestic economy,
but also of free and open trading in the region.

POLICY AND DEVELOPMENT ISSUES

The economy is still undergoing considerable struc-
tural transformation, in particular, the industry
sector is continuing to experience major structural
changes. Light and labor-intensive manufacturing
activities are declining in importance, and efforts to
increase the share of capital-intensive and high-
technology activities are under way. In the changing
global trade environment, promoting specific indus-
tries in which the economy may have distinct compa-
rative advantages continues to be a major challenge.

To make the process of structural transforma-
tion as smooth as possible, two policy areas deserve
particular attention, namely, liberalizing financial
and capital markets in the face of the continuing
turmoil in the region and continuing with the plan
to convert Taipei,China into a regional center for
financial and high-technology-based economic
activities. Successful implementation of these two
related sets of policies could go a long way toward
ensuring the economy’s transition to a high-
technology base. However, the problems involved
could also be formidable.

Capital markets are being liberalized with the
introduction of new financial instruments and the
pledge by monetary authorities to lift capital con-
trols by 2000. However, the ad hoc committee, which
consists of Ministry of Finance and Central Bank
representatives, has suggested strengthening finan-
cial institutions along with carrying out further lib-
eralization. The recent currency crisis seems to have
strengthened the position of those who argue for a
slower pace of reforms. Historically, Taipei,China’s
financial liberalization has been gradual; too slow
according to some critics. However, such a step-by-
step policy may be defensible, as it probably played
a major role in protecting the economy from the
financial turmoil of 1997.

Reforms under discussion include allowing
commercial banks to become involved in investment

banking by entering the securities and bond mar-
kets. The authorities also launched a domestic
futures exchange, thereby giving companies the
option to hedge risks without going offshore. In
addition, the central government has taken steps to
privatize state-run banks, a plan that was boosted
by constitutional reforms passed in July 1997 that
shrank provincial governments and stripped them
of their substantial assets.

The objective of ensuring smooth maturation
and playing a significant role in the next century
has led to the formulation of a scheme—the Asia-
Pacific Regional Operations Center plan—to turn
Taipei,China into a regional financial and economic
center. The idea is to attract private capital flows,
especially to high-technology industries, such as
microchips and semiconductors.

For a comprehensive plan of this type to
succeed, a number of developments will be neces-
sary. To begin with, it will require free mobility of
goods, services, capital, human resources, and
information, which will call for institutional and
regulatory reforms. Furthermore, physical infrastruc-
ture will need to be improved to support the move-
ment of productive factors into increasingly
sophisticated activities. At the same time, specific
supporting sectors, such as financial services, tele-
communications, and air transportation, would have
to be liberalized further.

Along with the push for high-technology
industries, Taipei,China is also aiming for stable re-
lations, and even direct business and transport links,
with the PRC. Positive developments in this direc-
tion will help improve the general business climate.
In particular, the environment for implementing the
objectives of the Asia-Pacific Regional Operations
Center plan will be more favorable. To sum up, from
a long-run perspective Taipei,China is continuing
the transition from labor-intensive activities to
capital-intensive and high-technology activities.
Such a transition has posed complex problems of
competitiveness, skill bottlenecks, and internal and
external balance. Nevertheless, an export-driven,
high-technology future appears to be attainable.
However, to realize this vision, the challenges noted
must be tackled boldly and imaginatively through
flexible, short-term, macroeconomic policies and
strategies for long-run transformation.
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While Kazakstan’s postindependence economic trauma may have come to an end, much
deeper reforms in policy and governance structures are now needed to accelerate growth. In
addition, prudent management of the country’s natural resource wealth will be critical.

Kazakstan

71

RECENT TRENDS AND PROSPECTS

Following independence, Kazakstan was pre-
occupied with crisis management. On the dis-

solution of the former Soviet Union (FSU),
Kazakstan’s trade collapsed; income support from
Moscow was severed; and its inherited economic
and legal institutions, forged within a centrally
planned system of production and distribution, were
completely ill-suited to its new circumstances. More-
over, as a fledgling state Kazakstan lacked many of
the institutions of modern government.

Against this backdrop, the country’s output
collapsed, and by 1996 output was only half what it
had been five years earlier. Output declines were
arrested in 1996. In that year GDP growth of 0.5 per-
cent was recorded, and in 1997 moderate GDP
growth of 2.0 percent was achieved. Two years of
positive output growth have buttressed confidence
in the view that the era of postindependence eco-
nomic depression may now have ended. However,
the economy is still narrowly based: a few export-
oriented sectors—oil and gas and some nonferrous
metals—dominate. These sectors have benefited
from the shifts in the terms of trade since indepen-
dence, and the bulk of foreign direct investment
(FDI) has been directed toward these sectors.

Agriculture depends heavily on rainfed grain.
While wheat and related crops have now recovered
from a poor harvest in 1995, to date, signs of any
underlying growth in productivity are few. Most

crops other than grain show continuing production
declines, but at more moderate rates than in earlier
years. The reported livestock population has also
declined, but with the ongoing privatization of farms
some underreporting of livestock populations is
possible.

Industry has tended to move away from pro-
cessing raw materials toward primary, extractive
activity. This trend reflects the shifts in the terms of
trade that have occurred since independence, the
cessation of subsidies from the FSU that had sought
to encourage industrialization, and the concurrent
collapse of traditional markets and supply relation-
ships with FSU enterprises. For example, while the
production of metals has grown, the machinery
sector’s output has declined. Similarly, the produc-
tion of woolen textiles has contracted by almost twice
as much as the production of raw wool. The oil sec-
tor, however, has exhibited considerable expansion.
In recent years, investment in oil and gas has repre-
sented approximately one third of all FDI. Fuel and
energy now account for just under 40 percent of
total industrial output, up from 15.5 percent in 1990.

There is evidence that the service sectors are
buoyant. In some urban centers, such as Almaty and
Shimkent, the number of retail trade outlets and
restaurants has increased markedly and a significant
number of new hotels and service centers for ve-
hicles, appliances, and computers have sprung up.
The FSU economy had severely restricted the de-
velopment of many of these services.
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The need to mitigate hardship has led to de-
mands for the government to do more, but at the
same time the resources available to the government
have shrunk. As a result, maintaining fiscal balances
has proven extremely difficult: in 1997 the deficit
was over 4 percent of GDP. Efforts to collect rev-
enues have been hampered by the poor economic
situation of larger enterprises in the formal, regis-
tered economy and administrative difficulties in tax-
ing smaller enterprises in the informal economy. In
addition, the need to create public sector institu-
tions in the wake of independence has strained
expenditure control systems.

The government has, however, made signifi-
cant headway in controlling inflation. In 1997 in-
flation was 20.4 percent, but in 1994 it was almost
2,000 percent. This reduction in inflation has been
the outcome of much tighter monetary control and
an improving fiscal position. Financial sector reforms
have also helped promote monetary stability. Some
banks have been restructured, others have had their
licenses revoked, and the weakest banks have been
allowed to fail. With lower inflation, capital market
development has proved easier. Securities trans-
actions have deepened, interbank credit and settle-
ment systems for commercial banks have been

In mid-1997, 4.7 percent of the registered la-
bor force was unemployed; however, a much larger
number of people are thought to be unofficially un-
employed or underemployed. In addition, real wages
have fallen dramatically, and the payment in-kind
of many wage obligations reflects the weakening of
traditional payments systems. These in-kind pay-
ments are often of little utility to the workers and
their families, thereby reducing disposable income
severely. Wage arrears running to many months are
also common: in mid-1997 the wage arrears of state
enterprises were about $600 million, which posed
serious political problems for the government.

A deterioration in the social indicators of well-
being reflects the extent of economic dislocation.
Estimates suggest a sharp increase in both the inci-
dence and depth of poverty. In 1996 more than one
third of households lived below the official poverty
line. Pensioners and children have been particularly
badly affected by the weakening of social support.
Rapid inflation and a decline in the real value of
pensions have destroyed the savings of the elderly,
while the health, nutritional, and educational sta-
tus of children in poor households has worsened
dramatically as public services have contracted along
with the resources available to the government.
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developed, and investors are eager to acquire Trea-
sury bills.

Large trade and current account deficits per-
sist. In 1997 the current account deficit stood at
more than 4 percent of GDP. The development of
new markets for Kazakstan’s output has been slow,
and the Russian Federation remains as Kazakstan’s
largest trading partner. The lack of restructuring and
reinvestment in farms and state enterprises and
Kazakstan’s locational disadvantages thwart the
penetration of new markets. Inward capital flows,
especially those related to the large foreign invest-
ments in oil and gas, mining, and metallurgy, con-
tinue to finance current account deficits.

Over the next two years, output growth of 3
percent is achievable. The oil and gas sector is ex-
pected to continue to show strength, but the cur-
rent dependence on pipelines controlled by the
Russian Federation restricts large increases in ex-
port sales of oil and gas. The construction of other
pipelines to markets either in Europe or in the
People’s Republic of China is planned, but consid-
erable political and administrative problems need
to be resolved before construction begins, oil flows,
and public revenues rise. Output from the minerals
sector should also increase.

The squeeze on public resources will continue
during the next few years, especially given the need
to restore an adequate social safety net; to clear
wage, pension, and social assistance arrears; to pro-
vide support for pension reform; and to finance a
broader program of public capital investment. The
last item is particularly important. The failure to
increase public investment, particularly for infra-
structure rehabilitation, will increasingly place farms
and enterprises at a competitive disadvantage. The
decision to move the capital from Almaty in the
southeast to Akmola in the north-central region will
place further pressure on public resources, as this
relocation has necessitated large-scale construction
of new public buildings, residences, and infrastruc-
ture facilities in a comparatively short period. As a
result of these fiscal pressures, the fiscal deficit is
expected to increase to more than 5 percent of GDP
in 1998.

Although fiscal policy will ease to some extent,
the government is likely to maintain a tight mon-
etary stance. As a consequence, inflation is expected
to continue to moderate, and could be as low as 10
percent in 1998.  Faster economic growth is, how-

ever, anticipated to make further containment of
the current account deficit difficult. As a propor-
tion of GDP it is likely to remain at around its 1997
level.

POLICY AND DEVELOPMENT ISSUES

In the short run, the main challenge for economic
policy is to consolidate the progress made toward
macroeconomic stabilization while providing strong
foundations for future growth. At the same time,
the government must develop safety net mechanisms
that can assist the most needy and ease some of the
pain of poverty.

Future progress on macroeconomic stabili-
zation will rest on three pillars, namely: the govern-
ment must persist with its anti-inflationary monetary
stance, it must strengthen its revenue mobilization
efforts so that fiscal balances improve, and it must
take steps to support the development of a modern
and robust financial system. The banking sector
remains weak and unable to provide attractive
savings facilities and meaningful intermediation for
loanable funds. It also has limited capacity for
commercial risk assessment for evaluating loan
portfolios.

Achieving sustainable growth over the longer
run will require restructuring of and reinvestment
in the operations of farms and firms. In most sectors,
enterprises are handicapped by a set of interlocking
disadvantages: they continue to operate with obso-
lete equipment from the Soviet era for which spare
parts are often difficult to obtain; managers who
possess basic business skills are in short supply; most
enterprises are heavily indebted, owing suppliers and
the government (for tax payments and pension
contributions); deteriorating utility and infrastruc-
ture services, especially electricity, hamper enter-
prises’ operations; and enterprises lack financing for
either trade or investment credit. To date, privat-
ization has resulted in the formal transfer of some
assets, but not the development of entrepreneurs
willing to take risks, new investment, and competi-
tive markets.

Unreconstructed enterprises are a source of
considerable inefficiency for the economy and
jeopardize fiscal stability. In 1996 government sub-
sidies to loss-making firms amounted to 2 to 3 per-
cent of GDP; however, it has demonstrated some
willingness to tackle this complex problem. It has
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shut down some nonviable operations, and retrench-
ments have occurred in others as part of restructur-
ing. Nevertheless, more determined efforts are
needed. While Kazakstan’s location means that for-
eign investors are unlikely to be attracted to more
than a few sectors, the role of foreign investment in
providing needed capital and technological, mana-
gerial, and institutional know-how is still likely to
be important. However, even where foreign take-
over of enterprises has occurred, effective restruc-
turing has been fraught with difficulties. Above all,
foreign investors require a predictable legal and
policy environment, which in turn necessitates even-
handedness and consistency in implementing rules
and regulations. Without improved governance
structures, particularly in government-private sector
relationships, kindling growth is likely to prove hard.

While natural resources will be an important
future source of income for Kazakstan, the manage-
ment of these resources will present challenges.
Looking to the longer term, the development of
manufacturing industries often seems to be prob-
lematic in resource-rich economies like Kazakstan,
partly because an abundance of natural resources
automatically tends to shift the terms of trade against
the manufacturing sector. To the extent that the
manufacturing sector is where most productivity
gains are realized, economic dynamism is then lost.

In addition, large resource rents often seem to
present difficult problems for public sector manage-
ment, especially in economies where governance
capacities are weak. Despite these difficulties, some
economies have managed their natural resource
wealth well. These economies have actively pro-
moted economic diversification, partly through pro-
cessing before export, but also through policies of
openness to FDI and trade and wise investment of
their resource windfalls. They have struck a judicious
balance between investment and consumption uses
of rents. Kazakstan could benefit from looking at
these experiences.

Kazakstan faces a number of other difficult
challenges. For a landlocked and remote country
such as Kazakstan, regional transport and commu-
nications systems are particularly important.
Regional cooperation aimed at harmonizing and
coordinating investment in transboundary trans-
portation and distribution would be one way to ease
the constraints of geography. Regional cooperation
might also help to develop markets, making invest-
ment feasible in sectors that might otherwise not be
viable. While the difficulty of overcoming the dis-
advantages of physical isolation should not be
underestimated, the process of integration in the
global economy is likely to be easier if integration
starts close to home.
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Following severe economic dislocation, growth in the Kyrgyz Republic has recovered,
supported by growth in both the agriculture and industrial sectors. However, the transition to
market institutions required for long-term growth still has a long way to go.

Kyrgyz Republic
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RECENT TRENDS AND PROSPECTS

T he breakup of the former Soviet Union brought
political freedom to the Kyrgyz Republic, but

also dislocated the production, trade, and financial
networks on which its centrally planned economy
rested. As a result, GDP declined by about 50 per-
cent from 1990 through 1995, external trade was
disrupted, inflation accelerated, and fiscal deficits
increased sharply. In response to these difficulties,
the government adopted a comprehensive program
of macroeconomic stabilization and structural
reforms. It is now committed to developing an
economy that is based much more on market insti-
tutions and much less on state direction.

After six difficult years, some signs of economic
recovery are now apparent. Real GDP has grown
for two consecutive years: by 5.6 percent in 1996,
and by an impressive 10.4 percent in 1997. Solid
growth in the agriculture sector has helped this turn-
around in economic performance. Agriculture is the
largest sector in the Kyrgyz economy, accounting for
around 50 percent of GDP. In the past two years,
agricultural output has grown by an average of
10 percent, assisted not only by favorable weather
conditions, but also by economic reforms. These re-
forms have allowed private sector farmers to respond
to market incentives more easily, and despite a con-
tinuing lack of essential farm inputs, the output of
key crops has increased in response to growing urban
demands.

The spurt in GDP growth in 1997 was largely
due to a leap in industrial production, which
expanded by a massive 46.8 percent. Much of this is
attributed to the commencement of production from
the newly completed Kumtor gold mine. Stronger
industrial growth has also been assisted by a re-
covery in food processing activity. Input supplies to
food processing have expanded with the growth in
agricultural production. Demand for industrial out-
put has also increased as the economies of former
Soviet Union partners have begun to stabilize.

Compared with agricultural and industrial pro-
duction, activity in services seems to have been
somewhat sluggish. Official statistics estimate the
output growth in services to be about 1 percent in
1996. However, measuring the output of services is
somewhat difficult, and some market activity prob-
ably goes unrecorded. In particular, the number of
private businesses engaged in the urban retail trade
and in other services has expanded rapidly in recent
years, but is underreported in official statistics.

Despite recent output growth, the employment
situation shows few signs of improvement. The over-
all unemployment rate at the beginning of 1997 is
estimated to have been about 22 percent. Difficult
labor market conditions, exacerbated by the dete-
riorating quality and delivery of social services and
the erosion of the social safety net, have increased
the incidence of poverty. The proportion of house-
holds below the official poverty line rose from
40 percent in 1993 to 49 percent in 1996. Those in
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rural areas, pensioners, young people, and those in
large families have been affected particularly badly.

Economic expansion has eased fiscal pressures,
and fiscal consolidation is proceeding slowly, but
steadily. Budgetary and civil service reforms have
contributed to reduced government spending. The
authorities have also taken measures to strengthen
tax administration and increase tax revenues. As a
consequence, in 1997 the budget deficit fell to
4.5 percent of GDP, down from 5.6 percent in 1996.

Inflation has improved markedly, declining to
25.5 percent in 1997 from nearly 300 percent in
1994. The successful containment of monetary
growth helped to subdue domestic inflationary
pressures, as did greater nominal exchange rate sta-
bility in 1997, which followed a sharp depreciation
in 1996.

External balances remain fragile, although
some improvement is detectable. The importation
of capital goods needed to develop the Kumtor mine
has, to some extent, exacerbated current account
deficits, but structural weaknesses are also appar-
ent. In 1997, despite a slowdown in capital goods
imports, the current account deficit was still around
11 percent of GDP. To finance its current account
deficits, the Kyrgyz Republic continues to rely largely
on official transfers. Notwithstanding the Kumtor

project, foreign direct investment remains small.
One reason for this is that the country faces a com-
petitive disadvantage compared with its neighbors,
as it lacks Kazakstan’s large energy and mineral
resources and Uzbekistan’s larger markets.

Since 1990, output and incomes have fallen
precipitously. While the recent growth is welcome,
the country still has a long way to go to restore pre-
vious standards of living. The potential for growth
in the medium term is good. Output from the
Kumtor mine project should again bolster growth in
1998 and 1999, and reforms in the agriculture sector
should improve productivity. Overall economic
growth of around 7 percent per year is expected.
Improvement on other fronts is also likely, namely,
a steady reduction in the fiscal deficit through 1999;
more disciplined monetary control resulting in
reduced inflation rates; and a decrease in the current
account deficit, partly as a result of revenues from
the Kumtor mine.

POLICY DEVELOPMENT AND ISSUES

Agriculture is the most important sector of the
Kyrgyz economy and is likely to remain as such for
the foreseeable future. Productivity gains in agricul-
ture will, above all, determine the economy’s
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medium-term development prospects. Accordingly,
the authorities must make determined efforts to
address the pronounced policy and institutional
inefficiencies that still exist in the structure of agri-
cultural production and organization. While they
have made some progress, a long agenda of unfin-
ished reforms remains to be dealt with. In the
medium term, agricultural policy and institutional
reforms should focus on developing the legal frame-
work for private farms and privatizing the remain-
ing state and collective farms. Promoting the
efficiency of the supply of inputs will also be neces-
sary to alleviate input shortages. Other measures that
would help agriculture include improving efficiency
in the use of irrigation water and providing agricul-
tural credit on a commercial basis.

The state has retained either full or partial
ownership of the key medium and large industrial
enterprises. These firms are, by and large, moribund.
Inefficient enterprises survive only through subsi-
dized loans and income transfers from the govern-

ment. The ability of these firms to compete in inter-
national markets is limited, and they show little ins-
titutional or technological dynamism. Enterprise
reform is thus essential, both to stabilize
macroeconomic balances and, more generally, to
promote a healthy market economy. Where enter-
prises can be maintained as going concerns, they
should be sold off in such a way that the state receives
a fair price for its assets. Where enterprises are
effectively insolvent and are beyond resuscitation,
they should be closed with the recovery of whatever
salvage value remains. To win the political and social
consensus for these bold measures, some kind of
social safety net is likely to be needed. However,
safety net provisions must be well targeted; kept
within the government’s fiscal means; and, to the
extent possible, support the development of human
capabilities. Failure to take tough decisions on state
enterprise reform will not only deprive the truly
needy of resources, but will jeopardize everyone’s
future living standards.
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Cambodia’s economy has exhibited a general slowdown in growth. Areas that require atten-
tion include tax reform, budgetary discipline, administration of the Foreign Investment Law,
and poverty alleviation. In addition, to promote capital formation the authorities need to de-
dollarize the economy and reform the financial sector.

Cambodia
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garment industries, construction, and tourism. The
recent declines in trade volume and investment re-
flect the general slowdown in economic activity. The
1997 national budget targeted a shift from defense
and security expenditures to social expenditures,
while the expenditure to GDP ratio declined to 13.9
percent. Operational outlays by the civil admin-
istration, which include the bulk of social spending,
were targeted to increase by 0.5 percent of GDP;
however, actual social expenditures decreased by
0.18 percent of GDP compared with 1996. Overall
expenditures still reflect strong demand from the
defense and security sectors. In 1998 Cambodia will
need $21 million to fund elections, of which more
than 60 percent will have to be financed by foreign
assistance.

Increasing political instability in the coalition
government culminated in the violent political
events of early July 1997, when Prime Minister Hun
Sen toppled his co-prime minister, Prince Norodom
Ranariddh. The July event severely disrupted econo-
mic performance and slowed the economy’s regional
integration. Not only did tourism slump, but more
important, trade and customs duty receipts fell
sharply (customs duty receipts provide, on average,
about 70 percent of annual government tax rev-
enues). To make things worse, some bilateral donors
suspended their programs and Cambodia’s planned
membership in the Association of Southeast Asian

RECENT TRENDS AND PROSPECTS

T he economy’s performance in 1997 was far from
promising. GDP growth was 2 percent, the in-

flation rate was 9.1 percent, and budget revenues
were 9.3 percent of GDP. These numbers fell con-
siderably short of the government’s targets of 7 per-
cent real GDP growth, an inflation rate of less than
5 percent, and budget revenues of 10 percent of GDP.
Agriculture, which is the largest sector in the
economy, did show a respectable growth rate of 4.9
percent in 1997, after growing at only 1.8 percent
in 1996. However, both the industry and service
sectors experienced drastic slowdowns, reporting 0.6
percent and -0.4 percent growth, respectively, for
1997. The labor force grew by 3 percent in 1997,
which translated into a need for around 135,000
new jobs, 100,000 of them in rural areas. The agri-
culture sector absorbed some 75 percent of the
workforce.

Trade reform and exchange rate liberalization
have had positive effects on trade volumes since
1992. Both export and import volumes reported
respectable increases from 1992 to 1995, but expe-
rienced negative growth rates from 1995 to 1997.
The trade deficit was around $388 million in 1997.
Foreign direct investment amounted to about $240
million in 1996, but substantially fell in 1997. The
main areas of investment include the textile and
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by 10 percent. Thus restoring international confi-
dence in the country is the key to Cambodia’s
recovery. Nevertheless, political commitments,
economic development, and domestic policies to
implement programs that ensure more effective man-
agement of natural resources, especially forestry,
would immediately lead to marked improvements
in national income.

Financial Sector Reform and Foreign
Investment Policy

Further reform of the financial sector is essential to
promote capital formation by increasing domestic
savings and investment. It will also raise the poten-
tial for more effective monetary policy as increased
formal transactions through banks enhance the
economy’s responsiveness to monetary instruments.
At the same time, the government must accelerate
de-dollarization of the economy by continuing to
denominate all its transactions in riels and restor-
ing confidence in the currency through a com-
mitment to both macroeconomic and political
stability.

The authorities also need to address the lack
of banks in rural areas. While existing rural credit
programs by nongovernment organizations have
proved useful, they are limited in both geographical
coverage and the scope of local participation. In
addition, interest rates in some nongovernment
organization programs are based more on an esti-
mation of clients’ ability to pay than on market
determined rates of interest. The development of a
sustainable rural credit system will require liberal-
ization of interest rates. Furthermore, the govern-
ment needs to strengthen Central Bank supervision
of commercial bank lending practices, particularly
in the areas of credit risk analysis and debt recov-
ery. In general, increased coverage of rural credit
must be based on sustainable financial service pro-
vision to the poor and must be consistent with na-
tional financial stability. However, if the Central
Bank is to take on the necessary supervisory tasks,
it must first completely end its direct involvement
in the commercial banking sector, and then intro-
duce appropriate market-oriented monetary instru-
ments, such as Treasury bills.

Given Cambodia’s current stage of economic
development, external financing will have to play a
much more active role than at present. While po-

Nations was put on hold. In addition, the Inter-
national Monetary Fund suspended budgetary sup-
port because of the government’s failure to meet
formally agreed performance conditionalities,
particularly as concerned the management of nontax
proceeds from logging and other forestry practices.

If confidence in the Cambodian economy by
the international community and domestically is
restored fairly rapidly following new elections, GDP
growth may reach as much as 3.5 percent in 1998
and 7 percent in 1999. Inflation is projected to rise
to 9.6 percent in 1998, but to drop to 6 percent in
1999.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

The major critical issue in short-term economic
management is the need for tax reform and budget-
ary discipline. Fiscal policy has to aim at managing
the government’s budget more efficiently through
restructured revenue and expenditure measures, so
that the authorities can meet budget targets with-
out increasing the money supply. From the revenue
side, the main thrust of fiscal policy has been tax
policy. By adopting the Law on Taxation in Febru-
ary 1997, the government intended to expand its
revenue base by further improving tax administra-
tion and by introducing a value-added tax. In this
context, the main priority at this point is to speed
up the implementation of this new law. Another
priority relates to discipline with respect to the
approved budget: the implementation of the 1997
budget did not achieve its main targets. In addi-
tion, the weak budget position will undermine efforts
to contain inflation.

POLICY AND DEVELOPMENT ISSUES

Financing its development will inarguably be
Cambodia’s most important objective in years to
come. About 40 percent of government expendi-
ture is financed by foreign aid, which amounts to
$200 million to $300 million a year. In September,
the International Monetary Fund decided to freeze
a $120 million, three-year Enhanced Structural
Adjustment Facility program to the country. Hun
Sen’s takeover also led the United States to suspend
all but humanitarian aid and Germany to cut all
assistance, both of which reduced total foreign aid
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litical stability; social security; sound institutional,
financial, and legal frameworks; macroeconomic sta-
bility; and appropriate physical and social infrastruc-
tures will gradually have to be instilled in the
economy, a more direct way to improve the domes-
tic investment environment is major improvement
in the administration of the Foreign Investment Law.
The latter incorporates liberal provisions for profit
remittances, exemptions from duties, limited tax
holidays, and a ceiling of 9 percent corporate tax on
foreign investors. However, to be effective it requires
strengthening through further simplification of
approval procedures and elimination of inconsisten-
cies pertaining to royalties. In addition, the authori-
ties should develop a monitoring system to track
everything from the number of queries by foreign
investors, to the number of formal applications and
the number of approved investments that are actu-
ally implemented. The monitoring system would
involve regular reporting on the operation of for-
eign investment policy so that any necessary changes
could be implemented efficiently.

Poverty Alleviation

Cambodia must focus on alleviating poverty: 30 per-
cent of the population fall below the poverty line.
In developing Asia, Cambodia has one of the lowest

life expectancies at birth, one of the highest infant
mortality rates, and lowest calorie intake per per-
son, facts which all indicate the existence of wide-
spread poverty. Implementation of the reforms
already mentioned will certainly promote economic
growth, and thereby contribute to alleviating pov-
erty, but policies that directly address poverty are
also needed. These efforts would include providing
basic social support services, improving access to
basic education and training, and creating job op-
portunities.

To facilitate the targeting of poverty reduc-
tion initiatives the government must rely on exter-
nal assistance. Given its current fiscal constraints,
without any external assistance the government has
little capacity to identify and design effective deliv-
ery mechanisms to protect vulnerable groups. The
facts are daunting: even with an annual growth rate
of 7 percent, the target growth rate for GDP set by
the government, the economy may not be able to
absorb more than 250,000 low-skilled, unemployed
workers and simultaneously create jobs for 135,000
new entrants into the labor force each year. Neither
could it absorb the 30,000 workers likely to be dis-
placed as a result of initial public sector restructur-
ing. The task of poverty alleviation is going to be
long and arduous, but it is certainly one that the
government cannot afford to postpone.
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Indonesia
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Despite its sound macroeconomic fundamentals, Indonesia suffered some of the worst conse-
quences of the recent regional financial crisis. As a result, Indonesia is pursuing a comprehen-
sive and credible economic reform program to address the economy’s various weaknesses. The
risk of stagflation in 1998 remains real. In the long run, one of the pressing politico-economic
problems that the country will have to address is the economic disparity that is prevalent both
among income groups as well as between regions.

RECENT TRENDS AND PROSPECTS

In terms of the extent of its currency depreciation,
Indonesia is the most serious casualty of Asia’s

financial crisis. This is paradoxical, given the sound-
ness of Indonesia’s economic position in 1996 and
the economy’s good performance during the first half
of 1997, which was supported by tight fiscal policies,
prudent monetary policies, and an adequate ex-
change rate policy. The end result is that the crisis
that has afflicted Southeast Asia since mid-1997 has
radically changed Indonesia’s economic position,
with the rupiah suffering a severe depreciation of 80
percent between July 1997 and January 1998. As the
private sector’s creditworthiness fell concomitantly,
many foreign creditors stopped renewing debt to
Indonesian companies and capital inflows declined,
thereby putting further pressure on the exchange
rate.

The strong economic performance before the
crisis was not, however, without its problems, and
the apparent creditworthiness of Indonesian borrow-
ers, coupled with low interest foreign commercial
loans, increased their exposure to unhedged short-
term external debt. The growth of non-oil exports
had slowed, and oil exports grew sluggishly. The
rupiah began to weaken in the second week of July
1997, immediately following the floating of the Thai

baht. GDP growth for 1997 declined to slightly less
than 5 percent. Growth in the manufacturing sec-
tor slowed to 6 percent because of liquidity con-
straints; the drought brought about by El Niño
hampered agricultural performance, causing agricul-
tural prices to rise; and at the same time, the forest
fires in Sumatra and Kalimantan imposed severe
costs on the economy and reduced tourism, the
country’s third largest export industry.

The steep decline in the rupiah’s exchange rate
since July 1997 affected the inflation rate. The con-
sumer price index climbed 11.6 percent year-on-year
by December (an annual average of 6.6 percent) de-
spite tight monetary policy. Following the currency’s
depreciation, the prime lending rate reached 30 per-
cent, compared with 20 percent in 1996.

Exports grew by 11.2 percent in 1997. Imports,
after registering a growth rate of about 8 percent in
1996, decelerated to 4.8 percent in 1997. Most of
the decline was in consumption goods. Capital goods
imports slowed little, given the persistence of strong
investment until mid-1997. Imports of intermedi-
ate goods also showed little in the way of a slow-
down. Notable exceptions were synthetic fibers and
some chemical products that are essential for the
textiles industry, primarily because domestic textiles
production increased. The current account showed
a reduced deficit of 2.7 percent of GDP, and total
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external debt was 61 percent of GDP in 1997, of
which the private sector accounted for half. The
debt-service ratio was approximately 30 percent.
International reserves are estimated to be $20 bil-
lion, including $3 billion drawn from the Interna-
tional Monetary Fund (IMF) standby facility in
November 1997. In 1996 foreign reserves amounted
to 5 months worth of imports, and by May 1997 had
risen to 5.5 months worth of imports. Thus, the bal-
ance of payments showed few signs of any major
weaknesses immediately prior to the currency crisis.

The exchange rate policy was designed to res-
pond to increased capital inflows, including short-
term portfolio capital and private debts. Since 1993
the monetary authorities have opted for a strategy
of periodic widening of the nominal exchange rate
band. In announcing the increase from 2 to 3 per-
cent in December 1995, the monetary authorities
stated that the move was meant to improve the ef-
fectiveness of monetary control and the stability of
the exchange rate to anticipate future growth of
capital flows. In 1996 they widened the band twice,
the last of which was in July 1997, when it was in-
creased from 8 to 12 percent (but this was short-
lived since the rupiah was floated on 14 August).

Given the magnitude of the crisis, projections
indicate that Indonesia will take about three years
to recover fully. The most likely outcome is a decline

Table 2.7 Major Economic Indicators: Indonesia, 1995-1999
(percent)

Item 1995 1996 1997 1998 1999

Gross domestic product growth 8.2 8.0 4.6 -3.0 1.0

Gross domestic investment/GDP 31.9 30.8 31.6 25.0 27.0

Gross domestic savings/GDP 30.6 30.2 31.0 24.0 25.0

Inflation rate (consumer price index) 9.5 7.9 6.6 20.0 15.0

Money supply (M2) growth 27.6 29.6 27.7 25.0 26.1

Fiscal balance/GDP 0.4 0.8 -0.2 0.0 3.0

Merchandise exports growth 18.0 5.8 11.2 5.0 7.0

Merchandise imports growth 26.6 8.1 4.8 -5.0 2.0

Current account balance/GDP -3.2 -3.4 -2.7 -1.6 2.5

Debt service/exports 30.9 29.5 30.0 28.0 30.0

Sources: Bank Indonesia data, Bank Indonesia (1997), International  Monetary Fund (1998), World Bank (1997d), and
staff estimates.

in GDP of around 3 percent in 1998, followed by
stabilization in 1999. Given the depreciation of the
rupiah, inflation is projected to increase to 20 per-
cent in 1998. Exports are expected to grow by 5 per-
cent and imports to decline by 5 percent in 1998.
The growth of non-oil exports is forecast to be
around 12 percent in 1998, which is rather a low
increase given the extent of the rupiah’s deprecia-
tion. In 1998 oil exports are expected to stagnate;
however, the prospects for export growth will be
harmed unless the country can secure some form of
international guarantee for its letters of credit.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

Even as the crisis unfolded during mid-1997,
Indonesia’s economy appeared robust. However, after
the baht fell, the rupiah entered a phase during
which international financial markets expected a
rapid depreciation, and the rest was a self-fulfilling
prophecy. The crisis did, however, magnify the
adverse consequences of past policy mistakes.

In end-October 1997, Indonesia reached agree-
ment with the IMF, which, with the participation of
the Asian Development Bank, the World Bank, and
various nations, came up with an economic assis-
tance package of $23 billion. The package was linked
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to a three-year IMF adjustment program whose te-
nets are fiscal and monetary discipline, banking sec-
tor restructuring, and acceleration of deregulation
and trade reforms. A major step related to the agree-
ment was the decision in November to liquidate 16
banks. After a few days of shake up, it soon became
clear that market confidence had not been restored.
The rupiah continued to fall and the stock market
plummeted. The government revised the Letter of
Intent to the IMF in January 1998, spelling out a
deeper and wider reform program and a stronger
macroeconomic agenda in response to the continu-
ing economic crisis. This projects, among other
things, zero growth in 1998; a year-on-year infla-
tion rate of 20 percent; and a budget deficit of 1
percent of GDP, assuming an exchange rate of
Rp5,000 per US dollar. However, given that this is
an optimistic exchange rate, inflation could well end
up in the neighborhood of 40 to 50  percent. Key
reforms include restructuring and consolidating the
banking sector, reducing import and export tariffs,
removing trading monopolies for some key staple
foods, allowing foreign companies to set up their
own distribution wholesale outlets, dismantling
monopolies, and imposing greater transparency. In
addition, the government postponed or canceled
several expensive infrastructure projects, especially
energy and road projects.

Indonesia currently faces three related short-
term problems. The first is the dual task of stabiliz-
ing the rupiah and bringing it to a new and more
realistic level. In early February 1998 Indonesia an-
nounced its intent to establish a currency board.
Under this arrangement, Indonesia would peg the
rupiah at a fixed exchange rate (the level under dis-
cussion is around Rp5,500 per US dollar). If this
were done, Indonesia’s base money supply would be
backed by dollar reserves at the fixed exchange rate.
The most important economic policy implication is
that the country would automatically lose its ability
to use monetary policy. The advantage of such a
scheme is that it would bring monetary and fiscal
discipline to the country; for example, the govern-
ment could not print money to finance a budget
deficit unless it were backed by an equivalent amount
of dollars at the fixed exchange rate. However, many
observers believe that Indonesia does not currently
meet the requirements for a currency board, because
to succeed, the government would have to respect
the currency board’s two key features, namely, a com-

mitment to exchange domestic currency for dollars
at a fixed rate, and a commitment to issue currency
only if it were backed by dollars. In addition, from a
technical point of view, the country must have a
sound banking system. The issue is that given the
present level of political uncertainty, investors
might perceive that the government would not keep
its commitments. Also, Indonesia does not have a
sound banking system. However, some of the bank-
ing system’s problems are a result of the currency
crisis and cannot be resolved without stabilizing the
exchange rate. At the end of February the IMF and
the government agreed to postpone the implemen-
tation of a currency board.

The second problem is the banking sector cri-
sis. Although some issues are still unresolved, the
IMF package outlines how the banking sector should
be restructured, and the government has announced
the establishment of the Indonesian Bank Restruc-
turing Agency, which is to help restructure or take
over troubled banks. The objective is to have fewer,
more efficiently managed banks. The number of state
banks will be reduced from 7 to 4, and the remain-
ing 144 private banks will also have to face mergers
and consolidations. The government has announced
the provision of a guarantee to all depositors and
creditors of locally incorporated banks for at least
two years. Deregulation will also take place to en-
courage foreign participation, including granting
permission to start full branching and removing the
49 percent cap on foreign ownership of publicly listed
banks. Finally, the Central Bank will need to un-
dergo institutional changes in light of its weaknesses
in bank supervision. Reforms of the Central Bank
will be the cornerstone of a healthy banking system.

The third problem—which is related to the
stabilization of the rupiah—is the private sector debt
crisis. Without a stable currency the foreign debt
burden of the corporate sector will keep mounting,
and without serious prospects for debt reduction,
the currency will continue to be under pressure. So
far no satisfactory solution has been found. The
recent announcement of a voluntary, temporary
freeze on corporate foreign debt repayments should
ease pressure on the currency in the short term.
However, this is not a durable solution. Uncertainty
surrounding the resolution of the debt crisis means
that investor sentiment will remain volatile. Because
the private sector is responsible for most of the debt,
ascertaining what role the government might play
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is difficult. To date, attempts to register the amount
of private debt and coordinate efforts between the
government and private sector debtors have not
succeeded. Indonesia must avoid defaults to prevent
its international credibility from being eroded even
further.

POLICY AND DEVELOPMENT ISSUES

While Indonesia has made impressive strides in pov-
erty reduction in the last 30 years, the financial cri-
sis has undone some of these gains. In January 1998,
three quarters of the companies in Indonesia either
had already or were in the process of having a large
part of their workforce retrenched. The majority of
these companies were in export sectors, such as tex-
tiles, garments, and shoes, that employ mostly
women. According to some estimates, an additional
3 million workers will be unemployed in 1998, which
would place the unemployment rate at 11 to 14 per-
cent of the workforce of 95 million people. Those
most likely to be most severely affected are the ur-
ban lower-middle-class, for whom little in the way
of social safety nets is available. The increase in
unemployment may fuel social unrest. The unem-
ployment problem, which has been exacerbated by
the recent financial crisis, is likely to be a major chal-
lenge for policymakers for some time to come.

Although the country has had some success
in alleviating poverty, income distribution has been
a pressing problem throughout the 1990s. The prob-
lem has perhaps been further compounded by the
financial crisis, whose impact has been far from sym-
metrical across various social groups. The future
challenge for policymakers will be to maintain
macroeconomic balances, while at the same time
improving the distribution of income to ensure that
disadvantaged segments of society do not bear the
brunt of the economic crisis.

Public expenditures directed at providing
health, nutrition, and education to those in lower
income groups could help address problems of in-
equality. Indeed, much has been done in this regard
in the past; however, more needs to be done in the
future in terms of policy changes and institutional
reforms. The government needs to undertake sup-
portive measures to promote small businesses. It also
needs to correct major policy distortions in the
economy that have arisen from the absence or lack
of enforcement of antimonopoly laws and to intro-

duce various institutional reforms to ensure that all
segments of society have equal access to public
resources.

Another long-run policy challenge is to ad-
dress development imbalances between regions.
Despite the strong economic growth of the last two
decades, Indonesia has not achieved regionally bal-
anced development. For example, disparities in eco-
nomic development between Java and the rest of
the country and between the eastern and western
regions are considerable. The eastern region is gen-
erally less developed. Its lack of infrastructure and a
sizable pool of skilled labor are frequently cited as
factors hindering the region’s further growth. Lack
of geographical proximity to central levels of power
in a system dominated by excessive bureaucracy may
also have contributed to its backwardness.

The economic structure of the eastern region
is quite different from that of the western region. In
the 1990s, more than half of the gross regional
domestic product in the eastern region still origi-
nated in the agriculture sector, compared with a
mere 18 percent in the western region. Similarly, at
10 percent of GDP, manufacturing’s share in the
eastern region is less than half that in the western
region. Furthermore, the eastern region has 21 per-
cent of the country’s small agricultural estates, but
only 0.6 percent of large estates. Likewise, the east-
ern region has 6.7 percent of small and home-based
manufacturing industries, but 2.6 percent of the
country’s medium and large industries. With a low
level of industrialization, virtually all provinces in
the eastern region have a low level of urbanization.
Social indicators further demonstrate the relative
deprivation of the eastern region: even though its
share of the total population is 13.2 percent, it has
16.5 percent of the nation’s poor. In many cases,
isolation and difficult geographic conditions have
left villages with inadequate transportation, com-
munication, and other services.

All these differences between the two regions
indicate an imbalance in regional development. The
removal of the numerous regulations and unneces-
sary red tape and the nurturing of a market-friendly
environment would have a considerable impact on
the development of the eastern region. However,
that may not be enough. The government may have
to adopt special programs and policies in favor of
the eastern region to redress the persistent regional
imbalance.
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The Lao People’s Democratic Republic (Lao PDR) continued its steady growth of the 1990s
through 1997. The crisis in Thailand, however, affected Lao PDR’s trade and currency.
Membership in the Association of Southeast Asian Nations (ASEAN) is expected to increase
trade liberalization and facilitate foreign investment, as is the promise of Most Favored Nation
(MFN) trading status from the United States.

Lao People's Democratic Republic

90

Following the rapid depreciation of the Thai
baht, uncertainty spread to the Lao kip. The kip
continued to depreciate, especially in the second half
of 1997, to a level roughly 50 percent lower than at
the beginning of the year, relative to the US dollar.
The financial system remains fragmented, and the
interbank market for kip is small. With the baht’s
status as the principal currency for cross-border trade
between Lao PDR and Thailand, inflation has been
largely imported. This has resulted both from the
baht’s depreciation and the August increase in the
Thai value-added tax, which appears to have been
passed on to Lao consumers. Estimates indicate that
inflation reached more than 19 percent during 1997.

Widespread use of the Thai baht and the
US dollar hampers the central bank’s implementa-
tion of effective monetary policy. Foreign currency
deposits account for roughly 40 percent of broad
money and one third of loans to the private sector.
As the kip depreciated, the authorities restricted the
use of foreign currency for imports. The resulting
monetary expansion was somewhat erratic, as consu-
mers tended to hoard dollars and release them only
gradually to the banking system. The foreign cur-
rency restrictions thus had the perverse effect of de-
creasing the amount of dollars available to the
banking system and further undermined public con-
fidence in the government and banks. At the same
time, the restrictions had a limited effect on reducing

RECENT TRENDS AND PROSPECTS

F looding in 1996 took its toll on GDP growth,
which slipped to 6.9 percent. In 1997 more fa-

vorable weather conditions and increased govern-
ment incentives to farmers resulted in improved
agricultural performance, which contributed to GDP
growth of 7.2 percent. Agriculture continues to ac-
count for more than half of GDP, but slow growth in
agriculture has meant that manufacturing, construc-
tion, and services (including tourism) have been the
driving forces behind the strong growth of the 1990s.
Industry accounts for about 22 percent of GDP and
services for 26 percent.

As a landlocked country heavily dependent
on trade with its neighbors, particularly with
Thailand, Lao PDR has not escaped the effects of
the Southeast Asian currency turmoil. Thailand has
been the largest investor in Lao PDR, accounting
for more than a third of foreign direct investment
through August 1997. Information on domestic sav-
ings and investment is not available, but they are
believed to amount to relatively small shares of GDP.
The economic dominance of subsistence agriculture
and a correspondingly low level of monetization
buffered the real economy from the regional crisis
to some extent, but inflationary pressures remain a
significant danger, both from the floods’ effects on
agricultural prices and from events in Thailand.
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imports because of the porous nature of the country’s
long border. They did, however, restrict imports of
goods that earn high import duties, thereby affect-
ing government revenues negatively. They also
restricted imports of materials and equipment crucial
for export production. At present, wood prod-
ucts remain the largest source of export earnings,
followed by electricity sales. Expansion of hydro-
electric projects has resulted in increased logging,
contributing to export receipts, and future electri-
city sales should eventually reduce reliance on
foreign aid.

Despite some improvements in tax collection,
particularly in timber royalties and income taxes,
the tax base needs to be broadened further to reduce
reliance on customs revenues. The ratio of fiscal
revenues to GDP remains low, but limits on expen-
ditures in 1997 led to current fiscal surpluses and a
declining trend in the overall fiscal deficit. Capital
spending is widely financed by external assistance,
and domestic debt has been reduced. Substantial
foreign assistance and investment has strengthened
the capital account and reserve position.

The 1996/97 budget increased current expen-
diture allocations on social sectors by 10 percent in
an effort to raise the level of human resources in
the country, and future increases are planned. The
budget for 1997/98 aims to increase revenues and

decrease expenditures (as a percentage of GDP)
further, thereby raising the current surplus and re-
ducing the overall deficit. Inflation is expected to
remain in double digits in 1998, and the large trade
deficit is likely to exert continued downward pres-
sure on the kip. Growth is expected to pick up some-
what in 1998.

POLICY AND DEVELOPMENT ISSUES

As a relatively small, low-income, landlocked coun-
try, Lao PDR is heavily dependent on other countries
for opportunities and resources for its development.
In recent years the government has taken major steps
to expand such links, which has increased both risks
and opportunities.

In 1997 Lao PDR became a member of
ASEAN. Membership will result in further trade
liberalization in preparation for the ASEAN Free
Trade Area. The scheduled lowering of tariffs will
also motivate  fiscal reform, because currently some
20 percent of revenue is derived from tariffs. The
regular schedule of numerous ASEAN meetings,
however, is likely to tax the country’s limited English-
speaking human resources severely, and substantial
capacity building efforts are required. ASEAN
membership also confirms the shift in external rela-
tions in recent years to broader commercial ties in
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hopes of stimulating trade and investment. While
Thailand remains the principal source of imports by
a large margin, since 1994 Viet Nam has been the
leading destination for Lao PDR’s exports.

The United States has promised to grant
Lao PDR a MFN status in the near future. As a
requirement for MFN status, Lao PDR has adopted
a legal framework that should also facilitate acces-
sion to the World Trade Organization. In addition,
MFN status will increase the attractiveness of
Lao PDR for foreign investors who wish to produce
for export. Capitalizing on this potential will require
the authorities to reduce bureaucratic delays in cus-
toms procedures, increase transparency in granting
licenses, and address infrastructure inadequacies.

Access to the outside world is increasing: Japan
has agreed to fund a second bridge across the
Mekong River and has donated an international
direct dialing system, agreement was reached on new
Thai-Lao border passes, and renovation of the

Vientiane airport has begun. However, as Thailand
is the main source of Lao PDR’s imports and foreign
direct investment and a principal destination of
exports, the slowdown in the Thai economy may
temper the expansion of foreign trade and invest-
ment. Thailand’s agreement with the International
Monetary Fund may require Thailand to reopen talks
with Japan on the planned 50-50 financing of the
proposed third Mekong River bridge.

Before the regional currency turmoil, Lao PDR
manufacturing workers were generally considered
to be less productive, but to be paid more, than com-
petitors in Cambodia, PRC, or Viet Nam. To the
extent that the kip has now depreciated further than
the currencies of these other countries and foreign
currency restrictions have eased, Lao PDR’s export
prospects may improve. Cross-border infrastructure
and trade links are expanding, which should help,
but recovery in Thailand would have the biggest
effect.
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Financial turbulence reduced economic growth in 1997 and a more marked decline is likely in
1998. The potentially favorable impact of the depreciation of the ringgit on exports requires
complementary measures, and stronger and broader responses to the financial crisis may be
necessary.

Malaysia

93

RECENT TRENDS AND PROSPECTS

Currency instability and asset market disruption
buffeted Malaysia’s financial and corporate

sectors in 1997. A massive depreciation of the
ringgit, combined with plunging stock market values,
seriously eroded the financial standing of many
Malaysian businesses. After some initial hesitancy,
the Malaysian government responded to these
events by paring back public expenditures on pres-
tige projects, tightening monetary policy, and taking
measures to strengthen the financial system.
Although asset values plummeted in 1997, the
effects of the crisis have yet to register fully on
incomes.

The financial crisis that unfolded during the
second half of 1997 took its toll on economic
performance. Economic growth for the year slowed
to 7.5 percent from 8.6 percent in 1996. All com-
ponents of aggregate demand grew more slowly,
largely because of diminished confidence in markets
and the loss of purchasing power associated with
large reductions in the capital value of assets. The
fiscal and monetary measures introduced in the
latter part of the year in response to the crisis held
back growth still further.

Notwithstanding difficulties in other sectors,
agriculture performed well. Output grew by a strong
3.5 percent in 1997. The growth in output was
broadly based, with palm oil, sawlogs, and livestock

output all growing. However, rubber and cocoa pro-
duction declined, largely because of the conversion
of land to other uses and labor shortages.

Manufacturing output growth eased, particu-
larly because of the weak performance of the elec-
trical and electronics industry. This industry
dominates Malaysian manufacturing and has been
hard hit by the slowdown in the growth of global
demand in this sector. Growth in the construction
sector also slowed. Measures taken to limit lending
to the property sector and a general slackening in
demand for office space, condominiums, and retail
outlets affected construction activity. The service
sector was comparatively buoyant based on strong
performance of the transportation, storage, and com-
munications subsectors. However, finance, insur-
ance, real estate, and business services, as well as
wholesale and retail trade, and hotel and restaurant
services, recorded lower growth. This was attribut-
able to the instability in the financial markets and
to the haze problem that resulted from the South-
east Asian forest fires caused by the drought associ-
ated with El Niño. This led to a downturn in tourism.

Despite the moderation in economic growth,
Malaysia’s unemployment rate remained low at
2.5 percent in 1997. This was the sixth year in a
row that the economy was virtually at full employ-
ment. As a result, upward pressure on wages grew,
and  wage increases again outpaced productivity
gains. Unskilled foreign workers continue to provide
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an important reservoir of labor that is used to meet
local demands. Estimates indicate the presence of
more than a million documented foreign workers in
1997 and another million undocumented migrants.

Malaysia continued to finance its development
expenditure through public savings to avoid borrow-
ing and tried to minimize increases in both operat-
ing and development expenditures. Although public
sector operating and development expenditures in-
creased, so did public sector revenues. The govern-
ment maintained the overall public sector surplus
at 2.1 percent of GNP.

Inflation picked up slightly during 1997. Con-
sumer prices increased by 4 percent during the year.
Strong credit growth in the first half of 1997 helps
explain some of the acceleration.

The direction of monetary policy in the sec-
ond part of 1997 was tentative as Malaysia struggled
to find a way to stop the hemorrhaging of the ringgit
and the collapse of its stock market. Foreign
exchange controls, which were introduced in
August, quickly proved counterproductive, as they
led to an exodus of investors from the stock market
and further weakened the ringgit. As a consequence,
the government abandoned these measures. Inter-
est rate policy also lacked clear direction. The gov-
ernment relaxed an initial tightening of interest rates

as equity prices declined, but comparatively low
interest rates made stemming the tide of the ringgit’s
depreciation more difficult. Subsequently, the gov-
ernment tightened monetary policy again as part of
an overall policy response to the crisis.

Merchandise exports increased by only 6 per-
cent in 1997. While this is only slightly less than
the increase in 1996, it is far below the double-digit
export growth that Malaysia has routinely posted in
the past. The dominance of electronic and electri-
cal goods production has left Malaysia particularly
prone to the vagaries of global demand in this sector.
Unfortunately, exports of textiles, clothing, and foot-
wear—traditionally the second largest foreign
exchange earner among manufactured goods—have
also been languishing. Stiffer competition from lower
cost countries is now adversely affecting growth in
these sectors. The performance of other exports was
mixed. Commodity exports increased by slightly less
than 1 percent, led by higher export volumes of palm
oil and palm kernel oil.  However, export earnings
from crude petroleum declined by 1.7 percent as
global prices softened. Led by exports of liquefied
natural gas, “mining” exports registered strong
growth.

Capital goods imports accounted for much of
the 7 percent expansion in merchandise imports in

Table 2.8 Major Economic Indicators: Malaysia, 1995-1999
(percent)

Item 1995 1996 1997 1998 1999

Gross domestic product growth 9.5 8.6 7.5 3.5 4.5

Gross domestic investment/GDP 43.5 41.5 42.0 40.5 41.5

Gross domestic savings/GDP 39.5 42.6 43.8 42.0 42.5

Inflation rate (consumer price index) 3.4 3.5 4.0 5.0 4.5

Money supply (M2) growth 24.0 20.9 18.5 18.0 20.0

Fiscal balance/GDP 0.9 0.7 1.8 0.9 1.4

Merchandise exports growth 26.6 7.3 6.0 8.0 10.0

Merchandise imports growth 30.4 1.7 7.0 6.0 7.0

Current account balance/GDP -8.4 -5.0 -5.3 -4.9 -3.8

Debt-service/exports 6.2 na na na na

na Not available.

Sources: Ministry of Finance (1997), International Monetary Fund (1998), and staff estimates.
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1997.  Some of these imports, particularly ships and
commercial aircraft, are needed to offset Malaysia’s
long-standing service account deficit. Imports of in-
termediate and consumption goods grew more mod-
erately because of the ringgit’s depreciation. The
faster growth of imports relative to exports caused
Malaysia’s trade surplus to contract in 1997. To-
gether with the deficit on the income and service
account, this contributed to a widening of the cur-
rent account deficit to 5.5 percent of GNP.

Projections indicate that growth will slow
abruptly in 1998. The growth of GDP will be some-
where between 3 and 4 percent, the slowest growth
in more than a decade. As a result of the deprecia-
tion of the ringgit, the collapse in asset values, and
the tighter fiscal and monetary policies, domestic
demand will fall markedly. In 1999, as the govern-
ment eases its restrictive policies somewhat and net
exports respond favorably to the currency deprecia-
tion, growth may pick up to about 4 to 5 percent.
However, private investment is likely to remain sub-
dued for some time.

On the production side, slower growth is
anticipated in all sectors. Agricultural output is
expected to grow by only 2 percent in 1998 because
of anticipated weakness in international commodity
prices and competition from lower cost countries.
Short-term growth in the manufacturing sector is
likely to be weak. Intermediate goods will cost more,
foreign direct investment (FDI) may falter, and glo-
bal demand conditions in the electronic and elec-
trical goods sector are not expected to strengthen
much. Some firms may find obtaining new credit
difficult. The construction sector will also experi-
ence lower growth in the face of excess capacity in
residential and office space, high interest rates, and
the measures introduced to dampen speculation in
the property market. Beyond 1998, manufacturing
growth should recover as restocking of inventories
occurs and manufacturers begin to feel the benefits
of the ringgit’s  depreciation. A favorable supply res-
ponse depends, however, on the containment of do-
mestic inflationary pressures, as well as on external
market conditions.

Service activity will also be badly hit in 1998.
The finance, real estate, and business service sector
will bear the brunt of asset and currency market dis-
location. Consumer services will also suffer as real
income growth slows. The hosting of the Common-
wealth Games in September 1998 should help buoy

services and, provided the haze does not return, tour-
ism may pick up as a consequence of the currency
depreciation.

Inflationary pressures emanating from a
weaker ringgit will put upward pressure on consumer
prices. Despite sluggish domestic demand, consumer
price inflation could accelerate to about 5 percent
in 1998. As the economy adjusts to the new
exchange rate regime and labor constraints loosen,
continued fiscal and monetary discipline should
succeed in easing price increases in the latter part
of 1999.

Exports are expected to pick up in 1998 as a
result of the ringgit’s depreciation. Subdued import
growth will lead to a larger trade surplus. To moder-
ate import growth, the government is planning to
establish a RM1 billion ($250 million) fund for small
and medium-scale manufacturers to spur local pro-
duction. Companies with paid-up capital of less than
RM50 million will be able to avail themselves of this
fund. With service payments for freight and insur-
ance and FDI income repatriation growing more
slowly, the service account deficit is projected to
narrow somewhat. Thus the current account deficit
is expected to decline to 5 percent of GNP in 1998.

By 1999, exports should respond strongly to a
more favorable exchange rate and should outpace
import growth even more. While the trade account
surplus will continue to increase, this will likely be
more than offset by a persistent deficit on the ser-
vice account. Consequently, the current account
will remain in deficit, although it is projected to ease
somewhat. External borrowing by public enterprises
is expected to be less in 1998 than in 1997. Malaysia
should maintain a relatively comfortable inter-
national reserves position, although some short-term
capital outflows are likely to persist.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

Malaysia is exposed to a number of short-run eco-
nomic risks, of which the most immediate is its cur-
rent account position, which remains fragile. There
is no prospect for anything other than marginal
improvement in 1998. Indeed, the deficit may even
widen because of lumpy imports (for instance, for
aircraft, ships, and infrastructure projects), lower
export growth, and continued increases in net
service payments. At the same time, financing the
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deficit could become a problem if FDI flows decline,
particularly in the electrical and electronics indus-
try as a result of excess capacity. While lower FDI
would also reduce capital imports, the net effect on
the balance of payments will be negative.  To miti-
gate risks, Malaysia should focus on re-evaluating
the economic returns of planned large infrastruc-
ture projects, maintaining a restrictive monetary
stance, and encouraging long-run capital inflows
whenever possible.

Malaysia also faces the difficult challenge of
reining in its overheated property sector. Although
the growth of the broad construction sector appears
to be slowing, the banking system’s exposure to the
property market remains high at nearly 26 percent
of total loans in early 1997. Bringing this exposure
down to the target limit of 20 percent or less will
require a strong and resolute effort. While the au-
thorities have instituted measures to restrict the
supply of credit to the sector, the momentum of
credit growth and activity in the construction sec-
tor cannot be halted overnight.

Malaysia’s financial sector would benefit from
more prudent supervision and tighter regulation. In
this regard, the government’s plan to undertake a
broad review of the supervisory and regulatory sys-

tem is appropriate, and should result in long-term
benefits if follow through on the outcome of the re-
view is appropriate. A stronger regulatory and su-
pervisory framework should improve loan quality and
standards of asset management, leading to a more
healthy and robust financial sector. Fuller and more
timely disclosure of information would be a critical
component of improved regulation. In this connec-
tion, the Bank Negara’s recent initiatives to increase
transparency in the conduct of monetary policy are
a welcome move.

POLICY AND DEVELOPMENT ISSUES

To promote a solid platform for long-term growth,
Malaysia must devote more resources to investing
in the development of relevant skills for its labor
force. Secondary education and curricula need to
be strengthened further, as do tertiary-level techni-
cal and vocational education programs. Indeed, the
need to invest in the domestic provision of educa-
tion has become more urgent as the foreign exchange
costs of educating Malaysians overseas have now
risen sharply. The development of a modern and
responsive education system is an objective worthy
of consistent support, even during troubled times.
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The need to upgrade Malaysia’s industrial base
in a way that is responsive to its shifting compara-
tive advantage raises broader questions. While, as
part of its strategy to deal with the current crisis,
the government has put the recruitment of foreign
workers on hold, it needs to work out a longer term
vision that is not only sensitive to the needs of im-
migrant workers, but also meets national economic
objectives. Given the structure of migrant flows to
Malaysia, these issues could perhaps be usefully con-
sidered within the broader framework of the Asso-
ciation of Southeast Asian Nations.

Malaysia’s New Economic Policy has helped
lift many from poverty. For some time the policy also
seemed to succeed in reducing income inequality;
however, income distribution appears to have
worsened since the mid-1980s, both between and

within ethnic groups, and especially within the
Malay group. At the same time, regional inequali-
ties seem to be on the rise. East Malaysia and the
eastern states of Peninsular Malaysia have not ben-
efited from growth to the same extent as parts of
west Peninsular Malaysia. To the extent that poor
and comparatively uneducated Malays are dispro-
portionately concentrated in those regions that are
lagging, regional and ethnic inequality are related.
For distributional reasons, and with a view to eas-
ing congestion and related costs, especially in the
Klang Valley, Malaysia might consider policies to
promote more balanced growth across its regions,
for example, by supporting existing initiatives on
growth areas with a more balanced spatial appor-
tionment of resources for education,  and for infra-
structure more generally.
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Myanmar is continuing to implement market reforms. Its integration with the region’s econo-
mies will improve following its recent membership in the Association of Southeast Asian
Nations (ASEAN). However, the existence of a dual exchange rate system continues to
undermine the efficient functioning of the economy. Long-term growth prospects depend on
the extent to which Myanmar can improve its openness and competitiveness and overcome
infrastructural bottlenecks.

Myanmar
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RECENT TRENDS AND PROSPECTS

Myanmar is continuing the slow process of
implementing a market economy. While the

government has already partially liberalized foreign
direct investment (FDI), trade, and agricultural
prices, the legacy of central planning continues to
hamper development. In 1997 GDP grew by 5 per-
cent. Nevertheless, Myanmar continues to suffer
from structural problems, such as inefficient state
enterprises that continue to require budget subsi-
dies and an underdeveloped financial system. These
are preventing the economy from growing more
rapidly. With the recent financial crisis in the region,
a realignment of the fixed exchange rate has become
imperative. Myanmar has yet to implement the mea-
sures needed to achieve greater openness and com-
petitiveness, such as providing more infrastructure
in areas like transportation, shipping, ports, and utili-
ties. The country’s political status and international
relations have yet to be resolved, and information
about Myanmar remains limited.

Despite being to a large extent a closed
economy, Myanmar felt the impact of the financial
crisis in East and Southeast Asia. In the last few
years, despite its economic and political problems,

Myanmar has managed to achieve fairly respectable
growth rates. However, the mini-boom has begun
to fade, and the financial crisis has highlighted both
the country’s economic frailty and policy short-
comings.

Inflation has generally remained in the 20 to
30 percent range in recent years. However, in mid-
1997 serious flooding in the south and in the
Irrawaddy delta region destroyed 1.2 million hectares
of rice. This drove up food prices and increased
inflation from 30 to 35 percent in April 1997 to more
than 40 percent by the end of the year. In early
September the situation forced the government to
appeal to the United Nations for emergency food
relief.

Gross investment stood at 16.8 percent of
GDP in 1997, while national savings amounted to
8.3 percent. Total foreign investment rose to $6 bil-
lion by April 1997, up from $5.3 billion in December
1996. The United Kingdom was the largest inves-
tor, with around $1.3 billion, followed by Singapore
with $1.2 billion and Thailand with $1 billion.
Despite a highly publicized pullout by Western
investors, investment continues to flow in from Asia.

Growth is expected to remain at 5 percent in
1998 and 1999. This is lower than in previous years

1997 refers to fiscal year 1997/98, ending 31 March.
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because of adverse factors that will affect agricultural
production, such as a lack of inputs and continued
government intervention in production decisions.
Gross investment is expected to decline slightly to
16 percent of GDP, and national savings to a little
under 8 percent of GDP. Fiscal deficits and lax mone-
tary policy will keep inflation high. Although
financing problems will moderate import growth,
weak export growth will keep the current account
in a substantial deficit.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

The single most critical problem Myanmar faces re-
lates to the management of the exchange rate sys-
tem. Myanmar’s dual system of an official exchange
rate and one determined in a parallel market was
cause for concern well before the recent regional
currency depreciations. In the last few months, the
influence of the fixed official exchange rate in re-
stricting the country’s ability to maintain growth,
investment, and trade and to hold inflation at bay
has become even more apparent. The official ex-
change rate continues to be fixed at MK6 to the
dollar. However, at the beginning of the region’s
financial crisis, the kyat’s rate of exchange in the
parallel market fell by nearly 100 percent. At one
point it traded at more than MK300 to the dollar.

In June and July 1997, as foreign exchange
became scarcer, confidence collapsed. The govern-
ment then resorted to printing kyat to buy dollars at
the parallel rate, but this generated inflation. These
events reflect the fragility of Myanmar’s economy
and its lack of resources to react to current events
in the region. While the authorities are well aware
of the exchange rate problem, they consider that a
devaluation will not only increase inflation, but will
also increase the amount of kyat necessary to repay
foreign debt that is denominated in foreign currency.
While the authorities have made some attempts to
depreciate the kyat by shifting transactions from the
fixed official rate to the parallel exchange market,
about a third of external transactions, all related to
the public sector, still use the official rate. Most pri-
vate sector external transactions are now conducted

in the parallel market. However, the complex set of
foreign exchange and trade regulations still needed
to maintain the dual exchange system has reduced
transparency and undermined the efficiency of other
measures taken to orient Myanmar toward a mar-
ket economy.

The second important problem that Myanmar
needs to resolve is the recurrent large fiscal deficits,
which result from a small revenue base. Budget
revenues declined from about 8.4 percent of GDP
in the early 1990s to 5.1 percent in 1996. Despite a
significant reduction in government expenditures
from about 10 percent of GDP to 6.6 percent during
the same period, the nonfinancial public sector
deficit (that of the central government and state
enterprises) remains at some 5 to 6 percent of GDP.
These deficits are routinely financed with credit from
the Central Bank and contribute to inflationary pres-
sures. During the first six months of 1997 the amount
of net credit to the public sector increased sharply.
At the same time, credit to the private sector also
began to expand rapidly, growing by 45 percent
(albeit from a small base).

POLICY AND DEVELOPMENT ISSUES

Myanmar’s long-term growth prospects depend on
the extent to which it succeeds in introducing
greater openness and competitiveness, improving
infrastructure, accelerating market reforms, liberal-
izing trade, and increasing its capacity to attract FDI.
Myanmar must encourage FDI as a way to obtain
foreign technology, but this will be difficult as long
as current distortions persist.

As concerns integration into the world
economy, probably the most important event in 1997
was Myanmar’s entry into ASEAN. This is expected
to lead to substantial inflows of investment from
neighboring countries. Myanmar is a resource-rich
nation and possesses a large, low-cost workforce,
which makes it potentially attractive as a produc-
tion base for industrializing ASEAN members, such
as Malaysia, Singapore, and Thailand. Myanmar will
also join the ASEAN Free Trade Area and has been
given until 2008 to complete the tariff reduction
process.
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Philippines

100

Despite the currency crisis, economic performance in the Philippines was satisfactory in 1997.
The current account deficit was kept manageable, supported by high receipts in the service
sector, particularly from remittances of overseas contract workers, and inflation was unex-
pectedly low. However, the full impact of the currency turmoil will become apparent in 1998.

19 percent. Private savings accounted for roughly
60 percent of total savings. Gross domestic invest-
ment fluctuated within a band of 20 to 24 percent
of GNP during 1990-1996. After sluggish perfor-
mance in 1995, investment activity picked up sig-
nificantly in 1996, and this trend continued right
up to the third quarter of 1997, when the high in-
terest rates that prevailed at that time because of
the currency turmoil dampened investment activ-
ity. Gross domestic investment as a percentage of
GNP was 24 percent in 1997, with public invest-
ment accounting for roughly one fifth.

The government has succeeded in its efforts
to achieve budget surpluses since 1994, and the
trend continued in 1997. However, the public sector
as a whole posted a deficit because of deficits in
government corporations.

Broad money (M2) grew by about 20.5 per-
cent in 1997, up from about 16 percent in the pre-
ceding year. Nevertheless, inflation was kept in
check at 5.1 percent in 1997, mainly because of satis-
factory output growth early in the year.

Export growth has been strong in recent years,
increasing from a mere 4.7 percent in 1990 to
29.4 percent in 1995. Some slowdown in export
growth was evident in 1996 as a result of slackening
global demand for electronic components; however,
1997 saw a resumption of high export growth of
22.8 percent. Imports had maintained even higher
growth rates throughout the 1990s, but slackened

RECENT TRENDS AND PROSPECTS

The Philippine economy performed satisfactorily
in 1997 despite disruptions caused by the re-

gional currency turmoil in the latter half of the year.
GNP and GDP registered relatively high growth
rates of 5.8 and 5.1 percent, respectively, in 1997,
which were, however, lower than the 6.9 and 5.7 per-
cent, respectively, achieved in 1996. The difference
between GNP and GDP was largely due to the re-
mitted earnings of overseas Filipino workers, and the
convergence of their growth rates in 1997 reflects
the stabilization of these earnings. The industry and
service sectors recorded reasonable growth rates of
5.7 and 5.6 percent, respectively. Notwithstanding
pessimistic expectations based on the El Niño
phenomenon, which caused adverse weather
conditions, including severe droughts, the agricul-
ture sector posted a growth rate of 2.8 percent, which
was better than anticipated.

Overall aggregate employment growth slowed
down to around 2 percent in 1997, with the agri-
culture sector affected most severely. The labor force
grew similarly, but with 40 percent of the labor force
employed in agriculture, the unemployment rate is
estimated to have risen marginally to 8.7 percent in
1997.

Gross national savings as a percentage of GNP
have tended to hover around 15 to 19 percent in
the 1990s, with 1997 being no exception at around



101SOUTHEAST ASIA

The Philippines has experienced large capital
inflows in recent years: net capital inflows increased
from $1.8 billion in 1990 to $8.6 billion in 1996.
Following the currency instability, foreign invest-
ment inflows and capital inflows to commercial
banks dropped sharply, and in 1997 the resulting
capital account surplus could not cover the current
account deficit. The overall balance-of-payments
deficit exceeded $3 billion, financed through a draw-
down of reserves, which dropped to $8.8 billion by
the end of 1997.

GNP growth will slow down considerably to
2.9 percent in 1998, and will be accompanied by a
significant rise in unemployment. High liquidity
growth and rising import costs will be evident in
1998, and the inflation rate is likely to reach double
digits. The savings rate is likely to fall as higher debt-
service costs and inflation affect the savings capa-
bility of both the public and private sectors. The
current account deficit is projected to improve to
3.8 percent of GDP in 1998, largely because of a
reduced trade deficit.

As lower GDP growth will likely affect govern-
ment revenues in 1998, they are unlikely to grow
much beyond the levels achieved in 1997. Thus the
national budget is not expected to yield a significant
surplus in 1998. Expenditure will be trimmed to

in 1997, when merchandise imports rose by
14 percent.

The trade deficit increased during 1990-1996,
rising from $4 billion in 1990 to 11.3 billion in 1996.
In 1997 the trade deficit was virtually unchanged
at $11.4 billion. The increase in the trade deficit
could have been lessened had the appreciation of
the real exchange rate not been so significant. Be-
tween 1990 and September 1997, the real effective
exchange rate appreciated by 28 percent against the
currencies of major trading partners and by 20 per-
cent against competing countries’ currencies.

The current account deficit was kept at man-
ageable levels in the 1990s, with the highest deficit
reaching 5.5 percent of GDP in 1993. In 1997 the
figure was 5.2 percent. This was largely a result of
high receipts in the services sector, particularly re-
mittances from overseas contract workers. Even
though the major share of remittances is from out-
side the region, some slowdown is likely in the me-
dium term if overseas workers in other Asian
countries are retrenched as a result of the regional
economic contraction that has followed on the heels
of the currency instability. This highlights the fact
that the Philippines cannot rely on such remittances
as a sustainable source of support for bolstering the
current account.

Table 2.9  Major Economic Indicators: Philippines, 1995-1999
(percent)

Item 1995 1996 1997 1998 1999

Gross domestic product growth 4.8 5.7 5.1 2.4 4.0

Gross domestic investment/GNP 21.6 23.3 23.9 20.0 22.0

Gross national saving/GNP 16.8 18.8 19.2 17.0 19.0

Inflation rate (consumer price index) 8.1 8.4 5.1 10.0 8.0

Money supply (M2) growth 25.2 15.8 20.5 17.0 17.0

Fiscal balance/GDP 0.6 0.3 0.1 0.2 0.3

Merchandise exports growth 29.4 17.7 22.8 21.0 21.0

Merchandise imports growth 23.7 20.8 14.0 9.0 10.0

Current account balance/GDP -4.4 -4.7 -5.2 -3.8 -1.3

Debt-service/exports 15.8 12.0 10.4 11.4 11.0

Sources: Bangko Sentral ng Pilipinas (1998a,b); National Statistical Coordination Board (1997, 1998); Department of Budget
and Management, Fiscal Planning Service data; and Bureau of Treasury data. Projections are entirely staff estimates.
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match available revenues, and as the government is
unlikely to reduce its current operating expenditures
significantly in an election year, cuts are expected
in maintenance and capital expenditures that will
probably affect the public sector development
program in 1998.

The full impact of the monetary expansion,
the peso depreciation, and the El Niño weather phe-
nomenon will be felt with a lag in 1998. In addition,
unemployment is likely to rise in 1998 as agricul-
tural employment falls further. The government’s
ability to maintain public investment levels will be
an important determinant of economic performance
in 1998. With conditions stabilizing in the rest of
the region, recovery is expected to begin in 1999.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

The year 1998 is likely to be crucial for the Philippine
economy. Successful containment of the economic
impacts of the currency turmoil and the pace of eco-

nomic recovery will depend on such policies as main-
taining aggregate investment levels, preventing dis-
ruption in banking and financial services, managing
corporate indebtedness, enabling the export sector
to take maximum advantage of the opportunities
created by the currency depreciation, and effecting
a smooth political transition after the elections. The
continuation of economic reforms is crucial and will
be closely monitored by foreign investors.

With high interest rates prevailing to stabilize
the currency, private investment demand is likely
to be sluggish. Unless public investment levels are
maintained, overall investment and growth will be
severely affected. Rising interest and debt servicing
costs as a result of the sharp depreciation of the peso;
the lack of flexibility in major items of current
expenditure, such as salaries; and absence of buoy-
ancy in revenue generation because of reduced
growth are going to pose a challenge to government
efforts to sustain public development expenditures.

The possibilities of corporate defaults and con-
sequent difficulties for the banking sector are likely,
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further reforms in the financial and capital markets,
promoting the sustainability of export growth,  and
reappraising the exchange rate policy.

Reform in Financial and
Capital Markets

Central to the reform process are measures to boost
domestic savings and to restore the confidence of
foreign investors. Reforms under way on the equity
side of the capital market include improving the
functioning of the stock market, increasing trans-
parency, ensuring the protection of shareholders’
interests, introducing international standards and
practices, and ensuring better supervision and
regulation.

In addition, further development of the debt
market is necessary. Treasury bills dominate the bond
market; corporate debt is confined mainly to short-
term commercial paper; municipal and project bonds
are largely underdeveloped; and domestic institu-
tional investors, such as pension funds and insur-
ance companies, prefer to hold risk-free government
paper. Reforms are needed to enable all these enti-
ties to play a more meaningful role in augmenting
savings. In addition, considerable policy and insti-
tutional reforms are required to develop the domes-
tic debt market to cater to the economy’s long-term
investment needs. These measures include chang-
ing the tax treatment of and regulations concern-
ing debt instruments; strengthening secondary
market and credit rating institutions; and building
the capacity of agencies, financial institutions, and
local governments.

Export Development

Although the export growth the Philippines has ex-
perienced is among the most impressive in the re-
gion, the authorities need to take steps to ensure
that the growth performance is sustainable over the
long term. These include paying more attention to
traditional exports that have not experienced much
buoyancy, such as garments and food processing, and
trying to diversify manufactured exports and increase
their local content, particularly of electronics
exports. Accomplishing this calls for a wide array of
policy and capacity building measures in the areas
of trade, foreign investment, and industry. These
include upgrading the skills of the work force,

and need careful attention. Official estimates of the
banking sector’s exposure to the real estate sector
have been revised upward, and currently stand at
13.7 percent of total loans. The current estimate of
the share of nonperforming loans is 4.7 percent;
however, this will rise given the much greater ex-
cess capacity in the real estate sector likely to be
experienced in 1998. The capabilities of the Bangko
Sentral ng Pilipinas (the Central Bank) and the
Philippine Deposit Insurance Corporation to super-
vise the banking system, and of  the Securities and
Exchange Commission to supervise the corporate
sector need to be enhanced, and policy measures
should be put in place to allow these agencies to
play a more effective supervisory role. In addition,
the monetary authorities need to develop effective
hedging instruments to protect those with foreign
currency loans.

POLICY AND DEVELOPMENT ISSUES

Despite its improved economic performance since
the mid-1990s, the Philippine economy exhibits sev-
eral weaknesses, namely: the domestic savings rate
remains low and stagnant; the growth in agricul-
tural production has been weak and variable, and is
subject to large output fluctuations as a result of
weather changes because irrigation remains insuffi-
cient; the industry sector’s technological progress
has been slow, especially in small and medium en-
terprises; the integration of manufactured exports
with local manufacturing has been weak, which has
prevented the surge in exports from having a sig-
nificant impact on local industry; and the physical
infrastructure needs considerable upgrading. The
high rate of population growth has reduced the gains
that resulted from economic growth, and GNP per
capita growth was negative from 1990 to 1993.
However, since 1994 GNP per capita has shown
some improvement. The provision of social services
is still inadequate, especially in health and educa-
tion. In addition, the distribution of the benefits of
growth has also been uneven across income classes
and regions. Concerted action to overcome these
weaknesses is necessary for sustained development.

The major medium-term policy concern is to
address the economic vulnerabilities exposed by the
current currency turmoil and to find ways to im-
prove the economy’s resilience in the context of its
further globalization. This involves implementing
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before the onset of the currency turmoil the peso-
dollar nominal exchange rate had experienced
unusual stability. However, despite some deprecia-
tion of the nominal effective exchange rate, the real
effective exchange rate had witnessed a steady
appreciation. The gains from the current steep nomi-
nal depreciation of the peso could similarly be
quickly reversed unless fiscal and monetary policy
were used effectively to keep inflation under control.
The attainment and maintenance of appropriate real
effective exchange rates is necessary to sustain the
momentum of growth in exports and output.

improving the technology base of the economy,
removing infrastructural bottlenecks, paying greater
attention to credit provision for exports, promoting
small- and medium-size enterprises, and adopting
specific capacity building measures for government
agencies concerned with export promotion.

The exchange rate policy should be viewed not
only in the context of assisting exporters, but also of
overall macroeconomic management. Although the
Bangko Sentral maintains that the exchange rate is
determined by the market with only occasional lim-
ited intervention to provide indicative guidance,
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Thailand’s recent era of high growth ended in 1997. The financial crisis spread throughout
the economy, underscoring its fragility. Accustomed to double-digit growth rates, Thailand
saw negative growth in 1997, and 1998 is expected to be worse with the onset of stagflation.
The short-term priority is to resolve the financial crisis that is strangling business. In the
medium to long term, Thailand must rethink its growth strategy, emphasize those sectors that
have a long-term growth potential, and enhance education.

THAILAND

105

RECENT TRENDS AND PROSPECTS

By the first quarter of 1997, the Thai economy
was showing clear signs that it was in trouble.

Speculative attacks on the baht and the closure of
several finance companies constituted the prelude
to financial turmoil of unprecedented magnitude.
The currency depreciated from B26 to the US dol-
lar in July 1997 to more than B50 to the dollar by
January 1998. Negative growth occurred in 1997,
and the political consequences included the prime
minister’s resignation in November 1997.

The lack of liquidity caused by the financial
crisis had serious repercussions on manufacturing.
While production declined only slightly during the
first seven months of 1997, with growth running at
5.1 percent compared with 7.1 percent during the
same period of 1996, the last three months of 1997
saw a decline in production of more than 5 percent
compared with the same period of 1996. Capacity
utilization fell to around 70 percent in such indus-
tries as automotive assembly and sales of motor ve-
hicles fell 73 percent from the previous year’s figures.
This will undoubtedly adversely affect the future
growth of the petrochemicals, glass making, rubber,
and steel sectors.

Private investment expanded moderately by
4.1 percent in July 1997, but only by 2.5 percent in

August 1997, from the levels during the correspond-
ing months in 1996. This reflected the economic
slowdown and the excess capacity prevailing in many
industries, particularly the real estate sector. Private
consumption fell by approximately 5 percent in real
terms because of declining real incomes.

Thailand’s fiscal position further deteriorated
in 1997, with the budget deficit as a proportion of
GDP reaching 0.9 percent in 1997. This was caused
by a shortfall in revenues because of a decline in
funds collected from the value-added tax and from
customs duties. In contrast, expenditures remained
as budgeted.

Liquidity conditions in money markets
remained tight during the year. In August 1997 the
interbank rate climbed to an average of 15.4 per-
cent, up from 12.1 percent in December 1996, in
an attempt to counteract the outflows of capital and
the persistent excess demand for US dollars in the
foreign exchange market.

Inflation accelerated during the second half
of the year, because of the increased costs of im-
ports following depreciation of the baht, as well as
the increase in the value-added tax from 7 to 10 per-
cent.  By December 1997, the year-on-year inflation
rate was 7.7 percent. This must be seen as a
significantly low, even puzzling, increase in prices
given the large fall in the value of the baht. Likely
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reasons why inflation has not shot up to date is the
contraction of the domestic economy; the decrease
in imports; the cutting of salaries, especially of annual
bonuses; and the selling off of inventories.

After the 1996 slump, exports began showing
signs of recovery around March 1997, and further
minor improvements were observed throughout the
year. Medium-technology exports, such as automo-
biles and parts, as well as electrical products and
resource-based products, performed well. Exports
grew by 3.2 percent during 1997, a slight improve-
ment on the decline of almost 2 percent the previous
year. Imports, by contrast, declined by about 9 per-
cent. Imports of motor vehicles fell by 50 percent in
the first ten months of 1997, while sales of brand-
label clothing and leatherwear fell by 30 to 40 per-
cent during the same period. Despite the improve-
ment in the current account deficit, the ratio of ex-
ternal debt-service to exports doubled from slightly
more than 12 percent in 1996 to 25 percent in 1997.

Projections indicate that the economy will reg-
ister a negative growth rate of around 3 percent in
1998. Signs of a mild recovery will appear in 1999,
with growth of around 1 percent. Further declines
in private consumption by 9 percent in 1998 and
1.5 percent in 1999 are predicted. Inflation is pro-
jected to be 15 percent in 1998, but the exact figure
will depend partly on the extent of the depreciation

of the baht and the increase in import prices. Finally,
exports are expected to grow at 5 percent, while
imports are expected to continue decreasing. With
this pattern the current account balance will show
a surplus of around 3.4 percent of GDP. An increase
in unemployment is also forecast for 1998.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

The interaction of two factors contributed in im-
portant ways to the Thai financial crisis. The first
was Thailand’s exchange rate policy, which tied the
baht to a basket of currencies heavily weighted by
the US dollar. The appreciation of the dollar in 1995
made Thai exports uncompetitive. The second was
the lack of effective regulatory control over the pri-
vate financial sector, whose lending policies were
imprudent. The crisis has therefore raised questions
about the conduct of Thailand’s economic policy as
well as the adequacy of its institutional and sectoral
structures. Consequently, in the short to medium
term, Thailand must address the problems of the
liquidity constraint created by the closing of private
banks and finance companies, and must restructure
its financial sector. The latter is required to avoid
future misallocation of foreign capital to speculative
assets and to projects with inadequate rates of return.

Table  2.10 Major Economic Indicators: Thailand, 1995-1999
(percent)

Item 1995 1996 1997 1998 1999

Gross domestic product growth 8.8 5.5 -0.4 -3.0 1.0

Gross domestic investment/GDP 41.6 41.7 35.0 26.0 29.0

Gross domestic saving/GDP 33.6 33.7 31.0 31.4 32.0

Inflation rate (consumer price index) 5.8 5.9 5.6 15.0 9.0

Money supply (M2) growth 17.0 12.6 16.4 6.8 7.5

Fiscal balance/GDP 3.0 0.9 -0.9 -2.0 -1.0

Merchandise exports growth 24.8 -1.9 3.2 5.0 8.0

Merchandise imports growth 31.9 0.6 -9.3 -15.0 3.0

Current account balance/GDP -7.9 -7.9 -4.0 3.4 2.0

Debt-service/exports 11.4 12.2 25.0 15.0 15.0

Sources: Asian Development Bank (1997f), Bank of Thailand (1997), International Monetary Fund (1998), and staff estimates.



107SOUTHEAST ASIA

The substantial volume of nonperforming
loans, the depreciation of the baht, and a run on
deposits have weakened the capital base of
Thailand’s financial institutions. Together with
sluggish economic activity, this could increase the
incidence of corporate bankruptcy. A fall in inflated
property prices could further depress the commer-
cial banks’ balance sheets. With monetary policy no
longer constrained by a fixed exchange rate, the baht
has depreciated substantially since July 1997 in
response to the perception that the authorities might
have decided to rescue the economy and the bank-
ing system by printing money. In the absence of a
comprehensive reform package for the financial
sector, the international capital markets’ fears of a
banking crisis are likely to keep the baht under
pressure.

The establishment in October 1997 of the
Financial Restructuring Agency and the Asset
Management Company was an important step for-
ward. The Financial Restructuring Agency will
supervise the overall rehabilitation of the financial
sector and will help viable companies merge and/or
raise capital, while the Asset Management Company
will oversee the liquidation of unviable companies.
In December 1997 the government announced that
it would liquidate all but 2 of the 58 suspended
finance companies in a move to restore investor con-
fidence and to reduce selling pressure on the baht.
The government has also decided to allow foreign-
ers to hold controlling interests in the banking
sector. In addition, the Central Bank has lifted most
remaining foreign exchange controls, for example,
local financial institutions can now resume their baht
trading with nonresidents, and foreigners are no
longer restricted from transferring baht offshore af-
ter selling Thai stocks and bonds. Finally, the
government now prohibits banks and the remain-
ing finance companies from lending for nonproduc-
tive purposes, for instance, consumer spending and
real estate development. The restructuring costs will
be large: around 15 percent of GDP.

In August 1997 Thailand negotiated a $17 bil-
lion line of credit with the International Monetary
Fund (IMF) in exchange for implementing an aus-
terity plan. The initial plan called for increasing the
value-added tax from 7 to 10 percent, which has
already been implemented; reducing the current
account deficit to 3 percent by 1998; low but posi-
tive growth; capping inflation at 9.5 for 1997 and

5 percent for 1998; maintaining foreign exchange
reserves equivalent to more than four months’ worth
of imports; implementing fiscal policies to generate
a budget surplus of 1 percent of GDP in 1998; and
restructuring the financial sector. However, six
months after the implementation of the IMF pro-
gram the economy showed few signs of improvement.
This called into question the feasibility of targets
negotiated with the IMF, in particular, the require-
ment for a budget surplus, and has created uncer-
tainty about the final policy mix the authorities are
scheduled to adopt.

Sectors of Thai society have questioned the
appropriateness of the IMF program. The combina-
tion of anti-inflationary policies with reductions in
the money supply and in government spending could
deepen a crisis generated by private sector debt.
These concerns led the IMF and the Thai govern-
ment to revise previous agreements, and toward the
end of February 1998, they issued a third Letter of
Intent that set more realistic objectives, such as a
negative GDP growth rate for 1998, higher infla-
tion, and a budget deficit. Likewise, the government
backtracked on some previous privatization com-
mitments. On the financial side, the government
aims to reduce its stake in four recently national-
ized banks.

POLICY AND DEVELOPMENT ISSUES

Thailand’s industrialization process began
accelerating in the mid-1980s. Given its relative
abundance of labor, the country specialized in pro-
ducing and exporting labor-intensive products. How-
ever, after only a little more than one decade, this
comparative advantage has ended. Thailand is
currently caught between the newly industrialized
economies, against which it cannot yet compete in
medium- to high-technology products, and coun-
tries such as People’s Republic of China, Indonesia,
and Viet Nam, which can produce a wide variety of
labor-intensive products at lower labor costs.

Bias in the Pattern of Industrialization

Compared with countries at a similar level of devel-
opment, Thailand’s industrial structure is biased
toward light industries that produce consumer goods,
in particular, toward food and beverages, textiles,
and apparel. This bias is partly explained by the
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economy’s natural resource base. The industrial
sector processes natural resources and manufactures
labor-intensive products. Intermediate and invest-
ment goods are imported. Thailand depends heavily
on demand in the industrial countries to which it
exports. This pattern of trade and industrialization
lies at the core of Thailand’s balance-of-payments
problems.

As concerns Thailand’s policy options, one
short-run strategy would be to reduce the prices of
exports to stay competitive. This would probably be
reflected in real wage cuts and the adoption of
capital-intensive technologies. A second, longer
term option would be to develop the domestic mar-
ket rather than relying on exports. Either strategy
or a mix of the two should be combined with invest-
ment and research in more technologically advanced
sectors. To achieve product diversification and
improve product quality, Thailand will have to raise
its current level of human capital and its capacity
to adopt and adapt advanced technologies.

Given Thailand’s economic structure and
natural endowments, the sectors that offer the most
promising possibilities for the future are food pro-
cessing and tourism. Thailand has plenty of scope
for continuing to develop a competitive and world-
class food processing industry. Thai producers must
constantly adapt to changing tastes: wealthier
societies may consume less regular rice, but spend
more on first-class (and well-marketed) mangoes,
aromatic rice, and oven-ready frozen foods. These
are goods for which, as income grows, the demand
for them grows more than proportionately. The busi-
nesses that make and export such items can use
increasingly sophisticated production technologies
and management methods to increase agricultural
productivity and raise incomes.

Thailand also has considerable potential for
developing its tourism industry further. In 1997,
6 million tourists visited Thailand. This figure could
be increased by targeting tourists with high purchas-
ing power. The Tourism Authority of Thailand has
prepared the “Amazing Thailand” campaign for
1998/99 to try to make the best of the currency de-
preciation by increasing tourist arrivals to 7.7 mil-
lion in 1998 and 8.3 million in 1999.

The appropriate development strategy is for
Thailand to focus on the factors that are likely to
give the country a longer term comparative advan-
tage. Thus from a policy perspective, the important

question is to be able to move to higher stages of
development, avoiding the types of shocks the
economy is currently experiencing. To accomplish
this Thailand must work on three fronts. The first is
intra-industry restructuring, implementing changes
within existing industries, such as textiles and food
processing, to improve production methods and
attain best practice standards. The second front is
relocating labor-intensive activities in the country’s
poorer regions for reasons of both efficiency and
equity. The third front is intrasectoral restructur-
ing. This involves making the transition from low-
productivity, low-skill, labor-intensive industries to
higher productivity industries, such as information
technology. The first two are medium-term strate-
gies and the third is a long-term strategy.

Lack of Competitiveness and the Role
of Education

Thailand has a weak human capital base.
Until recently, it lagged far behind other Asian coun-
tries in terms of the enrollment ratio at the second-
ary school level. While enrollment at the primary
level was satisfactory, more than half of those who
finished primary school did not go on to secondary
education. This is partly because a large share of
the population was still engaged in agriculture. A
low value placed on education plus difficult access
to schools made secondary education unattractive.

In the past five years, however, the situation
has improved, and currently the transition rate from
primary to secondary education is close to 90 per-
cent. While Thailand currently has only 6 years of
compulsory education, plans exist to raise this to
9 years in the near future and to 12 years by 2007.
The government plans to achieve almost universal
lower secondary education by 2000 or so and virtual-
ly universal upper secondary education around 2020.

Today, 80 percent of Thailand’s labor force of
around 33 million has no formal education or only
a primary education. These workers have little access
to better jobs and frustrate Thailand’s hopes of
moving up the development ladder. Four reasons
account for the prevailing situation. The first is
access: institutions of higher education tend to be
concentrated in the capital, Bangkok, thereby put-
ting rural populations at a disadvantage in terms of
their access to higher education. Second, curricula
do not match employers’ needs. This is due, in part,
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to the predominance of course offerings in the hu-
manities and arts at the expense of scientific and
applied education and training. While education of
the latter kind is more costly to deliver, it is likely to
have greater linkages with the economy’s needs and
thereby have greater benefits, particularly in the
longer term. Moreover, the quality of the system is
low, it does not encourage creativity, and it does not
emphasize research at the university level. Efforts
must be made to increase agricultural research in
particular. This could not only raise the sector’s pro-
ductivity by providing new and improved inputs,
methods of cultivation, and machinery, but could
have a far-reaching effect on the job situation in
rural villages as higher incomes increase demand for
goods and services. Third, teachers are underpaid

and undertrained, as reflected in the quality of teach-
ing. Finally, the physical infrastructure of many
schools is extremely poor.

Thailand needs a radical, sustained, and far-
reaching reform of its national education system to
face the economic challenges of the 21st century
and the technology age. However, even if such a
reform program is implemented immediately, there
may not be any significant effect on the economy in
the short run. The reform, which should be directed
toward improving the quality of education across
various levels and increasing enrollment ratios, par-
ticularly at the secondary level, will take at least a
decade to bear fruit and contribute toward enhanced
growth and structural transformation of the
economy.
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While economic growth has accelerated, inflation has slowed down, and fiscal and current
account balances have improved, unemployment has remained high. Despite the currency
turmoil in Asia, Bangladesh’s taka has remained relatively stable.

Bangladesh

115

RECENT TRENDS AND PROSPECTS

The most striking macroeconomic development
in 1997 was the upturn in economic growth,

with much lower inflation and improved fiscal and
current account balances. GDP grew by 5.7 percent
in 1997, the highest rate in the 1990s to date. The
agriculture sector performed impressively, with a
growth rate of 6 percent. The services sector also
performed well, growing by 6.2 percent. The weak-
ness in the economy was the industry sector, whose
growth was sluggish and was the lowest in the
decade, mainly because of supply bottlenecks in the
power sector and low private investment. The slow
pace of financial sector reforms and further dete-
rioration in the performance of state-owned enter-
prises were further factors that hindered the growth
rate.

The savings rate rose from around 6 percent
of GDP in 1992 to 9 percent in 1997, a reflection of
better control over current government spending
and improvements in private saving. However, this
was less than in 1994 and 1995, when savings was
about 13 percent of GNP. Despite a drastic decline
in inflows of foreign finance, the country was able
to maintain the steady increase in the investment
rate, which rose from 12.1 percent of GDP in 1992
to 17.4 percent in 1997. Part of this was due to
increased private investment in response to the

government’s efforts to encourage private sector
activities.

Although the open unemployment rate based
on official statistics is low, estimates indicate that
about 40 percent of the labor force is underem-
ployed. While Bangladesh’s labor costs are probably
among the lowest in Asia, this cheap labor cannot
be matched by adequate capital investment, and
labor productivity is low.

While the overall fiscal deficit remained high,
it showed some improvement in 1997. The collec-
tions of major tax revenue items, including customs
duties, value-added tax, and income tax, largely met
targets. On the expenditure side, revenue expendi-
ture slightly exceeded the budget target because of
unexpected interest payments on domestic debt and
increased subsidies to public enterprises. However,
this increase was largely offset by below target capi-
tal expenditures caused by slow progress in aid
disbursement and project implementation. As a
result, the overall budget deficit was 5.5 percent of
GDP in 1997, about half a percentage point lower
than in the previous year.

The money supply expanded modestly, with
broad money supply (M2) growing by 10.8 percent
in 1997, up from 8.2 percent in 1996. Net credit to
the private sector rose by only 12.6 percent, com-
pared with an average of 22.8 percent per year in
1995-1996, partly reflecting the crowding out effects

1997 refers to fiscal year 1996/97, ending 30 June.
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of the rapid expansion of credit to the government,
and also the commercial banks’ more cautious
approach toward extending new credit, as well as
their increased efforts to recover overdue loans.

Sufficient food crop production and moderate
monetary expansion kept inflation under control.
Food prices only increased by a modest 1.3 percent.
The inflation rate was 3.9 percent during 1997, lower
than the 4 percent recorded in 1996. Transport,
communications, and health care prices recorded
the largest price increases.

 Since 1990, measures to liberalize trade and
payments have included reducing tariff and nontariff
barriers, simplifying import procedures, introducing
export incentives, and liberalizing foreign exchange
controls. The authorities lowered the unweighted
mean tariff from 89 percent in 1991 to 23 percent
in 1997, and reduced the number of items subject
to quantitative restrictions from 315 in 1990 to 23
in 1997. As a result, the external trade position has
improved considerably in recent years. Export earn-
ings remained buoyant in 1997 at $4.4 billion,
although growth commodity was varied. Ready-
made garments exports contributed more than half
of the earnings, and grew by 14.8 percent. Imports
grew slowly at 3.0 percent, mainly because of a de-
cline in foodgrain purchases. Worker remittances
from abroad surged by 21 percent. These factors
brought down the current account deficit from
5.2 percent of GDP in 1996 to 2.6 percent of GDP
in 1997.

However the deterioration in the capital
account outweighed these improvements. Food and
commodity aid decreased and many project aid
disbursements were behind schedule. Net private
capital outflow amounted to $120 million, and
consisted largely of an outflow of foreign portfolio
investments.

Despite the recent turbulence in Southeast
Asian currency markets, the taka has so far remained
relatively stable. The following factors contributed
to this stability: (i) the taka’s convertibility on the
current account rather than on the capital account;
(ii) the government’s pursuit of a flexible exchange
rate policy (from June 1996 to the end of 1997 the
exchange rate devalued by more than 11  percent);
(iii) the relatively low current account deficit com-
pared with that of other Southeast Asian countries;
and (iv) the foreign capital inflow to Bangladesh,
which to date has been minimal, so that the subse-

quent outflow has not had any major financial
consequences.

Nonetheless, the recent currency turbulence
in Southeast Asia could have some adverse impact
on Bangladesh’s economy in the future. The
economy is particularly vulnerable in the following
areas: (i) its official foreign reserves stood at an un-
comfortably low level of $1.6 billion in December
1997, equivalent only to 2.4 months of imports of
goods and services; (ii) the competitiveness of
Bangladesh in labor-intensive exports such as
garments and frozen foods could be reduced because
of the sharp depreciation of currencies in Southeast
Asia; (iii) the level of potential foreign investment
from East and Southeast Asian countries into
Bangladesh could be depressed because of these
countries’ financial problems; and (iv) the demand
for Bangladeshi overseas workers could be reduced,
which would dampen workers’ remittances to the
country.

The medium-term outlook also depends criti-
cally on the pace of economic reforms. Based on the
assumption that the government implements major
structural reforms in a timely manner and maintains
macroeconomic stability, projections indicate that
GDP growth will rise slightly from 5.7 percent in
1998 to 6 percent in 1999. While the growth in
agriculture may slow down somewhat compared to
its impressive achievement in 1997, the industry
sector could rebound from its disappointing perfor-
mance. However, to achieve this, adequate infra-
structure, including energy, roads, ports, and
telecommunications, must be developed. This
growth scenario assumes substantial increases in the
domestic savings and investment rates, which in turn
depend on timely implementation of comprehen-
sive banking sector and capital market reforms, as
well as further fiscal consolidation. Efforts to attract
investments from the private sector, both domestic
and foreign, need to be intensified through acceler-
ated implementation of reforms in infrastructure and
public enterprise restructuring.

As a result of the expected increase in tax col-
lection, the fiscal deficit is forecast to decline from
5.5 percent of GDP in 1997 to about 5 percent in
1999. It will remain high in 1998, as the recent pay
increase for the public sector will raise public ex-
penditure. In line with the general expansion of eco-
nomic activities, the money supply will increase by
around 12.2 percent per year. Appropriate restruc-
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turing of the banking system and capital markets
will be needed to ensure that adequate funds are
available to the private sector. The inflation rate is
projected to average just over 5 percent during 1998
and 1999.

In the next two years, the government should
intensify its efforts to maintain robust exports. Export
growth is projected at 15 percent in 1998 and 16 per-
cent in 1999. The current account deficit is fore-
cast to be about 3 percent of GDP in the next two
years. An increased amount of foreign investment
is expected in power generation, gas exploration,
telecommunications, and cement production.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

Bangladesh must weather the adverse economic
winds set in motion by the crisis in Southeast Asia.
Despite improvements, its macroeconomic stability
remains fragile. The two areas of short-term eco-
nomic management that are particularly important
are fiscal and monetary policies and external trade
and the balance of payments.

Fiscal and Monetary Policies

To maintain macroeconomic stability Bangladesh
must reduce its budget deficit. At the same time it

must mobilize resources for funding essential public
services and productive investment. Therefore, the
government must adopt appropriate policies to re-
duce nonessential expenditures, especially as the
implementation of the National Wage Commission’s
recommendations will lead to substantial increases
in expenditures. In addition, hidden deficits arise
from loss-making public enterprises and banks that
must be eliminated. On the revenue side, given the
low tax-to-GDP ratio, there is much scope for rais-
ing tax revenues by enforcing income tax laws,
expanding the base of value added tax, and making
customs administration more transparent and
efficient.

While monetary policy should be noninflation-
ary, the supply of credit to the private sector could
increase somewhat from the 12.6 percent rate in
1997. Greater provision of credit and liquidity to
promising and soundly managed firms is necessary
to maintain the growth momentum. However, for
such monetary and credit policy to be a realistic
option, the government must carry out the finan-
cial reforms discussed below without delay.

External Trade and the
Balance of Payments

Bangladesh’s policies of trade liberalization and
export promotion have so far been relatively

Table 2.12 Major Economic Indicators: Bangladesh, 1995-1999
(percent)

Item 1995 1996 1997 1998 1999

Gross domestic product growth 4.4 5.4 5.7 6.0 6.2

Gross domestic investment/GDP 19.1 17.0 17.4 17.2 18.0

Gross domestic saving/GDP 12.8 7.5 9.0 8.6 8.8

Inflation rate (consumer price index) 5.2 4.0 3.9 5.5 5.0

Money supply (M2) growth 16.0 8.2 10.8 12.0 12.5

Fiscal balance/GDP -5.1 -5.9 -5.5 -5.5 -5.0

Merchandise exports growth 37.2 12.2 13.7 15.0 16.0

Merchandise imports growth 39.4 17.8 3.0 8.0 10.0

Current account balance/GDP -2.7 -5.2 -2.6 -3.1 -2.7

Debt-service/exports 10.3 12.1 11.4 10.7 10.5

Sources: Asian Development Bank (1997c), Bangladesh Bureau of Statistics, Bangladesh Bank, and staff estimates.
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successful; however, the export base remains narrow.
This, together with the possible slowing of the inflow
of emigrants’ remittances, means that the balance-
of-payments position remains fragile. The tempo-
rary assurance of garment exports in major markets
through quotas and the Generalized System of Pref-
erences agreements should not lead to a false sense
of security. (The Generalized System of Preferences
is an agreement to give preferential access to the
markets of certain of the industrial economies of
exports of some low-income countries.)

The export processing zones can continue to
play an important role in promoting trade and
attracting foreign investment. With the establish-
ment of new export processing zones and the inten-
sification of the activities of existing ones, continuing
to improve the balance of payments without
substantial depreciation in the value of taka should
be possible.

POLICY AND DEVELOPMENT ISSUES

Bangladesh’s primary challenges into the next
century will be to reduce poverty and improve living
conditions. In this context, three significant areas
of ongoing policy efforts are of strategic importance:
financial sector reforms, governance reforms, and
environmental protection. Together, these policies
can bring Bangladesh closer to maintaining a suffi-
cient and sustainable growth rate to achieve its
development goals, barring the impact of any adverse
developments in the world economy.

Financial Sector Reforms

For many years, inefficiency, poor quality inter-
mediation, and a lack of accountability have
characterized Bangladesh’s financial system. To fa-
cilitate adequate economic growth Bangladesh must
accelerate improvements in the efficiency and flex-
ibility of financial markets. Without efficient
financial markets the mobilization of additional
resources for development will slow down. There-
fore, the implementation of comprehensive capital
market and banking reforms should have the high-
est priority.

In terms of banking sector reform, supervision
and regulation by the Central Bank—reported to
be lax, particularly in enforcement—must be
brought up to international standards. Capital

adequacy requirements, criteria for asset classifica-
tion, and prudential regulations must be imple-
mented quickly and uniformly. The authorities
should vigorously accelerate loan recovery, restruc-
ture private banks, and privatize weak nationalized
commercial banks. In addition, they should imple-
ment strong loan recovery measures, such as the
amended Financial Loan Court Act, impartially.

The problems of the capital market are deep-
rooted. The Securities and Exchange Commission
is largely an ineffective regulatory and supervisory
agency. In operation only since 1993, it has not had
a well-established system of monitoring and surveil-
lance. Partly because of this, the stock market shows
excessive volatility.

If Bangladesh is to attract domestic and foreign
savings through its equity and bond markets, the
government must exert considerable efforts to
develop a fair, transparent, and efficient capital
market. The recently reorganized Securities and
Exchange Commission should have wide discretion-
ary powers of surveillance. Separation of the man-
agement of stock exchanges from the brokers must
be maintained without exception. In the future,
improved prudential regulation and incentives for
channeling capital to productive enterprises will
enable the financial sector to facilitate investment
better.

Governance Reforms

After initial steps such as reviewing the size and func-
tions of government departments and setting up the
Efficiency Unit in the prime minister’s office, the
reform process should accelerate.

The Public Administration Reform Commis-
sion needs to be reorganized and given adequate
support for carrying through reforms to enhance the
efficiency of public sector management and admin-
istration. A new incentive structure based on merit
and productivity is needed. The strategic emphasis
should be on establishing mechanisms to improve
transparency and accountability in all areas, includ-
ing budgeting, the regulatory environment, and the
government’s day-to-day operations.

In terms of devolution of power, local govern-
ments should be strengthened and given financial
powers to use local resources. The development of
human resource and technical capacities at the lo-
cal level is also urgently needed.
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Environmental Protection

Finally, the government must pay attention to
maintaining environmental quality. Air and water
pollution and other environmental problems need
to be monitored and actions taken to prevent
further deterioration. The environmental issue must
be addressed immediately if sustainable development
is to be a realistic goal. The reduction of public
expenditures should not mean abandoning pre-
liminary efforts in this direction. On the contrary,
by making the environment a priority, gains

from public sector reforms could more easily be
used to contain ecological damage and improve the
environment.

Some specific areas where the government
needs to sustain and deepen its efforts are providing
protection from floods and cyclones, managing for-
estry, reforesting mangrove swamps, restocking fish
populations, and improving environmental manage-
ment in the industry sector. With international sup-
port the government should be able to take further
steps toward implementing the National Environ-
ment Management Action Plan.
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Bhutan is continuing its cautious policy of modernization and accelerated growth while main-
taining its commitment to preserving its environmental and cultural heritage. Although the
public sector still plays a dominant role in the economy, the government is committed to
reducing its presence in certain areas while still concentrating on the provision of infrastruc-
ture. Bhutan must maintain its efforts to diversify the economy and reduce poverty, which is
still high.

Bhutan
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RECENT TRENDS AND PROSPECTS

Bhutan initiated a cautious policy of modern-
ization in the mid-1960s, but remains a pre-

dominantly agriculture-based economy. Growth in
1996 was 6.1 percent, partly because of the cons-
truction of a ferro-alloy plant and expenditures to
increase the capacity of the power and cement in-
dustries. In 1997, however, despite the absence of
such new projects, growth was slightly higher at
around 6.6 percent.

Fiscal policy has been prudent during the last
few years. Recently commissioned power projects,
together with adjustments in electricity tariffs to
India, increased fiscal revenues. These have helped
the government cover its increasing recurrent ex-
penditures brought about by a 25 percent increase
in civil service pay at the beginning of 1996 and
another 20 percent raise in early 1997. These wage
increases were intended to help reverse the erosion
of real wages that has occurred since the last gen-
eral wage increase in 1988. Development expendi-
tures also increased significantly in 1997, and these
were mainly financed by foreign grants and loans.
Tax revenues have increased gradually because of

improved administration. Nevertheless, the tax ratio
of 8 percent of GDP caused by an extremely narrow
tax base remains low compared with other coun-
tries at similar income levels. The government is
continuing its tax reform policy introduced earlier,
and is also attempting to strengthen nontax revenues
by expanding user fees and improving cost recov-
ery. However, despite these measures and a strong
inflow of grants, Bhutan recorded an overall budget
deficit of 5 percent of GDP in 1997. With gross do-
mestic savings at 30 percent of GDP and gross do-
mestic investment at 47 percent, the resource gap
was 17 percentage points.

In 1997 the money supply (M2) grew by 20
percent and inflation was kept to 7 percent. The
government has implemented policies to increase
the efficiency of the financial sector. These include
liberalizing rates for deposits above Nu5 million, in-
troducing a government securities auction, and
converting the Unit Trust of Bhutan into a second
commercial bank.

Bhutan is continuing its cautious policy of
modernization and accelerated growth while main-
taining its commitment to preserving its environ-
mental and cultural heritage. Although the public

1997 refers to fiscal year 1996/97, ending 30 June.
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sector still plays a dominant role in the economy,
the government is committed to reducing its
presence in certain areas while still concentrating
on the provision of infrastructure. Bhutan must
maintain its efforts to diversify the economy and
reduce poverty, which is still high. The external bal-
ance deteriorated in 1997: while exports grew at 8.5
percent, this was more than offset by a 25 percent
increase in imports. As a result, the current account
deficit, which in 1996 amounted to $48 million (or
14 percent of GDP), increased to $79 million (22
percent of GDP) in 1997. At the same time the
country’s external debt increased from 35 to 45 per-
cent of GDP.  However, the debt-service ratio halved
from 24 percent in 1996 to 12 percent in 1997. At
the end of 1997 Bhutan’s reserves stood at $180 mil-
lion, enough to cover imports for 17 months.

The short- and medium-term economic pros-
pects for Bhutan are favorable. Assuming that the
reform measures and investment projects announced
for the Eighth Plan (1997/98-2001/02) will be real-
ized, GDP growth is projected at 5 percent for 1998
and some 7 percent for 1999. To improve revenue
prospects, the government should focus on broad-
ening the tax base; introducing user fees; improv-
ing cost recovery; and preventing any deterioration
in the fiscal situation, while safeguarding such ex-
penditures as those on social services and operations
and maintenance.

Projections indicate that the agriculture sec-
tor, which contributes 40 percent of GDP and em-
ploys 90 percent of the workforce, will grow about
2.5 percent in 1998, mainly because of productivity
gains and horticultural development. Higher growth
of around 12 percent is projected for manufactur-
ing in 1998, while the figure for energy is 7 percent.

Although external assistance will continue to
finance capital investments, domestic revenues will
cover recurrent costs completely. The upward trend
in the budget deficit is expected to continue during
1998 and 1999, with deficits reaching 9 and 12 per-
cent of GDP, respectively, because of the implemen-
tation of a number of major projects.

The growth rate of exports is expected to de-
cline slightly to around 6 percent in 1998, while in
1999 it will be around 9 percent. The growth rate of
imports during the same period will be around 7 to
9 percent. Projections indicate that the current ac-
count deficit will reach 30 percent of GDP by 1999.
Reserves will continue increasing to reach a level

that could finance 18 months worth of imports. The
debt-service ratio is expected to stay at around 15
to 16 percent during 1998 and 1999, while the
country’s external debt will continue to increase to
more than 65 percent of GDP. Inflation will remain
at around 8 percent, and the resource gap will con-
tinue at around 17 percentage points.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

Bhutan’s growth and development prospects for the
next five years depend largely on the success with
which the government implements the Eighth Five-
Year Plan. This plan retains the overall objectives of
earlier plans, namely, accelerated growth and im-
proved living standards, and is also committed to
preserving Bhutan’s environment and cultural
heritage.

While the public sector continues to dominate
the economy, the Eighth Plan emphasizes strength-
ening the private sector’s contribution to economic
activity. Thus the government is committed to re-
ducing the state’s role in the commercial sectors of
the economy through such means as privatizing
public sector enterprises, which should improve tele-
communications and transportation; allowing the
state to focus on providing infrastructure, including
addressing the various structural and institutional
constraints; strengthening the legal framework;
introducing tariff reform; implementing financial,
industrial, and trade liberalization; helping small
businesses, including cottage enterprises; and de-
centralizing government decisionmaking. If these
measures are implemented successfully, they will lay
the foundations for future sustained growth.

Bhutan needs to increase the amount of do-
mestic resources mobilized for investment. Finally,
if plans to establish a free trade zone among the seven
members of the South Asian Association for Re-
gional Cooperation between 2000 and 2005 mat-
erialize, this could provide a major boost to Bhutan’s
development.

POLICY AND DEVELOPMENT ISSUES

Bhutan continues to be a poor country, with one of
the lowest per capita incomes in the world. Some
80 percent of the population live in rural areas. Adult
illiteracy remains high. The fertility rate is high, with



122 ASIAN DEVELOPMENT OUTLOOK  1998

an average of 5.6 births per woman. The maternal
mortality rate has decreased to 380 deaths per
100,000 live births.

Since Bhutan began opening its borders to the
world in the 1960s, it has established a series of long-
term development objectives. These include pro-
moting self-reliance, encouraging sustainability,
preserving the country’s culture and traditions,
ensuring balanced development as well as national
security, promoting industrialization, developing
institutional and human resources, and focusing on
integrated rural development. The country needs
to continue its efforts to escape from the poverty
trap and to achieve sustainable growth. To this end,

Bhutan has rapidly expanded its expenditure on
primary education and health services during the
past few years. These policies will greatly enhance
its development potential, as such investments have
a high rate of return in countries at low levels of
development. Bhutan also needs to improve its
transportation network. In a country of such breath-
taking beauty, tourism could play an important role
in generating foreign exchange. At present, how-
ever, road access is extremely difficult and air con-
nections are limited. As access expands, a delicate
balance will have to be maintained between pre-
serving cultural heritage and enjoying the benefits
of globalization.
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While the fallout from Asia’s crisis has been limited, economic growth slowed down in 1997
because of weather-related factors and subdued demand. Infrastructure bottlenecks also played
a role and will need to be alleviated to enhance India’s future growth prospects.

India
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range of other measures designed to boost savings
and investment and revive the capital market. With
government expenditure held constant in real terms,
the budget also envisaged a further reduction in the
fiscal deficit from 5 to 4.5 percent of GDP. This was
based primarily on assumptions of improved tax
buoyancy, although measures to improve tax com-
pliance, as well as increased income from the
disinvestment of government holdings in public
enterprises, were also expected to contribute to the
improved budget outcome.

However, with the economy, especially indus-
try, failing to respond to the budgetary stimulus, rev-
enues fell well short of the target, despite the success
of the government’s tax amnesty scheme. In addi-
tion, the government had to cut back its plans to
sell off its holdings in public enterprises because of
the downturn in global stock markets in the latter
half of 1997. At the same time, the government’s
decision in July 1997 to grant major pay increases
in excess of those recommended in the Fifth Pay
Commission Report pushed expenditures well above
budgeted levels. Even allowing for the impact of the
government’s supplementary budget, introduced in
September to deal with the revenue shortfall, the
fiscal deficit is expected to have risen rather than
fallen in 1997. The increase in civil servants’ pay
will also contribute to the intense pressure on state
governments’ finances, because they are more or less

RECENT TRENDS AND PROSPECTS

After a strong performance in 1996, when real
GDP grew by 7.5 percent, growth slowed to

5 percent in 1997. Agriculture, which accounts for
a little more than a quarter of GDP,  grew at a robust
rate of nearly 8 percent in 1996. However, delayed
monsoons in some areas and unseasonable and
heavy rainfall in much of the country resulted in a
dramatic fall in agricultural growth, which stood at
just 2.5 percent in 1997.

Industrial growth remained disappointing in
1997 at 6.5 percent, well below the target of 12 per-
cent. Manufacturing growth fell for the second con-
secutive year, dropping to 5 percent, compared with
7.9 percent in 1996. Once again, both consumer
goods and capital goods industries were affected.
Continued slow growth in consumer demand, sub-
dued export demand, and worsening infrastructure
constraints—which by raising the costs of produc-
tion have played a role in limiting demand—were
the main factors responsible for the slowdown in in-
dustrial growth, although heightened political un-
certainty was also a factor.

The government’s 1997 budget was designed
to continue the process of fiscal consolidation, while
at the same time giving a strong push to growth,
particularly in industry. In addition to substantial
cuts in direct taxation, the budget also included a

1997 refers to fiscal year 1997/98, ending 31 March.
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the bank rate, which, with controls lifted on almost
all deposit and lending rates, was reintroduced
especially to signal the policy stance of the Central
Bank. Despite the fall in lending rates, the amount
of credit taken up by the corporate sector remained
subdued because of lack of business confidence and
the continued high real costs of domestic borrow-
ing. Another factor was the persistent caution on
the part of  banks in appraising the riskiness of loans,
a result of the stricter requirements of the RBI’s new
prudential norms. As business confidence began to
pick up in the latter part of the year, credit uptake
also began to increase. However, this may have been
partially offset as the RBI tightened monetary policy
in an effort to ease downward pressure on the
exchange rate toward the end of the year.

While the scope for further improvements in
credit appraisal and loan recovery is substantial, the
banking system’s performance continued to improve
in response to financial sector reforms. The 27 pub-
lic sector banks posted an aggregate profit of $950
million in 1996, compared with a loss of $110 mil-
lion in 1995. The RBI intensified its supervision of
nonbank financial institutions during 1997, particu-
larly those that were sponsored by or had close links
with particular corporate groups. In December the

obliged to follow salary revisions made by the cen-
tral government.

On a more positive note, the release of the
Government White Paper on Subsidies in May 1997
has initiated more open debate on the subsidy issue
and is expected to prompt substantial reform in the
next few years. Total budgetary subsidies, both at
the central and state levels, amounted to a massive
14.4 percent of GDP in 1994. Only about a quarter
of these subsidies could be justified on the grounds
that the market by itself would not provide the right
level of output. Another important development was
the government’s announcement in the 1997 bud-
get that, despite its continued fiscal pressures, as of
1 April 1997 it would discontinue the system of ad
hoc Treasury bills as a means of automatic financ-
ing for the budget deficit. This move was designed
to strengthen fiscal discipline while providing greater
autonomy to the Reserve Bank of India (RBI) in its
conduct of monetary policy.

Monetary policy was further eased in 1997 in
an effort to complement the fiscal stimulus given to
the economy by the budget and to prevent the ru-
pee from appreciating as a result of strong capital
inflows in the first half of 1997. Measures taken
included further cuts in the cash reserve ratio and

Table 2.13 Major Economic Indicators: India, 1995-1999
(percent)

Item 1995 1996 1997 1998 1999

Gross domestic product growtha 7.2 7.5 5.0 6.7 7.0

Gross domestic investment/GDP 26.2 27.1 26.6 27.1 29.0

Gross national saving/GNP 24.4 25.6 25.5 25.6 27.1

Inflation rate (consumer price index) 10.0 9.2 6.5 7.0 7.2

Money supply (M3) growth 13.7 15.9 16.5 16.7 15.0

Fiscal balance/GDP -7.1 -7.0 -6.7 -6.7 -6.5

Merchandise exports growth 20.8 4.1 5.0 7.5 7.8

Merchandise imports growth 28.0 5.1 8.2 9.9 11.2

Current account balance/GDP b -1.8 -1.0 -1.2 -1.5 -2.0

Debt service/exports 37.3 41.9 31.8 29.9 28.9

Note: All data are on a fiscal year basis.
a Based on constant 1980 factor cost.
b Excluding official transfers.

Sources: Central Statistical Organisation (1998), Reserve Bank of India (1997), and staff estimates.
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government appointed the Second Financial Sector
Committee to review the progress of financial sector
reforms. The committee is expected to pay particu-
lar attention to the role and operations of all-India
development financial institutions and nonbank fi-
nancial institutions. The continued fall in inflation
was one of the main bright spots of 1997, with infla-
tion as measured by the consumer price index fall-
ing to 6.5 percent.

After rapid growth in both exports and im-
ports between 1992 and 1995, the rate of growth
fell sharply in 1996 and 1997. Exports are estimated
to have increased by just 5 percent in 1997, while
imports are estimated to have risen by 8.2 percent,
although in both cases these growth rates are higher
than in 1996. The major cause of slow export growth
in 1997 was the fall in exports of primary products
and garments. As in 1996, the slow growth in im-
ports primarily reflected the continued slow growth
of the industry sector, and hence reduced demand
for imported capital goods. However, it also reflected
a fall in crude oil imports because of increased do-
mestic production. The current account deficit is
estimated to have increased marginally to 1.2 per-
cent of GNP.

Inflows of foreign direct investment (FDI) in-
creased to around $4 billion, almost 50 percent more

than in 1996, while FDI approvals reached $17 bil-
lion, compared with $8.7 billion a year earlier.
Although foreign portfolio investment in 1997
increased marginally over the previous year, net out-
flows of portfolio investment occurred in both
November and December 1997 as a result of the
worsening Asian currency crisis and the loss of
confidence in the region’s stock markets.

The economy is expected to grow by between
6.7 and 7 percent during 1998 and 1999 based on a
recovery in both agriculture and industry. While the
potential for a stronger recovery in industry exists,
infrastructure constraints are becoming increasingly
binding. With exports rising more slowly than
imports, the trade deficit will widen, leading to a
substantially wider current account deficit. In view
of this, and in light of the Asian currency crisis, the
authorities must try to ensure that India’s exchange
rate remains competitive.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

Apart from efforts to boost economic growth, par-
ticularly industrial growth, concerns about the ex-
change rate dominate economic management.
While concerns in the first half of 1997 revolved
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around the upward pressure on the rupee resulting
from the then strong capital inflows, the focus of
concern since around the fourth quarter of 1997
shifted to limiting the contagion from the Asian cur-
rency crisis. The RBI’s initial welcoming of the weak-
ening of the rupee in August and September 1997
was not surprising. However, from mid-December
onward, the RBI began to intervene to defend the
currency. The RBI introduced measures to defend
the rupee after it hit an all-time low of Rs39.93 to
the US dollar, and responded even more vigorously
when the rupee fell below the psychologically im-
portant rate of Rs40 to the US dollar. As a result,
the rupee appreciated to around Rs38 to the US
dollar by the end of January 1998.

However, whether further weakening of the
rupee would be undesirable is not clear. Given the
massive devaluations that have occurred in Indonesia,
Republic of Korea, Malaysia, Philippines, and
Thailand, the rupee is now significantly overvalued
compared with these countries’ currencies. While
relatively few of India’s exports compete directly with
those of these countries, the currency depreciations
have also increased their attractiveness as locations
for FDI and tourism. Some further depreciation of
the rupee may therefore be necessary to maintain
India’s external competitiveness. Moreover, some of
the measures adopted to contain the rupee’s slide,
such as the increase in the cash reserve ratio by 2 per-
cent in January, could choke off an industrial recov-
ery by dampening business enthusiasm to borrow
funds for investment. These considerations suggest
that the authorities will need to weigh carefully the
costs and benefits of supporting the rupee if it comes
under renewed pressure during 1998.

POLICY AND DEVELOPMENT ISSUES

Although India has already made substantial
progress in implementing economic reforms in recent
years, the government will need to enhance both
the scope and pace of economic reforms if it is to
sustain the improved economic performance of the
last few years. Among the many areas that need at-
tention, infrastructure development is one of the
most critical.

Serious infrastructural deficiencies present a
major impediment to sustainable growth of the
Indian economy, and are among the major contri-
butors to the slowdown in growth in the last two

years. Estimates indicate that the level of invest-
ment in infrastructure needs to be increased by
almost 50 percent in real terms during the next de-
cade if India is to maintain GDP growth of at least
7 percent. Given the pressure on government capi-
tal spending, the private sector will have to come
up with the bulk of the additional requirements.
Projections suggest that the level of private invest-
ment would need to increase almost sevenfold per
year, to some $23 billion by 2007. Substantial scope
for private sector participation also exists in indus-
trial parks, ports, power, roads, telecommunications,
and urban infrastructure.

However, the commercialization of infrastruc-
ture faces several major constraints, including the
absence of an appropriate, long-term framework and
policy incentive mechanism for private investment;
the poor policy coordination among different gov-
ernment agencies in the implementation of large
infrastructure projects; and a shortage of long-term
funding. Although recent years have seen some
progress, a number of critical issues need resolution.

Governments in developing economies have
traditionally provided infrastructure services below
supply costs, and India’s government has been no
exception. In the case of the power sector, net
subsidies in India have been estimated to be around
1 percent of GDP.  Even though the costs of private
sector operations may be lower because of better
efficiency, greater cost recovery though increased
user charges is essential to ensure the viability and
sustainability of the private sector. Unfortunately,
any adjustment of prices and tariffs remains a
sensitive issue, and setting user charges that are
sufficiently high to provide adequate returns to the
private sector, while ensuring that users do not
perceive the charges as unfair, will be important.

Because of such factors as high costs, long ges-
tation periods, and irregular revenue flows, infra-
structure investments rely heavily on long-term debt
financing. However, in contrast to equity markets,
India’s debt markets are not well developed and con-
strain infrastructure financing. One critical prob-
lem with the debt market is the thinness of the
secondary market, which makes it difficult for hold-
ers of long-term debt to convert it into more liquid
assets. This has served to reduce the attractiveness
of holding long-term debt. One factor constraining
liquidity is the stamp duty states impose on the issu-
ance and trade of financial instruments. Stamp
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duties are an important source of revenue for state
governments and cannot be abolished. However,
exempting the trade of financial instruments, par-
ticularly those relating to infrastructure funding,
from these duties should be made possible in order
to develop secondary markets.

In addition, institutional investors with a long-
term investment horizon, such as insurance compa-
nies, provident funds, and pensions funds, are critical
sources of long-term funding. Opening up this sec-
tor to greater competition and allowing the entry of
foreign institutional investors will widen the inves-
tor base. Attempts to do this have, however, met
with setbacks. The government had to back off from

its initial moves to introduce competition into health
insurance because of opposition in Parliament, and
the opening up of the insurance sector, especially to
foreign companies, remains constrained.

While the private sector must increasingly take
the lead in infrastructure development, it will be
some time before the appropriate legal and regula-
tory frameworks are in place. In addition, public
investment in basic infrastructure, as well as a strong
public-private partnership in infrastructure devel-
opment, are needed to increase private investment.
Given the vital role that the public sector continues
to play, any further cuts in public sector capital
expenditure need to be carefully evaluated.
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The Maldives consolidated its growth during 1997, and growth is projected to continue at
6 percent per year in 1998 and 1999. The economy continues to depend heavily on fishing
and tourism, and the authorities should ensure that future development does not damage the
environment, on which these industries depend. The policy priorities for the future are to
liberalize and modernize the financial sector; to reduce the government’s role in the commer-
cial sector; and to develop human resources, so that the economy can become less dependent
on foreign workers.

Maldives
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sion was a modest 3 percent, reflecting a decline in
net credit to the government. However, credit to
the private sector and public entities increased. For-
eign workers increased by 17 percent in response to
stronger demand for labor in the face of a relatively
stable domestic labor supply. Foreign labor, both
skilled and unskilled, now accounts for nearly a quar-
ter of the labor force. Consequently, job opportuni-
ties for nationals are likely to be plentiful in the
future if the present growth momentum continues
and domestic workers can upgrade their skills.

The Maldives continued to pursue a prudent
fiscal policy in 1997. The modest deficit was financed
through concessional foreign loans, eliminating, for
the second consecutive year, the need to resort to
monetary financing from the Monetary Authority.
While more than 90 percent of government
revenues are still derived from import duties and
tourism tax receipts, some diversification is expected
in 1998 with the introduction of a rental income
and business turnover tax.

In the first half of 1997 the trade deficit de-
teriorated to $86 million, compared with $75.8 mil-
lion during the same period of 1996. The increase
in fish prices partly offset the reduced catch, while
tourism receipts compensated for the growth in

RECENT TRENDS AND PROSPECTS

Real GDP growth was approximately 6 percent
in 1997. Tourist arrivals in the first half of the

year amounted to almost 177,000, 6 percent higher
than during the corresponding period of 1996. This
was associated with an increase of nearly 2 percent
in total hotel bed capacity and an increase in the
occupancy rate from 75 to 78 percent. Fisheries’ out-
put declined in volume in 1997, but the total value
of production remained relatively stable because of
a significant increase in the price of fresh fish.
Construction activity was brisk as work started on
several new tourist resorts scheduled to open in 1998
and 1999, and continued on some key economic
and social infrastructure (ports, schools, hospitals)
in the atolls outside Malé. Transportation and com-
munications also grew rapidly, while retail and
wholesale trade remained relatively stable.

Inflation was about 8 percent in 1997, some-
what higher than the 6.2 percent registered in 1996.
Higher fish prices caused by the low catch and the
increased demand from the brisk construction
activity were the main reasons behind the rise.
Monetary growth was about 20 percent in 1997,
compared with 24 percent in 1996. Credit expan-
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imports. As a result, the overall balance-of-payments
position improved. At the end of 1997 international
reserves stood at about four months worth of imports,
despite the repayment of a balance-of-payments
support loan contracted earlier.

The outlook for 1998 and 1999 remains bright,
with growth rates projected at 6 percent. As Asian
tourists account for approximately 20 percent of
arrivals in the Maldives, the recent currency crisis
in East Asia may lead to a modest decline in tour-
ism. In addition, the increase in resort construction
in 1998 and 1999 may result in some inflationary
pressures and in a further increase in the foreign
labor force.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

The macroeconomic stabilization measures imple-
mented in 1994 succeeded in eliminating the ex-
cessive budget deficits and high inflation that
characterized the early 1990s. They have, however,
left a legacy of high domestic debt contracted by
the Treasury with the Monetary Authority. Macro-
economic policies should continue to be cautious
to facilitate noninflationary growth. Somewhat
greater flexibility than in the recent past may be
advisable in the management of the exchange rate,
especially in light of the substantial depreciation of
the Southeast Asian currencies. There is still a need
for structural reform in the financial sector. The
scope for liberalizing and modernizing the financial
sector by shifting from direct to indirect instruments
of monetary control is considerable. A prerequisite
for this course of action would be gradually to retire
outstanding government debt, followed by
securitization of the balance. A gradual reduction
in the role of public enterprises is also needed, as
is the improvement of the legal and regulatory

framework (particularly commercial and bank-
ruptcy laws) in order to foster private sector
development.

POLICY AND DEVELOPMENT ISSUES

The Malé atoll suffers from both population and
environmental pressures. To relieve these, the gov-
ernment will have to ensure that growth and infra-
structure development are more widely distributed
among the atolls. The government has started to
respond to these issues and has identified growth
centers in the north and south where investment in
infrastructure is being concentrated. However, the
government will have to attempt to maintain a
balance between developing the economy and pre-
serving the environment to avoid undermining the
sustainability of tourism and fisheries, the two pillars
of the economy.

The Maldives will also need to respond to two
main challenges in relation to human resource de-
velopment. First, the successful implementation of
a number of social policies has resulted in such
achievements as the virtual eradication of malaria,
nearly universal literacy rates, and greatly improved
life expectancy. However, the population growth
rate, at nearly 3 percent per year, is still one of the
highest in the world, and if this is sustained it will
lead to considerable pressures on the country’s natu-
ral resources, including land. Thus the government
needs to adopt more effective policies to reduce
population growth. The second challenge is to con-
tinue the expansion of educational opportunities at
all levels, especially for girls and women. Those who
acquire secondary and postsecondary education will
be able to compete for relatively high-paying jobs
currently occupied by foreign workers. This is ne-
cessary if the country is to sustain its current level
of growth and dynamism.
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Growth will continue to be weak, while inflation should remain moderate. Structural weak-
nesses relate to external trade, resource mobilization, and fiscal imbalances.

Nepal
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RECENT TRENDS AND PROSPECTS

GDP growth declined to 4.3 percent in 1997,
compared with 6.1 percent in 1996. The slow-

down was evident in all sectors, particularly the
nonagriculture sectors. Although the rapid growth
of nonagriculture sectors in recent years reduced the
share of agriculture in GDP from about 50 percent
in 1990 to 41 percent in 1997, agriculture is still
the single most important determinant of overall
economic performance. About 80 percent of the
total labor force depend on agriculture for their live-
lihood. Aided by the favorable monsoons, agricul-
ture grew 4.1 percent in 1997, close to the average
annual growth rate of the sector for the past two
decades.

Industrial growth slowed from 5.9 percent in
1996 to 3.2 percent in 1997, mainly because of slow
growth in construction. Although manufacturing
grew by a respectable 5.7 percent, this was lower
than in 1996. The major obstacles to further indus-
trial development are limited infrastructure, power
shortages, and a lack of skilled human resources.
The public sector has reduced its involvement in
many areas, and private sector participation has been
enhanced since 1992 through privatization, insti-
tutional reforms, and economic liberalization. In
addition, in September 1997 amendments to the
Industrial Enterprises Act reduced distortionary tax
holiday incentives.

The service sector grew by 5.0 percent in 1997,
down from 7.9 percent in 1996. This reflected a
significant slowdown in finance, real estate, and
community and social services. Increasing concerns
about environmental pollution, natural disasters
such as flash floods and landslides, malaria in India,
and political disturbances had an adverse effect on
tourism. Unemployment stood at about 23 percent
of the total labor force in 1997 and underemploy-
ment remains widespread.

Total budgetary revenues grew by almost
12 percent, less than half the government’s target,
and remained at about 11 percent of GDP in 1997.
Tax revenues have gradually increased their contri-
bution to 80 percent of total revenues (excluding
grants), and grew from less than 7 percent of GDP
in 1992 to 9 percent in 1997. The continued weak-
ness in revenue collection since 1995 reflects re-
duced growth of imports and changes in import
composition toward low tariff commodities. Imports
account for almost 30 percent of tax revenues
through custom duties, and sales tax generates
another 20 percent. In September 1997 the govern-
ment amended the Customs Act to improve cus-
toms valuations in preparation for the introduction
of an automated customs system at the international
airport.

With low revenue collections and lower than
expected foreign grants, the government’s fiscal per-
formance would have deteriorated in 1997 if not

1997 refers to fiscal year 1996/97, ending 15 July.
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Table 2.14  Major Economic Indicators: Nepal, 1995-1999
(percent)

Item 1995 1996 1997 1998 1999

Gross domestic product, growtha 2.8 6.1 4.3 3.7 4.0

Gross domestic investment/GDP 23.4 23.2 23.4 24.9 25.0

Gross national saving/GNP 15.2 10.3 12.5 13.1 13.0

Inflation rate (consumer price index) 7.6 8.1 7.8 7.5 8.0

Money supply (M2) growth 16.1 14.4 10.7 12.0 12.0

Fiscal balance/GDPb -4.6 -5.6 -5.3 -5.6 -5.8

Merchandise exports growth -9.6 1.7 10.3 4.0 6.0

Merchandise imports growthc 21.9 9.0 10.3 5.0 6.0

Current account balance/GDP -7.8 -12.8 -7.2 -8.7 -8.8

Debt-service/exports 7.9 8.4 8.2 8.4 8.2

Note: All data are on a fiscal year basis.
a At factor cost.
b Including grants.
c Cost, insurance, and freight.

Sources: Asian Development Bank (1998); Central Bureau of Statistics (1997a, b); Ministry of Finance data; and staff estimates.

for a significant shortfall in development expendi-
tures, which rose just 6 percent rather than the
33 percent envisaged in the budget. This was partly
due to a slowdown in project implementation
resulting from political disturbances and staff
changes after local elections. The fiscal deficit (in-
cluding foreign grants) improved slightly to 5.3 per-
cent of GDP in 1997.

Money supply (M2) growth slowed to 10.7 per-
cent, down from about 14 percent the previous year.
Net domestic assets, which account for more than
90 percent of the change in money supply since
1995, rose by 17 percent in 1997. Domestic credit
grew by 13 percent, and credit to the private sector
posted a relatively modest, but still respectable,
increment of 18 percent.

The auction of Treasury bills and securities
from the Central Bank is now an integral part of the
monetary program. Open market operations are a
principal instrument for controlling domestic liquid-
ity. In addition, the authorities took steps to reduce
the government’s automatic recourse to the Cen-
tral Bank’s overdraft facilities, which had compli-

cated the conduct of monetary policy in the past, by
placing a binding annual limit on its annual over-
draft of NRs1 billion as of the beginning of 1998.
The commercial banking system was strengthened
through the recapitalization of the two government-
owned commercial banks—Nepal Bank Limited and
Rastriya Banijya Bank—which account for about
65 percent of total deposits. The government
reduced its ownership in Nepal Bank Limited to
40 percent in early 1997 as part of its privatization
efforts. The Rastriya Banijya Bank is undertaking
major restructuring and is high on the government’s
priority list for privatization.

Inflation declined from 8.1 percent in 1996 to
7.8 percent in 1997, reflecting moderate price
changes. Because of the open border trading with
India, price developments in Nepal closely reflect
those in India.

The exchange rate was relatively stable in early
1997, with the Nepalese rupee depreciating about
3 percent against the US dollar, and thereby exert-
ing little inflationary pressure on the economy. The
currency’s depreciation since July 1997 reflects
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adjustment of the Indian rupee as well as the align-
ment of the real effective exchange rate to main-
tain the competitiveness of Nepalese products.

Exports continued to recover, with an increase
of more than 10 percent in 1997, compared with
1.7 percent the previous year. Imports showed a simi-
lar increase, up slightly from 9 percent in 1996, thus
maintaining the trade deficit at 23 percent of GDP.
Nepal generally has a large trade deficit because of
its low export base and high import levels. Remit-
tances from overseas workers were an important
source of earnings. Higher investment income also
contributed to the improvement in the current ac-
count. As a result, the current account deficit (ex-
cluding grants) improved by 38 percent to $354
million, or 7.2 percent of GDP. Inflows of official
grants and concessional aid continued to finance a
substantial portion of the current account deficit.
By the end of 1997, the balance of payments had
registered a surplus of $161 million and foreign ex-
change reserves had grown to $812 million, equiva-
lent to more than six months’ worth of imports of
goods and services.

Projections indicate that in 1998 real GDP
growth will be 3.7 percent, with increased crop pro-

duction and continued normal growth trends in the
financial, manufacturing, and service sectors. With
implementation of the Agriculture Perspective Plan,
revitalization of reform efforts, and favorable
weather, real GDP growth may reach 4 percent in
1999; however, agricultural growth is expected to
decelerate to 2.0 percent following unfavorable
weather conditions during the first quarter of 1998.

The government continues to encourage pri-
vate sector development in industry by pursuing
macroeconomic stability and removing distortions
in prices and regulations. The industry sector is
therefore forecast to grow by 4.6 percent in 1998
and 4 percent in 1999. Hydropower development
should also improve Nepal’s long-term development
prospects through power exports to India. In 1997
Parliament ratified the Mahakali Integrated Devel-
opment Treaty between India and Nepal, a joint
hydroelectric, irrigation, and flood control project,
and an agreement was also signed between the two
countries for possible investment in and financing
of hydroelectric projects by the private sector and
lending agencies. More development projects in sec-
tors like power, transportation, and irrigation would
support a gradual recovery in construction activi-
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ties. The strength of export demand for carpets and
garments will largely determine the prospects for
manufacturing.

Increased tourist arrivals and trading and
financial activities will support growth in services,
although at a lower rate than in the past. Providing
the necessary legal framework and continuing
economic liberalization efforts will foster greater
private sector participation. Service sector growth
is expected to exceed 4 percent in 1998 and 1999.

While forecasts indicate that domestic savings
and investment will increase in 1998 and 1999, the
resource gap is likely to widen. Economic liberaliza-
tion programs have not only helped to open up new
investment opportunities for investors, but have also
encouraged consumption and savings mobilization,
particularly through the establishment of rural fi-
nancial institutions. Therefore, the government’s
commitment to continue its efforts to improve re-
source mobilization will be crucial, including major
tax reforms and measures to ensure efficiency in the
financial sector and revitalize the capital market.

The 1998 budget includes programs to facili-
tate development activities and improve the stag-
nant revenue performance by strengthening tax
collection and administration. The value-added tax
introduced in November 1997 will further enhance
domestic revenues by expanding the tax base. While
the full impact of proposed tax reforms and revenue
mobilization measures will not be apparent for a few
years, government expenditures are expected to in-
crease in 1998, mainly because of adjustments in
civil service salaries and the implementation of ma-
jor projects. Thus despite the anticipated increase
in domestic revenues, the fiscal deficit as a percent-
age of GDP is likely to deteriorate in 1998. Net do-
mestic borrowing in 1998 will be contained at about
1 percent of GDP if revenue targets and anticipated
foreign grants and loans are realized.

Merchandise exports and imports are likely to
grow at roughly the same rate in 1998 and 1999,
and the current account will stabilize at just under
9 percent of GDP, compared with 7.2 percent in
1997. The expected increase in tourist visits as a
result of the “Visit Nepal Year 1998” campaign and
the operation of international flights by private sec-
tor airlines could raise net service receipts during

the next two years. However, the increase in the
service and transfer accounts surplus will not be
sufficient to cover trade deficits. Official capital in-
flows should increase substantially in 1998 and sub-
sequent years, reflecting improved use of external
aid. Net transfers are projected to increase tempo-
rarily because of the return of a large number of
Gurkha soldiers formerly stationed in Hong Kong,
China. Increased remittances can also be expected
from the increasing number of Nepalese workers in
the Middle East and India. The government’s total
outstanding external debt will increase to more than
55 percent of GDP in 1999, but the debt-service
ratio will remain below 9 percent of exports during
the next two years, as most foreign loans are on
concessional terms and substantial repayments are
not due to begin for some time.

POLICY AND DEVELOPMENT ISSUES

Even assuming favorable results from economic poli-
cies to increase private sector participation, substan-
tial government support will be needed to boost
overall development in the next few years. How-
ever, the extent of government support will be con-
strained by its limited capacity to mobilize domestic
resources and the country’s weak implementation
and monitoring capabilities. Measures are needed
to address the economy’s structural weaknesses,
particularly in the areas of external trade, resource
mobilization, and fiscal imbalances.

Reducing fiscal expenditures will be difficult
without further cuts in operation and maintenance
expenditures and/or local counterpart funds for new
development projects. However, the country can-
not afford any slippage in its fiscal targets, particu-
larly in revenue mobilization and domestic
borrowing, unless it accepts lower growth and/or
higher inflation and external imbalances. Under
these circumstances, the government will need to
tackle the structural weaknesses that are at the root
of the fiscal imbalances. This should include efforts
to reduce public service overstaffing, contain the
burden of loss-incurring public enterprises, priori-
tize development expenditures effectively to avoid
project underfunding, and find new sources of
revenues.
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In addition to a declining growth rate and stagnant production, investment and savings
performance continues to be weak, export growth is decelerating dramatically, and gover-
nance is weak and inefficient.

Pakistan
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1997 refers to fiscal year 1996/97, ending 30 June.

that include adopting major tax and tariff reforms
in March 1997, which substantially lowered tax and
tariff rates across the board. The purpose of reduc-
ing tax and tariff rates was to boost private sector
industrial activity, enhance productivity, and pro-
mote new production techniques. Furthermore, a
wide range of financial sector reforms that cover
capital markets, the central banking system, and
commercial banks are either under way or on the
drawing board. Although these reforms have pro-
duced some favorable outcomes in recent months,
such as a small increase in exports, major effects may
not be visible for one or two years.

In 1997 investment and saving rates remained
extremely low. Total investment as a percentage of
GNP fell to 18.4 percent in 1997 because of finan-
cial and foreign exchange constraints, low growth
in exports, policy conflict with the International
Monetary Fund (IMF), and frequent government
changes. The continued decline in national savings
since 1994 exacerbated the effect of these factors
on investment.

Official unemployment was reported at 2 mil-
lion, or 5.4 percent of the labor force, in 1997. How-
ever, given the definition of employment in the labor
force survey, that is, a person who works for at least
one hour during the reference period is considered
employed, actual underemployment is substantially
higher.

RECENT TRENDS AND PROSPECTS

GDP growth was only 3.1 percent in 1997.
Agriculture grew by just 0.7 percent because

of low productivity coupled with untimely rainfall
and cotton viruses. Manufacturing showed poor
growth of 1.8 percent, largely as a result of negative
growth in the large-scale manufacturing subsector,
which made up three quarters of total manufactur-
ing. This can be attributed to limited financial
resources, reduced exports, and outdated equipment.
Growth in the service sector also fell in 1997. During
1996 and 1997 foreign exchange reserves were at a
precarious level, equivalent to an average of only
about four weeks worth of imports.

Two factors are responsible for the low growth
and the accompanying high macroeconomic insta-
bility. The first is the political situation, which has
included frequent changes of government and an
unstable law and order situation in Karachi.
Although the three-month-long political crisis
ended in December 1997, its economic consequen-
ces have persisted. The second factor is structural
bottlenecks, such as persistent fiscal imbalances,
limited financial resources, and inadequate infra-
structure. Lengthy legal procedures and poorly
organized regulatory systems aggravate the situation.
To deal with these weaknesses, the government has
undertaken a series of broadly based policy reforms



135SOUTH ASIA

Budgetary deficits have long impaired efforts
to achieve macroeconomic stability. In an effort to
reduce the deficit, in 1997 the government stream-
lined development plans and projects and cut the
Public Sector Development Plan budget by 19 per-
cent. It also restructured the tax system to tax agri-
cultural income more efficiently. However, these
efforts met with limited success, as the consolidated
budget deficit remained at 6.3 percent of GDP, the
same as in 1996. This led to substantial domestic
borrowing from financial markets, which financed
more than 80 percent of the deficit.

Government borrowing for budgetary support
is a main contributor to domestic credit expansion.
The banking and financial sector also suffers from
extensive levels of loan defaults, which by 1997
amounted to 7 percent of GDP. The authorities
pursued a tighter monetary policy in 1997 and the
rate of M2 growth decelerated to 13.1 percent. How-
ever, inflation was 11.6 percent, about 2.6 percent-
age points above the government’s target, as a result
of fiscal laxity in 1996.

Commodity exports declined by 2.7 percent
in 1997, mainly because excessive rains curtailed

cotton production. Other major products whose
exports suffered included raw leather, medical
instruments, and chemicals and pharmaceuticals.
Persistent inflation, a low-technology industrial base,
and a shortage of financial resources hindered any
recovery in exports. Imports were 5 percent lower
than in 1996. The rise in capital goods imports was
offset by the decline in imports of food (except for
wheat and rice), chemicals, and metals. As a result,
the trade deficit improved marginally in 1997. And
despite the widening of the deficit on the services
account because of increased debt servicing, the
current account deficit narrowed to 6.5 percent of
GDP. However, there was a significant drop in the
capital account surplus, which led to a considerable
decrease in foreign exchange reserves.

If the government continues both its economic
and governance reforms and no severe natural
disasters take place in the next two years, Pakistan’s
macroeconomic prospects are likely to improve. GDP
growth is projected to be a little more than 5 per-
cent in both 1998 and 1999. The agriculture sector,
after its minimal growth in 1997, is forecast to grow
faster. With the government’s support for private

Table 2.15  Major Economic Indicators: Pakistan, 1995-1999
(percent)

Item 1995 1996 1997 1998 1999

Gross domestic product, growtha 5.2 4.6 3.1 5.1 5.5

Gross domestic investment/GNP 18.3 18.7 18.4 20.0 22.0

Gross national saving/GNP 14.2 11.6 11.4 12.5 13.5

Inflation rate (consumer price index) 13.0 10.8 11.6 10.0 10.2

Money supply  (M2) growth 16.6 14.9 13.1 14.2 15.0

Fiscal balance/GDPb -5.5 -6.3 -6.3 -5.0 -5.0

Merchandise exports growth 16.1 7.1 -2.7 6.0 9.0

Merchandise imports growth 18.5 16.7 -5.0 0.5 10.0

Current account balance/GDPc -4.1 -7.1 -6.5 -5.1 -5.2

Debt-service/exports 34.9 33.9 37.0 35.0 34.0

Note: All data are on a fiscal year basis.
a At constant factor cost.
b Based on consolidated federal and provincial accounts and including surplus of autonomous bodies.
c Excluding official transfers.

Sources: Economic Adviser’s Wing (1997); State Bank of Pakistan (1997, 1998); Asian Development Bank (1997b); and staff
estimates.
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meet the accompanying IMF macroeconomic
targets. A critical issue in this context is revenue
collection. According to estimates by independent
tax experts, revenues are expected to fall some 15
to 20 percent short of the target during 1997. Thus
to adhere to the budget deficit target prescribed by
the IMF the government needs to broaden the tax
base, revamp tax administration, and rationalize
government expenditures.

The level of foreign exchange reserves has also
been a source of concern. This will probably reduce
Pakistan’s ability to import capital and intermediate
goods, thereby prolonging the industrial recession
of 1996 and 1997, when 4,000 factories closed down.
A high priority is the need to increase the growth of
exports and rationalize imports.

POLICY AND DEVELOPMENT ISSUES

Economic growth has barely kept pace with popu-
lation growth, and the debt-service ratio reached
37 percent, the highest in Asia. To revive economic
dynamism, Pakistan must promote investment and
exports.

The two 1997 IMF programs require a num-
ber of medium-term reforms needed to revitalize the
economy. To promote growth the government is to

sector-led industrialization, industrial output is also
expected to increase. Likewise, the service sector is
projected to grow because of a gradual recovery in
the financial sector. Projections also indicate that
exports will increase because of improved industrial
activity in 1997 and that imports are likely to
increase only marginally because of increased
imports of petroleum products and chemical prod-
ucts. Therefore, the current account deficit is
expected to decline further to a little more than
5 percent of GDP in 1998 and 1999.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

Pakistan suffers from a number of macroeconomic
imbalances and structural problems, which in the
past were frustrated by slippages in policy implemen-
tation. As a consequence, in October 1997 the IMF
approved SDR1,137.3 million ($1,558 million)
under two of its programs (the Extended Fund
Facility and the Enhanced Structural Adjustment
Facility) for macroeconomic adjustments and
reforms. Under these programs Pakistan is to rein in
the inflation rate and current account deficit.

An important issue in short-term economic
management relates to the government’s ability to
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strengthen the private sector and rationalize the
public sector. The privatization program is to be
given a new impetus by privatizing public assets in
the manufacturing, power and gas, and telecommu-
nications sectors. This program is to be extended to
the financial sector, complemented by efforts to
strengthen supervisory and regulatory institutions.
Although the two IMF programs focus on fiscal and
balance of payments areas, education, health care,
population welfare, and family planning are also
addressed. Therefore expenditures on the social sec-
tors will rise in the near term.

Promoting Investment and Saving

Gross national investment has been low: as a
percentage of GDP it stood at around 18 percent
during 1995-1997, while such high-performing
Asian countries as Indonesia and Malaysia were
investing more than 30 percent of their GDP. To
achieve a growth rate of 6 percent per year will
require an investment ratio of about 25 percent,
which implies that the savings rate must rise. How-
ever, a low savings rate is one of Pakistan’s major
problems. The national savings rate hovers at about
12 percent of GNP, one of the lowest levels in Asia.
Pakistan’s financial sector, which is dominated by
nationalized banks, is ineffective in mobilizing
savings. The 360 national savings centers are pri-
marily designed to help finance public sector defi-
cits. Specialized private savings institutions are
nonexistent, the insurance industry is small, and the
growth rate of quasi-money is far slower than in other
Asian economies. The result is that financial insti-
tutions have developed little in the past two decades.
If this situation is remedied, savings performance
will improve.

As households with fewer dependents save
more and family size is gradually declining in

Pakistan, the savings rate may rise in the medium
term. An increase in the real interest rate would
also improve savings performance. Evidence from
other Asian economies indicates that a relatively
small rise in the interest rate can lead to a large
increase in savings.

Encouraging Exports to Revive
the Economy

As noted earlier, exports contracted in 1997, caus-
ing low utilization of industrial capacity. The decline
in Pakistan’s exports can be attributed in part to an
unfavorable commodity composition. Most exports
are either primary, for instance, rice, for which
demand has not been growing rapidly, or manufac-
tured products, for which market access is limited,
for example, the Multifibre Arrangement currently
restricts Pakistan’s textile exports. Export promotion
policies should therefore address production as well
as marketing.

The potential for upgrading the major export
industries is vast. For instance, local firms should be
encouraged to capture some of the world’s fashion
garments and leather product markets by develop-
ing joint ventures with firms in the industrial world.
As concerns textiles, the emphasis should be on pro-
ducing ready-made textiles and high-end fabrics.
There is a large market in Asia and Africa, as well
as in the industrial economies, for embroidered cloth,
lace, and so on. By developing a large production
base of such high value-added items (which are also
labor-intensive), Pakistan could develop a reason-
ably large export market. To this end, the govern-
ment should not only encourage appropriate
incentives, but should ensure the presence of the
physical and institutional infrastructure necessary
for a smooth supply of required imported materials
and other inputs.
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Despite the prolonged ethnic strife, Sri Lanka’s economic fundamentals continue to improve,
although the regional currency crisis may have some indirect impact on future prospects.
Foreign direct investment increased in 1997 and contributed to a balance-of-payments sur-
plus of more than $400 million.

Sri Lanka
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RECENT TRENDS AND PROSPECTS

GDP growth accelerated to 6.3 percent in 1997,
a significant increase from the 3.8 percent

growth in 1996. This was primarily due to recovery
in the agriculture sector, which grew by 5.4 percent
in 1997 as fair weather resulted in good crops.
Manufacturing remained the most dynamic sector
in 1997, growing at around 9 percent, stimulated
by buoyant demand for Sri Lanka’s manufac-
tured exports such as garments and rubber goods.
Growth in the services sector was also robust, par-
ticularly in the communications, banking and
finance, and tourism-related sectors. Despite con-
tinuing civil conflict, tourist arrivals recovered
strongly from the 1996 slump, increasing by more
than 20 percent.

Investment was about 26 percent of GDP and
domestic savings ran at 17 percent in 1997, slightly
up on 1996. Increased business confidence and a
decline in interest rates translated into higher private
domestic investment. The reduction of the budget
deficit and the use of privatization proceeds to retire
public debt also stimulated private investment by
reducing public sector claims on available financial
resources. Local investors and a high demand for
plantation sector shares dominated activity on the
Colombo Stock Exchange. Foreign investors con-
tinued to remain cautious because of the turbulent
situation in Asia.

Unemployment declined to about 10 percent
of the labor force, a moderate fall from the 1996
figure. Real wages continued to decline in industry,
commerce, and services in 1997, but remained
substantially unchanged in agriculture. To correct
distortions in relative salaries, the government raised
civil service wages and allowances by an average of
12 percent in 1997, with a further 15 percent
increase planned for 1998.

The 1997 budget was designed to continue
fiscal consolidation and achieved the target of
limiting the budget deficit to 4.9 percent of GDP.
Government revenues were up nearly 15 percent in
nominal terms, reflecting increased tax collection
from improved corporate profits, and government
expenditures did not increase significantly. The
recent decline in wheat prices resulted in savings
on subsidies. The privatization of 35 percent of
Sri Lanka Telecom was finalized in A ugust 1997, and
yielded $225 million to the government, a large share
of which the government used to retire Treasury bills.
This reduced government debt and the interest pay-
ment burden. The sale of government-held con-
vertible debentures for the National Development
Bank raised an additional $73 million, further easing
public budget constraints. Over time, the fall in
interest rates and the partial shift in government
borrowing from short-term to medium-term debt
should have a positive impact on the budget’s
interest component.
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Monetary policy was eased considerably in
1997, with broad money growing by 14.7 percent,
and the statutory reserve ratio was lowered in two
steps. Combined with greater fiscal discipline, these
measures helped reduce interest rates considerably.
The yield on one-year Treasury bills fell to 10 per-
cent in 1997 from 17 percent in 1996, and the prime
lending rate declined from 18 to 12 percent. Given
the relatively long duration of deposits, deposit rates
did not fall by as much, creating temporary pressure
on bank intermediation spreads and profitability.

The inflation rate declined from 16 percent
in 1996 to 9.6 percent in 1997. Annual average in-
flation was on a declining trend since the start of
the year because of improved supplies of rice, veg-
etables, coconut, and other food crops and the lower
cost of money as a result of declining interest rates.

Imports grew by 7 percent in 1997 in dollar
terms, while exports increased by approximately
13 percent. Investment and intermediate goods led
the recovery of imports, followed by consumer prod-
ucts. Industrial exports, particularly clothing, leather,
and rubber products, led export growth. Agricul-
tural exports also rose because of favorable tea and

coconut prices, and a modest expansion in volume.
In the first ten months of 1997 tourist arrivals were
22 percent higher than in 1996 and tourist earnings
were 29 percent higher, resulting in an improved
services account. Overseas remittances increased by
9 percent and the current account deficit fell to
2.1 percent of GDP in 1997, down 3 percentage
points from 1996.

The capital account balance was positive in
1997, reflecting a 27 percent increase in long-term
foreign aid inflows and more than $550 million of
foreign investment. Large-scale privatization of
Sri Lanka Telecom and the National Development
Bank contributed to these inflows. The balance of
payments closed with a $400 million surplus at the
end of 1997, increasing reserves to approximately
five months worth of imports. The exchange rate
depreciated by nearly 7 percent in nominal terms
during 1997, with the depreciation rate accelera-
ting in the last two months of the year. In real terms,
the exchange rate remained relatively unchanged.

Projections indicate that the economy will
continue to grow at a rate of between 5 and 6 per-
cent in both 1998 and 1999. In the absence of

Table 2.16  Major Economic Indicators: Sri Lanka, 1995-1999
(percent)

Item 1995 1996 1997 1998 1999

Gross domestic product growtha 5.5 3.8 6.3 5.6 6.0

Gross domestic investment/GDP 25.7 24.2 25.8 26.7 27.6

Gross domestic saving/GDP 15.3 15.5 16.5 17.5 18.0

Inflation rate (consumer price index) 7.7 15.9 9.6 10.0 9.0

Money supply (M2) growth 19.2 10.8 14.7 14.0 13.0

Fiscal balance/GDP -9.6 -8.9 -4.9 -5.7 -4.0

Merchandise exports growth 18.7 7.9 13.0 9.0 10.0

Merchandise imports growthb 11.6 2.5 7.0 10.0 9.0

Current account balance/GDPc -6.3 -5.3 -2.1 -4.2 -4.0

Debt-service/exports 11.6 12.9 11.4 11.2 11.0

a At constant 1982 factor cost.
b Cost, insurance, freight.
c Excluding official transfers.

Sources: Central Bank of Sri Lanka (1997); Siripala (1997); Ministry of Finance and Planning (1997); and staff estimates.
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ment, stimulated by a decline in interest rates, is
expected to expand and support growth. As the
public sector’s financing requirements decrease, a
reorientation of the private sector’s savings should
take place from traditional saving deposits and
investment in government securities to other finan-
cial instruments.

The 1998 budget envisions a deficit reduction
to 6.5 percent of GDP in 1998 and 4 percent by
2000. The improvement in government accounts
in 1998 is to be achieved through lower real current
expenditures and an expansion in capital expendi-
tures, matched by increased revenues. The revenues
from privatization in 1998 are projected to be $125
million, or one third of those in 1997. Defense ex-
penditure remains as a potentially destabilizing com-
ponent in the budget, although the government has
asserted that it will not exceed defense targets.

Also included in the 1998 budget are a num-
ber of investment promotion measures to which the
business community has reacted favorably. These
measures include accelerated depreciation and
investment tax credits, duty exemptions for imports
of advanced technology machinery and equipment,

adverse weather conditions, expectations are that
the agriculture sector will grow 3 percent per year
in both years. Tea is likely to perform well in the
next two years, with stable or growing output and
prices, while rubber prices are likely to recover mod-
erately. The industry sector is forecast to grow by
around 8 percent in 1998 and 1999. Stronger price
competition by Southeast Asian countries in
Sri Lanka’s export markets and a possible reduction
in foreign investment flows will partially offset the
positive impact of the incentives included in the
1998 budget. The services sector is anticipated to
grow by more than 5 percent in 1998 and 1999, re-
flecting increased tourism, greater activity in the
retail and wholesale sector, and growth in the bank-
ing and finance subsectors.

Savings and investment patterns will depend
on the general health of the economy, on the
government’s ability to reduce the budget deficit,
on the continuation of privatization, and on success
in containing the impact of the Asian currency
turmoil on Sri Lanka. Gross domestic investment is
projected to increase to about 27 percent of GDP in
1998 and 28 percent in 1999. Private sector invest-
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nale for a second wave of privatization clearly, and
should continue to pursue the privatization and/or
commercialization of public enterprises with
attention to the development of an appropriate regu-
latory framework. Structural measures on pensions,
on the size and efficiency of the civil service, and on
other relevant expenditure and revenue items will
continue to be needed to achieve the government’s
target of a budget deficit equivalent to 4 percent of
GDP by 2000.

Reducing the deficit and the government’s
financing requirements would also have beneficial
effects on the financial market. The immediate
impact would be lower interest rates, which would
reduce the crowding out private sector investment
has experienced and generate a virtuous cycle of
lower budget outlays for public debt service and still
lower deficits. This would permit lengthening the
maturity of government debt, which would free the
government from frequent renewal of short-term
debt and would provide useful benchmarks for
developing the long-term debt market, which is
currently extremely thin. This should be accom-
panied by other interventions to strengthen
governance in the financial sector, such as improved
accountability by and performance of the two state-
owned commercial banks and more stringent
prudential regulations and banking supervision.

The status of the ongoing civil conflict is a
key determinant of the country’s long-term devel-
opment prospects. Successful conclusion of the con-
flict would increase investor confidence, reduce the
drain of defense expenditures on the budget, free
resources for investment and economic growth, and
lead to a resurgence in tourist arrivals. This would
lead to an upward revision of the growth outlook
and offer the potential for sustained growth.

and extended tax holidays for investment and em-
ployment creation in backward areas. The budget
also introduced a goods and services tax that will
replace the business turnover tax.

The government will have to manage mon-
etary policy prudently to accommodate growth with-
out fueling inflation. Inflation in 1998 and 1999
should remain at, or slightly above, the 1997 rate of
9.6 percent. Interest rates will be influenced by the
extent of fiscal consolidation and the strength of
economic growth and monetary expansion.

Exports and imports are expected to grow by
some 9 to 10 percent in 1998 and 1999. Improved
agricultural exports will reflect increased export de-
mand and higher prices. Manufactured exports will
face stronger competition from some Asian coun-
tries whose exchange rates have depreciated sharply.
Duty exemptions granted in the 1998 budget will
sustain import growth. Services receipts are expected
to  increase as the tourist industry recovers and eco-
nomic activity strengthens generally, and the cur-
rent account deficit will remain at some 4 percent
of GDP. Private capital inflows are likely to moder-
ate, particularly in 1998, as the international cli-
mate becomes more cautious and economic
adjustment takes place in some economies that have
been traditional sources of foreign direct investment.

POLICY AND DEVELOPMENT ISSUES

Maintaining fiscal discipline remains a critical eco-
nomic policy issue. The public deficit (as a percent-
age of GDP) has declined for three consecutive
years, and the authorities have set targets to con-
tinue on this path. The use of privatization revenues
to retire public debt sent an important signal to
markets. The government should define its ratio-
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For the Cook Islands, 1997 refers to fiscal year 1997/98, ending 31 March; for Samoa and Tonga, the fiscal year ends on 30 June;
and for the Marshall Islands and the Federated States of Micronesia, the fiscal year ends on 30 September. All other references
are to the calendar year.

Cook Islands, Kiribati, Marshall Islands,
Federated States of Micronesia, Samoa,

Solomon Islands, Tonga, Tuvalu, and Vanuatu

The year 1997 was a tough one for the Pacific developing member countries (DMCs). Most
experienced contractions in their real GDP growth rates, and some even registered absolute
declines in their GDP. Inflation stayed subdued in most of these countries, while large trade
and current account deficits remained a common feature of their external accounts.

Most of the economies of the Pacific DMCs
are highly dualistic, consisting of a sub-

sistence sector on which a large segment of the popu-
lation depends for its basic livelihood and a
predominantly urban sector that accounts for the
bulk of measured GDP and for most formal employ-
ment. The Pacific islands vary widely, however, in
terms of their size, resource endowments, economic
growth potential, and institutional capacity for eco-
nomic management. The smaller Pacific island
economies tend to have extremely small resource
bases. Manufacturing is generally limited, and public
sector budgets tend to account for high proportions
of GDP and stay in deficit. Six of the Pacific DMCs
have no national currency, which constrains their
choice of policy instruments. The Cook Islands uses
the New Zealand dollar, the Marshall Islands and
the Federated States of Micronesia use the US dollar,
and Kiribati and Tuvalu use the Australian dollar.

Most of the Pacific DMCs found 1997 to be a
challenging year. Their GDP growth slowed, and
they ran large current account deficits. Sluggish
demand for the Solomon Islands’ commodity exports
contributed to its current account deficit in 1997.
For Cook Islands, Samoa, Tonga, and Vanuatu, tour-
ism receipts continued to be a principal source of

foreign exchange. In the case of the Marshall Islands
and the Federated States of Micronesia, official
transfers from the United States persisted as the
main source of external income.

COOK ISLANDS

The Cook Islands are still dealing with the after-
math of the 1995 fiscal crisis. Growth is recovering,
but remains weak, and privatization has been slow.
While tax reforms are under way, tariff reform is
needed.

After recording steady growth for most of the
1980s and early 1990s, the economy contracted
sharply starting in mid-1994, and exhibited contin-
ued weakness in 1995 and 1996, with output falling
by around 5 percent per year in both years. The con-
traction in GDP in 1995 was caused largely by a
currency crisis and a fall in tourism. In 1996 the
cause was a fall in expenditure as the government
cut the pay of civil servants and continued with a
substantial retrenchment of staff. These measures
were necessary because the government had fi-
nanced much of its earlier expenditure, which had
been a major factor in driving growth, by borrow-
ing, which proved to be unsustainable.
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However, some recovery occurred in 1997,
with a growth rate of 0.5 percent. Small-scale activity
increased as many of the displaced public servants
established small businesses. Tourism, the largest
private sector activity, performed well in the first
half of 1997 before weakening somewhat in the
second half. The first three quarters of 1997 saw a
5 percent rise in visitor arrivals compared with the
same period a year earlier, and hotel occupancy rates
rose from 57 to 61 percent. The sale of two resorts
to the private sector will further improve the sector’s
prospects. The value of pearl exports for the first six
months of 1997 was $1 million, almost the same as
for the entire year in 1996. While a major cyclone
late in the year devastated the main pearl produc-
ing island, significant damage was confined to in-
frastructure, and the pearl crop was not damaged.
In any case, the main farmers had reportedly estab-
lished substantial reserves.

The reduced public sector employment is be-
ing partially offset by a rise in informal and formal
employment in the tourism, agriculture, and marine
sectors. However, the scale of the reduction in pub-
lic sector employment has been massive, and many
people have left the country. Estimates indicate that
since the restructuring began in 1995, some 2,000
people, or a little more than 10 percent of the popu-
lation, have moved away.

Inflation was negative in 1996 and 1997, and
the fall in prices was fairly broadly based across such
sectors as  food, clothing, housing, and transport.

While external accounts have been problem-
atic in the 1990s, improvements have taken place
since 1992-1993. The current account for 1997 is
estimated to show a small surplus.

 The land under tillage is increasing, and the
agriculture sector should continue to contribute to
exports. Copra exports have recommenced, and both
the pawpaw and mango industries have seen posi-
tive developments since the privatization of the paw-
paw heat treatment plant in 1996 and the agreement
on protocols for re-establishing mango exports to
New Zealand in late 1997. However, agriculture is
not likely to become a major source of income given
the limited amount of land available. While the
islands currently do not export fish, foreign interest
in establishing joint ventures has been expressed.

The ratio of government expenditure to GDP
remained at around 50 percent. Even though fur-
ther expenditure cuts are planned, a high govern-

ment debt means that the community will have to
bear the cost of previous poor budget management
for some time. Excluding the stalled Vaimaanga
Hotel project, external debt was $63 million in late
1996, and would more than double if the hotel were
included. Debt servicing costs for fiscal year 1997
were projected to be 19 percent of GDP. Aid is still
the single largest source of funding, but internal
sources are projected to account for 72 percent of
revenues in 1997.

Projections indicate that growth will pick up
in 1998 and 1999 to levels of around 4 to 5 percent.
Key assumptions underlying this prediction are that
investment for more new hotels will be available and
that pearl exports will continue to increase as the
result of developments on two new pearl farming
islands. Over the next few years the current account
is expected to move into a modest deficit from a
small surplus in 1997 as imports rise in line with
economic recovery. Income from remittances from
islanders living abroad and more of readily avail-
able opportunities to migrate to Australia and New
Zealand will also help to maintain income standards.
Inflation should remain low, reflecting developments
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in major trading partner countries, and fiscal and
external balances should remain manageable.

Building on the recovery that was under way
in 1997, maintaining prudent fiscal policies, tax re-
form, and the facilitation of private sector activity
are the critical short-term economic performance
issues. Because of the earlier financial crisis, the
government can no longer borrow and must run a
balanced or nearly balanced budget. Given the cur-
rent economic situation and projected revenues, the
estimated deficit without adjustments to the 1998
budget is nearly 2 percent of GDP. Further reduc-
tions in government expenditure will be needed to
ensure a balanced budget.

 Privatization and tax reform have been key
aspects of the strategy to promote private sector
activity, but overall progress on privatization has
been disappointing. As of mid-1997 the government
had sold about NZ$12 million worth of assets, in-
cluding some tourist resorts, the Broadcasting Cor-
poration, the Printing Office, and the Housing
Corporation. In addition, by August 1997 the gov-
ernment had made substantial progress in finalizing
the sale of the Rarotongan and Rapai hotels. How-
ever, it is reluctant to accommodate extensive for-
eign involvement, and the privatization of transport,
power, and telecommunications operations faces
difficulties because of concerns about foreign own-
ership and monopoly power. The government is still
committed to privatization, but is considering the
design and implementation of a Trade Practices Act
to deal with market power and other trade practice
issues.

Recent major reforms of the tax system are an
important feature of the government’s development
objectives. Prior to the reforms the Cook Islands had
almost 300 different income tax rates that ranged
from 7 to 37 percent. Now there are only four tax
bands with a top tax rate of 30 percent. A value-
added tax of 12.5 percent has replaced the old turn-
over tax.

The new system will reduce the tax rate for
foreign-owned companies from 27.5 to 20 percent,
will allow immediate deduction of the full cost of
capital equipment, and will not issue any new con-
cessions for economic development. The new com-
pany tax will also remove the double taxation of
dividends, as it will only levy taxes on net profits
less dividends, therefore only taxing dividends once
at the personal level.

These tax reforms will create a more efficient
and equitable system. The initiatives to allow im-
mediate deductions for all capital equipment and
remove concessions for economic development
should prove particularly effective. However, the
tariff (import levy) system still needs to be reformed.
The existing tariff system has had distortionary and
protective effects and has generally contributed to
a higher cost structure than in other countries. The
government has maintained the import levy as a
safety net because of uncertainty about the levels of
value-added tax revenues. It has, however, agreed
to reduce tariff rates if the revenue collected from
the tax exceeds the target level.

Most local producers of products that com-
pete with imports receive a protective tariff of at
least 20 percent. Commodities covered include co-
conut milk, printed T-shirts, fresh fish, fresh veg-
etables, soft drinks, ice cream, cut flowers, coffee,
pawpaws, pineapples, and citrus fruits and their
juices. There are also numerous anomalies in the
levy rates that reflect the lack of a consistent, guid-
ing rationale for setting rates and problems related
to the exemptions that apply when a good is im-
ported for private use.

Given the government’s emphasis on encour-
aging efficient private sector development, tariff re-
form is particularly important. Industries that can
only be sustained through protection will harm the
economy in the long term, and if the economy is to
expand, it must do so through its export goods sec-
tor, which is generally hindered by high and
distortive tariffs. High average tariff rates on busi-
ness inputs raise costs, and thereby reduce competi-
tiveness. The tourism industry faces the biggest
problem because of its high dependence on imports.
The pearl industry is also at a disadvantage because
of the levies on some of its equipment.

The new value-added tax and direct tax sys-
tems could serve as a model that other Pacific island
countries could aspire to. However, a sound design
is not in itself sufficient to ensure a well-performing
tax system. It must also be well implemented and
supervised.

KIRIBATI

Although weak growth has become a long-standing
economic feature, the devaluation of the Austra-
lian dollar has benefited the economy in several
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to rely on domestic taxes and revenues to cover
recurrent expenditures and to use the RERF to cover
unexpected shortfalls. A capital budget has been
largely funded by external assistance in the form of
concessionary loans or direct grants from donor
countries.

For most of the past ten years Kiribati main-
tained large fiscal surpluses that contributed to the
objective of expanding the RERF. However, in 1995
a new government adopted a more active fiscal
policy stance to encourage faster growth. It increased
recurrent expenditures substantially to finance a
large public sector wage increase and to form two
new ministries. This increased the fiscal deficit
substantially in 1995. And while the deficit declined
in 1996, it rose again in 1997. While current
expenditure has increased relative to GDP in recent
years, development expenditure has been halved.
This is bound to have an adverse effect on future
growth prospects.

While the expansionary fiscal stance in 1995
and 1996 may have supported higher growth, this
impact is only likely to be temporary. If the govern-
ment is to improve long-term prospects, it needs to
avoid a steep rise in its recurrent expenditures, even

ways. Key development strategies include reform-
ing the public sector and public enterprises, facili-
tating foreign investment, and reallocating
development expenditure.

Real GDP growth averaged a little more than
7 percent per year from 1994 through 1996. This is
an improvement over the average for the early 1990s
and reflects a shift to expansionary fiscal policies.
The key productive sectors—fishing and copra—
have contracted though, because of poor climatic
conditions. Inflation has been declining broadly in
line with that of Kiribati’s major trading partners,
particularly Australia, whose currency is used as legal
tender. The estimated growth rate for 1997 is
3 percent.

Domestic lending by the Bank of Kiribati has
remained relatively low. Lending rates have been
generally stable, while deposit rates have declined
slightly in line with Australian conditions. Increased
government expenditures have been largely financed
by a more aggressive drawdown of funds from the
Revenue Equalization Reserve Fund (RERF), which
is an accumulation of long-term budget surpluses
estimated to be about A$460 million in December
1997. These funds are invested in several different
international capital markets, which provides
Kiribati with steady interest and dividend income.

One of the government’s objectives is to main-
tain the real per capita value of the RERF. This
objective was at risk prior to the recent devaluation
of the Australian dollar; however, its devaluation in
late 1997 and early 1998 by about 12 percent has
substantially increased the RERF’s value, as much
of the portfolio is in currencies other than the Aus-
tralian dollar. However, devaluation of the Austra-
lian dollar will raise the cost of imports, given
Australia’s importance as a source of imports, but
export revenues in Australian dollars should rise as
the devaluation increases exports, the most impor-
tant of which is copra to Bangladesh. License fees
for foreign fishing are also an important source of
revenues, and most are customarily paid in US dol-
lars. Thus the overall impact of the currency
devaluation on the RERF, as well as on the economy,
has been positive. The budget should revert to a
small surplus in the near future.

Weak growth, government domination, and
cautious macroeconomic management have been
long-standing features of the economy. The typical
approach to macroeconomic management has been
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The budget is expected to return to surplus as
the economy benefits from increased production in
the copra and fisheries sectors and from higher
remittances, fishing license fees, and investment
income as a result of the weaker Australian dollar.
However, the long-term outlook is not as encourag-
ing. Kiribati faces daunting environmental, eco-
nomic, and social development challenges. In
addition, its isolation and cultural factors are likely
to slow the extent to which the government can
implement development strategies effectively.

MARSHALL ISLANDS

While grants under the so-called Compact agree-
ment have financed a massive level of government
expenditure, the economy has been contracting
since 1996. Two critical challenges are reducing the
government’s overall involvement in the economy
and development of private sector activities.

The economy contracted substantially after
1996 because of major reductions in government
expenditure. Estimates indicate that real GDP
declined by about 5 percent per year in 1996 and
1997, partly because of tight lending conditions and
lower copra production because of bad weather.

The Compact of Free Association with the
United States, which provides for substantial finan-
cial and technical assistance from the United States
for a 15-year period that ends in October 2001,
dominates the economy. Total financial assistance
for the entire period is estimated to be $790 mil-
lion. The most important part of this assistance is
the base grant, but federal grants and access to in-
kind assistance are also available. Significant reduc-
tions in the base financial grant occurred in 1992
and 1997. Explicit payments declined from 70 per-
cent of GDP in the late 1980s to less than 50 per-
cent in 1997. These grants have financed a massive
level of government expenditure. The fiscal situa-
tion is also dominated by the availability of foreign
grants under the Compact. The budget deficit be-
fore grants averaged nearly 70 percent of GDP in
the first half of the 1990s, but after the grants this
was down to about 15 percent.

The overwhelming reliance on grants from the
United States without any conditions attached to
ensure effective use of the funds has had pervasive
and damaging effects on the  Marshall Islands’ abil-
ity to develop a productive economic base. The

if the RERF continues to increase in value. Ensur-
ing that as any surplus develops it is spent on devel-
opment activities that facilitate private sector
development and public sector reform is important.
Also, the RERF’s resources need to be deployed more
as productive investment and less as government
expenditure.

Kiribati is one of the poorest Pacific island
countries and one that faces large challenges in its
efforts to sustain economic and social development.
Kiribati consists of 33 coral atolls with a total land
area of only 810 square kilometers spread over 3.5
million square kilometers. Most islands are narrow
and low lying, and have limited agricultural poten-
tial because of corralline soils and periodic droughts.

The population is nearly 80,000 but is con-
centrated on the South Tarawa atoll, where some
30,000 people live, mostly in extremely unsanitary
conditions. Increasing environmental health prob-
lems, especially diarrhea, have been linked to
groundwater and lagoon pollution. Infant death
rates of 65 per 1,000 are the highest of all the Pacific
island economies and about triple the average for
Fiji, Samoa, and Tonga. Unless the pressure on the
natural environment is reduced or the authorities
commit substantial expenditures to expanding and
maintaining water and sewerage systems, further
health problems are inevitable.

Most people are employed in subsistence
activities. The public sector, which accounts for more
than two thirds of GDP, dominates formal sector
activity. The production base is narrow, with copra
and fish being the principal exports. The National
Development Strategy has adopted a new approach
of formulating a strategic framework for develop-
ment rather than setting out a comprehensive
development plan. The specific measures taken
under the strategy are (i) reducing and reforming
the public enterprise sector, (ii) attracting foreign
investment, and (iii) restructuring the budget in
favor of private sector development to reduce the
public sector’s dominance over the economy. The
government will focus on providing social services
and infrastructure and on establishing an enabling
investment environment. Nongovernment organi-
zations help with developing human resources and
providing social support systems. Donors are
expected to continue to play an important role in
developing infrastructure and providing technical
assistance.
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problem has now reached crisis stage because the
government borrowed heavily against all future
Compact resources. Recent budgets have recognized
the need to make urgent and substantial adjust-
ments. Measures have included reforming the pub-
lic sector; cutting real wages; reducing the size of
the civil service; lowering subsidies for public enter-
prises; implementing an across-the-board increase
in import duties; and increasing duties on petroleum,
alcohol, cigarettes, cars, and other luxury items.

The external position also reflects the substan-
tial dependence on Compact funds. Excluding offi-
cial transfers, the current account deficit averaged
60 percent of GDP in the first half of the 1990s. As
the government had borrowed heavily against fu-
ture Compact funds, substantial capital outflow oc-
curred during the mid-1990s. External debt stood
at $141 million in 1994-1995, or 134 percent of GDP,
with debt service at the alarming level of more than
40 percent of exports.

The rate of inflation during 1996 was 6 per-
cent, falling slightly to 4 percent in 1997.

The current program of fiscal stabilization ini-
tially emphasized expenditure cuts along with rev-
enue raising measures designed to have a greater
impact during 1997-2000 than previously. Tax re-
forms have included raising income taxes and in-
troducing a value-added tax in late 1998. The
government is also considering making complemen-
tary changes to the income tax to help offset the
regressive effects of the value-added tax and has
taken steps to improve the independence and effec-
tiveness of the tax administration. These planned
changes to the tax system will provide the Marshall
Islands with one of the most economically efficient
tax policy environments in the Pacific. Merely re-
turning the budget to a balanced position in the next
few years will not be sufficient. Substantial fiscal
surpluses that average more than 20 percent of GDP
are needed each year until 2001, largely to meet
principal repayments. While the government has
already made substantial adjustments, further ad-
justments will be needed for several years

Incomes in urban centers are much higher
than in rural areas, but considerable inequality is
apparent within urban centers. Although civil ser-
vants who lose their jobs will bear much of the brunt
of adjustment, cuts in government services, higher
charges for utilities, and steeper indirect taxes will
also affect other segments of society. Under the Com-

pact, Marshall Islanders are entitled to work in the
United States until 2001. Emigration is likely to in-
crease in the short term as employment opportuni-
ties diminish. In time, remittances from abroad could
become an important source of income as is the case
for several other Pacific Island countries.

Agriculture and fisheries have traditionally
been the mainstay of the productive economy. The
contribution of agriculture increased in the first half
of the 1990s, largely because of increased copra pro-
duction. Increased subsidies and improved transpor-
tation were key factors in enhancing incentives to
produce more copra. While further expansion of the
copra industry is possible, for the industry to be sus-
tainable, it must be developed efficiently, in particu-
lar, in a manner that eliminates the need for future
direct support in the form of subsidies. Development
efforts should focus on atolls that have relatively
good resource potential and access to Majuro. Cur-
rently, the most critical factor in expanding produc-
tion of copra, as well as of other commercial crops,
is interisland freight.
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With an exclusive economic zone of more than
2 million square kilometers of ocean and a relatively
low level of resource exploitation, fisheries are the
sector with the best prospects for generating large-
scale export income and becoming the lead sector
in the development of the economy. However, this
sector suffers from several long-standing problems,
including limited surveillance capabilities with
respect to foreign fishing fleets, lack of skills, high
domestic costs, and inappropriate government in-
vestment decisions. Foreign license fees average only
5 percent of declared catch values.

In the past, government policy was couched
within a framework that established a clear role for
the government in undertaking commercial projects
that the private sector was not interested in. How-
ever, the consensus now is that the public sector
cannot operate direct fisheries investments profit-
ably. The future success of the fisheries sector lies in
the government withdrawing from direct involve-
ment in fishing and restricting itself to providing
support infrastructure for longline fleets operating
in the Western Pacific. To this end, the government
has prepared a fisheries strategy that emphasizes
developing Majuro as a base for servicing foreign
and domestic fishing fleets, with fisheries business
activities carried out by the private sector. The new
strategy also aims to increase the returns from fish-
eries by improving bilateral and multilateral access
arrangements.

The tourism sector is underdeveloped, and of
the 5,000 visitors a year during the mid-1990s, only
about 700 were tourists. The government has re-
cently completed the construction of the 150-room
international standard Outrigger Hotel in Majuro,
with the management contracted out to a major
Hawaii-based hotel operator. A number of other
tourism projects are being developed or considered,
including niche projects, such as a diving venture
at Bikini atoll. While the prospects for small-scale
tourism that takes advantage of the Marshall Islands’
military history and fishing and diving opportuni-
ties are reasonably good, significant development is
unlikely. The most effective role the government can
play in promoting tourism is to establish a transpar-
ent and consistent policy and regulatory environ-
ment to encourage foreign investment and to ensure
that supporting public infrastructure is in place. The
government also needs to deal with the environ-
mental pollution around Majuro.

FEDERATED STATES OF MICRONESIA

The so-called Compact program of financial assis-
tance will cease in 2001. The outlook for economic
growth and development in the medium term is
grim.

Economic performance has been poor, with
real GDP registering negative growth in 1997. The
decline in output in recent years is largely attribut-
able to low growth in tourism and fisheries and agri-
culture, the key export sectors.

A major source of government revenues in the
Federated States of Micronesia (FSM) has been a
program of financial assistance that the country has
received from the United States under the Com-
pact of Free Association (the Compact) since 1986.
This is due to be phased out in 2001, and the run-
down in funding is taking place in three stages. The
first occurred in 1991, when external grants fell by
20 percent. This was followed by a further 15 per-
cent reduction in grants in October 1996. The final
stage in 2001 will mean a significant reduction in
government revenues, and is necessitating a major
reassessment of government expenditures. The 1996
grant reduction led to staff retrenchment and wage
cuts, and the government has introduced a wide-
ranging program of adjustment and retrenchment.
In January 1998, the restructuring of the govern-
ment itself began.

Of major concern is the continued weakness
of the government’s consolidated budgetary position,
despite its efforts to reduce expenditure, particularly
capital spending. The overall position swung from a
surplus of 3.4 percent of GDP in 1995 to deficits of
a little more than 2 percent in 1996 and 1 percent
in 1997. Tax revenues are low, and account for only
about 8 percent of GDP. The FSM must find other
sources of government revenue. To this end, the gov-
ernment introduced the new Customs Act, which
became effective in October 1997 and is projected
to increase revenues from customs duties by approxi-
mately 35 percent. Its most important features are a
shift from a free on board to a cost, insurance, and
freight basis for valuation; the elimination of a large
exemption; and major improvements in collection,
enforcement, and penalties.

While the FSM does not have an official con-
sumer price index, with imports equivalent to more
than 60 percent of GDP, domestic prices are heavily
influenced by price movements in the United States,
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the main source of imported goods. Estimates indi-
cate that inflation has been around 4 percent per
year in recent years.

Merchandise exports grew strongly during
1991-1994, principally because of rapid expansion
of fish exports. That growth leveled off in 1995 and
declined slightly in 1996, partly because of the
completion of certain bilateral fishing agreements,
although a new agreement with the Republic of
Korea commenced in mid-1996.

The importance of official transfers for the
balance of payments is demonstrated by the fact that
if these transfers are excluded, the current account
deficit in 1997 was a substantial 56 percent of GDP.
However, once these transfers are included, the cur-
rent account records a surplus of 6 percent.

External debt is also high: at the end of 1995
outstanding debt amounted to 55 percent of GDP,
and its servicing was equivalent to 18 percent of
goods and services exports. Consequently, the gov-
ernment has been progressively drawing down on
its cash reserves, which by the end of 1996 were
estimated at the equivalent of two months worth of
imports.

The present weak fiscal and current account
positions indicate a need for substantial adjustments
in the economy following the cessation of the Com-
pact in 2001. This concern has dominated govern-
ment policy in the last few years and will continue
to do so.

The outlook for economic growth and devel-
opment in the medium term is not encouraging.
Export growth is estimated at around 2 percent for
1997, and is expected to continue at this rate dur-
ing 1998 and 1999. The step-downs in the Com-
pact require a level of fiscal adjustment and
reduction in living standards that are unlikely to be
made quickly enough and that will be unpopular
with the nation’s voters. Furthermore, while private
sector investment in sectors such as tourism, manu-
facturing, and agriculture and fisheries could ease
the fiscal adjustment, such investment is likely to
be slow in coming, while large infrastructure projects
normally have long gestation periods. Consequently,
the FSM will rely heavily on external resources well
into the post-Compact period. Even then, overall
living standards are likely to decline, unemploy-
ment—which is already high, particularly among the
young—is likely to increase, and growth is almost
certain to remain low for some years.

The overriding economic issue is the adjust-
ment to the Compact funding step-downs by both
the national and state governments. The national
government has formulated a structural reform pro-
gram aimed at restoring macroeconomic stability,
promoting sustainable development, and ensuring
external viability in the post-Compact era. It has
also endorsed strategies to reduce the public sector’s
size and cost, and to promote private sector activity.
However, it has made little progress in implement-
ing such reforms, even though funding of $10 mil-
lion for the Public Sector Reform Program became
available during 1997. At the same time, the gov-
ernment must find ways to increase revenues in the
immediate future, for instance, through tax reform.
Fiscal adjustments should also focus on generating
the overall fiscal surpluses necessary to meet debt-
service obligations and to rebuild the government’s
financial holdings.

Despite the cessation of the Compact, the FSM
will continue to rely heavily on external resources
for the foreseeable future. Technical assistance, grant
aid, and concessional loans will all be required to
support continued development efforts. In addition,
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the government has proposed the establishment of
a trust fund to help support its operations in the
post-Compact era.

For sustained economic growth in the future,
the FSM must reduce its reliance on public sector
employment and encourage the rise of a vibrant pri-
vate sector. Developing the private sector calls for
implementing a consistent and transparent regula-
tory framework, reforming the land tenure system,
and simplifying foreign investment policy. Expand-
ing tourism will also require developing infrastruc-
ture and services.

Foreign investment has the potential to sup-
port private sector development and the fiscal ad-
justment process. To facilitate such investment the
government needs to provide appropriate policies
and support. In the past, the approval process for
foreign investment was cumbersome, because both
the national and state governments had to approve
each proposal. However, the new Foreign Invest-
ment Act, in effect since 1 January 1998, is expected
to help liberalize foreign investment.

Future prospects depend on a broadening of
the economic base. Tourism is one sector that could
contribute significantly to investment, exports, and
employment, and consequently, to economic growth.
Again, foreign investment and the private sector
should lead the development of tourism. To support
the development of tourism the government will
need to review such restrictions as those on which
airlines can fly into the country.

As the FSM has no central bank and uses the
US dollar as the unit of currency, it is unable to
implement independent monetary policy. This limits
the financing options available for addressing fiscal
deficits, while any attempts to set interest rates
administratively are unlikely to be sustainable
because of the likely impact on capital flows. The
inability to use monetary policy effectively presents
a policy dilemma for which no ready solution is
apparent.

SAMOA

Real GDP increased by just under 10 percent in 1995
and a further 6 percent in 1996. This growth was
largely generated by the private sector, with tourism,
agriculture, and several manufacturing activities all
performing well. Growth fell to 3 percent in 1997.

In the wake of the natural disasters of the early
1990s, Samoa’s government was forced to make

sizable expenditures to restore the economy’s
productive potential and provide basic services. As
a result of a fall in revenues, significant foreign aid
was required, but even this was not enough, and
the government had to run significant budget defi-
cits during 1992-1995. The budgetary situation
improved thereafter, and after two years of surplus,
a small budget deficit is estimated for fiscal year
1997/98.

Money supply (M2) growth slowed markedly
in 1996, but increased again in 1997. Overall credit
to the private sector increased by about 11 percent
in 1996, but by mid-1997 private sector credit out-
standing was 20 percent higher than a year earlier.
Inflation has shown considerable volatility over the
years, and was 8 percent in 1997.

The current account had been in deficit for
most of the 1990s, but by 1996 this deficit had
shrunk to less than a quarter of its nominal value in
1992 because of strong growth in net services trade
(mainly tourism), an improvement in the
merchandise trade deficit, and sustained high levels
of private transfers. The current account deficit for
1997 improved slightly compared with 1996. The
real exchange rate appreciated by some 4 percent
in 1996, and with the nominal effective ex-
change rate showing stability in the first half of 1997,
further real appreciation of around 4 percent is
expected for 1997 as a whole. The government will
need to monitor carefully the implied loss in
competitiveness.

The Samoan economy depends largely on ag-
ricultural production, which has generally been
patchy for most of the 1990s, mostly as a result of a
significant decline in the production of beef cattle
and taro. (In 1994, leaf blight disease destroyed taro,
which was the main export crop.) In contrast, fish
production increased dramatically in 1996, and
together with an expansion in copra, led to an over-
all increase in agriculture and fisheries production
of 23 percent.

Industrial production has grown significantly
since 1991, and is based mainly around coconut
processing. The restarting of the local oil mill in 1996
has injected cash into rural households through the
purchase of coconuts nationwide, and exports of
copra, coconut oil, and coconut cream for the first
half of 1997 were nearly 40 percent higher than for
the same period of 1996. Other significant industries
include beer, cigarettes, soft drinks, concrete
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modest growth in exports of goods and tourism. In-
flation should remain at moderate levels in line with
that of Samoa’s trading partners, and foreign reserves
should remain healthy. Exchange rate management
will be an important issue in the light of the
currency’s real appreciation in 1996 and the first
half of 1997, and the recent depreciation of the Aus-
tralian dollar. Although the new emphasis on the
private sector could raise living standards, where the
growth will come from is not clear, given Samoa’s
isolation and narrow production base.

Despite three decades of development plans,
sectoral strategies, technical assistance, and aid-
funded capital projects, Samoa’s economy remains
dependent on foreign aid, foreign loans, and remit-
tances from expatriate Samoans. While the increase
in travel receipts is a welcome sign, the government
has recognized the need to put Samoa’s economy
on a more dynamic path by redefining the
government’s role, implementing a privatization
policy, and creating an economic environment that
facilitates private sector economic activity. While
the government has declared its commitment to
reforming public enterprises for several years, it has
made only modest progress. The Bank of Western
Samoa has been fully privatized,  some government
services have been contracted out to the private
sector, and some other public enterprises have been
fully or partially privatized. However, some see the
failure of two recently privatized companies as con-
firmation of the failure of the entire program, when
a possible explanation is that the companies were
not viable without the support of significant gov-
ernment resources. The government should make
greater efforts to privatize and reform public enter-
prises effectively so as to achieve sustainable eco-
nomic growth.

 A central element of public sector reform is
the implementation of a performance budgeting
framework that entails a focus on delivering speci-
fied outputs and clear accounting of the costs of
producing the outputs. Performance budgeting was
first introduced in the 1995/96 fiscal year and ex-
tended to all departments in the 1996/97 fiscal year.
The performance budgeting framework has involved
integrating the old recurrent and development bud-
gets, and defining and classifying outputs. Exten-
sive training in the use of effective accountability
arrangements will be needed to ensure the success
of the new system. The authorities are continuing

products, and sawn timber production. A large as-
sembly operation that produces electrical wiring
harnesses for motor vehicles (the Yazaki factory) was
established in the early 1990s and is the country’s
largest private sector employer.

Despite the strength of economic activity in
recent years, by 1997 real income per capita was
still only at about the same level as in 1987-1989.
The economy has long been characterized by weak
growth, a large public sector, and strong dependence
on remittances from overseas. However, there has
also been a long-standing problem in the calcula-
tion of accurate national accounts, and living stan-
dards are probably higher than official statistics
indicate.

The short-term outlook is relatively good, al-
though growth could slow somewhat in 1998 if fish
exports weaken. Provided the government is able
to maintain a prudent approach to fiscal policy and
achieve success with its public sector reform pro-
gram, slight growth in GDP per capita is expected
for the next few years. This projection is predicated
on stable terms of trade, the absence of major cy-
clones, continued support from remittances, and
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to simplify the number of outputs, establish budget
plans early in the fiscal year, and develop rolling
three-year estimates of specific outputs to assist in
long-term planning. The introduction of perfor-
mance budgeting will allow greater devolution of
responsibility to government spending agencies than
the previous system of line item budgeting, but the
authorities must take care that the degree of decen-
tralization of decisionmaking does not outstrip the
accounting system’s ability to cope with these
changes. However, the development of a medium-
term budgetary framework, the provision of appro-
priate staff training, and the preparation of
performance contracts would ensure that the ac-
tivities of individual departments reflected the
government’s overall priorities. The adoption of per-
formance budgeting should enable the government
to achieve its objective of reducing its overall in-
volvement in the economy.

SOLOMON ISLANDS

After growing by an average of 5.4 percent per year
during 1990-1995 and an estimated 3.5 percent in
1996, the economy of the Solomon Islands con-
tracted by 1 percent in 1997. This decline in econo-
mic activity was an outcome of declining production
of major commodities (induced partly by the
weather), falling commodity prices, lower construc-
tion activity, and a fiscal contraction. Moreover,
rapid population growth has meant that per capita
income was appreciably lower in 1997 than in 1996.
Average real income in 1995 was only 11 percent
higher than in 1980.

In the 1990s successive governments have in-
curred large budget deficits and have relied on the
Central Bank to finance these. In addition to creat-
ing balance-of-payment difficulties and inflationary
pressures, the deficits have crowded out private in-
vestment and have caused a serious problem for the
financial system. With Central Bank loans and ad-
vances to the government going well beyond the
legal limit in 1995, the Central Bank was forced to
suspend dealing in government securities. The gov-
ernment began accumulating interest arrears on its
domestic debt, postponing its contributions to the
National Provident Fund, and suspended most of
its external debt servicing.

The Solomon Islands has been a high infla-
tion economy relative to its trading partners. Infla-

tion was around 12 percent in 1997. The nominal
effective exchange rate was devalued at an annual
average rate of 9.7 percent during 1986-1996 to help
maintain competitiveness. Further downward pres-
sure on the exchange rate is likely as long as infla-
tionary pressures are higher in the Solomon Islands
than in its trading partners.

The cycle of frequent devaluation and persis-
tent inflation has proven difficult to break, because
it has been driven by persistently irresponsible fiscal
policies. The devaluations have meant continued
increases in import prices, but the prices of local
items have also increased because of demand pres-
sures resulting from fiscal expansion and associated
large public sector wage rises. The current account
is expected to continue to record small surpluses
during 1997 and 1998.

The overriding issue for the Solomon Islands
is its alarming financial crisis. Mounting domestic
and external debt-service payment arrears, falling
revenues and growing expenditures, and declining
public and private investment, along with an over-
exposed financial sector, threaten the nation’s eco-
nomic and financial stability. Remedial action is
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urgently needed, otherwise the payments system is
under serious threat and a currency crisis is likely.

Attention to servicing official debt and the
renegotiation of debt repayment are pressing issues.
In 1996 the country paid only a little over one fifth
of the principal and interest payments on its official
debt. The government’s borrowing requirements
have grown too large to be accommodated by the
already highly exposed domestic financial system.
The virtual collapse of the securities market as gov-
ernment borrowing exceeded the legal limit for bor-
rowing from the Central Bank means that monetary
policy is inoperative and that economic corrections
will rely heavily on fiscal policy.

During the 1990s external reserves have cov-
ered two weeks to two months worth of imports. In
June 1997 the cover was not quite two months, but
if government arrears are allowed for, the cover
dropped to around one month. Given the country’s
heavy dependence on log exports and the chance of
further price declines for logs, the government con-
fronts the prospect of a balance-of-payments crisis
developing during 1998. The government devalued
the currency by 20 percent in December 1997 in an
effort to preempt such a crisis, yet the low foreign
exchange import cover and likely balance-of-pay-
ments pressures remain a serious concern, particu-
larly in terms of the potential to support the currency
and external payments system.

The growing budget deficit is also a pressing
issue. Part of the reason for the increase in the bud-
get deficit is the sharp decline in revenues as a re-
sult of a contraction in real GDP.

Declining private investment reflects a grow-
ing crisis of confidence and the urgent need to ad-
dress the many complex financial issues the country
faces. Attempts at debt restructuring must be ac-
companied by a firm commitment to undertake cred-
ible policy reform and establish a consistent track
record of implementation. The authorities should
also support foreign investment by applying simpli-
fied, consistent, and transparent requirements for
such investment.

In October 1997, shortly after coming to
power, the government initiated a comprehensive
policy and structural reform program. The imme-
diate focus is on renegotiating domestic and external
debt, along with strengthening revenue collection
and controlling expenditure. These efforts need to
be intensified, and the nation’s trading partners and

aid donors need to support them. The government
has developed the organizational structure and a
broad reform agenda, with a focus on macro-
economic and microeconomic policies, to achieve
stability, enhance productivity, facilitate public sec-
tor reform, and promote private sector-led growth.

Nonetheless, the short- to medium-term out-
look remains poor. The uncertainty about export
commodity prices, the country’s serious financial
position, the recent declines in public and private
investment, and the rapid rate of population growth
all imply that recovery will be slow. In the longer
term—beyond the next five years—the outlook is
better, provided that the government addresses fis-
cal imbalances and debt as a matter of urgency. To
facilitate future development, the government must
also renew run-down infrastructure and enhance
labor skill levels.

The growth of the Solomon Islands’ economy
in the long term depends critically on the perfor-
mance of merchandise exports based on its natural
resource sectors. The realization of the nation’s eco-
nomic potential depends largely on careful manage-
ment of these resources, on the extent to which
Solomon Islanders’ capture the profits from this re-
source exploitation, and on how these profits are
divided between consumption and investment. For
example, in the commercial fisheries sector, which
comprises harvesting and processing of an exten-
sive tuna resource, the estimated biologically sus-
tainable catch is 120,000 tonnes per year, while the
largest recent catch was 56,000 tonnes in 1995. Thus
an effective national strategy for expanding the tuna
industry is urgently needed. Some of the issues that
the government will need to address include how
much access to give to foreign purse seiners in areas
away from the main group archipelago, how to allo-
cate quotas and manage resources, and what the
role of private investment in the expansion of the
tuna industry should be.

In contrast to the fisheries sector, which has
considerable scope for expansion, forest resources
are being rapidly depleted. The forestry sector has
provided about half of the economy’s foreign ex-
change, and 20 to 30 percent of government rev-
enues for the past four years, but current harvest
levels are two to three times the estimated sustain-
able yield. If present extraction rates continue, the
commercial resource will likely be depleted by the
end of the next decade. Furthermore, the monitor-
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ing of both the price and harvesting of this resource
is virtually nonexistent, with the result being un-
certainty about the value and volume of the resource
being exported.

Maximizing the capture of the value of these
resources, reinvesting the resultant cash flows
prudently, and placing timber harvesting on a sus-
tainable basis are urgent policy needs. In addition,
the government should re-establish the Timber
Control Unit to improve price and harvest level
monitoring.

TONGA

After several years of good growth performance,
Tonga recorded slower growth in 1996. The growth
of previous years had been fueled by a rapid increase
in the production and export of squash and in con-
struction activity. However, disease; marketing prob-
lems; soil depletion; and increased foreign
competition, particularly from Latin America, had
an adverse impact on the squash industry. Despite a
recovery in squash production in 1997, prices were
about half the level of the previous year’s prices, and
thus export values continued to decline. Never-
theless, GDP growth recovered to about 3 percent
in 1997.

The decline in the value of squash exports has
also had a substantial impact on external accounts.
The current account balance moved into a substan-
tial deficit of about 28 percent of GDP in 1994, in
contrast to smaller deficits experienced in earlier
years. However reduction in the current account
deficit has taken place since, mainly as a result of a
significant fall in imports. Revenues from the sale of
passports to foreigners and lease payments by such
entities as Bell South in New Zealand from a tele-
communications satellite Tonga purchased relatively
cheaply several years ago also helped to relieve
pressures on the current account.

Monetary policy tightened in 1996, squeezing
credit growth. The government increased the re-
quired reserve ratio for banks from 5 to 10 percent
in February 1996, thereby slowing net domestic
credit growth to 8 percent in 1996, compared with
25 percent a year earlier. The bulk of the impact
was on private credit, but this has since resumed to
grow in the 8 to 10 percent range. More than half
the outstanding credit has gone for housing and
other personal expenditures.

The 1997 budget restrained recurrent expen-
diture to 1996 levels, but provided for a further
increase in development expenditures, which led to
an overall deficit of about 3 percent of GDP. The
1998 budget reduced government current expend-
iture on goods and services and capital spending,
and as a result the deficit is estimated to contract
to less than 0.5 percent of GDP. External financing
of the deficit has been mainly on concessional terms,
so the debt-service burden has remained relatively
low.

Increased demand associated with the growth
in private credit mainly spilled over into imports.
Inflationary pressures subsequently picked up some-
what in 1996, but inflation is currently estimated
to have stabilized at less than 2 percent. Interest
rates for both deposits and lending have been stable.
By mid-1997 the base rate for lending was 9 per-
cent and the passbook savings rate was 4.2 percent.

In terms of sectoral developments, the main
features in 1997 were weaknesses in agriculture and
fisheries, a substantial decline in construction ac-
tivity, continued weakness in the restaurant and
hotel sector, dramatic growth in transport and
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communications, and modest growth in most other
sectors. Telecommunication services have expanded
substantially following the introduction of mobile
phones and electronic mail services.

Tonga has achieved reasonably good economic
growth in the past decade, but its performance has
at times been erratic, reflecting the narrow produc-
tion base. There are now clear signs of a narrowing
in the niche opportunities for squash and vanilla,
which have provided the basis for good growth in
the past. This highlights the need to diversify the
economic base. Growth in communication, trans-
port, and tourism activities is, however, expected to
offset weaknesses in the agriculture sector. A target
growth rate of at least 3 percent per year is desir-
able, particularly in light of the growing unemploy-
ment among young people. This will require either
increasing squash export revenues or diversifying
into other exports and implementing reforms that
entail a greater role for the private sector. The 1998
squash crop is expected to be good, and competi-
tion from Latin America is expected to be weaker
because of the effects of El Niño.

Restoring economic growth while containing
the budget deficit within prudent levels is the domi-
nant short-term economic performance issue. Tonga
has no significant macroeconomic imbalances, and
the scope for expansionary fiscal or monetary policy
to restore growth in the short term is limited, as the
main impact of such policy is likely to be a deterio-
ration in the external account. A strategy that is
more likely to have enduring benefits would be to
continue efforts to redefine the role and improve
the performance of the public sector and gradually
to increase the contribution of the private sector.
Expected benefits from such a strategy would in-
clude improved public sector efficiency and public
expenditure effectiveness and greater scope for taxa-
tion reform, including a taxation environment that
would be more conducive to business.

Tonga’s high dependence on remittances is a
major structural weakness of the economy, and has
led to recommendations to pursue diversification in
agriculture and fisheries, and in tourism. However,
Tonga should not purse diversification for its own
sake, and should instead base it on a careful assess-
ment of economic returns and consideration of the
impact on the environment. Moreover, for diversi-
fication to succeed, it would have to be carried out
through public sector reform, facilitation of private

sector development, improved management of pub-
lic debt, and human resource development.

The first step in operationalizing the public
sector reform strategy should be consideration of the
core roles of government. Tonga currently has a large
and diverse public enterprise sector that generally
does not require subsidies, but pays neither taxes
nor significant dividends. The government would
do well to increase the rate of privatization. At the
same time, the scope for government involvement
in developing its human resources is considerable.
Public spending needs to be reprioritized to focus
on improving the quality of basic education and pro-
viding preventive rather than curative health care.
Public spending may also have to entail assistance
for displaced civil servants and the development of
appropriate training programs.

In its efforts to encourage greater private sec-
tor dynamism, Tonga will have to improve the gen-
eral environment for private sector activity by
reforming its tax system and providing more secure
property rights. The tax system has undergone nu-
merous studies in recent years and various detailed
proposals have been prepared, but little effective
reform has taken place. The tax system is charac-
terized by large discretionary exemptions under the
Industrial Development Incentives Act, exemptions
for the entire public sector, and heavy reliance on
trade taxes. In particular, the act provides tax in-
centives as well as tax holidays, duty exemptions,
and special depreciation provisions to approved
enterprises. Because of its discretionary and discrimi-
natory nature, the act’s actual operations have in-
troduced distortions and encouraged unproductive
activity. Surveys of the private sector have confirmed
that it would prefer nondiscriminatory measures,
such as lower taxes or more generous depreciation
allowances applicable to all businesses.

TUVALU

Analyzing recent trends in Tuvalu’s economy is dif-
ficult because of lack of comprehensive, up-to-date
social and economic data. Nevertheless, estimates
indicate that growth in 1997 was similar to the av-
erage growth rate during 1990-1995, when GDP
grew at an average annual rate of just under 2.9 per-
cent, while GDP per capita increased at an average
annual rate of 1.8 percent. These rates have been
among the best in the Pacific islands in recent years.
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Subsistence or nonmarket production arising
mainly from the agriculture and fisheries and for-
estry sectors accounts for about one third of GDP.
Growth in these sectors matched the growth in
population of 1.1 percent per year during 1990-1995.
The public sector is the main provider of marketed
output, which grew at an annual average rate of 3.7
percent during the same period.

The private sector remains relatively small and
depends largely on the provision of services to the
public sector. With forestry and agriculture and fish-
eries remaining stagnant, growth has been driven
by the public utilities and government-owned
enterprises in the finance, real estate, trade, and hos-
pitality sectors, together with community and per-
sonal services. General government, the economy’s
largest sector, grew by 13 percent during 1990-1995.

The ratio of gross domestic investment to GDP
averaged 52 percent during 1990-1995. However,
given the growth of GDP at less than 3 percent per
year, this suggests a low capital productivity or inef-
ficient use of investment. This partly reflects Tuvalu’s
development constraints and the concentration of
investment in infrastructure.

GDP does not fully reflect income growth.
While no official GNP figures are available, national
income is likely to exceed GDP because of signifi-
cant net remittances from Tuvaluans employed
abroad, for example, in the maritime industry, and
net interest income receivable from assets owned
overseas. Remittances grew at an estimated annual
rate of 4.8 percent between 1988 and 1995, total-
ing 14 percent of GDP in 1995. These data do not
reflect remittances in kind, but in other Pacific is-
land countries estimates indicate that such remit-
tances amount to at least 30 percent of official cash
remittances.

Aid, remittances, and investment income un-
derwrite Tuvalu’s large trade deficit, which reflects
the limited opportunities for merchandise exports.
The bulk of investment income is derived from over-
seas assets held by the government. The nation’s
overall external position is sound, in that Tuvalu
does not have an external debt problem. However,
continuation of this situation relies on the mainte-
nance of grant aid at existing levels.

Fiscal policy has been sound, with real rev-
enues and expenditures normally growing at aver-
age annual rates of about 2 percent. The recurrent
budget showed a small surplus from 1980-1996, and
development expenditure has been confined to what
aid funding has allowed.

Inflation has been less than 1 percent per year
in the last two years. Because Tuvalu uses the Aus-
tralian dollar as the domestic currency, inflation is
largely a function of movements of Australian prices
and of the rate of exchange of the Australian dollar
against the currencies of other major exporters to
Tuvalu, namely, Fiji, Japan, and New Zealand.
Inflation is expected to stay low in the medium term.

The medium-term outlook is that the present
economic situation will change little. Living
standards will continue to rely on flows of invest-
ment income from the Tuvalu Trust Fund, which
consists almost exclusively of Australian bonds,
remittance income from Tuvaluans working abroad,
and licensing fees from deep water fishing nations
exploiting Tuvalu’s tuna resources. Aid will continue
to fund capital development.  Projections suggest
that the per capita real value of the Trust Fund will
be maintained.

In the immediate future, the potential for
private sector investment in export-oriented acti-
vities is limited, and the development of a
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substantive merchandise export base is unlikely.
While the government has signaled its commitment
to limiting the size of the public sector and making
it more efficient and to facilitating private sector
investment, it needs to pursue such commitments
more vigorously if the current development strategy
is to succeed and the economy is to become more
diversified.

Government plans to reform the public sector
through commercializing or corporatizing various
activities have stalled and need revitalization. Public
sector commercial enterprises have accounted for
just over half of the marketed component of GDP
in recent years, thus public enterprise reform could
have a substantial impact on economic efficiency.
The main constraint on the public sector reform
program is the continuing control of public sector
commercial enterprises by the government’s politi-
cal and civil service arms.

Accelerating moves toward creating a policy
environment that encourages private investment
and restructuring the economy toward export-
oriented business investment are critical for Tuvalu’s
future economic and social position. The trade defi-
cit has grown since 1991 as exports have declined
and imports have risen, and the continued reliance
on aid and remittances is undesirable.

The government has passed the Foreign Di-
rect Investment Act to help develop export-oriented
businesses. Its salient features include establishment
of the Foreign Investment Facilitation Board as a
“one-stop shop” for potential investors and removal
of the exemption from payment of import duties for
public enterprises. However, while economic devel-
opment through exports is an appropriate aim, the
opportunities for such development are limited.
Apart from labor exports, such as those Tuvaluans
employed overseas in merchant marine fleets, fish-
eries resources provide the best opportunity for in-
creased exports. Tuvalu must, however, learn from
the experience of other Pacific nations and not com-
mit scarce public funds to developing fisheries.
Rather, it should pursue possibilities for establishing
joint ventures with foreign investors to exploit the
fisheries resources. Such an approach should recog-
nize the inherent price and production risks associ-
ated with exploiting ocean fish resources.

Access to the scarce land available is a signifi-
cant constraint to development, and land disputes
prevent its easy use as collateral for commercial bor-

rowing and its use as an input into investment
projects. Land is central to Tuvaluan culture, so free-
ing up the land market will be a gradual process.
Nevertheless, the need for the government to fa-
cilitate access to land by domestic and foreign in-
vestors and to ensure security of property rights for
those investors is pressing.

Characteristics of the labor force and wage
structures present another set of constraints to de-
velopment. The subsistence sector provides the larg-
est source of employment in Tuvalu (62 percent of
the working-age population was engaged in this sec-
tor in 1991), and the public sector, where most jobs
are in administration, dominates formal employ-
ment. Growth in total formal sector employment in
the 1990s has been negligible and all indications
point to a growing problem of disguised unemploy-
ment, particularly in Funafuti. The safety valve of
overseas employment, for example, contract work
in New Zealand and in the merchant marine with
European companies, is critical to reduce the grow-
ing pressures of an excess supply of unskilled labor
in the domestic labor market. However, the most
important source of overseas employment, Nauru,
will become progressively less important as Nauru’s
phosphate mine nears exhaustion.

As well as coping with an excess supply of
unskilled labor, Tuvalu faces a continuing shortage
of domestically supplied skilled labor, which has
affected both the public and private sectors. The
supply of accountants, engineers, medical person-
nel, economists and development planners, teach-
ers, managers, marine officers, and small business
advisers is inadequate. A coordinated response to
labor market imbalances, with attention to skill defi-
cits and surpluses and education and training needs,
is required.

The public sector is more attractive as an em-
ployer than the private sector because public sector
salaries and casual labor rates tend to be higher, and
the public sector also provides job security and extra
benefits, such as subsidized housing. The govern-
ment will need to address such issues if private sector
and export industry development is to occur.

VANUATU

In recent years Vanuatu’s economy has been typi-
fied by modest economic growth and stagnating
living standards. GDP is expected to have grown by
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around 3 percent in 1997, roughly the same as av-
erage annual growth rates during 1983-1996, helped
by strong contributions from tourism and copra ex-
ports. However, during the last 15 years annual
growth rates have fluctuated widely from year to year,
reflecting the impact of the climate on agriculture,
of reduced confidence in the investment climate in
the mid-1990s, and of a prolonged public service
industrial dispute in 1994. It has barely matched the
population growth rate of around 2.8 percent per
year. Consequently, living standards have stagnated.

Inflation has declined somewhat in recent
years and was around 2.5 percent in 1997. The un-
derlying trend of declining inflation reflects lower
imported inflation, subdued economic activity, and
the recent absence of hurricanes. The nominal ex-
change rate has been relatively stable, but could
come under pressure in 1998 following the devalu-
ation of Fiji’s currency by 20 percent in early 1998.

Vanuatu’s trade account is persistently in defi-
cit, but this is generally more than offset by surpluses
on the service and transfer accounts. Tourist num-
bers increased by 7.5 percent in 1997, and while
copra exports increased only slightly, the increase

was in addition to already high levels in 1996. Copra
exports are expected to increase further in 1998,
but tourist arrivals are expected to decline in 1998,
possibly because of concerns about the civil unrest
that followed an internal report about suspect prac-
tices associated with the National Provident Fund.

External grant aid forms a significant compo-
nent of foreign exchange receipts, representing more
than 30 percent of current account receipts. This
aid should continue given the successful implemen-
tation of the Comprehensive Reform Program (CRP)
developed in 1997. The overall balance of payments
has reflected a surplus in most years. The surplus
largely results from remittances from foreign cur-
rency deposits, which reflect residents’ preference
for saving overseas.

Vanuatu has a low debt-service ratio, indica-
ting its favorable external debt position. Forecasts
indicate that in 1997 debt service will have been
equivalent to 0.7 percent of exports, and by 2004
will rise to 2 percent of 1997 export levels. While
this is still a favorable situation, the recent rapid
growth in external debt, which amounted to 18 per-
cent of GDP in 1995, is cause for concern. Most
debt has been issued to the government, with some
on-lent to public corporations. As funds have been
sourced from international agencies, mostly on con-
cessional terms, Vanuatu’s debt profile remains
modest.

Fiscal policy has aimed to balance the recur-
rent budget, and this has normally been achieved.
However, the recurrent budget has deteriorated
somewhat in the past two years, and the recurrent
deficit for 1997 is estimated to amount to 3 percent
of GDP, compared with less than 1 percent of GDP
in 1996, and a surplus that averaged 1.5 percent of
GDP during 1992-1995. In addition to the recurrent
budget, Vanuatu also has a development budget, and
the authorities have not applied the same level of
fiscal discipline to the development budget as they
have to the recurrent budget. Development expen-
ditures are responsible for the substantial overall
budget deficits that have occurred since the late
1980s.

The recent deficits in the recurrent budget
have occurred as revenue collections, which rely too
heavily on import duties, contracted because of low
import growth. At the same time, reductions in pub-
lic sector expenditures and in import duty exemp-
tions did not occur as expected in 1997. Deficits
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have now soaked up the government’s entire work-
ing capital, and as a result, development expendi-
tures fell from Vt2 billion ($17.8 million) in 1995 to
less than Vt1 billion ($9 million) in 1996 and a simi-
lar level in 1997.

Greater efforts to collect accounts receivable
and delays in making payments are funding the over-
all deficit in the short term. In the longer term, the
introduction of a value-added tax in July 1998 is
expected to improve the cash position by increasing
revenues to around 27 percent of GDP.

The medium-term outlook for economic
growth is modest, and rates are likely to remain at
around the same levels as in recent years. Vanuatu’s
economic position is relatively sound, its fiscal man-
agement generally prudent, and its debt levels
sustainable. In the longer term, on the assumption
that the government implements the recently
developed CRP successfully, improves labor skill
levels in both the public and private sectors, and
achieves greater political stability, Vanuatu can look
forward to attaining better living standards for most
of its population.

In February 1997 Vanuatu committed itself to
major public sector and economic reforms. Subse-
quently, the government developed the CRP, which
emphasizes increased and sustainable economic
growth, improved public sector management, and
good governance. While private sector development
is seen as the key to increasing economic growth,
the authorities recognize that such development
requires a politically stable environment. Indeed, the
increasing politicization of day-to-day operations and
administration of government and public enterprises
in the early 1990s not only led to inefficiencies, but
also destabilized the political system. In 1996 there
were three different governments and one major
realignment.

A recent policy issue is how aid resources might
be invested in the private sector as well as in the
public sector, thereby generating a more immediate

economic growth response. Aid is normally invested
through the public sector, but much of it has been
ineffective in facilitating economic growth, and ways
should be found to provide aid more directly to the
private sector, but in a nondistortionary manner.

The government is involved in a range of com-
mercial functions: it operates eight statutory corpo-
rations and has interests in a range of other
companies. In nearly all cases business performance
and profitability are poor. This indicates that the
government is not well equipped to perform busi-
ness functions efficiently, and efforts to divest the
government of its commercial interests and to
accelerate the privatization and/or corporatization
of public sector enterprises should be accelerated.

The CRP will also receive technical assistance
from donors in a number of areas of government.
Such assistance needs to be supported by training
for local staff, given the generally low level of skills
available in the public sector. Skilled labor is also
lacking in other sectors, notwithstanding high levels
of underemployment. This shortage is constraining
increased production in sectors such as agriculture
and tourism.

Eighty percent of Vanuatu’s population is
engaged in subsistence agriculture, and economic
development efforts must take this into account. The
central medium- and long-term development issue
is the transformation of subsistence communities
into a more commercially active sector. This calls
for developing rural infrastructure, education and
other social subsectors, and transport and market-
ing services. These are currently poorly developed
and hinder economic and social development. In
addition, the land tenure system prevents the use of
land as collateral for credit and, in any case, access
to appropriate credit for smallholders and other small
business operators is extremely limited. These
constraints also hinder economic development and
the equitable distribution of the benefits of growth,
and  policies to address these constraints are needed.
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After achieving an average growth rate of 2.7 percent during 1990-1996, Fiji’s economy
continued to weaken during 1997 because of major changes in global currency and commodi-
ties markets. The devaluation of the currency in early 1998 and the continuation of economic
reforms aimed at stimulating growth through private sector initiatives are expected to improve
economic performance in the medium term.

Fiji
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RECENT TRENDS AND PROSPECTS

Fiji is one of the most developed of the Pacific
island economies and has the standard of liv-

ing of a lower-middle-income developing country.
In the past decade economic growth has been low.
After growing 3.1 percent in 1996, economic acti-
vity contracted by about 1 percent in 1997. A
decline in sugar production caused by cyclones and
industrial disputes and a decrease in investment
because of the continued uncertainty about the
renewal of leases for land used for sugarcane farm-
ing adversely affected the agriculture sector. The
decline in gold prices had a negative impact on the
mining industry. Activity in the building and con-
struction sector was weak, and garment production
faced increased competition from other Asian
exporters. Tourism, however, continued to make a
strong contribution to the economy, with substan-
tial increases in visitor arrivals. Overall, investment
remained low, reflecting the weaknesses in the
economy and low investor confidence. Both private
and public enterprise investment fell to around 4 per-
cent of GDP. Government capital expenditure de-
creased to less than 3 percent, while operational
expenditure remained at around 23 percent of GDP.
Consumer prices rose by 2.9 percent in 1997. Weak
domestic demand and excess capacity in the
economy, a relatively stable exchange rate, and sub-

dued inflationary pressures in the economies of major
trading partners contributed to the low inflation rate.

Fiscal performance deteriorated significantly.
The budget deficit rose from 0.7 percent of GDP in
1995 to 5.7 percent in 1996 and to around 9.2 per-
cent in 1997. In 1997, for the first time in more
than a decade, government revenues did not cover
operating expenditures. The government approved
two supplementary budgets in 1997, including one
for the Commodity Development Framework
(CDF), which provides large-scale support to the
agriculture sector. The increase in the budget defi-
cit was partly caused by the decision to fund a re-
structuring program for the National Bank of Fiji, a
government-owned commercial bank, which in
1995 had become essentially insolvent. Government
debt increased from 41 percent of GDP in 1996 to
48 percent in 1997. About 90 percent of this debt
was financed from domestic resources. The balance
of payments switched from a surplus in 1996 to a
deficit in 1997, largely because of a turnaround in
the current account. Foreign reserves continued to
remain at high levels, equivalent to almost five
months of imports.

The exchange rate of the Fiji dollar is linked
to a weighted basket of currencies of the country’s
main trading partners. Faced with a weak economy
and a deteriorating medium-term outlook, the gov-
ernment  devalued the currency by 20 percent in



144 ASIAN DEVELOPMENT OUTLOOK  1998

January 1998 in an attempt to increase the com-
petitiveness of Fiji’s products and to protect incomes
and jobs. In the months ahead inflation is expected
to rise substantially to up to 9 percent, but to de-
crease to lower levels by 1999. Much will depend
on the response of wage setters to the devaluation.
A strong increase in exports is forecast, with eco-
nomic activity growing by 2 to 3 percent in 1998
and beyond. The enactment of the new constitu-
tion in 1997 that gives more rights to native Indians
and the subsequent readmission of Fiji to the Com-
monwealth is expected to lead to a recovery of
domestic and foreign direct investment and to a de-
cline in the rate of emigration.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

The 1998 Budget Address, delivered in November
1997, emphasized the government’s efforts to adopt
financial management policies that are consistent
with promoting economic growth. This is to be
achieved by consolidating revenue collection—

including improving tax compliance and reducing
concessions and exemptions—and by controlling
operating expenditures. Revenues are projected to
grow in 1998, with half of the growth expected from
the sale of government assets. Total expenditure is
to rise only marginally, largely because of the comple-
tion of the restructuring program at the National
Bank of Fiji in 1997. Capital expenditure is also fore-
cast to increase only slightly, yet operating expendi-
tures will rise to more than 26 percent of GDP. The
government needs to adopt bolder reforms for re-
ducing the budget deficit and debt levels, and to
focus government expenditure on areas that encour-
age growth and development. Consistent fiscal
policies would also help increase private sector
investment levels.

In the near future the government will need
to direct major efforts toward controlling inflation-
ary pressures resulting from the devaluation. The
government promised to exercise monetary policy
with a view to containing inflation, and urged that
productivity increases should be the only considera-
tion in negotiating wage increases. The prices of
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many consumer items are now rising. With one in
four households below the poverty line, the price
increases of basic food items are a particular concern.

The Asian crisis will affect Fiji indirectly by
dampening growth prospects in its main export
markets, and by strengthening competitiveness
effects on the tourism and garment industries. Global
trade liberalization policies are likely to have an
adverse effect on exports under preferential trade
arrangements, such as the South Pacific Regional
Trade and Economic Cooperation Agreement and
the Sugar Protocol under the Lomé Convention of
the European Union. The implementation of struc-
tural adjustment policies and more effective utiliza-
tion of resources is therefore crucial for achieving
sustainable growth rates in the short to medium
term.

POLICY AND DEVELOPMENT ISSUES

Land tenure issues relating to the expiration and
renewal of sugar land leases are proving to be a major
problem in Fiji. During the period 1997-2005, some
5,345 leases are due to expire. The National Land
Trust Board has indicated that most of the land-
owners want the sugar land back from the lessees to
grow sugar themselves, because they think that their
returns will be higher than what they would obtain
by leasing the land to others. The authorities are
developing proposals for more flexible leases in the
future that will help avoid the current bunching
problem and that can provide more secure tenure.
However, they do not appear to be working on policy
measures to resolve the problem of a possible
displacement of a large number of leaseholders
during a short period.

Land tenure and the protection of property
rights are also major issues for foreign investors, par-
ticularly those with large-scale investments as in the

tourist sector. Recent attacks on resorts, disputes
with landowners, and perceptions that legal means
to redress such problems will be ineffective are im-
portant disincentives for foreign investors.

Inconsistencies and uncertainties with respect
to government policies discourage private sector
investment. The CDF, the government’s involve-
ment in the construction of a major new hotel re-
sort, and the escalation of tariff rates in the 1998
budget are important examples of government ini-
tiatives that are inconsistent with its stated aim of
reducing its level of involvement in the economy.
The CDF initiative was incorporated in a supple-
mentary budget in 1997. While the original budget
did not consider agricultural development as a cen-
tral priority, the CDF was subsequently developed
and given the status of an essential government
activity. The program involves a range of functions,
such as research, extension services, marketing, and
quality control, which are considered to be govern-
ment functions essential for supporting economic
growth. However, the CDF also involves direct pro-
duction and investment by government entities,
which are inconsistent with the government’s stated
policy objectives and framework. In addition, critics
have raised doubts about the government’s ability
to follow through on all these activities.

The medium-term economic outlook is not
encouraging. The fiscal burden of the National Bank
of Fiji’s failure and lack of progress in curbing
nonessential government expenditures will mean
persistent budgetary pressures. Commitments of
additional support for the National Bank of Fiji, the
possibility of further government support for a
major hotel development, and an infrastructure pro-
ject for the sugar industry will keep pressure on the
budget for several years. These pressures suggest that
the government is unlikely to achieve its medium-
term fiscal target of a balanced budget by 2000.
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While economic growth has picked up, it is likely to slow. The terms of trade have deterio-
rated, the exchange rate is likely to come under pressure in 1998, and the banking system is
suffering from a major liquidity overhang. In addition, measures taken to ameliorate the recent
drought were inadequate.

Papua New Guinea
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The banking sector poses an additional
problem. Demand deposits in banks have grown
rapidly in recent years. As these deposits can be
converted on demand to foreign exchange in PNG,
the existing level of reserves, while not low, is not
necessarily comfortable. To ward off any possibility
of mass conversion of demand deposits into foreign
currency, the authorities have reacted by allowing
the currency to weaken rather than face eventual
pressure on reserves.

Interest rates have been pushed up in response
to possible pressure on foreign exchange reserves.
The Treasury bill rate increased from 9 percent in
September 1997 to 13 percent by early December.
A small budget deficit was recorded in 1997.

The mining sector’s contribution to economic
activity and export revenue is likely to fall sharply
in 1998. Both major mines have become victims of
the drought because of the lack of water for pro-
cessing. One of them completely stopped shipments
in August 1997, while the other operated at 12 per-
cent of capacity. Tax revenues generated from the
mining sector are also expected to be considerably
lower in 1998 than in 1997.

CRITICAL ISSUES IN SHORT-TERM
ECONOMIC MANAGEMENT

Managing a buildup of liquidity in the banking
system, maintaining a prudent approach to fiscal

RECENT TRENDS AND PROSPECTS

Economic growth recovered in 1996 but sharply
declined to -6.5 percent in 1997. Completion

of the Lihir mine, pre-election expenditures, and
rising incomes from agricultural crops all contribu-
ted to GDP growth. However, a major drought, and
a fall in gold and copper prices affected growth
during the second half of 1997. In addition,
Papua New Guinea (PNG) was affected by another
bout of political instability. Rain recently provided
some relief in certain areas of the country, although
the current coffee and cocoa outputs are still
expected to be some 20 percent  less than in 1997.
Therefore, GDP growth is likely to decelerate in the
future.

The rate of inflation fell to 3.9 percent in 1997.
After a period of relative stability, further weaken-
ing of the currency was evident in late 1997 despite
a buildup of substantial foreign exchange reserves,
which amounted to some K768 million ($1,061
million) by mid-1997, or 5.8 months of  import cover.
The weakness in the currency reflects the follow-
ing: a recent decline in the terms of trade, the
significant food imports as a result of the drought,
the prospective decline in volumes of agricultural
and mining exports, and the reduced confidence in
the economy and in government policies. The terms
of trade declined by 10 percent in 1997 because of
declining copper, gold, and timber prices.
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adjustment program that is currently being imple-
mented contains a range of measures to liberalize
the economy through trade and tax reforms, improve
the management of forestry resources, restore fiscal
stability, increase public investment,  and improve
social services. While the government has been able
to deliver on some key macroeconomic targets that
were part of the structural adjustment program, little
fundamental reform has taken place. No progress
has been made in improving the government’s effi-
ciency and effectiveness, and the privatization
program has stalled.

A supply bill was introduced in November
1997, and the government announced a delay in
the implementation of the value-added tax to 1999.
The delay is a problem, because tariffs have already
been reduced, and this has left the government with
a revenue shortage. The supply bill increased the
top income tax rate to 47 percent and created three
new tax brackets.  On the one hand, this is not likely
to raise much revenue, and on the other, it is likely
to discourage foreign investors.

Public governance suffers from major weak-
nesses and the entire government system exhibits a

policy, managing the exchange rate, and respond-
ing effectively to the drought are the key short-term
issues. The monetary system accumulated excessive
liquidity during the period of fiscal expansion in 1993
and 1994. By late 1997 the government was run-
ning a small surplus.

Although recent rains have provided some
respite, many communities still face a desperate situ-
ation because of record drought. Food shortages are
likely to occur in 1998, and estimates indicate that
up to 650,000 people will need food aid for several
months in early 1998, and a monthly cost of
K6 million ($8.29 million).

POLICY AND DEVELOPMENT ISSUES

The economy is beset with long-standing structural
problems. The key constraints are a serious and wide-
spread law and order problem, formal and informal
institutions that are ineffective in facilitating
economic development, poor workforce skills, and
inadequate infrastructure. Together these con-
straints lead to an environment that is not conducive
to broadly based economic growth. The structural
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pervasive lack of accountability for performance. A
major long-standing issue is that government policy
generally tends to be ad hoc and highly politicized.
Effective medium-term fiscal planning and fiscal
responsibility legislation are lacking, policy reversals
are common, and large gaps between announced
policies and actual implementation are frequent.

Under the new constitutional law, government
decentralization is to be promoted and the impor-
tance of provincial and local governments is to be
enhanced. To this end, a large array of programs and
services are being developed that provincial and
local governments are to implement. The budget
has earmarked funds to meet the financial require-
ments of the provincial and local governments.
However, fund transfers have not taken place to

date, creating tension between the provincial and
local governments and the central government. The
new division of responsibilities is not absolutely
clear-cut, and a good deal of confusion exists about
the revised roles of central government departments
and provincial and local government departments.
To further complicate the situation, under the new
scheme most central government departments were
to be restructured, but progress with the restructur-
ing has been limited. The provincial governments
have their own restructuring-related problems in
that they are short of administrative and technical
manpower. Given these problems, doubts have been
raised about whether the reforms will work. Critics
increasingly believe that the intended improvement
in governance will be difficult to accomplish.
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data-rebasing techniques were used to make the
series consistent. However, there remain data breaks
due to changes in definitions and methodologies.

For most countries, we have adopted the cal-
endar/fiscal year reference cited in various economic
accounts from official country sources. For India,
Maldives, and Myanmar, all data are on a fiscal year
basis. For Bangladesh, Nepal, and Pakistan, the na-
tional accounts, consumer price index, and balance
of payments are fiscal year data. For all countries,
data on government finance are reported on a fiscal
year basis.

Nine tables display regional averages or totals
for the DMCs as a whole and for each of the sub-
regions, namely, the newly industrialized economies
(NIEs), People’s Republic of China (PRC) and
Mongolia, Central Asian republics (CARs),
Southeast Asia, South Asia, and the Pacific islands.
These are the tables on growth rate of gross domes-
tic product (GDP), growth rate of per capita GDP,
changes in consumer prices, growth rate of merchan-
dise exports and imports, balance of trade, current
account balance in absolute level and as a percent-
age of GDP, and level of outstanding external debt.
The averages are simple weighted arithmetic means
computed using contemporaneous GDP values in
current US dollars, for 1992 to 1996, as weights.
From 1997 onward the weights used are the values
of GDP in 1996. For the CARs, the weight used is
the average GDP value in current US dollars from
1994 to 1996. The computation of the averages or
totals for the DMCs exclude data for Myanmar and
the CARs. Owing to sizable devaluation/deprecia-
tion of the currencies in Indonesia, Republic of
Korea, Malaysia, Philippines, and Thailand, adjust-
ments of the weights were implemented for 1998

T his Statistical Appendix comprises 23 tables
containing selected economic indicators for the

developing member countries (DMCs) of the Asian
Development Bank (ADB). The selected indicators
are presented by account, namely, sector compo-
nents of the national income accounts, consumer
price index,  money supply, components of the bal-
ance of payments, external debt outstanding and
debt-service ratio, exchange rate, and the budget
accounts of the central government. These tables
present a historical series for 1992-1996 and pre-
liminary data for 1997.  Except for the exchange
rate and budget account, which are treated as policy
variables, and foreign direct investment, where data
are not available for the current year, the tables con-
tain projections for 1998 and 1999. What follows
are notes that describe the source, scope, and con-
ceptual definition of the data in each table.

Most of the historical data are obtained from
updated statistical publications available from offi-
cial local sources; publications; and internal docu-
ments from the ADB, World Bank, International
Monetary Fund (IMF), and United Nations. Some
of the preliminary data for 1997 are ADB staff pro-
jections derived from quarterly or monthly data
available for the year. Projections for 1998 and 1999
are purely staff estimates.

Efforts were made to standardize the data to
allow comparability over time and across the DMCs,
and to ensure consistency across accounts. How-
ever, limitations exist because of differences in sta-
tistical methodology, definitions, coverage, and
practice. The informed judgment of the staff was
relied upon in cases where there were peculiarities
in selected accounts. In particular, breaks in time-
series data were unavoidable, and data-splicing and
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and 1999 to reflect the declining shares of these
countries in total regional output. The method used
was to substitute the three-year moving average for
the annual nominal GDP values for 1996. The effect
of this adjustment was to minimize the sharp down-
turn in regional output arising from the effects of
the currency crisis.

Tables A1, A2, A3, A4, A5, and A6. Growth and
Structure of Production. In most countries, the defi-
nitions relating to national income accounts are
based on the United Nations System of National
Accounts. Table A1 shows the annual growth rate
of GDP valued either at constant market prices or
at constant factor costs. For this issue, we tried to
use market prices uniformly for all the DMCs, but
owing to data quality and informed preferences of
ADB staff regarding developments in the factor mar-
kets, GDP valued at constant factor cost were used
in some cases. The GDP data for Bhutan, Fiji, India,
Mongolia, Nepal, Pakistan, Sri Lanka, and Tonga
are reported in constant factor cost. For Papua New
Guinea, the growth rate is based on GDP at constant
purchaser’s value. Tables A3, A4, and A5 present
annual growth rates for real gross value added in
agriculture, industry, and services, respectively.
Agriculture includes agricultural crops, livestock,
poultry, fisheries, and forestry. The industry sector
comprises mining and quarrying, manufacturing,
construction, and utilities. The services sector
consists of trade, transportation and communica-
tions, finance, public administration, and other
services. The sector growth rates are consistently
defined with the reported GDP values in Table A1,
and adding up restrictions are imposed where nu-
merical discrepancies were noted or where reclassi-
fications of the sectors were implemented.

The growth rate figures for per capita real GDP
are presented in Table A2. Per capita real GDP is
obtained by dividing GDP at constant market prices

by population. In countries where GDP growth rate
is based on constant factor costs, except for India,
the per capita real GDP growth in constant market
prices is used for uniformity. This creates a residual
item between GDP growth, per capita GDP growth,
and population growth. For most DMCs, the 1996
data for per capita gross national product (GNP) in
US dollars were obtained from the World Bank.

Table A6 shows the sector shares of GDP based
on constant market prices. For Bangladesh, Cook
Islands, Fiji, India, Lao People’s Democratic
Republic, Mongolia, Nepal, Pakistan, Sri Lanka, and
Tonga, the sector shares of GDP are based on con-
stant factor costs. In the case of Hong Kong, China
the sector value added and GDP figures used in com-
puting the sector shares are in current factor costs
because constant price estimates are not available.
The sector shares for Bhutan are based on value
added at current factor cost.

Tables A7 and A8. Saving and Investment. Gross na-
tional saving (GNS) or gross domestic saving (GDS)
is computed as the difference between GNP or GDP
and total consumption expenditure in the national
accounts statistics. For some countries, gross saving
data were obtained from official country sources.
Gross savings differ from GNS/GDS in that it is de-
rived from the consolidated income and outlay ac-
count, and includes the amount of private transfers
from the balance-of-payments account.  Gross do-
mestic investment (GDI) is the sum of gross fixed
capital formation and increases in stocks. For the
Pacific islands, except Fiji, where reliable estimates
of consumption expenditures are not available, GDS
is taken as the sum of GDI and current account
balance minus the sum of net factor income from
abroad and net transfers. For Nepal, Pakistan, and
Philippines, GNS/GDI as a ratio to GNP was used
and  was also obtained from official country sources.
For Bhutan, Cambodia, and Viet Nam, gross saving/
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GDI as a ratio to GDP was used and was obtained
from official country sources. For India, GNS/GDI
as a ratio to GDP was used and was obtained from
official country sources. For the rest of the DMCs,
GDS/GDI as a ratio to GDP was used and was
obtained from official country sources. All figures
used in computing the GNS/GDS/GDI ratios to
GNP/GDP are in current prices.

Table A9. Consumer Prices. The table presents the
annual inflation rate (period average) based on the
consumer price index obtained from official local
sources and from the IMF International Financial
Statistics (January 1998) for DMCs for which data
are not available locally. For Cambodia, the infla-
tion rate for 1997 was based on the fourth quarter
basis. For Lao PDR, end-of-period inflation rate for
Vientiane is reported. The rate reported for
Viet Nam is an end-of-period inflation rate. For
India, the inflation rate refers to the general index
for the country, while for Bangladesh and the
Philippines, the inflation rates refer to Dhaka middle
class and Metro Manila, respectively.

Table A10. Growth of Money Supply. The annual
growth rates of M2 are given in Table A10. M2 is
defined as M1—the sum of currency in circulation
and demand deposits with deposit money banks—
plus quasi money. Data for M2 are obtained
from country sources, except for Fiji, Indonesia,
Papua New Guinea, Samoa, and Vanuatu, which
are taken from the ADB Key Indicators of Developing
Asian and Pacific Countries and IMF International
Financial Statistics. For India, M3 is used for liquidity.

Tables A11 and A13. Growth Rate of Merchandise
Exports and Imports. Historical data on merchandise
exports and imports are taken from the balance-of-
payments accounts from country sources. These are
generally on a free on board basis. Data for

Cambodia, PRC, Republic of Korea, Lao PDR,
Malaysia,  Mongolia, and Thailand were obtained
from IMF documents. Of these countries, data for
Bangladesh, Bhutan, India, Maldives, Myanmar,
Nepal, and Pakistan refer to fiscal years.

Table A12. Direction of Exports. The table presents
the annual growth rate of exports to the DMCs and
other major trading partners (Japan, United States,
European Union, and Australia/New Zealand) from
the individual DMCs for the years 1985 and 1996.
The data were extracted from the tape of IMF’s
Direction of Trade Statistics Yearbook 1997. Data for
Taipei,China are from a local source.

Tables A14, A15, and A16. Balance of Payments. The
balance of trade is the difference between merchan-
dise exports and merchandise imports. The current
account balance is the sum of the balance of trade,
net trade in services and income, and net unrequited
transfers. In the case of Cambodia, India, Lao PDR,
and Viet Nam, official transfers are excluded. Data
reported for Cambodia, PRC, Indonesia, Republic
of Korea, Malaysia, and Thailand are from Interna-
tional Financial Statistics  (January 1998). The
balance-of-payments data for other countries are
from local sources.

Table A17. Foreign Direct Investment (FDI). The data
on gross FDI flows were obtained from the United
Nations Conference on Trade and Development,
World Investment Report 1997. Direct investment
capital includes equity capital, reinvested earnings,
and other capital that is associated with the trans-
actions of enterprises.

Tables A18 and A19. External Debt. For most coun-
tries, external debt outstanding includes long-term
debt, short-term debt, and use of IMF credit. Debt-
service payments consist of principal repayments and
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interest payments on long-term debt and IMF credit,
and interest payments on short-term debt. For
Cambodia and Viet Nam, external debt includes
medium- and long-term debt in convertible currency
only. For Mongolia, medium- and long-term debt
includes payment on Council for Mutual Economic
Assistance (CMEA) debts  but excludes unresolved
claims of former CMEA members. For all countries,
the debt-service ratio is defined as debt-service
payments as a percentage of exports of goods and
services. The data were obtained from local sources
for most countries. Data provided by the World Bank
were used for Cambodia, PRC, Indonesia, Lao PDR,
Malaysia, Maldives, Myanmar, and Thailand.

Tables A20. Foreign Exchange Rates. The foreign
exchange rate quoted is the annual average of the
exchange rate of the currency of each of the
countries to the US dollar. Basic data were obtained
from local sources except for Bangladesh; Cambodia;
Indonesia; Lao PDR;  Mongolia; Taipei,China; and

Thailand where the data were sourced from IMF
documents.

Tables A21, A22, and A23. Government Finance.
These tables relate only to central government
finance. Government expenditure includes both
current and capital expenditure. Total revenue in-
cludes current revenue and capital receipts. In most
countries, the overall budget surplus/deficit is the
balance between government revenue and expen-
diture, excluding grants. In the case of Bhutan,
Republic of Korea, Marshall Islands, Federated
States of Micronesia, Nepal, Pakistan, and Vanuatu,
the overall balance includes grants. For India, the
overall balance includes recovery of loans and asset
sales. For Pakistan, the account reported refers to
consolidated federal and provincial accounts, and
includes surpluses of autonomous bodies. All ratios
are reported as a percentage of GDP in current
prices. Data are taken from official country sources
and are on a fiscal year basis.
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Table A1 Growth Rate of GDP
(percent per annum)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies 5.9 6.4 7.6 7.4 6.4 6.0 2.2 4.3
Hong Kong, China 6.3 6.1 5.4 3.9 5.0 5.2 3.0 3.5
Korea, Rep. of 5.1 5.8 8.6 8.9 7.1 5.5 -1.0 3.1
Singapore 6.2 10.4 10.5 8.7 6.9 7.8 3.0 4.5
Taipei,China 6.8 6.3 6.5 6.0 5.7 6.8 5.8 6.2

People’s Rep. of China and Mongolia 14.2 13.5 12.6 10.5 9.6 8.8 7.2 6.8
China, People’s Rep. of 14.2 13.5 12.6 10.5 9.6 8.8 7.2 6.8
Mongolia ... -3.0 2.3 6.3 2.4 3.3 ... ...

Central Asian Republics -13.5 -13.3 -16.5 -5.5 3.9 7.8 ... ...
Kazakstan -14.0 -12.9 -12.6 -8.2 0.5 2.0 ... ...
Kyrgyz Republic -13.8 -15.5 -20.1 -5.3 5.6 10.4 ... ...
Uzbekistan -11.1 -2.3 -5.2 -0.9 1.6 5.2 ... ...

Southeast Asia 6.6 7.2 7.7 8.2 7.1 3.9 -0.4 2.4
Cambodia 7.0 4.1 4.0 7.6 6.5 2.0 ... ...
Indonesia 7.2 7.3 7.5 8.2 8.0 4.6 -3.0 1.0
Lao People’s Democratic Rep. 7.0 5.9 8.1 7.0 6.9 7.2 ... ...
Malaysia 7.8 8.3 9.2 9.5 8.6 7.5 3.5 4.5
Myanmar 9.7 6.0 7.5 6.9 5.8 5.0 ... ...
Philippines 0.3 2.1 4.4 4.8 5.7 5.1 2.4 4.0
Thailand 8.1 8.7 8.6 8.8 5.5 -0.4 -3.0 1.0
Viet Nam 8.6 8.1 8.8 9.5 9.3 9.2 5.0 6.5

South Asia 5.5 5.4 7.0 6.6 6.8 4.8 6.4 6.7
Bangladesh 4.2 4.5 4.2 4.4 5.4 5.7 6.0 6.2
Bhutan 4.5 6.1 6.4 7.4 6.1 6.6 ... ...
India 5.3 6.0 7.8 7.2 7.5 5.0 6.7 7.0
Maldives 6.3 6.2 6.6 7.2 6.5 6.0 ... ...
Nepal 4.6 3.3 7.9 2.8 6.1 4.3 3.7 4.0
Pakistan 7.7 2.3 4.5 5.2 4.6 3.1 5.1 5.5
Sri Lanka 4.3 6.9 5.6 5.5 3.8 6.3 5.6 6.0

Pacific Islands 9.2 12.1 3.0 -1.7 3.3 -4.1 ... ...
Cook Islands 11.0 1.5 1.5 -5.7 -5.3 0.5 ... ...
Fiji 4.9 2.2 3.9 2.0 3.1 -1.0 ... ...
Kiribati 2.5 3.1 6.8 12.8 1.7 2.0 ... ...
Marshall Islands 1.1 2.5 4.7 4.7 -5.0 -5.0 ... ...
Micronesia, Federated States of 1.3 1.4 -1.9 0.8 0.8 -5.0 ... ...
Papua New Guinea 11.8 16.6 3.1 -4.7 3.9 -6.5 ... ...
Samoa -0.9 6.3 -7.8 9.5 5.9 3.0 ... ...
Solomon Islands 12.5 2.3 5.6 7.6 3.5 -1.0 ... ...
Tonga ... 2.8 4.7 2.6 1.6 3.0 ... ...
Tuvalu 2.7 5.2 6.2 2.0 2.5 2.5 ... ...
Vanuatu 1.0 4.5 2.5 3.2 3.0 3.0 ... ...

Average for DMCs 8.1 8.4 8.7 8.2 7.5 6.1 4.0 5.1
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Table A2 Growth Rate of Per Capita GDP
(percent per annum)

Per Capita
GNP (US$)

1992 1993 1994 1995 1996 1997 1998 1999 1996

Newly Industrialized Economies 4.7 5.1 6.3 5.3 5.1 4.6 0.9 3.1
Hong Kong, China 5.4 4.3 3.1 1.9 2.4 2.1 0.5 1.5 24,290
Korea, Rep. of 4.0 4.7 7.5 7.8 6.1 4.5 -1.9 2.1 10,610
Singapore 4.1 8.3 8.4 6.5 5.1 5.7 0.4 3.2 30,550
Taipei,China 5.7 5.2 5.7 5.1 4.9 6.0 5.0 5.4 13,310

People’s Rep. of China and Mongolia 12.9 12.2 11.3 9.3 8.5 7.7 6.1 5.7
China, People’s Rep. of 12.9 12.2 11.3 9.3 8.5 7.7 6.1 5.7 750
Mongolia ... -4.4 0.9 4.5 0.8 1.2 ... ... 360

Central Asian Republics -14.4 -13.8 -15.7 -6.8 3.7 7.1 ... ...
Kazakstan -13.3 -12.8 -12.2 -6.5 1.5 3.1 ... ... 1,350
Kyrgyz Republic -15.0 -15.8 -18.9 -7.7 5.3 10.0 ... ... 550
Uzbekistan -13.2 -4.5 -6.0 -2.9 -0.1 ... ... ... 1,010

Southeast Asia 4.4 5.2 5.8 5.3 5.2 1.7 -2.3 0.6
Cambodia 1.6 0.3 1.8 4.0 1.5 -0.7 ... ... 300
Indonesia 5.4 5.5 5.8 6.5 6.2 2.9 -4.4 -0.5 1,080
Lao People’s Democratic Rep. 4.3 3.2 5.4 4.3 4.3 4.6 ... ... 400
Malaysia 3.3 5.0 6.5 6.4 6.1 5.1 1.2 2.1 4,370
Myanmar 7.6 4.1 5.5 4.9 3.9 4.5 ... ... ...
Philippines -2.1 -0.5 2.0 2.3 3.3 2.8 -0.4 1.7 1,160
Thailand 6.8 7.4 7.3 7.6 4.3 -2.8 -4.7 -0.5 2,960
Viet Nam 6.1 5.6 6.6 7.4 7.3 7.0 3.0 4.4 290

South Asia 3.4 3.3 4.4 4.3 4.8 3.1 4.5 4.9
Bangladesh 2.5 2.8 2.0 2.6 3.5 3.8 4.1 4.3 260
Bhutan 1.3 2.9 3.5 3.8 2.9 2.9 ... ... 390
India 3.3 4.1 5.3 5.5 5.6 3.4 5.0 5.4 380
Maldives 2.8 2.8 3.3 5.7 ... ... ... ... 1,080
Nepal 2.5 1.2 5.7 0.8 3.9 2.2 1.6 1.9 210
Pakistan 4.7 -1.0 0.9 2.4 1.3 0.6 2.3 2.5 480
Sri Lanka 3.3 5.6 4.2 4.0 2.6 5.2 4.5 4.9 740

Pacific Islands 7.1 10.6 1.0 -0.6 -0.4 0.3 ... ...
Cook Islands 10.5 0.4 0.4 -3.2 -6.3 3.5 ... ... ...
Fiji 4.5 -0.1 2.3 1.3 1.4 0.9 ... ... 2,470
Kiribati -21.4 -1.4 -0.7 5.3 -0.2 1.0 ... ... 920
Marshall Islands -4.0 0.3 -1.2 0.9 ... ... ... ... 1,890
Micronesia, Federated States of -0.7 -0.3 -3.2 -0.5 -0.5 ... ... ... 2,070
Papua New Guinea 9.5 14.5 1.0 -2.0 -2.4 ... ... ... 1,150
Samoa -0.3 2.9 -7.0 7.6 5.3 2.4 ... ... 1,170
Solomon Islands 2.0 7.4 -0.8 6.9 13.9 ... ... ... 900
Tonga -14.9 0.2 2.8 1.2 -3.7 0.1 ... ... 1,790
Tuvalu 1.4 3.9 4.8 0.7 0.7 1.2 ... ... ...
Vanuatu -1.7 7.5 -0.1 0.7 0.6 ... ... ... 1,290

Average for DMCs 6.5 6.9 7.1 6.2 6.0 4.6 2.5 3.7
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Table A3  Growth Rate of Value Added in Agriculture
(percent per annum)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies
Hong Kong, China ... ... ... ... ... ... ... ...
Korea, Rep. of 6.0 -2.9 1.6 3.7 3.5 0.6 1.0 1.0
Singapore 0.6 -2.4 5.4 11.0 6.0 -5.8 ... ...
Taipei,China 1.4 8.1 3.9 5.4 -4.1 -3.4 0.5 1.4

People’s Rep. of China and Mongolia
China, People’s Rep. of 4.7 4.7 4.0 5.0 5.1 3.5 3.5 3.5
Mongolia -2.1 -2.7 2.7 4.2 10.0 2.6 ... ...

Central Asian Republics
Kazakstan 0.5 -12.1 -20.8 -23.7 -6.9 3.5 ... ...
Kyrgyz Republic -3.2 -9.1 -9.0 -2.0 13.0 ... ... ...
Uzbekistan -9.7 1.5 -3.4 2.0 -7.3 5.8 ... ...

Southeast Asia
Cambodia 1.9 -1.0 -0.0 6.5 1.8 4.9 ... ...
Indonesia 6.3 1.7 0.6 4.4 3.0 0.6 1.5 2.5
Lao People’s Democratic Rep. 8.3 2.7 8.3 3.1 2.8 5.8 ... ...
Malaysia 4.7 4.3 -1.0 1.1 2.2 3.5 2.0 2.0
Myanmar 10.5 4.6 5.9 4.8 4.6 6.4 ... ...
Philippines 0.4 2.1 2.6 0.8 3.1 2.8 -1.0 2.0
Thailand 6.0 0.5 2.8 2.5 3.8 1.2 3.0 ...
Viet Nam 7.1 3.8 3.9 5.1 4.4 4.9 3.0 3.5

South Asia
Bangladesh 2.2 1.8 0.3 -1.0 3.7 6.0 3.2 3.4
Bhutan -2.0 3.6 3.9 4.0 6.4 4.1 ... ...
India 6.1 3.6 4.6 -3.0 7.9 -2.0 4.5 3.0
Maldives -1.1 0.0 2.6 1.5 ... ... ... ...
Nepal -1.1 -0.6 7.6 -0.3 4.4 4.1 2.0 3.5
Pakistan 9.5 -5.3 5.2 6.6 5.3 0.7 5.0 3.0
Sri Lanka -1.6 4.9 3.3 3.3 -4.6 5.4 3.0 3.0

Pacific Islands
Cook Islands -8.3 0.2 1.9 ... 5.0 ... ... ...
Fiji 3.5 0.6 9.4 -2.8 4.2 -2.3 ... ...
Kiribati ... -5.6 11.4 -8.3 -9.4 ... ... ...
Marshall Islands -3.0 2.3 24.4 -3.1 ... ... ... ...
Micronesia, Federated States of ... ... ... ... ... ... ... ...
Papua New Guinea 6.1 9.5 6.0 0.7 3.0 ... ... ...
Samoa -10.1 10.8 -22.6 11.5 4.2 ... ... ...
Solomon Islands -0.5 18.9 -1.4 18.7 3.5 -2.2 ... ...
Tonga -7.6 -0.1 4.7 4.4 -7.3 -3.8 ... ...
Tuvalu -1.6 0.9 0.6 0.5 0.5 1.0 ... ...
Vanuatu 1.9 18.4 2.2 6.4 1.6 ... ... ...
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Table A4 Growth Rate of Value Added in Industry
(percent per annum)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies
Hong Kong, China ... ... ... ... ... ... ... ...
Korea, Rep. of 3.4 6.2 9.0 10.3 6.2 5.4 -2.5 4.0
Singapore 5.8 9.3 13.2 9.5 6.5 6.6 ... ...
Taipei,China 3.6 4.0 1.8 3.1 4.0 5.7 3.1 4.1

People’s Rep. of China and Mongolia
China, People’s Rep. of 21.2 19.9 18.4 13.9 12.1 10.8 8.0 7.0
Mongolia -12.9 -6.9 2.1 14.6 0.5 2.3 ... ...

Central Asian Republics
Kazakstan -23.2 -19.7 -25.9 -21.9 5.1 -3.5 ... ...
Kyrgyz Republic -25.9 -22.0 -38.5 -11.5 -1.2 ... ... ...
Uzbekistan -15.5 -4.2 -6.6 -5.6 1.7 6.5 ... ...

Southeast Asia
Cambodia 15.5 13.0 7.7 9.8 13.3 0.6 ... ...
Indonesia 8.2 9.8 11.2 10.4 10.6 5.4 -3.0 1.5
Lao People’s Democratic Rep. 7.5 10.3 10.7 12.9 17.5 9.8 ... ...
Malaysia 8.9 10.1 12.4 13.8 11.2 10.5 5.0 6.0
Myanmar 12.7 11.0 10.3 12.5 10.7 9.8 ... ...
Philippines -0.6 1.6 5.8 7.0 6.3 5.7 3.0 3.5
Thailand 9.9 10.4 10.2 10.5 7.0 -0.1 -0.3 ...
Viet Nam 14.0 13.1 14.0 13.9 14.4 13.6 7.3 10.0

South Asia
Bangladesh 7.1 8.0 7.8 8.4 5.3 3.6 8.1 8.0
Bhutan 15.1 7.3 13.9 17.0 8.4 1.6 ... ...
India 4.2 6.8 9.4 14.1 7.2 6.0 7.0 9.0
Maldives 9.1 8.9 6.6 8.2 ... ... ... ...
Nepal 16.8 4.8 9.0 3.9 5.9 3.2 4.6 4.0
Pakistan 7.7 5.5 4.5 4.8 3.6 3.3 4.5 6.5
Sri Lanka 7.1 9.8 8.1 7.8 5.6 7.9 7.5 8.5

Pacific Islands
Cook Islands 24.0 -17.1 10.6 ... 2.0 ... ... ...
Fiji 7.1 6.0 5.6 1.9 3.9 -0.1 ... ...
Kiribati ... 1.8 1.4 2.9 2.6 ... ... ...
Marshall Islands 1.3 -7.5 13.3 20.7 ... ... ... ...
Micronesia, Federated States of ... ... ... ... ... ... ... ...
Papua New Guinea 28.5 35.8 -0.8 -8.0 7.6 ... ... ...
Samoa 19.7 2.2 -3.2 26.6 14.0 ... ... ...
Solomon Islands 8.4 6.7 11.5 39.7 ... 1.7 ... ...
Tonga 12.3 1.6 -2.2 -2.7 6.3 -1.7 ... ...
Tuvalu 38.8 -8.1 -10.1 -6.5 2.7 2.7 ... ...
Vanuatu -8.4 1.2 7.3 6.4 -9.2 ... ... ...
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Table A5 Growth Rate of Value Added in Services
(percent per annum)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies
Hong Kong, China ... ... ... ... ... ... ... ...
Korea, Rep. of 7.6 7.4 8.6 7.6 8.1 7.1 0.1 2.6
Singapore 6.0 10.7 9.5 8.2 7.3 8.8 ... ...
Taipei,China 9.5 7.8 9.9 7.9 7.3 7.9 7.6 7.5

People’s Rep. of China and Mongolia
China, People’s Rep. of 12.4 10.7 9.6 8.4 7.8 8.2 7.5 8.4
Mongolia -13.2 1.0 2.0 0.2 -4.1 5.3 ... ...

Central Asian Republics
Kazakstan -9.0 -7.0 0.7 3.8 0.1 5.0 ... ...
Kyrgyz Republic -11.6 -16.4 -19.3 -7.8 0.8 ... ... ...
Uzbekistan -49.5 -3.0 -5.4 -0.5 5.1 4.6 ... ...

Southeast Asia
Cambodia 11.2 7.2 7.4 7.9 8.8 -0.4 ... ...
Indonesia 6.8 7.4 7.1 7.6 7.3 5.3 -4.6 -0.1
Lao People’s Democratic Rep. 3.9 7.7 5.5 10.2 8.5 10.0 ... ...
Malaysia 8.5 9.7 9.5 9.2 9.5 8.5 6.0 7.0
Myanmar 7.6 6.1 8.3 7.2 5.3 5.1 ... ...
Philippines 1.0 2.5 4.2 5.0 6.5 5.6 3.5 5.0
Thailand 7.2 9.6 8.8 9.0 4.6 -1.1 -0.3 ...
Viet Nam 7.0 9.2 10.2 10.6 10.0 9.5 5.0 6.0

South Asia
Bangladesh 4.8 5.3 5.8 6.9 6.5 6.2 7.1 7.2
Bhutan 6.6 10.1 6.2 5.9 5.2 13.9 ... ...
India 5.5 7.3 7.5 9.8 7.3 9.1 7.9 8.1
Maldives 8.7 7.9 8.1 8.7 ... ... ... ...
Nepal 6.5 7.3 7.7 6.0 7.9 5.0 5.0 4.5
Pakistan 6.8 4.6 4.2 4.8 4.7 4.1 5.5 6.2
Sri Lanka 5.3 6.2 5.1 4.9 6.0 5.6 5.3 5.4

Pacific Islands
Cook Islands 13.7 3.1 5.9 ... -8.9 ... ... ...
Fiji 5.5 0.2 1.7 4.3 2.3 2.7 ... ...
Kiribati -4.5 0.7 0.7 3.7 3.4 ... ... ...
Marshall Islands 2.0 4.5 -0.8 3.4 ... ... ... ...
Micronesia, Federated States of ... ... ... ... ... ... ... ...
Papua New Guinea 2.9 3.0 5.6 -9.1 0.5 ... ... ...
Samoa 2.0 -1.8 11.0 -0.5 2.4 ... ... ...
Solomon Islands 8.3 4.7 2.9 -0.2 1.7 2.4 ... ...
Tonga -19.8 -0.7 2.1 0.8 -1.8 8.6 ... ...
Tuvalu 59.5 -16.6 -8.5 -9.2 3.0 2.9 ... ...
Vanuatu 3.0 9.8 1.7 1.4 6.2 ... ... ...
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Table A6 Sectoral Share of GDP
(percent)

Agriculture Industry Services

1970 1980 1997 1970 1980 1997 1970 1980 1997

Newly Industrialized Economies
Hong Kong, China ... 0.9 0.2 ... 32.0 15.5      ... 67.2 84.4
Korea, Rep. of 29.8 14.2 6.1 23.8 37.8 43.7 46.4 48.1 50.2
Singapore 2.2 1.1 0.1 36.4 38.8 34.3 61.4 60.0 65.5
Taipei,China ... 7.9 2.9 ... 46.0 35.3      ... 46.1 61.8

People’s Rep. of China and Mongolia
China, People’s Rep. of 42.2 25.6 17.2 44.6 51.7 54.9 13.2 22.7 27.9
Mongolia 33.1 17.4 36.9 26.3 33.3 34.0 40.6 49.3 29.1

Central Asian Republics
Kazakstan ... ... 13.4 ... ... 30.5      ...      ... 51.6
Kyrgyz Republic ... ... 49.8 ... ... 25.0      ...      ... 25.2
Uzbekistan ... ... 21.3 ... ... 18.0 ... ... 60.7

Southeast Asia
Cambodia ... ... 43.9 ... ... 19.6      ...      ... 36.5
Indonesia 35.0 24.4 14.8 28.0 41.3 43.2 37.0 34.3 42.0
Lao People’s Democratic Rep. ... ... 52.5 ... ... 21.5      ...      ... 26.0
Malaysia ... 22.9 11.7 ... 35.8 47.6      ... 41.3 40.8
Myanmar 49.5 47.9 44.5 12.0 12.3 16.8 38.5 39.8 38.7
Philippines 28.2 23.5 20.5 33.7 40.5 35.9 38.1 36.0 43.6
Thailand 30.2 20.2 10.8 25.7 30.1 42.2 44.1 49.7 47.0
Viet Nam ... 42.7 31.2 ... 26.3 30.1      ... 31.0 38.7

South Asia
Bangladesh ... 49.4 32.4 ... 14.8 19.2      ... 35.8 48.4
Bhutan ... 56.7 36.2 ... 12.2 28.0      ... 31.1 35.9
India 44.5 38.1 24.3 23.9 25.9 31.9 31.6 36.0 43.8
Maldives ... ... ... ... ... ...      ...      ...      ...
Nepal ... 61.8 41.0 ... 11.9 19.1      ... 26.3 39.8
Pakistan 40.1 30.6 24.2 19.6 25.6 26.4 40.3 43.8 49.4
Sri Lanka 30.7 26.6 18.3 27.1 27.2 32.3 42.2 46.2 49.4

Pacific Islands
Cook Islands ... ... ... ... ... ...      ...      ...      ...
Fiji 30.2 22.5 22.1 23.1 21.7 23.4 46.7 55.8 54.5
Kiribati ... ... ... ... ... ...      ...      ...      ...
Marshall Islands ... ... ... ... ... ...      ...      ...      ...
Micronesia, Federated States ... ... ... ... ... ...      ...      ...      ...
Papua New Guinea ... ... ... ... ... ...      ...      ...      ...
Samoa ... ... ... ... ... ...      ...      ...      ...
Solomon Islands ... 52.5 35.7 ... 10.0 23.7      ... 37.4 40.6
Tonga ... 47.6 35.3 ... 11.0 15.4      ... 41.4 49.3
Tuvalu ... ... ... ... ... ...      ...      ...      ...
Vanuatu ... ... ... ... ... ...      ...      ...      ...
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Table A7 Gross Domestic Savings
(percentage of GDP)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies
Hong Kong, China 33.8 34.6 33.1 30.5 30.7 30.6 30.0 32.0
Korea, Rep. of 35.2 35.4 36.5 36.8 35.2 34.5 34.9 33.9
Singapore 45.6 46.3 48.8 51.0 51.2 51.8 50.0 50.0
Taipei,China 27.0 27.0 25.8 25.6 25.1 24.7 24.9 25.2

People’s Rep. of China and Mongolia
China, People’s Rep. of 38.3 41.5 42.2 41.9 41.4 42.6 39.0 39.0
Mongolia 23.9 12.4 11.3 21.8 19.9 19.3 ... ...

Central Asian Republics
Kazakstan ... ... 13.4 15.8 10.3 ... ... ...
Kyrgyz Republic 7.9 4.0 2.7 5.5 2.2 3.0 ... ...
Uzbekistan 6.7 -5.4 7.8 20.4 8.2 9.0 ... ...

Southeast Asia
Cambodia 6.2 5.3 4.8 5.4 5.4 4.4 ... ...
Indonesia 35.3 32.5 32.2 30.6 30.2 31.0 24.0 25.0
Lao People’s Democratic Rep. ... ... ... ... ... ... ... ...
Malaysia 36.5 37.7 38.8 39.5 42.6 43.8 42.0 42.5
Myanmar 12.8 11.4 11.7 13.4 14.0 14.6 ... ...
Philippines 17.0 15.2 17.0 16.8 18.8 19.2 17.0 19.0
Thailand 35.2 35.6 36.0 33.6 33.7 31.0 31.4 32.0
Viet Nam 16.9 17.4 16.9 17.0 16.7 17.7 16.0 18.0

South Asia
Bangladesh 5.8 7.0 13.4 12.8 7.5 9.0 8.6 8.8
Bhutan 16.1 26.8 28.4 27.0 29.0 30.0 ... ...
India 22.5 21.1 23.0 24.4 25.6 25.5 25.6 27.1
Maldives ... ... ... ... ... ... ... ...
Nepal 12.7 15.5 16.5 15.2 10.3 12.5 13.1 13.0
Pakistan 16.9 13.5 15.6 14.2 11.6 11.4 12.5 13.5
Sri Lanka 15.0 16.0 15.2 15.3 15.5 16.5 17.5 18.0

Pacific Islands
Cook Islands ... ... ... ... ... ... ... ...
Fiji 9.3 10.3 11.2 11.0 12.7 ... ... ...
Kiribati -50.4 ... ... ... ... ... ... ...
Marshall Islands ... ... ... ... ... ... ... ...
Micronesia, Federated States of ... ... ... ... ... ... ... ...
Papua New Guinea 19.7 ... ... ... ... ... ... ...
Samoa ... ... ... ... ... ... ... ...
Solomon Islands ... ... ... ... ... ... ... ...
Tonga -24.8 ... ... ... ... ... ... ...
Tuvalu ... ... ... ... ... ... ... ...
Vanuatu 20.3 19.3 18.9 23.0 ... ... ... ...
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Table A8 Gross Domestic Investment
(percentage of GDP)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies
Hong Kong, China 28.5 27.6 31.9 34.8 32.3 34.5 31.0 32.0
Korea, Rep. of 36.6 35.1 36.1 37.0 38.2 34.6 26.4 29.4
Singapore 36.0 37.7 32.7 33.7 35.3 37.4 32.0 33.0
Taipei,China 24.9 25.2 23.9 23.7 21.2 21.8 22.6 23.4

People’s Rep. of China and Mongolia
China, People’s Rep. of 37.3 43.5 40.9 40.2 39.2 39.8 39.0 39.0
Mongolia 29.3 27.7 24.8 26.4 25.2 23.3 ... ...

Central Asian Republics
Kazakstan ... ... 21.4 20.1 14.0 ... ... ...
Kyrgyz Republic 19.9 11.7 9.0 18.3 23.5 19.0 ... ...
Uzbekistan 13.1 3.0 5.7 20.9 16.1 15.0 ... ...

Southeast Asia
Cambodia 9.8 17.8 18.5 21.6 20.9 17.6 ... ...
Indonesia 32.4 29.5 32.5 31.9 30.8 31.6 25.0 27.0
Lao People’s Democratic Rep. ... ... ... ... ... ... ... ...
Malaysia 35.1 37.8 40.4 43.5 41.5 42.0 40.5 41.5
Myanmar 13.5 12.4 12.4 14.3 14.8 16.8 ... ...
Philippines 20.8 23.6 23.5 21.6 23.3 23.9 20.0 22.0
Thailand 40.0 39.9 40.3 41.6 41.7 35.0 26.0 29.0
Viet Nam 17.6 24.9 25.5 27.1 27.9 25.4 23.0 25.0

South Asia
Bangladesh 12.1 14.3 18.1 19.1 17.0 17.4 17.2 18.0
Bhutan 47.7 47.1 50.3 47.6 48.0 47.0 ... ...
India 24.0 21.7 24.0 26.2 27.1 26.6 27.1 29.0
Maldives ... ... ... ... ... ... ... ...
Nepal 21.2 23.1 22.4 23.4 23.2 23.4 24.9 25.0
Pakistan 19.9 20.5 19.4 18.3 18.7 18.4 20.0 22.0
Sri Lanka 24.3 25.6 27.0 25.7 24.2 25.8 26.7 27.6

Pacific Islands
Cook Islands ... ... ... ... ... ... ... ...
Fiji 13.4 14.6 12.2 13.0 12.1 ... ... ...
Kiribati 69.0 ... ... ... ... ... ... ...
Marshall Islands ... ... ... ... ... ... ... ...
Micronesia, Federated States of ... ... ... ... ... ... ... ...
Papua New Guinea 23.8 ... ... ... ... ... ... ...
Samoa ... ... ... ... ... ... ... ...
Solomon Islands 25.4 19.6 ... ... ... ... ... ...
Tonga 33.8 ... ... ... ... ... ... ...
Tuvalu 58.4 41.1 46.1 71.6 ... ... ... ...
Vanuatu 26.2 25.5 26.5 30.5 ... ... ... ...
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  Table A9 Changes in Consumer Prices
(percent per annum)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies 5.8 4.6 5.6 4.6 4.3 3.5 6.1 4.9
Hong Kong, China 9.3 8.5 8.1 8.6 6.0 5.7 4.5 5.0
Korea, Rep. of 6.2 4.8 6.2 4.5 4.9 4.5 9.8 7.2
Singapore 2.3 2.2 3.1 1.7 1.4 2.0 3.2 3.3
Taipei,China 4.5 2.9 4.1 3.7 3.1 0.9 3.2 2.2

People’s Rep. of China and Mongolia 6.7 14.9 24.2 17.1 8.3 2.8 4.0 6.0
China, People’s Rep. of 6.4 14.7 24.1 17.1 8.3 2.8 4.0 6.0
Mongolia 153.8 268.4 87.6 56.8 49.6 20.0 ... ...

Central Asian Republics 987.1 1,277.3 782.5 83.6 36.5 24.8 ... ...
Kazakstan 1,381.0 1,658.7 1,878.3 175.8 39.1 20.4 ... ...
Kyrgyz Republic 854.6 1,208.7 278.1 42.8 30.3 25.5 ... ...
Uzbekistan 906.1 880.4 1,281.4 116.9 64.4 30.0 ... ...

Southeast Asia 7.1 6.5 7.1 7.3 6.6 5.6 12.9 8.7
Cambodia 112.5 41.0 17.9 3.5 9.0 9.1 ... ...
Indonesia 7.6 9.6 8.5 9.5 7.9 6.6 20.0 15.0
Lao People’s Democratic Rep. 9.8 6.3 6.8 19.6 13.0 19.5 ... ...
Malaysia 4.7 3.6 3.7 3.4 3.5 4.0 5.0 4.5
Myanmar 21.9 31.8 24.1 25.2 16.3 ... ... ...
Philippines 8.9 7.6 9.0 8.1 8.4 5.1 10.0 8.0
Thailand 4.1 3.3 5.2 5.8 5.9 5.6 15.0 9.0
Viet Nam 17.6 5.2 14.4 12.7 4.5 3.2 4.0 4.0

South Asia ... 4.8 10.7 9.9 9.3 7.1 7.4 7.5
Bangladesh 5.1 1.3 1.8 5.2 4.0 3.9 5.5 5.0
Bhutan 15.9 11.2 7.0 9.5 8.8 7.0 ... ...
India ... 3.8 11.8 10.0 9.2 6.5 7.0 7.2
Maldives 16.8 20.2 16.5 5.4 6.2 8.0 ... ...
Nepal 21.0 8.9 8.9 7.6 8.1 7.8 7.5 8.0
Pakistan 9.6 9.8 11.2 13.0 10.8 11.6 10.0 10.2
Sri Lanka 11.4 11.7 8.4 7.7 15.9 9.6 10.0 9.0

Pacific Islands 4.8 4.3 2.9 11.7 8.6 3.9 ... ...
Cook Islands 3.5 7.3 2.6 0.9 -0.5 -2.0 ... ...
Fiji 4.9 0.5 0.8 2.2 3.0 2.9 ... ...
Kiribati 4.0 6.1 5.3 3.6 -0.6 2.0 ... ...
Marshall Islands 10.3 5.0 5.6 7.3 6.0 4.0 ... ...
Micronesia, Federated States of 5.0 6.0 4.0 4.0 3.0 3.0 ... ...
Papua New Guinea 4.3 4.9 2.9 17.3 11.6 3.9 ... ...
Samoa 9.0 1.7 18.4 1.0 7.1 8.0 ... ...
Solomon Islands 10.7 14.3 7.3 9.8 15.8 12.0 ... ...
Tonga 8.0 0.9 2.4 0.3 2.8 1.8 ... ...
Tuvalu 2.2 2.3 1.4 5.0 0.0 0.6 ... ...
Vanuatu 4.1 3.6 2.5 2.3 2.5 2.5 ... ...

Average for DMCs 5.6 8.0 11.3 9.4 6.7 4.3 6.9 6.5
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Table A10 Growth Rate of Money Supply (M2)
(percent per annum)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies
Hong Kong, China 10.8 16.2 12.9 14.6 10.9 8.4 9.4 9.6
Korea, Rep. of 14.9 16.6 18.7 15.6 15.8 14.7 13.1 13.2
Singapore 8.9 8.5 14.4 8.5 9.8 10.3 8.6 7.5
Taipei,China 19.1 15.4 15.1 9.4 9.1 7.2 7.4 7.4

People’s Rep. of China and Mongolia
China, People’s Rep. of 31.3 36.8 35.1 29.5 25.8 17.3 20.0 22.0
Mongolia 31.6 227.6 79.5 32.9 25.8 36.0 ... ...

Central Asian Republics
Kazakstan 389.0 691.9 576.1 110.4 17.4 29.6 ... ...
Kyrgyz Republic 428.2 179.9 117.8 77.8 22.2 17.0 ... ...
Uzbekistan 468.2 782.2 680.0 158.1 113.7 24.0 ... ...

Southeast Asia
Cambodia 214.0 34.4 34.9 44.3 40.4 16.6 ... ...
Indonesia 20.2 22.0 20.2 27.6 29.6 27.7 25.0 26.1
Lao People’s Democratic Rep. 49.0 64.6 31.9 16.4 26.7 68.8 ... ...
Malaysia 19.1 22.1 14.7 24.0 20.9 18.5 18.0 20.0
Myanmar 35.6 26.8 33.9 40.5 39.5 ... ... ...
Philippines 11.0 24.6 26.8 25.2 15.8 20.5 17.0 17.0
Thailand 15.6 18.4 12.9 17.0 12.6 16.4 6.8 7.5
Viet Nam 33.7 19.0 33.2 22.6 22.7 24.0 15.0 15.0

South Asia
Bangladesh 14.1 10.6 15.4 16.0 8.2 10.8 12.0 12.5
Bhutan -2.3 16.2 21.5 29.9 30.4 20.0 ... ...
India 15.7 18.4 22.3 13.7 15.9 16.5 16.7 15.0
Maldives 12.9 36.4 24.2 15.6 24.0 20.0 ... ...
Nepal 21.1 27.7 19.6 16.1 14.4 10.7 12.0 12.0
Pakistan 30.3 18.0 16.9 16.6 14.9 13.1 14.2 15.0
Sri Lanka 17.4 23.4 19.7 19.2 10.8 14.7 14.0 13.0

Pacific Islands
Cook Islands 26.9 6.5 ... ... ... ... ... ...
Fiji 15.0 17.9 0.2 7.5 15.4 ... ... ...
Kiribati ... ... ... ... ... ... ... ...
Marshall Islands ... ... ... ... ... ... ... ...
Micronesia, Federated States of ... ... ... ... ... ... ... ...
Papua New Guinea 24.9 7.0 2.6 -12.5 8.1 ... ... ...
Samoa 0.8 2.3 12.9 21.8 1.6 6.2 ... ...
Solomon Islands 26.2 14.7 24.1 9.6 ... ... ... ...
Tonga 22.5 4.1 8.8 17.1 2.6 9.3 ... ...
Tuvalu ... ... ... ... ... ... ... ...
Vanuatu -2.6 4.9 2.9 12.2 ... ... ... ...
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Table A11 Growth Rate of Merchandise Exports
(percent per annum)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies 12.1 10.7 15.0 20.9 4.5 3.4 4.0 4.9
Hong Kong, China 21.2 13.2 11.9 14.8 4.0 4.0 2.2 3.5
Korea, Rep. of 8.0 7.7 15.7 31.5 4.1 7.2 5.8 5.6
Singapore 8.5 17.0 25.8 21.0 6.4 -3.1 2.0 4.0
Taipei,China 6.9 4.5 9.4 20.0 3.8 5.2 6.8 7.0

People’s Rep. of China and Mongolia 18.0 8.7 35.4 24.9 17.8 20.0 3.0 3.0
China, People’s Rep. of 18.1 8.8 35.6 24.9 17.9 20.0 3.0 3.0
Mongolia 2.7 2.8 0.3 32.3 -12.8 8.9 ... ...

Central Asian Republics -66.3 29.7 0.5 37.2 13.1 7.1 ... ...
Kazakstan -65.1 0.7 -0.9 45.3 21.8 7.7 ... ...
Kyrgyz Republic -93.1 31.7 0.1 20.3 29.9 13.7 ... ...
Uzbekistan -88.0 102.0 2.2 29.4 -0.6 5.3 ... ...

Southeast Asia 14.7 13.3 19.3 24.3 6.0 8.7 8.2 10.4
Cambodia 24.5 7.2 62.8 75.2 -18.5 -4.9 ... ...
Indonesia 14.0 8.3 9.9 18.0 5.8 11.2 5.0 7.0
Lao People’s Democratic Rep. 37.3 81.4 24.9 3.5 3.8 -1.0 ... ...
Malaysia 18.1 16.1 23.1 26.6 7.3 6.0 8.0 10.0
Myanmar 37.2 17.8 31.8 -2.8 4.6 7.5 ... ...
Philippines 11.1 15.8 18.5 29.4 17.7 22.8 21.0 21.0
Thailand 13.7 13.4 22.7 24.8 -1.9 3.2 5.0 8.0
Viet Nam 21.2 20.6 35.8 28.2 41.0 22.2 15.0 16.0

South Asia 8.0 15.4 13.0 20.5 5.5 5.1 8.0 8.9
Bangladesh 16.1 19.5 6.0 37.2 12.2 13.7 15.0 16.0
Bhutan -9.6 4.9 -4.2 11.7 9.3 8.5 ... ...
India 3.3 20.2 18.4 20.8 4.1 5.0 7.5 7.8
Maldives 10.0 -19.0 43.1 12.7 8.0 5.8 ... ...
Nepal 56.1 25.4 -2.7 -9.6 1.7 10.3 4.0 6.0
Pakistan 14.6 0.3 -1.4 16.1 7.1 -2.7 6.0 9.0
Sri Lanka 20.6 16.3 12.0 18.7 7.9 13.0 9.0 10.0

Pacific Islands 25.2 28.2 7.9 2.3 -1.3 -12.0 ... ...
Cook Islands -41.4 21.9 7.7 9.5 ... ... ... ...
Fiji -3.5 6.1 32.2 6.0 23.3 -11.4 ... ...
Kiribati 64.8 -27.4 51.9 40.7 -31.1 ... ... ...
Marshall Islands 9.1 -17.7 87.3 14.9 ... ... ... ...
Micronesia, Federated States of 94.4 33.8 135.9 5.0 -1.6 2.0 ... ...
Papua New Guinea 31.4 33.7 2.5 0.4 -5.6 -13.3 ... ...
Samoa -10.1 10.5 -45.3 149.1 15.1 ... ... ...
Solomon Islands 22.1 25.5 10.1 18.4 4.3 4.0 ... ...
Tonga 78.2 -42.4 82.8 -11.8 -25.1 0.8 ... ...
Tuvalu -40.5 4.5 4.3 -54.2 9.1 25.0 ... ...
Vanuatu 30.2 -4.2 10.1 13.2 6.7 0.3 ... ...

Average for DMCs 13.2 11.3 18.3 22.1 6.8 7.2 5.0 6.0
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Table A12 Direction of Exports
(percent share)

AUSTRALIA/
To DMCs JAPAN USA EU NEW ZEALAND OTHERS

From 1985 1996 1985 1996 1985 1996 1985 1996 1985 1996 1985 1996

Newly Industrialized Economies
Hong Kong, China 35.6 46.0 4.2 6.5 30.8 21.2 11.8 15.8 2.3 1.8 15.3 8.7
Korea, Rep. of 12.9 38.4 15.0 12.3 35.6 16.8 10.4 13.3 1.3 1.4 24.7 17.8
Singapore 36.7 48.4 9.4 8.2 21.2 18.4 10.1 13.4 4.4 2.4 18.1 9.2
Taipei,China 15.6 . . . 11.3 . . . 15.5 . . . 5.5 . . . 2.4 . . . 49.7 . . .

PRC and Mongolia
China, People’s Rep. of 38.2 36.6 22.3 20.4 8.5 17.7 7.8 15.0 0.8 1.3 22.5 9.0
Mongolia 3.1 38.5 11.2 21.5 5.5 8.0 20.5 ... 0.0 ... 59.6 32.0

Central Asian Republics
Kazakstan ... 15.1 ... 1.4 ... ... ... ... ... ... ... ...
Kyrgyz Republic ... 53.8 ... 0.2 ... ... ... ... ... ... ... ...
Uzbekistan ... 15.8 ... 2.1 ... ... ... ... ... ... ... ...

Southeast Asia
Cambodia 67.9 52.1 7.0 1.8 ... 1.2 13.2 14.0 ... ... 11.9 30.9
Indonesia 17.2 31.5 46.2 28.8 21.7 16.5 6.0 18.3 1.2 2.8 7.6 2.1
Lao People’s Democratic Rep. 71.9 64.9 6.6 6.6 2.7 4.8 0.5 27.0 5.5 ... 12.7 -3.3
Malaysia 38.1 45.9 24.6 13.4 12.8 18.2 13.6 14.8 1.9 1.7 9.1 6.0
Myanmar 47.1 54.1 8.4 7.4 0.8 8.3 8.4 6.3 ... ... 35.4 23.9
Philippines 19.5 25.1 19.0 17.1 35.9 32.6 13.8 18.6 2.1 1.1 9.7 5.5
Thailand 27.1 34.0 13.4 16.8 19.7 18.0 17.8 15.7 1.9 1.4 20.1 14.1
Viet Nam 50.4 24.6 17.4 26.4 ... 4.5 6.2 25.0 2.2 4.0 23.8 15.5

South Asia
Bangladesh 14.5 7.6 7.2 3.1 18.1 31.0 13.0 45.0 1.8 0.6 45.5 12.7
Bhutan ... ... ... ... ... ... ... ... ... ... ... ...
India 8.9 24.1 11.1 7.4 18.9 17.3 16.7 29.4 1.4 1.3 43.0 20.5
Maldives 50.8 41.9 10.1 7.0 24.3 8.5 4.0 38.0 ... ... 10.9 4.6
Nepal 41.4 12.4 0.7 0.6 35.3 34.4 20.3 52.0 0.1 0.3 2.3 0.3
Pakistan 16.0 21.4 11.3 6.5 10.0 16.7 20.9 30.1 1.1 1.3 40.6 24.0
Sri Lanka 11.2 8.1 5.1 6.2 22.3 34.1 17.9 34.4 1.7 1.2 41.9 16.0

Pacific Islands
Cook Islands ... ... ... ... ... ... ... ... ... ... ... ...
Fiji 22.5 4.9 3.0 8.4 4.9 10.6 31.0 21.3 18.2 28.2 20.4 26.6
Kiribati 7.2 . . . 4.3 . . . . . . . . . 44.5 . . . 0.5 . . . 43.5 100.0
Marshall Islands . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Micronesia, Federated States of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Papua New Guinea 9.9 19.0 22.1 21.5 4.0 0.4 46.5 21.0 12.0 . . . 5.6 38.1
Samoa 0.3 2.7 0.9 0.3 59.4 1.7 5.8 1.6 29.7 . . . 3.9 93.7
Solomon Islands 11.1 . . . 52.1 . . . 2.4 . . . 26.3 13.5 3.2 3.1 5.0 83.4
Tonga 5.9 . . . 0.2 . . . 3.2 . . . 0.5 5.5 83.1 5.0 7.1 89.5
Tuvalu . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Vanuatu 1.4 . . . 6.7 . . . . . . . . . 25.4 42.9 1.6 15.1 65.0 42.0

Total for DMCs 25.6 39.2 16.5 12.9 26.3 16.4 10.7 15.8 2.1 2.0 18.8 13.1
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Table A13 Growth Rate of Merchandise Imports
(percent per annum)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies 13.1 10.1 17.4 22.9 5.2 3.0 -0.4 8.1
Hong Kong, China 23.0 12.3 16.7 19.1 3.0 5.1 1.0 6.0
Korea, Rep. of 1.0 2.3 22.4 32.1 12.2 -2.3 -12.3 14.0
Singapore 11.3 17.8 19.8 21.6 5.4 0.1 2.0 4.0
Taipei,China 13.6 7.1 10.4 21.2 -0.1 10.1 9.5 10.0

People’s Rep. of China and Mongolia 27.9 33.8 10.3 15.6 19.5 2.5 12.0 12.0
China, People’s Rep. of 28.3 34.1 10.4 15.5 19.5 2.5 12.0 12.0
Mongolia -14.0 -10.5 -3.3 32.0 5.4 -1.5 ... ...

Central Asian Republics -55.5 32.6 -7.8 16.6 27.3 6.2 ... ...
Kazakstan -65.0 9.9 -2.7 7.6 22.9 9.4 ... ...
Kyrgyz Republic -91.4 34.7 -4.6 24.6 47.5 -9.4 ... ...
Uzbekistan -85.1 96.3 -16.2 31.9 31.0 4.2 ... ...

Southeast Asia 8.9 14.4 21.8 29.7 6.3 2.4 -1.1 5.6
Cambodia 43.1 34.3 56.5 64.6 -8.5 -8.5 ... ...
Indonesia 7.8 6.0 13.9 26.6 8.1 4.8 -5.0 2.0
Lao People’s Democratic Rep. 58.8 60.1 30.6 4.4 17.2 -14.7 ... ...
Malaysia 10.1 17.8 28.1 30.4 1.7 7.0 6.0 7.0
Myanmar 19.9 28.9 14.3 2.3 8.2 7.0 ... ...
Philippines 20.5 21.2 21.2 23.7 20.8 14.0 9.0 10.0
Thailand 6.0 12.2 18.1 31.9 0.6 -9.3 -15.0 3.0
Viet Nam 20.4 39.3 48.5 43.8 39.0 -1.6 5.0 5.0

South Asia 9.2 14.5 18.1 25.7 7.7 5.6 8.3 10.7
Bangladesh 0.5 15.5 -7.5 39.4 17.8 3.0 8.0 10.0
Bhutan 14.0 50.4 -25.7 22.1 -8.2 25.0 ... ...
India 10.3 15.1 34.3 28.0 5.1 8.2 9.9 11.2
Maldives 18.4 5.9 9.7 20.9 12.6 12.0 ... ...
Nepal 15.8 22.2 14.6 21.9 9.0 10.3 5.0 6.0
Pakistan 7.3 11.7 -13.6 18.5 16.7 -5.0 0.5 10.0
Sri Lanka 15.3 14.6 18.6 11.6 2.5 7.0 10.0 9.0

Pacific Islands 80.1 -1.8 11.6 1.3 7.2 -0.3 ... ...
Cook Islands 34.5 4.4 -15.4 1.5 ... ... ... ...
Fiji -1.9 21.2 10.3 5.8 8.0 -0.5 ... ...
Kiribati 43.4 -25.1 -5.0 33.3 -6.4 ... ... ...
Marshall Islands 7.5 1.3 11.1 8.5 ... ... ... ...
Micronesia, Federated States of 0.8 11.2 16.6 2.8 -0.8 1.0 ... ...
Papua New Guinea -5.8 -14.2 17.2 -4.5 19.3 8.0 ... ...
Samoa 17.1 -6.7 -22.0 15.2 7.3 ... ... ...
Solomon Islands -0.9 22.7 1.9 10.4 -4.4 8.7 ... ...
Tonga 6.6 2.3 31.6 2.7 -9.1 -13.1 ... ...
Tuvalu -2.5 33.3 4.0 32.1 4.1 2.7 ... ...
Vanuatu 1.2 8.0 2.6 7.2 8.0 2.7 ... ...

Average for DMCs 13.6 14.0 17.4 23.6 7.3 3.0 1.7 8.3
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Table A14 Balance of Trade
($ million)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies 4,421 6,836 -868 -10,040 -13,809 -11,767 13,520 -4,288
Hong Kong, China -4,329 -3,808 -10,923 -19,594 -18,352 -21,121 -19,076 -25,025
Korea, Rep. of -2,146 1,860 -3,146 -4,746 -15,306 -2,802 22,438 13,356
Singapore -1,823 -2,724 1,354 1,065 2,281 -1,770 -1,806 -1,878
Taipei,China 12,718 11,508 11,847 13,235 17,568 13,926 11,963 9,259

People’s Rep. of China and Mongolia 5,154 -10,633 7,324 18,017 19,448 46,354 35,647 23,119
China, People’s Rep. of 5,183 -10,654 7,290 18,050 19,535 46,396 35,647 23,119
Mongolia -29 21 34 -33 -87 -42 ... ...

Central Asian Republics -1,430 -2,047 -1,326 -136 -1,509 -1,499 ... ...
Kazakstan -1,121 -1,561 -1,453 -222 -326 -465 ... ...
Kyrgyz Republic -74 -107 -86 -122 -252 -106 ... ...
Uzbekistan -235 -379 213 208 -931 -929 ... ...

Southeast Asia 1,033 -177 -3,493 -13,167 -14,587 -1,723 20,248 33,263
Cambodia -86 -187 -275 -404 -450 -388 ... ...
Indonesia 7,022 8,231 7,901 6,533 5,948 9,456 14,565 17,787
Lao People’s Democratic Rep. -137 -191 -264 -278 -368 -269 ... ...
Malaysia 3,150 3,037 1,577 -100 3,933 3,435 5,281 8,306
Myanmar -419 -606 -571 -631 -715 -760 ... ...
Philippines -4,695 -6,222 -7,850 -8,944 -11,342 -11,127 -9,100 -6,700
Thailand -4,161 -4,297 -3,392 -7,629 -9,157 -1,472 10,032 13,295
Viet Nam -60 -547 -1,190 -2,345 -3,151 -1,358 -530 576

South Asia -9,729 -10,859 -14,653 -20,464 -23,110 -24,657 -26,570 -30,424
Bangladesh -1,532 -1,688 -1,240 -1,782 -2,296 -1,947 -1,794 -1,668
Bhutan -20 -59 -30 -43 -27 -46 ... ...
India -4,368 -4,056 -9,049 -13,516 -14,530 -16,802 -19,317 -22,776
Maldives -103 -125 -120 -151 -174 -200 ... ...
Nepal -427 -512 -655 -922 -1,031 -1,137 -1,198 -1,270
Pakistan -2,236 -3,267 -2,000 -2,537 -3,704 -3,328 -2,900 -3,275
Sri Lanka -1,043 -1,153 -1,559 -1,513 -1,348 -1,197 -1,363 -1,435

Pacific Islands 21 766 738 802 559 116 ... ...
Cook Islands -51 -53 -44 -44 ... -34 ... ...
Fiji -189 -282 -229 -242 -197 -266 ... ...
Kiribati -32 -24 -21 -28 -28 ... ... ...
Marshall Islands -51 -53 -53 -57 ... ... ... ...
Micronesia, Federated States of -102 -109 -94 -95 -95 -95 ... ...
Papua New Guinea 625 1,470 1,339 1,410 1,015 557 ... ...
Samoa -104 -96 -77 -83 -89 ... ... ...
Solomon Islands 10 15 26 40 53 49 ... ...
Tonga -35 -44 -53 -57 -55 -46 ... ...
Tuvalu -5 -7 -7 9 10 9 ... ...
Vanuatu -44 -50 -50 -52 -56 -58 ... ...

Total for DMCs 900 -14,067 -10,952 -24,852 -31,499 8,324 42,845 21,671
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Table A15 Balance of Payments on Current Account
($ million)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies 10,261 12,475 14,869 11,723 2,249 13,511 38,394 25,001
Hong Kong, China ... ... ... ... ... ... ... ...
Korea, Rep. of -3,939 1,016 -3,855 -8,250 -23,061 -8,840 21,138 11,356
Singapore 5,653 4,417 12,226 14,499 14,283 14,630 13,160 11,430
Taipei,China 8,547 7,042 6,498 5,474 11,027 7,721 4,096 2,215

People’s Rep. of China and Mongolia 6,345 -11,578 6,954 1,566 7,143 19,947 10,000 5,000
China, People’s Rep. of 6,401 -11,609 6,908 1,618 7,243 20,000 10,000 5,000
Mongolia -56 31 46 -52 -101 -53 ... ...

Central Asian Republics -1,384 -1,608 -1,308 -753 -2,214 -2,116 ... ...
Kazakstan -1,073 -1,072 -1,367 -518 -752 -1,016 ... ...
Kyrgyz Republic -74 -107 -59 -185 -388 -195 ... ...
Uzbekistan -237 -429 118 -50 -1,075 -906 ... ...

Southeast Asia -12,339 -15,670 -19,943 -33,046 -34,309 -24,123 -6,138 -900
Cambodia -50 -251 -329 -476 -487 -409 ... ...
Indonesia -2,780 -1,944 -2,790 -6,431 -7,660 -5,713 -1,598 2,702
Lao People’s Democratic Rep. -108 -143 -223 -235 -302 -207 ... ...
Malaysia -2,167 -2,991 -4,520 -7,362 -4,964 -5,384 -4,860 -4,090
Myanmar -275 -292 -195 -303 -386 -421 ... ...
Philippines -858 -3,016 -2,950 -3,287 -3,914 -4,328 -2,619 -955
Thailand -6,304 -6,364 -7,802 -13,207 -14,351 -6,272 4,590 3,211
Viet Nam -72 -961 -1,329 -2,048 -2,631 -1,810 -1,651 -1,767

South Asia -6,746 -6,824 -7,374 -10,661 -11,277 -9,840 -11,436 -14,415
Bangladesh -578 -618 -430 -1,040 -1,627 -875 -1,100 -1,000
Bhutan -25 -69 -39 -57 -48 -79 ... ...
India -3,889 -1,526 -3,785 -5,903 -3,700 -4,000 -5,700 -8,500
Maldives -20 -54 -12 -16 -27 -28 ... ...
Nepal -275 -314 -224 -343 -569 -354 -455 -501
Pakistan -1,346 -3,688 -1,965 -2,484 -4,575 -4,187 -3,500 -3,700
Sri Lanka -613 -556 -920 -818 -731 -317 -681 -714

Pacific Islands 46 485 473 694 234 -290 ... ...
Cook Islands ... ... ... ... ... ... ... ...
Fiji 11 -81 -69 -36 65 -24 ... ...
Kiribati 4 3 14 2 -6 ... ... ...
Marshall Islands -0 -1 0 -6 ... ... ... ...
Micronesia, Federated States of 2 -2 13 16 9 8 ... ...
Papua New Guinea 95 646 573 767 188 -305 ... ...
Samoa -44 -52 -18 -16 -10 ...
Solomon Islands -8 -7 -1 10 16 49 ... ...
Tonga -3 -3 -21 -24 -8 -0 ... ...
Tuvalu 6 1 2 ... ... ... ... ...
Vanuatu -18 -18 -20 -19 -20 -19 ... ...

Total for DMCs -2,433 -21,111 -5,021 -29,724 -35,961 -796 30,819 14,687
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Table A16 Balance of Payments on Current Account
(percentage of GDP)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies 1.5 1.7 1.8 1.2 0.2 1.4 4.5 2.7
Hong Kong, China ... ... ... ... ... ... ... ...
Korea, Rep. of -1.3 0.3 -1.0 -1.8 -4.8 -2.0 6.9 3.4
Singapore 11.4 7.6 17.2 17.0 15.4 15.2 12.9 10.3
Taipei,China 4.0 3.2 2.7 2.1 4.0 2.7 1.5 0.8

People’s Rep. of China and Mongolia 1.3 -1.9 1.3 0.2 0.9 2.2 0.9 0.4
China, People’s Rep. of 1.3 -1.9 1.3 0.2 0.9 2.2 0.9 0.4
Mongolia -5.0 5.3 6.7 -5.5 -10.0 -5.6 ... ...

Central Asian Republics -8.4 -9.4 -7.3 -10.8 -17.2 -8.5 ... ...
Kazakstan -7.4 -9.5 -11.6 -3.1 -3.6 -4.6 ... ...
Kyrgyz Republic -9.2 -9.5 -7.5 -15.6 -24.1 -10.5 ... ...
Uzbekistan -6.4 -8.4 2.1 -0.5 -7.9 -6.0 ... ...

Southeast Asia -3.3 -3.7 -4.2 -5.9 -5.5 -4.1 -1.4 -0.2
Cambodia -2.5 -12.5 -13.7 -16.2 -15.5 -13.2 ... ...
Indonesia -2.0 -1.2 -1.6 -3.2 -3.4 -2.7 -1.6 2.5
Lao People’s Democratic Rep. -9.2 -10.7 -14.4 -13.3 -16.1 -11.8 ... ...
Malaysia -3.7 -4.7 -6.2 -8.4 -5.0 -5.3 -4.9 -3.8
Myanmar -0.7 -0.5 -0.2 -0.3 -0.3 -0.3 ... ...
Philippines -1.6 -5.5 -4.6 -4.4 -4.7 -5.2 -3.8 -1.3
Thailand -5.7 -5.1 -5.4 -7.9 -7.9 -4.0 3.4 2.0
Viet Nam -0.7 -7.5 -8.6 -10.1 -11.2 -7.7 -7.0 -7.0

South Asia -1.9 -2.0 -1.8 -2.4 -2.4 -2.0 -2.1 -2.4
Bangladesh -2.5 -2.6 -1.2 -2.7 -5.2 -2.6 -3.1 -2.7
Bhutan -10.5 -29.9 -14.9 -19.2 -15.0 -22.0 ... ...
India -1.4 -0.6 -1.2 -1.8 -1.0 -1.2 -1.5 -2.0
Maldives -10.2 -23.8 -4.3 -6.1 -9.2 -8.2 ... ...
Nepal -7.9 -7.9 -5.5 -7.8 -12.8 -7.2 -8.7 -8.8
Pakistan -2.8 -7.1 -3.8 -4.1 -7.1 -6.5 -5.1 -5.2
Sri Lanka -6.3 -5.4 -7.9 -6.3 -5.3 -2.1 -4.2 -4.0

Pacific Islands 0.7 6.5 5.7 8.3 2.8 -3.9 ... ...
Cook Islands ... ... ... ... ... ... ... ...
Fiji 0.7 -5.8 -4.0 -2.4 0.8 0.8 ... ...
Kiribati 14.3 11.4 43.6 6.3 -21.0 ... ... ...
Marshall Islands -0.1 -1.3 ... -5.5 ... ... ... ...
Micronesia, Federated States of -65.2 -64.2 -56.4 -54.6 -53.1 -56.4 ... ...
Papua New Guinea 2.2 12.7 10.6 15.6 3.8 -6.2 ... ...
Samoa -37.1 -42.6 -13.2 -10.3 -11.2 ... ... ...
Solomon Islands -3.8 -2.8 -0.3 3.0 4.6 ... ... ...
Tonga -4.2 -4.4 -28.0 -6.8 -6.3 -6.3 ... ...
Tuvalu 57.6 8.6 16.4 ... ... ... ... ...
Vanuatu -9.4 -9.0 -9.2 -8.5 -8.3 -7.6 ... ...

Average for DMCs -0.1 -1.0 -0.2 -1.1 -1.2 -0.0 1.1 0.5
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Table A17 Foreign Direct Investment
($ million)

1991 1992 1993 1994 1995 1996

Newly Industrialized Economies 7,876 5,861 7,858 9,664 12,347 15,650
Hong Kong, China 538 2,051 1,667 2,000 2,100 2,500
Korea, Rep. of 1,180 727 588 809 1,776 2,308
Singapore 4,887 2,204 4,686 5,480 6,912 9,440
Taipei, China 1,271 879 917 1,375 1,559 1,402

People’s Rep. of China and Mongolia 4,366 11,158 27,523 33,794 35,859 42,305
China, People’s Republic of 4,366 11,156 27,515 33,787 35,849 42,300
Mongolia ... 2 8 7 10 5

Central Asian Republics ... 140 195 245 430 381
Kazakstan ... 100 150 185 280 310
Kyrgyz Republic ... ... ... 10 30 16
Uzbekistan ... 40 45 50 120 55

Southeast Asia 8,512 9,899 10,734 10,325 14,315 19,804
Cambodia ... 33 54 69 151 350
Indonesia 1,482 1,777 2,004 2,109 4,348 7,960
Lao People's Democratic Rep. 7 8 30 59 88 104
Malaysia 3,998 5,183 5,006 4,342 4,132 5,300
Myanmar 238 171 149 91 115 100
Philippines 544 228 1,238 1,591 1,478 1,408
Thailand 2,014 2,114 1,730 1,322 2,003 2,426
Viet Nam 229 385 523 742 2,000 2,156

South Asia 470 703 1,141 1,922 2,643 3,468
Bangladesh 1 4 14 11 2 9
Bhutan ... ... ... ... ... ...
India 155 233 574 1,314 1,929 2,587
Maldives 7 7 7 6 5 7
Nepal 2 1 4 6 5 5
Pakistan 257 335 347 419 639 690
Sri Lanka 48 123 195 166 63 170

Pacific Islands 260 390 69 106 573 362
Cook Islands ... ... ... ... ... ...
Fiji 15 51 29 65 67 47
Kiribati ... ... -1 ... ... 1
Marshall Islands ... ... ... ... ... ...
Micronesia, Federated States of ... ... ... ... ... ...
Papua New Guinea 203 294 -2 -5 453 230
Samoa 3 4 2 3 2 4
Solomon Islands 15 14 13 11 18 21
Tonga ... 1 2 2 1 23
Tuvalu ... ... ... ... ... ...
Vanuatu 25 26 26 30 31 36

Total for DMCs 21,485 28,151 47,520 56,056 66,166 81,970
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Table A18  External Debt Outstanding
($ million)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies ... ... ... ... ... ... ... ...
Hong Kong, China ... ... ... ... ... ... ... ...
Korea, Rep. of ... ... ... ... ... ... ... ...
Singapore ... ... ... ... ... ... ... ...
Taipei,China ... ... ... ... ... ... ... ...

People’s Rep. of China and Mongolia 72,726 86,294 100,931 118,594 128,571 134,008 140,000 145,000
China, People’s Rep. of 72,428 85,928 100,457 118,090 128,015 133,415 140,000 145,000
Mongolia 298 366 474 504 556 593 ... ...

Central Asian Republics 101 2,966 4,237 6,122 7,315 2,800 ... ...
Kazakstan 35 1,724 2,669 3,712 4,397 ... ... ...
Kyrgyz Republic 1 294 450 610 618 ... ... ...
Uzbekistan 65 948 1,119 1,800 2,300 2,800 ... ...

Southeast Asia 194,116 211,735 235,559 270,785 265,903 291,792 293,897 217,818
Cambodia 1,873 1,862 1,944 2,030 2,108 2,239 ... ...
Indonesia 88,004 89,148 96,543 107,831 120,246 135,000 142,657 150,748
Lao People’s Democratic Rep. 412 492 579 687 803 ... ... ...
Malaysia 19,960 23,300 22,518 27,379 ... ... ... ...
Myanmar 5,355 5,756 6,555 5,771 5,553 ... ... ...
Philippines 30,934 34,282 37,079 37,778 38,300 49,500 50,000 53,000
Thailand 43,621 52,107 64,869 82,568 90,536 94,900 89,240 ...
Viet Nam 3,957 4,788 5,473 6,741 8,357 10,153 12,000 14,070

South Asia 132,068 138,909 150,612 148,384 149,254 145,740 151,299 159,529
Bangladesh 13,200 14,100 15,700 16,500 17,600 18,700 19,800 20,800
Bhutan 128 125 130 129 113 164 ... ...
India 90,023 92,695 99,008 92,199 90,900 95,300 98,700 104,600
Maldives 116 131 142 167 195 ... ... ...
Nepal 1,802 2,004 2,320 2,399 2,413 2,576 2,799 3,129
Pakistan 19,629 22,046 24,482 27,072 28,603 29,000 30,000 31,000
Sri Lanka 7,171 7,809 8,830 9,919 9,429 ... ... ...

Pacific Islands 4,507 4,136 3,586 2,862 2,759 ... ... ...
Cook Islands 108 126 ... ... ... ... ... ...
Fiji 339 330 299 ... ... ... ... ...
Kiribati 19 18 ... ... ... ... ... ...
Marshall Islands ... ... ... ... ... ... ... ...
Micronesia, Federated States of ... ... ... ... ... ... ... ...
Papua New Guinea 3,740 3,224 2,879 2,431 2,329 ... ... ...
Samoa 118 194 154 162 164 ... ... ...
Solomon Islands 94 151 155 157 152 ... ... ...
Tonga 50 51 52 64 64 ... ... ...
Tuvalu ... ... ... ... ... ... ... ...
Vanuatu 40 42 47 48 50 ... ... ...

Total for DMCs 403,517 444,041 494,924 546,748 553,801 574,340 585,196 522,347
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Table A19 Debt-Service Ratio
(percentage of exports of goods and services)

1992 1993 1994 1995 1996 1997 1998 1999

Newly Industrialized Economies
Hong Kong, China ... ... ... ... ... ... ... ...
Korea, Rep. of ... ... ... ... ... ... ... ...
Singapore ... ... ... ... ... ... ... ...
Taipei,China ... ... ... ... ... ... ... ...

People’s Rep. of China and Mongolia
China, People’s Rep. of 10.2 11.1 8.9 9.9 10.1 9.8 11.0 11.0
Mongolia 10.5 10.6 16.3 12.0 11.5 9.0 ... ...

Central Asian Republics
Kazakstan ... 0.2 1.7 4.0 5.6 ... ... ...
Kyrgyz Republic ... 0.4 3.9 20.7 12.2 10.0 ... ...
Uzbekistan 0.4 0.7 4.0 5.0 8.9 10.0 ... ...

Southeast Asia
Cambodia 4.1 20.5 0.7 3.0 5.3 3.2 ... ...
Indonesia 33.0 33.6 30.7 30.9 29.5 30.0 28.0 30.0
Lao People’s Democratic Rep. 6.9 4.0 3.3 5.2 6.0 ... ... ...
Malaysia 6.6 7.8 4.9 6.2 ... ... ... ...
Myanmar 6.2 11.8 14.5 16.7 18.1 ... ... ...
Philippines 17.0 17.1 17.4 15.8 12.0 10.4 11.4 11.0
Thailand 13.7 18.5 11.3 11.4 12.2 25.0 15.0 15.0
Viet Nam 11.3 10.7 5.7 6.3 8.7 11.0 12.0 12.0

South Asia
Bangladesh 9.0 10.2 11.6 10.3 12.1 11.4 10.7 10.5
Bhutan 6.7 18.0 20.5 14.8 24.0 12.0 ...
India 28.6 26.9 27.5 37.3 41.9 31.8 29.9 28.9
Maldives 3.9 4.8 3.7 3.6 3.6 ... ...
Nepal 7.4 8.1 6.8 7.9 8.4 8.2 8.4 8.2
Pakistan 24.9 27.4 33.4 34.9 33.9 37.0 35.0 34.0
Sri Lanka 14.6 11.8 11.2 11.6 12.9 11.4 11.2 11.0

Pacific Islands
Cook Islands ... ... ... ... ... ... ... ...
Fiji 9.3 8.2 7.0 4.6 ... ... ... ...
Kiribati 21.7 27.0 ... ... ... ... ... ...
Marshall Islands ... ... ... ... ... ... ... ...
Micronesia, Federated States of ... ... ... ... ... ... ... ...
Papua New Guinea 28.2 28.7 30.4 20.8 17.5 ... ... ...
Samoa 5.5 6.9 7.3 4.2 4.2 4.2 ... ...
Solomon Islands 5.5 4.4 6.2 2.8 6.2 ... ... ...
Tonga 3.0 3.0 4.5 5.5 9.5 ... ... ...
Tuvalu ... ... ... ... ... ... ... ...
Vanuatu 1.3 1.4 1.6 1.5 0.7 ... ... ...
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Table A20 Exchange Rates to the Dollar
(Annual Average)

Currency 1992 1993 1994 1995 1996 1997

Newly Industrialized Economies
Hong Kong, China HK$ 7.7 7.7 7.7 7.7 7.7 7.7
Korea, Rep. of Won 780.7 802.7 803.5 771.3 804.5 951.4
Singapore S$ 1.6 1.6 1.5 1.4 1.4 1.5
Taipei,China NT$ 25.2 26.4 26.5 26.5 27.5 28.6

People’s Rep. of China and Mongolia
China, People’s Rep. of Yuan 5.5 5.8 8.6 8.4 8.3 8.3
Mongolia Tugrik 42.6 283.0 412.7 448.7 548.4 793.7

Central Asian Republics
Kazakstan Tenge ... 2.6 35.6 61.0 67.3 75.4
Kyrgyz Republic Som ... 5.8 10.9 10.8 12.8 ...
Uzbekistan Sum ... ... 9.8 29.8 40.2 ...

Southeast Asia
Cambodia Riel 1,266.6 2,689.0 2,545.0 2,450.8 2,624.0 2989.0
Indonesia Rupiah 2,029.9 2,087.1 2,160.8 2,248.6 2,342.3 2946.0
Lao People’s Democratic Rep. Kip 716.1 716.3 717.7 804.7 921.1 1256.7
Malaysia Ringgit 2.5 2.6 2.6 2.5 2.5 2.7
Myanmar Kyat 6.1 6.2 6.0 5.7 5.9 6.2
Philippines Peso 25.5 27.1 26.4 25.7 26.2 29.5
Thailand Baht 25.4 25.3 25.2 24.9 25.3 30.8
Viet Nam Dong 11,179.0 10,640.0 10,978.0 11,037.0 11,032.0 12,500.0

South Asia
Bangladesh Taka 39.0 39.6 40.2 40.3 41.8 42.6
Bhutan Ngultrum 25.9 30.5 31.4 32.4 35.4 36.1
India Rupee 25.9 31.4 31.4 33.5 35.5 37.8
Maldives Rufiyaa 10.6 11.0 11.6 11.8 11.8 11.8
Nepal Rupee 42.8 43.0 49.3 49.9 55.2 57.0
Pakistan Rupee 24.8 26.0 30.2 30.9 33.6 39.0
Sri Lanka Rupee 43.8 48.3 49.4 51.3 55.3 59.0

Pacific Islands
Cook Islands NZ$ 1.9 1.8 1.7 1.5 1.6 1.7
Fiji F$ 1.5 1.5 1.5 1.4 1.4 1.4
Kiribati A$ 1.4 1.5 1.4 1.3 1.3 1.4
Marshall Islands US$ ... ... ... ... ... ...
Micronesia, Federated States of US$ ... ... ... ... ... ...
Papua New Guinea Kina 1.0 1.0 1.0 1.3 1.3 1.3
Samoa Taka 2.5 2.6 2.5 2.5 2.5 2.5
Solomon Islands SI$ 2.9 3.2 3.3 3.4 3.6 3.7
Tonga T$ 1.3 1.4 1.3 1.3 1.2 1.2
Tuvalu A$ 1.4 1.5 1.4 1.3 1.3 ...
Vanuatu Vatu 113.4 121.6 116.4 112.1 111.7 114.5
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Table A21 Central Government Expenditure
(percentage of GDP)

1992 1993 1994 1995 1996 1997

Newly Industrialized Economies
Hong Kong, China 14.5 16.4 16.2 17.0 15.3 14.9
Korea, Rep. of 19.5 19.8 17.2 21.4 22.7 20.1
Singapore 19.6 17.4 12.9 12.9 14.7 18.1
Taipei,China 30.7 30.5 30.2 29.9 29.1 28.0

People’s Rep. of China and Mongolia
China, People’s Rep. of 14.0 13.4 12.4 11.7 11.6 12.5
Mongolia 38.9 30.0 30.1 29.8 36.0 38.8

Central Asian Republics
Kazakstan 31.4 24.7 24.4 20.5 19.0 18.0
Kyrgyz Republic 25.0 23.4 24.4 28.6 23.2 19.5
Uzbekistan 43.7 38.7 33.3 37.6 36.2 35.5

Southeast Asia
Cambodia 9.8 11.2 16.5 16.7 16.4 13.9
Indonesia 17.2 16.3 16.4 15.4 15.1 14.3
Lao People’s Democratic Rep. 20.7 18.1 42.7 41.2 22.3 20.7
Malaysia 27.4 24.9 23.7 22.4 22.4 21.0
Myanmar 10.5 9.0 9.3 9.5 6.6 ...
Philippines 19.7 18.5 18.5 18.2 18.3 19.1
Thailand 15.0 15.9 16.0 15.3 17.8 18.2
Viet Nam 22.7 28.5 26.7 25.1 24.7 17.1

South Asia
Bangladesh 16.9 17.8 13.5 14.2 17.8 17.6
Bhutan 36.3 36.7 38.9 37.9 37.3 44.2
India 17.4 17.5 16.9 16.4 15.8 16.0
Maldives 59.5 58.3 48.8 52.2 47.8 45.2
Nepal 17.7 18.0 16.9 17.6 18.9 18.3
Pakistan 26.5 26.0 23.2 23.0 23.9 23.6
Sri Lanka 27.5 28.1 29.0 30.0 27.9 24.0

Pacific Islands
Cook Islands 48.3 52.8 60.8 45.6 ... ...
Fiji 39.3 51.2 43.3 0.6 20.6 6.2
Kiribati 144.1 119.3 120.6 168.3 155.9 168.0
Marshall Islands 102.8 97.4 88.1 95.3 70.0 63.9
Micronesia, Federated States of 91.7 84.8 79.1 77.5 73.8 71.8
Papua New Guinea 32.9 32.3 29.7 27.2 28.4 32.5
Samoa 70.7 79.9 62.7 65.7 57.5 31.6
Solomon Islands 52.6 42.9 41.9 40.3 38.1 33.7
Tonga 56.1 55.1 45.3 46.8 29.0 29.0
Tuvalu 110.6 104.8 54.8 50.5 55.7 58.7
Vanuatu 22.4 21.4 20.7 22.0 22.0 22.6
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Table A22 Central Government Revenue
(percentage of GDP)

1992 1993 1994 1995 1996 1997

Newly Industrialized Economies
Hong Kong, China 17.4 18.6 17.3 16.7 17.5 20.7
Korea, Rep. of 19.2 19.9 17.8 21.9 22.8 21.0
Singapore 32.9 35.7 21.9 20.5 21.4 21.4
Taipei,China 25.3 25.3 24.5 22.5 21.7 22.3

People’s Rep. of China and Mongolia
China, People’s Rep. of 13.1 12.6 11.2 10.7 10.8 11.7
Mongolia 23.9 31.2 29.3 30.6 27.8 30.2

Central Asian Republics
Kazakstan 24.6 23.3 17.2 18.5 16.5 13.8
Kyrgyz Republic 15.9 16.1 16.7 17.0 17.6 15.0
Uzbekistan 31.5 35.9 29.2 34.6 34.2 32.3

Southeast Asia
Cambodia 6.2 5.4 9.6 8.9 9.1 9.2
Indonesia 16.8 15.9 17.4 15.7 15.9 14.1
Lao People’s Democratic Rep. 10.7 11.9 15.4 16.4 13.1 11.4
Malaysia 26.4 25.2 26.0 23.3 23.3 23.1
Myanmar 8.4 7.6 6.8 6.1 5.1 ...
Philippines 18.0 17.7 19.9 18.9 18.7 19.2
Thailand 17.7 17.9 18.7 18.6 18.6 17.3
Viet Nam 18.3 21.7 24.0 23.2 22.9 21.8

South Asia
Bangladesh 10.5 11.7 8.9 9.1 11.9 12.1
Bhutan 19.5 23.6 20.4 19.5 18.7 18.3
India 15.6 16.2 16.8 15.7 15.5 16.7
Maldives 36.3 35.1 35.9 37.3 37.9 37.0
Nepal 9.0 8.8 9.8 11.2 11.3 11.2
Pakistan 19.1 18.0 17.3 17.4 17.5 17.3
Sri Lanka 20.2 19.7 19.0 20.4 19.0 19.2

Pacific Islands
Cook Islands 37.2 36.7 36.2 39.7 ... ...
Fiji 67.7 43.0 39.2 30.6 29.1 28.1
Kiribati 185.6 171.0 151.6 159.3 141.9 172.0
Marshall Islands 84.4 83.6 74.9 73.9 72.1 61.8
Micronesia, Federated States of 31.1 31.5 29.0 29.4 23.6 27.0
Papua New Guinea 22.4 22.7 23.8 23.0 24.8 26.8
Samoa 54.5 58.7 51.5 56.8 59.4 34.8
Solomon Islands 33.0 26.7 28.7 27.7 27.4 30.3
Tonga 47.8 52.8 58.2 60.0 63.3 63.4
Tuvalu 126.6 101.3 47.5 41.8 47.0 47.0
Vanuatu 22.8 20.8 23.0 23.1 22.8 24.0
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Table A23 Overall Budget Surplus/Deficit of Central Government
(percentage of GDP)

1992 1993 1994 1995 1996 1997

Newly Industrialized Economies
Hong Kong, China 2.8 2.1 1.1 -0.3 2.2 5.8
Korea, Rep. of -0.3 0.1 0.6 0.5 0.0 -0.5
Singapore 12.6 15.5 8.9 7.6 6.8 3.3
Taipei,China -5.4 -5.2 -5.7 -7.4 -7.4 -5.7

People’s Rep. of China and Mongolia
China, People’s Rep. of -1.0 -0.8 -1.2 -1.0 -0.8 -0.8
Mongolia -15.0 1.2 -6.5 -3.8 -8.2 -8.6

Central Asian Republics
Kazakstan -6.8 -1.4 -7.2 -2.0 -2.5 -4.2
Kyrgyz Republic -17.4 -7.4 -7.7 -11.5 -5.6 -4.5
Uzbekistan -18.5 -10.4 -6.1 -4.1 -3.3 -3.0

Southeast Asia
Cambodia -3.6 -5.9 -6.8 -7.7 -7.2 -4.8
Indonesia -0.4 -0.4 1.0 0.4 0.8 -0.2
Lao People’s Democratic Rep. -10.0 -6.2 -27.3 -24.8 -9.1 -9.2
Malaysia -0.8 0.2 2.3 0.9 0.7 1.8
Myanmar -2.1 -1.4 -2.5 -3.4 -1.5 ...
Philippines -1.2 -1.5 1.0 0.6 0.3 0.1
Thailand 2.8 2.1 2.7 3.0 0.9 -0.9
Viet Nam -2.5 -5.3 -1.8 -1.3 -1.2 -3.2

South Asia
Bangladesh -6.4 -6.1 -4.6 -5.1 -5.9 -5.5
Bhutan -8.5 -0.7 -2.3 -2.0 -0.6 -4.9
India -5.7 -7.4 -6.1 -7.1 -7.0 -6.7
Maldives -24.2 -23.2 -12.9 -14.9 -9.9 -8.2
Nepal -7.5 -7.0 -5.8 -4.6 -5.6 -5.3
Pakistan -7.4 -8.0 -5.9 -5.5 -6.3 -6.3
Sri Lanka -7.3 -8.4 -10.0 -9.6 -8.9 -4.9

Pacific Islands
Cook Islands -11.1 -16.1 -24.7 -5.9 ... ...
Fiji 28.4 -8.1 -4.1 0.7 5.7 9.2
Kiribati -29.4 1.8 -10.3 -66.8 -49.9 -52.8
Marshall Islands -79.5 -65.0 -58.6 -61.7 -41.7 -40.2
Micronesia, Federated States of -3.3 -1.2 1.7 3.4 -2.2 -1.3
Papua New Guinea -10.4 -9.6 -5.9 -4.2 -3.6 -5.7
Samoa -16.2 -21.2 -11.2 -8.9 1.9 3.2
Solomon Islands -5.9 -10.9 -9.2 -8.5 -6.1 -6.1
Tonga -9.8 -3.9 5.6 5.8 1.5 2.6
Tuvalu 46.2 16.1 ... ... ... ...
Vanuatu 0.4 -1.0 2.3 1.6 0.7 1.5
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