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ASIA PACIFIC: DEVELOPING ECONOMIES GREW 7.9% LAST YEAR

By Kanaga Raja, Geneva, 18 April 2007



The developing economies of the Asia-Pacific region reported impressive growth of 7.9% in 2006, up from 7.6% the previous year, marking the eighth straight consecutive year of expansion, according to the United Nations Economic and Social Commission for Asia and the Pacific (ESCAP).

 

The continuing buoyancy of external demand remained a source of growth for many countries, said the UN regional agency in its 'Economic and Social Survey for Asia and the Pacific 2007' released Wednesday.

 

The anticipated slowdown in the US failed to materialize and the continuing revival of the Japanese economy provided added stimulus, ESCAP said, adding that with Asian and Pacific developing economies accounting for more than one third of global growth in 2006, the region is becoming the locomotive of global growth.

 

The ESCAP report also said that Asia-Pacific bilateral and regional trade agreements are falling short on delivering expanded trade. Political and foreign policy goals, and not expanded trade, are too often the goals of these pacts.

 

The ESCAP region encompasses all the countries in Asia and the Pacific, including the Central Asian republics of Armenia, Azerbaijan, Georgia, Kazakhstan, Kyrgystan, Tajikstan, Turkmenistan and Uzbekistan. The developed countries in the ESCAP region are Japan, Australia and New Zealand.

 

Asia-Pacific countries in 2006 accounted for over 30% of global output (gross domestic product GDP) based on purchasing parity terms and accounted for 58% of world GDP growth based on the same scale.

 

The region's impressive economic performance was against the backdrop of a riskier global environment, with oil prices hitting a record high in the middle of 2006, while stock markets plummeted across the Asia-Pacific region, raising fears of a downturn.

 

Also, global imbalances steadily worsened, with the current account balance of the United States deteriorating by a further $100 billion in 2006, increasing the possibility of an abrupt depreciation of the US dollar, said the ESCAP report.

 

''High and volatile oil prices were one of the central sources of difficulty in macroeconomic management in the region in 2006,'' said ESCAP.

 

Inflationary pressures in oil importing countries intensified as global oil prices peaked at $70 a barrel. Inflation concerns came as reductions in fuel subsidies occurred through the year in China, India, Malaysia and Taiwan Province of China. This triggered tighter monetary policies and higher interest rates to curb inflation.

 

The report cautioned that prospects for a continuing fall in oil prices to pre-2002 levels remain uncertain. New oil price hikes would undermine regional economic growth, inflation and current account balances. ESCAP simulations indicate that emerging Asia's growth would be reduced by 0.16 percentage points if there is a sustained 10% increase in world oil prices.

 

Despite high and volatile oil prices in 2006, developing economies in the Asia-Pacific region kept inflation under control at 4.3%. Asian currencies were also strong, reflecting larger-than-expected current account surpluses and capital flows.

 

The region's economies, said the report, are learning to live with high oil prices by shifting demand from oil to other sources of energy, increasing oil efficiency in production and promoting energy conservation.

 

Moreover, strong exports in many countries offset some of the effects of rising oil prices. The region's exports grew at an impressive 18%, about the same as in 2005, while import growth picked up to 19%, from 17% the year before.

 

China served as an export platform for the region, while its appetite for raw materials and fuels kept global oil and commodity prices high, aiding exporters throughout the region.

 

India is emerging as a force in manufacturing exports. Until recently, India's services exports, especially those related to outsourcing and IT, have been a success story. But manufacturing exports have surged, growing 37.3% year-on-year in US dollar terms between April and September 2006.

 

As to the outlook for 2007, the report said that for developing economies in the Asia-Pacific region, economic growth is projected at 7.4% in 2007, slower than the 7.9% in 2006.

 

The external environment is expected to be less favourable, mainly due to the slowing US economy. With an easing in consumer demand and a cooling housing market, the US GDP is expected to grow at 2.2%, down from 3.2% in 2006. The European Union's GDP is expected to grow at 2.4% in 2007, slipping from 2.7% in 2006.

 

A moderate decline in global electronics demand in 2007 may dampen the Asia-Pacific region's prospects, the report cautioned, adding that the easing of commodity prices, including those of oil, will come as a mixed blessing.

 

Inflation in developing Asia-Pacific economies is projected at 3.8% in 2007, down from 2006. The fall in oil prices is expected to lessen inflationary pressures, while tight monetary policies across the region are expected to reduce inflationary expectations, said ESCAP.

 

However, managing exchange rates will be the biggest challenge in 2007. Nominal exchange rates in most of the region, especially in East and South-East Asia, appreciated significantly against the US dollar in 2006, despite interventions to keep currencies down. This appreciation is expected to continue in 2007, with the large US current account deficit and the continuing flow of capital into the region.

 

The report said that it will be increasingly difficult for monetary authorities to pursue an independent monetary policy in response to shocks, as was the case in 2006, while targeting exchange rates against the backdrop of more open capital accounts. Monetary authorities can choose any two of three policy options: monetary autonomy, exchange rate targeting and capital convertibility - but not all three.

 

ESCAP suggested greater exchange rate flexibility as one sustainable solution. This should take away the ''one-way bet'' that encourages even more capital inflows than otherwise because markets would quickly realize that the currency could move in either direction. In those economies where the central bank has not made a commitment to price stability, they could continue to manage their nominal exchange rates, but they would have to forgo the practice of sterilized intervention and allow the real exchange rate to appreciate through increases in the price level.

 

The UN agency also highlighted several downside risks in respect of the growth forecast for the Asia-Pacific economies in 2007.

 

These risks include an oil price shock, in that while oil prices should ease further in 2007, low spare capacity and tight supplies could renew pressure on prices. Another risk is an abrupt cooling of the housing markets in the US. Recent data shows that the housing market in the US is now softening with a falling demand for mortgages and a declining rate of increase in housing prices.

 

The report also warned of a disorderly unwinding of global imbalances. The steadily rising current account deficit and a significant increase in US international debt positions could lead to a rapid loss of investor confidence, which in turn would lead to a rapid fall in the US dollar and a sharp contraction of US economic growth.

 

ESCAP estimates show that a sharp and abrupt depreciation of the US dollar could bring the US current account deficit to a sustainable 3% of GDP within a year, but at significant cost to its trading partners. On average, Asian currencies would experience an immediate real appreciation of about 33%. Current account balances across the region would decline by about 2.3 percentage points.

 

Other downside risks highlighted in the report include a reversal of the sustainability of the Japanese economic recovery, the economic 'overheating' in China and an avian flu pandemic.

 

The report also listed five key issues for policymakers to consider both in the short and long run. These include monitoring vulnerability to currency crises; boosting domestic demand through private investment, especially in East Asia; reaping the one-off demographic dividend (the rapid decline in fertility and increase in life expectancy in the region is opening a one-time only demographic window that provides an opportunity to spur economic growth); managing urban growth; and promoting green growth to sustain development.

 

On regional trends in 2006, the report said that economic growth was widely shared, with all sub-regions performing robustly.

 

East and North-East Asia had stronger-than-expected growth of 8.5%. Averaging around 7.5%, economic growth was also strong in North and Central Asia in 2006. Strong economic growth continued in South and South-West Asia with industry and services the major contributors.

 

Driven by strong external demand, economic growth in South-East Asia stood at a robust 5.9% in 2006. With a few exceptions, Pacific island countries showed positive economic growth, ranging from slightly less than 2% in Tonga to more than 6% in Vanuatu.

 

All three developed countries in the region - Australia, New Zealand and Japan - however enjoyed modest growth. Australia's economy grew by 2.5% in 2006, Japan's expanded by 2.2%, while New Zealand continued to expand but at a weaker pace than in 2005.

 

The report also noted that developing countries in the region continued to add to their sizeable foreign exchange reserves, which had reached an unprecedented $2.5 trillion at the end of 2006. China accounted for 40% (close to $1 trillion) of the reserves of developing countries in the region.

 

In light of this, ESCAP called on policymakers to review the costs and benefits of holding excessive reserves. ''It is time to consider seriously the benefits and costs of holding excessive reserves, by balancing the prudent level of reserves necessary to safeguard a country from financial instability against the potential capital losses and quasi-fiscal costs.''

 

The ESCAP report also analysed bilateral and regional trade agreements, saying that these pacts are falling short on delivering expanded trade. According to ESCAP, 62 members and associate members of the region have implemented 62 bilateral trade agreements (BTAs). Another 11 regional trade agreements (RTAs) with an average of eight members are also in effect.

 

BTAs and RTAs have flourished since 2000 due to lingering uncertainties over the WTO's Doha Development Round of trade talks, said ESCAP.

 

Many of these pacts, ESCAP said, often fail to ''stand up to scrutiny'' and instead ''fragment markets and increase trade costs, reducing trade volumes and global and national welfare.''

 

Countries are settling for framework agreements that do not contain explicit operational details on how to achieve the free trade area goals. Many of the agreements fall short in ways to implement the pacts and on issues of non-compliance, said the report.

 

''Indeed, these agreements signal that free trade and trade integration are not the core issues,'' the report said, adding that governments may be using the agreements to put together a framework of cooperation in several areas, often with ''strategic political and foreign policy objectives as the driving forces.''

 

It noted that civil society and academia in many countries are increasingly questioning many of the agreements, with ''lopsided'' talks often led by a dominant trading power able to set negotiating parameters. This often leads to outcomes favouring the larger state that often fall short in boosting general trade as well as effecting larger development goals.

 

The ESCAP report said that these partial free trade agreements often lead to price distortion, a mis-allocation of resources and a diversion of trade. Such pacts ''should be considered inferior agreements that do not improve welfare.''

 

The report called on policymakers to bring the trade agreements ''as close as possible'' to comply with the World Trade Organization.

 

In this respect, the report said that for trade in goods, a comprehensive coverage of products is the best approach, by using a ''negative listing'' approach with few (if any) exceptions covering tariffs and quantitative barriers and speedy elimination of those exceptions. In contrast, a ''positive listing'' approach is the worst mechanism because exclusion of products used as inputs in an industry that has not been excluded exaggerates the protection of value added in that industry.

 

The report also called for broad coverage in services and a reasonable time frame for implementation. Also to be addressed are issues of transparency and clear rules of origin, competition policy, mobility of people and mutual recognition of various standards.

 

The report said that consolidating bilateral and regional trade agreements into a smaller number of larger agreements under a harmonizing framework will achieve significant results.

 

With respect to the Doha Round of trade talks, the report said that estimates of the direct losses from a failure to fully liberalize trade vary from $79 billion to $175 billion annually. Among developing countries, East Asia will lose the most (38%).

 

The report highlighted several actions that governments could consider to help move the round towards successful completion.

 

Among these actions, ESCAP advocated overcoming the 'you first' mentality in negotiations and stop perceiving liberalisation as a concession to others but rather as an opportunity to tap other markets for cheaper resources, better technology, innovative ideas and greater knowledge; adjust the negotiation process to make it more flexible and consider sectoral and plurilateral tracks; give more prominence to special and differential treatment, which would create the 'policy space' requested by developing countries; promote the development-oriented 'Aid for Trade' framework to build trade capacity; and work within regional trading agreements capable of delivering new rules.

 

ESCAP also examined the impacts of gender inequality as its thematic issue in this year's report. It said that inequality and discrimination against women costs Asia-Pacific economies almost $80 billion a year due to restrictions in access to employment and education.

 

The report added that the costs were occurring despite considerable gains in reducing discrimination and improving education in recent decades, including in women's life expectancy, lower infant mortality rates, better literacy rates and greater female political participation.

 

It called for better access to education through free primary education as well as scholarships to girls, and better access to health care that includes initiatives that range from mobile clinics to the promotion of pro-poor growth policies to address malnutrition and encourage condom use to prevent HIV/AIDS. 
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