Economic and Social Survey of Asia and the Pacific 2004 

- Summary of the media brief
1. The Economic and Social Survey of Asia and the Pacific is a UN publication that is handled by the Economic and Social Commission of Asia and the Pacific (ESCAP) Secretariat based in Bangkok. There are 3 chapters: Chapter I assesses the global and regional economic developments and their implications for the Asia-Pacific region. Chapter II takes an overview of the macroeconomic performance and related issues and policies of individual countries. Chapter III is the main thematic chapter devoted to the title of ‘sustaining growth and tackling poverty’. 

2. Although the survey attempts to be as up to date as possible with regards to some of the economic data, it is generally the case that data for the full year is not available at the time of drafting the report. Therefore, should be cautious in interpreting the figures: the data should be viewed as indicative of trends, rather than as final numbers.  

3. The outlook for the global economy is an important factor that will determine to some extent the performance of a country like Sri Lanka which is relatively open and dependent on export markets for the vast majority of its manufactured and plantation agricultural products. The report finds that the global economy showed unexpected strength in 2003, driven by higher than anticipated growth in the US, Japan and China. Their preliminary estimates suggest that global economic growth stood at around 2.5 per cent in 2003 compared to a rate of 1.7 per cent in 2002. Assuming that there are no negative shocks, the prospects for 2004 are considered to be even better with global GDP growth forecast at 3.5 per cent.

4. The report notes that there were signs of output growth in both the US and Japan from the middle of 2003, particularly in the US, but output growth in the European Union remained somewhat weak. By contrast, the report notes that the developing countries of the ESCAP region have continued to show strong growth in the last two years, with China’s performance in particular being especially impressive. The developing economies of the ESCAP region are estimated to have recorded GDP growth of 6 per cent in 2003, with South Asia posting a growth rate of 6.6 per cent. The exceptionally good performance in South Asia is heavily influenced by the strong growth momentum that has been seen in India which is the largest economy in the region. India has performed the best in the South Asian region with a growth rate of 7.5 per cent. Sri Lanka is estimated to have grown by 5.5 per cent, which is slightly below average but nevertheless is still quite creditable. 

5. With the resumption of capital spending, the US economy is expected to improve on its performance in 2004. There is less confidence on the ability of the Japanese economy to sustain its growth momentum and on the prospects of a strong revival in the EU countries. While the report remains optimistic on the overall global prospects for 2004, it also points to some downside risks that can emerge in the global economy in the coming months. The most important of these relates to the growing external deficit of the US which has already contributed to volatility in global exchange rates, in particular the depreciation of the dollar. If such imbalances were to unravel, especially in the form of rapid fluctuations in exchange rate alignments, it could spill over into greater instability in the financial markets. But barring any significant negative shocks, the report expects global economic growth to improve in 2004. 

6. The report argues that despite robust growth in the ESCAP region as a whole, poverty continues to be a persistent problem in many countries. The report states that in a number of countries, even when economic growth has been strong there has not been a commensurate improvement in the quality of life of the poorer sections of society. The argument is that poverty continues to persist because of inequitable distribution of the benefits of growth. The traditional approaches to development through national planning and structural adjustment have had little impact on poverty reduction in many developing countries, as the priority objective of these policies was not poverty reduction, but growth and stability. The report therefore argues that country experiences suggest that in addition to sustained growth, measures designed specifically to increase access to economic opportunities for the poor are necessary if the benefits of growth are to be distributed evenly and poverty is to be eliminated on a sustainable basis. 

7. The Poverty Reduction Strategy Papers (or PRSP) programme is identified as a direct response to these issues given that its core objectives are broad based growth and poverty reduction. Sri Lanka is one of the 8 countries that had completed PRSPs by the end of 2003 in the ESCAP region. Given that almost all PRSPs are relatively new, it is too early to assess their impact on poverty reduction and the survey as a result examines some of the policy strategies in the PRSPs rather than their outcomes. 

8. The survey examines the poverty reduction strategies of 21 countries and finds that the overwhelming majority of these identify the lack of access to assets and basic needs such as education, health care and safe drinking water as the most critical issues concerning poverty and development. The survey finds that although it is claimed that PRSPs are country-owned, in many instances both bureaucratic and political ownership is lacking while consultations with civil society have been limited. PRSPs which are linked to external funding are also found to be biased towards macroeconomic stability and growth rather than pro-poor policy strategies. There are important policy issues that come out from these findings for governments implementing economic reform programmes that issues of equity and benefits of growth have to be given due attention if they are to be broadly acceptable to the population at large. 

9. The survey notes that the Sri Lankan economy grew at a healthy rate of 5.5 per cent in 2003 up from 4 per cent growth recorded in 2002. The report notes that domestic economic activities benefited from the ceasefire agreement between the government and the LTTE as investment – both domestic and foreign – improved. In particular, the survey notes sharp improvements in tourism, international trade and financial services. The recovery was fairly broad based. Agricultural production is estimated to have expanded by 1.7 per cent despite floods in some parts of the country and was also assisted by the resumption of farming activities in war-affected areas in the North and East of the country. The services sector has provided an important stimulus to GDP, growing by almost 7 per cent in 2003 as the tourism sector rebounded with an increase of nearly 27 per cent in tourist arrivals. The industrial sector is estimated to have grown by 5.8 per cent, with a much improved performance in exports of textiles and apparels. 

10. The report notes that tighter monetary policy, improved domestic supply conditions and stability in the exchange rate have helped to moderate consumer prices quite considerably with the rate of inflation falling to an estimated 6.3 per cent at the end of 2003 compared a rate of 9.6 per cent in 2002. While the decline in inflation is a considerable achievement in macroeconomic management, it is in line with a generally low inflationary environment in most of the ESCAP countries. In fact, the survey notes that that rate of inflation of developing economies of the ESCAP region declined from 5.5 per cent in 2002 to 3.6 per cent in 2003. Sri Lanka’s neighbours in South Asia such as India and Pakistan also have managed to maintain lower rates of inflation – with India having an inflation rate of 4.8 per cent and Pakistan a rate of 3.1 per cent. 

11. Sri Lanka also experienced a relatively strong expansion of external trade in 2003 from the relatively subdued performance in 2002. Export earnings grew by 9.2 per cent as against a drop of 2.4 per cent in 2002. The strong performance was driven by earnings from the textile and apparel which have exceeded 6 per cent in the face of improvements in both domestic and external conditions. The report however sounds a note of caution with regard to Sri Lanka’s over reliance on garments, particularly in the face of the phasing out of the textiles and garments quota system by January 2005. The report argues that it could therefore be an opportune moment to diversify the production base towards services to exploit Sri Lanka’s strategic location and skilled labour force.  

12. Import expenditure expanded by 9.3 per cent in 2003, up from the 2 per cent expansion seen in 2002. Improved consumer confidence, the economic recovery and positive prospects of higher growth are argued to be behind the rise in import spending of 13 per cent on investment goods, 12 per cent on consumer goods and 9 per cent on intermediate goods. Improvements in the services account from the higher number of tourist arrivals and private remittances is expected to see Sri Lanka’s deficit on the current account of the BOP improve marginally.  

13. Financial flows showed a significant improvement during 2003 mainly as a result of a sharp rise in long-term concessional borrowing by the government for its donor supported rehabilitation and reconstruction work, the Poverty Reduction and Growth Facility arrangement with the IMF as well as support from the World Bank and ADB for the implementation of structural reform. FDI inflows into the country are estimated to be around US$ 200 million in 2003, a reflection of the positive influence of the ceasefire agreement and policy framework under the PRGF. 

14. Meanwhile the rupee was by and large stable during most of 2003 against the backdrop of a weaker dollar. There was, however, some appreciation against the dollar after September 2003, in part owing to the continuing weakening of the dollar and higher capital inflows to the country.

15. The report notes that the level of total debt dropped from over 105 per cent of GDP in 2002 to around 100 per cent at the end of 2003. However, the report cautions that despite the improvement as a result of fiscal consolidation efforts directed at better debt management, the country’s overall debt still remains at a relatively high level. The report notes that governments in South Asia are aware of the pressing need to contain budget deficits and the public debt service burden so that additional resources can be redirected towards poverty reduction and social development. The report highlights the need for tax reforms to increase revenue through broadening and deepening the tax base and improvements to tax administration. 

16. On the assumption of no major internal or external shocks and continuation of the ceasefire agreement, the survey forecasts a projected growth of 6 per cent for Sri Lanka in 2004. 

