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Subregional assessment and prospects
The global downturn is having asymmetric impacts on the eight countries 
of Central Asia. Growth in the countries with more open economies and 
greater links to international financial markets in general is slowing. For 
these countries, lower oil and other commodity prices, marked reductions 
in workers’ remittances and investment inflows, and difficulties in the 
banking sector have undermined growth. But hydrocarbon-exporting 
countries with relatively closed economies and capital markets (primarily 
Turkmenistan and Uzbekistan) have been more insulated from the 
deterioration in the global economy (Figure 3.1.1).

Monetary authorities in many countries in the subregion have allowed 
their currencies to depreciate because their major trading partners—
externally the Russian Federation and internally Kazakhstan—devalued 
their currencies early in 2009. Economic circumstances faced by the 
subregion in 2009 are bleaker than anticipated in the Asian Development 
Outlook 2009 (ADO 2009) in March, and the Update revises down the 
earlier projections. In 2009, growth is now expected to be only 0.5%, from 
3.9% earlier, and in 2010 a 3.6% expansion is now forecast, from 4.8%.

Through trade and financial linkages, the Russian Federation’s deep 
recession this year has severely crimped trade, investment, and workers’ 
remittances to countries in the subregion, often with a substantial 
depressing impact. According to that country’s central bank, remittances 
to the eight countries fell by about 25.5% year on year during the first 
half of 2009. Since remittances are a major source of income for some 
subregional countries, lower flows adversely affect domestic demand and 
are deteriorating current account balances. 

Furthermore, even though no official statistics are available, many of 
the migrant workers from Kyrgyz Republic, Tajikistan, and Uzbekistan 
who are employed in the Russian Federation (and in Kazakhstan) have 
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started to return home. This will likely force the governments concerned 
to increase expenditure on social safety nets.

The sharp drop in domestic demand, together with lower energy and 
commodity prices, has helped curb inflation pressures in the subregion. 
The Update takes down the inflation forecasts for all countries for this 
year, and revises down the subregional projection to 7.6%, from 10.6% in 
ADO 2009 (Figure 3.1.2). For 2010, the forecast is adjusted only slightly to 
7.3%, from 7.8%, to reflect reduced domestic demand pressures, as revised 
gross domestic product (GDP) growth was edged lower.

Despite its recession, the Russian Federation has continued to provide 
significant official assistance to many countries. A notable example is 
the Kyrgyz Republic, which received a $300 million loan for budgetary 
support that the Government has stated will be used to finance 
infrastructure projects and support small and medium-sized enterprises 
through a newly established development fund. In addition, the Russian 
Federation is to provide a $1.7 billion concessional loan for a hydropower 
project and a $94 million debt-for-equity swap. In May 2009, Armenia 
signed a $500 million loan from the Russian Federation. This loan will 
have a substantial impact on the economy since it equals about 20% of the 
state budget for 2009.

The People’s Republic of China (PRC) is also having an effect on 
the subregion through official assistance as well as investment. It is, for 
example, Tajikistan’s second-largest source country for imports, mainly 
related to its funding of infrastructure projects. Likewise, its investment 
in a gas pipeline project from Turkmenistan through Uzbekistan and 
Kazakhstan to the PRC will increase foreign direct investment (FDI) in 
those countries during the construction stage and provide gas sales and 
transit fees in the future. The China National Petroleum Corporation has 
set up a joint venture with petroleum corporations in Kazakhstan and 
Uzbekistan for the pipeline’s construction. Most of the foreign investment 
in Turkmenistan, too, is from the PRC.

Compared with ADO 2009, the current account surplus for the 
subregion is revised to 1.9% of GDP (Figure 3.1.3) from 3.8%. This reflects 
lower surpluses for two major hydrocarbon producers—Azerbaijan and 
Turkmenistan—and a widening in Armenia’s deficit. For 2010, the surplus 
is taken down to 2.7% of GDP, from 3.4%.

Country highlights

Armenia
The adverse impact of the global downdraft has taken a far greater toll 
on the economy than predicted in ADO 2009. Contraction in mining and 
the sharp downturn in the Russian Federation—Armenia’s dominant 
economic partner—hit the economy through lower exports, workers’ 
remittances, and FDI inflows. In March, the authorities undertook a 
wide-ranging economic adjustment program that was supported by the 
International Monetary Fund (IMF) and others to counter these external 
shocks.

Even then, GDP contracted 16.3% year on year in the first 6 months 
of 2009, reflecting a more than 50% drop in construction activity, the 
growth engine in recent years. Reduced external and domestic demand 
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pulled down industrial output by 10.5%, mainly because of decreased 
output in the export-oriented mining and chemical industries, as well 
as construction materials. Given the severity of these developments, 
Armenia’s projected GDP in 2009 is now revised to a 9.9% contraction 
from the marginal 0.5% expansion forecast in ADO 2009. For 2010, 
growth of 0.9% is penciled in, down from 3.0% projected earlier.

The dram depreciated by about 20% after the 3 March announcement 
by the authorities that they were returning to a flexible exchange rate 
regime, limiting intervention to countering extreme volatility. Inflation 
spiked but fell back to low single digits, reflecting very weak domestic 
demand conditions. Projected inflation is now revised down, to 3.0% 
from 7.5% in 2009 and to 3.5% from 7.5% in 2010, owing to a much weaker 
economy than ADO 2009 expected.

Exports shrank by 48.2% year on year in the first quarter, with sharp 
reductions in mining, metals, and processed-food exports. During this 
period, imports contracted by 22.9%, primarily due to decreases in 
prices of intermediate goods and oil products, as well as lower domestic 
demand. The services trade deficit widened and private remittances 
dropped heavily, mainly attributable to the downturn of the Russian 
economy, bringing the current account deficit to 18% of GDP in the first 
quarter. Given the major impact of external developments, the Update 
revises its forecast for the current account deficit to about 13% of GDP in 
2009 and 2010, from about 9% in ADO 2009.

Azerbaijan
Azerbaijan has been experiencing repercussions from the global economic 
turmoil through continuing weaker oil prices and declining foreign and 
private domestic investment. GDP growth fell to 3.6% year on year in the 
first half of 2009 as growth in industrial output declined to 1.0% and fixed 
capital investment contracted by 7.1%. The public investment program and 
social spending remain key sources of economic growth and employment, 
but budget resources are under pressure from the lower oil prices. Despite 
a marked reduction in the central bank’s refinancing rate, credit to the 
economy is being constrained by commercial banks’ difficulties in raising 
funding from abroad. Largely in view of these problems, the GDP growth 
forecast for 2009 has been taken down from 8.0% in ADO 2009 to 3.0% in 
the Update; for 2010, expansion in GDP is revised to 4.5% from 6.7%.

Consumer prices fell in the first half of 2009. Weak domestic 
demand presents a risk of deflation pressures, though these will likely 
be countered by higher public expenditure for salaries and pensions. 
With a weaker economic expansion now expected, full-year inflation is 
also adjusted from 12.0% to 4.0% for 2009; for 2010 the projection is left 
unchanged at 7.0%.

Hydrocarbon export volume is expected to rise in 2009 and 2010, 
partly because the Russian state gas monopoly, Gazprom, agreed to 
purchase Azerbaijan gas from 2010. However, since global oil prices 
are much lower than in 2008, revenues from hydrocarbon exports 
are falling sharply, and the trade and current account surpluses 
have deteriorated, despite decreased spending on imports because 
of shrinking public infrastructure investments and delays in capital 
expenditure by non-oil investors. The Update lowers the current 
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account surplus projections from 25.5% to 15.0% of GDP in 2009, while 
maintaining the 2010 forecast at 17.7%.

Georgia
The Update revises the GDP projection for 2009 from a 2.5% expansion to 
a 4.0% contraction and for 2010, growth from 6.0% to 2.5%. The economy 
was hit hard by the simultaneous shocks of the conflict with the Russian 
Federation in August and the global slump. The revisions reflect the 
5.9% fall in GDP in the first quarter of 2009 and continued weakness in 
the second. Damaged infrastructure, falling exports, lower remittance 
inflows, a drop in capital inflows, and reductions in bank lending are 
major contributing factors.

Fiscal revenue is falling sharply due to the weakening economy. 
Even with some reallocation from less prioritized items to social and 
capital spending, the fiscal deficit in 2009 is projected at 9.4% of GDP. 
It is expected that the budget deficit will be supported by external 
assistance; IMF in August augmented funding available under its standby 
arrangement.

Due to weak domestic demand as well as lower food and energy 
prices, inflation trended lower to 2.3% year on year in June. Reflecting 
depressed economic conditions, the Update lowers the inflation 
projection in 2009 from 7.0% to 1.8% and maintains the previous forecast 
of 7.5% in 2010.

Weak demand from the United States (US) and Europe has resulted 
in a large fall in Georgia’s major exports, including ferrous metals 
and copper, while depressed economic activity has caused imports to 
shrink. These developments are in line with ADO 2009’s projections. The 
Update maintains the forecasts for the current account deficit at 18.8% of 
GDP in 2009 and 20.0% in 2010.

Kazakhstan
GDP contracted by 2.3% in the first half of 2009. The major factors were 
a sharp drop in manufacturing output and a weakening of domestic 
and external demand. Retail sales plunged and unemployment climbed. 
However, industrial production rebounded sharply in June to grow by 
7.0% year on year and, on the basis of improvements in manufacturing 
and mining, the contraction appears to have bottomed. ADO 2009 GDP 
projections are now revised to a 1.0% contraction in 2009 from a 2.0% 
expansion earlier, and expected growth in 2010 is downgraded to 2.5% 
from 3.3%.

Despite capital injections early in 2009 from the state, distress in 
the banking sector has intensified, and three large banks are negotiating 
with external creditors to restructure their debts. The Government 
responded to macroeconomic difficulties (that at first stemmed from 
excessive offshore borrowing by banks to fund domestic lending and that 
intensified in 2008 with lower oil prices) with a $10 billion anticrisis plan, 
financed by the National Oil Fund.

The tenge was devalued by about 20% in February 2009, matching 
a January adjustment by the Russian Federation. Subsequently, the 
monetary authorities have successfully maintained a de facto peg to the 
US dollar at 150 tenge per dollar without major loss of foreign reserves. 
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The viability of the banking system is playing a critical role in helping 
the economy recover from the current downturn as well as maintaining 
a stable exchange rate. Fiscal policy in 2009 is expected to remain 
expansionary in view of the downturn in the economy.

Weak domestic demand offset price pressures from the devaluation, 
and year-on-year inflation fell to 6.9% in July from 9.5% at end-2008. In 
view of a much weaker economy than foreseen earlier, the Update eases 
the inflation projection for 2009 from 10.0% to 8.0%, but retains the 2010 
rate of 6.4%.

Even though oil prices have advanced from their December 2008 low 
and oil export volume has increased, a much sharper drop in exports 
than imports reduced the trade surplus in the first 5 months of 2009 to 
$3.1 billion, compared with $14.4 billion for the same period in 2008. 
Because these developments are consistent with the prognosis outlined in 
ADO 2009, the forecasts for the current account deficit of 2.0% of GDP in 
2009 and 0.5% in 2010 are maintained.

Kyrgyz Republic
The Update revises down the GDP growth projections, from 4.0% to 1.0% 
in 2009 and from 6.0% to 2.0% in 2010. During the first half of 2009, 
GDP grew by only 0.3% and industrial production fell by 18.9%, year on 
year. This slowdown reflected a power supply shortage in winter and 
adverse spillover effects from Kazakhstan and the Russian Federation 
through the trade, investment, and remittance channels. In particular, 
Kazakhstan’s financial sector difficulties had detrimental effects through 
the large Kazakh bank branches in the Kyrgyz Republic.

Grant assistance of $150 million from the Russian Federation allowed 
the Government to conduct a countercyclical fiscal policy by increasing 
government expenditure, mainly on social safety net programs.

Due to lower oil, commodity, and food prices as well as a general 
slowdown in economic activity, inflation has trended down. The Update 
revises its inflation forecasts, from 15.0% to 7.5% in 2009 and from 12.0% 
to 9.0% in 2010.

The local currency, the som, depreciated by around 9.4% in the first 
half of the year. To prevent excessive depreciation, the central bank 
intervened extensively, mainly by selling US dollars. Nevertheless, foreign 
exchange reserves rose by about one third to $1.6 billion during the 
first half of 2009. IMF has approved disbursement of $25.5 million of a 
$100 million facility.

Even though exports fell in the first half of 2009, imports dropped by 
even more and the current account deficit narrowed. The Update lowers 
the projected current account deficit for 2009 from 10.0% to 8.5% of GDP 
and that for 2010 from 10.0% to 9.5%. This revision reflects the expected 
slower growth of the economy.

Tajikistan
The global downturn has strafed this economy, largely because remittances 
plunged by about 50% in the first half of 2009 relative to the same period 
in 2008. Industrial output fell by about 13% in the first half of 2009 with 
the drop mainly attributable to demand for the country’s major export—
aluminum. Agriculture has been an engine of growth this year due to good 
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weather conditions. GDP growth projections given in ADO 2009 are now 
revised for 2009 from 3.0% to 0.5% and for 2010 from 4.0% to 2.0%, mainly 
because of lower than expected workers’ remittance inflows.

Inflation decelerated to 6.1% year on year in June 2009. Reduced 
domestic demand, reflecting the drop in remittances as well as the low 
commodity prices, exerted deflation pressure; this was countered partly 
by the depreciation of the local currency. The Update revises down the 
inflation forecast from 15.5% to 12.5% for 2009, while it maintains the 
ADO 2009 forecast for 2010 of 9.5%.

In April 2009, IMF approved a $120 million loan for Tajikistan 
under a poverty reduction and growth facility for 2009–2012. This is to 
implement structural reforms, particularly for strengthening governance 
in the central bank and for agriculture, while facilitating external 
adjustment through exchange rate flexibility.

Exports depend heavily on sales of aluminum, cotton, and power. 
Problems in power supply are hampering aluminum production which, 
along with lower commodity prices, is depressing export revenue, which 
will fall in 2009. However, import demand is expected to be contained 
and the trade deficit to narrow. These features were captured in the 
ADO 2009 forecast for the current account deficit and so the forecasts are 
retained, at 8.8% and 7.0% of GDP, in 2009 and 2010.

Turkmenistan
The Government is becoming more open to foreign investment in the 
hydrocarbon sector. This may benefit those investors from the PRC and 
the Russian Federation that already have business experience in the 
country. Natural gas exports will continue to be the main engine of 
growth. An explosion of the main gas pipeline to the Russian Federation 
in April halted gas exports, and this will pull back GDP growth in 2009. 
The Update revises down the growth projection for 2009 from 10.0% to 
8.0%, leaving unchanged the projection for 2010 at 10.0%.

The Update maintains inflation forecasts for 2009 and 2010 of 
12.0% and 10.0%. The drop in global non-oil commodity prices gave 
rise to deflation pressures, which were partly offset by the increase in 
administered fuel prices and transportation costs.

The slowdown of gas exports will lower the trade surplus, and the 
Update revises down the current account surplus projections from 35.0% 
to 30.0% of GDP in 2009 and from 35.0% to 25.0% in 2010.

Uzbekistan
Despite a slowdown from 2008, growth was robust in the first half of 2009 
(according to official statistics) at 8.2% year on year. Since construction 
activity is expected to slow in the second half, the Update maintains the 
ADO 2009 growth projections of 7.0% in 2009 and 6.5% in 2010.

The Government responded early to the global downturn and to 
reduced commodity export prices by putting into place a large-scale 
anticrisis fiscal expansion program that is yielding positive results. The 
central bank’s $400 million recapitalization of six major commercial 
banks spurred lending in rural areas. Moreover, the Government 
set up a $600 million investment program, financed by the Fund for 
Reconstruction and Development (the country’s sovereign wealth fund). 
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Investment contributed to 9.9% growth in industrial output and 142% 
growth in construction services in the first half of 2009.

Official statistics indicate that inflation in the first 5 months of 
2009 was 4.5%, below the Government’s annual forecast of 7.9%. Global 
disinflation in consumer goods prices and a state-imposed cap on 
increases in utility tariffs helped alleviate price pressures. The Update 
maintains its 2009 forecast at 12.5%, while revising down the 2010 forecast 
from 13.0% to 11.0%.

The trade surplus narrowed as a result of a 4.8% decline in exports 
and a 24.1% increase in imports during the first 5 months of 2009. Imports 
rose due to higher demand for capital goods caused by intensified public 
and private infrastructure development. However, it is expected that 
rising demand for gas in Europe and a continuing high gold price will 
boost exports in the second half of 2009, allowing the country to sustain 
a strong trade surplus. The Update maintains the ADO 2009 current 
account surplus forecasts of about 11.0% of GDP for 2009 and 2010.

East Asia

Subregional assessment and prospects
Subregional economic growth will slow in 2009, but not as much as 
was forecast in ADO 2009. The biggest of the five economies in East 
Asia—PRC and Republic of Korea (hereafter Korea)—are performing 
better than was expected in March. Consequently, subregional GDP is 
now forecast to increase by 4.4% (Figure 3.1.4), revised up from 3.6%.

Nevertheless, the global financial crisis and slump in world trade have 
seriously dented growth in this subregion, which relies on export-oriented 
manufacturing to drive much of its expansion. The growth forecast for 
this year is less than half the rate of 2006–2007. Indeed, the forecasts for 
the three other East Asian economies—Hong Kong, China; Mongolia; and 
Taipei,China—are downgraded from ADO 2009. Economies will contract 
relative to 2008 in Hong Kong, China; Korea; and Taipei,China. GDP is 
expected to increase only a touch in Mongolia. Subregional growth this 
year is attributable to the PRC.

When world trade dwindled in late 2008–early 2009, merchandise 
exports plunged in all five economies. In Taipei,China, for example, 
exports dropped by 34.2% in the first half of 2009, and in Korea they fell 
by 22.7%. In reaction, manufacturers cut production, laid off staff, and 
delayed expansion plans. All these actions depressed investment and 
consumption, particularly in the first 3 months of 2009.

The PRC and Korea implemented particularly effective fiscal 
stimulus packages that kick-started domestic demand. Strong fiscal and 
debt positions in both countries enabled them to boost government 
spending and reduce some taxes. The PRC coupled fiscal stimulus with 
a very aggressive monetary stance, flooding the banking system with 
liquidity.

Taipei,China and Hong Kong, China also rolled out fiscal stimulus 
measures to varying degrees. However, Mongolia, which had run a 
procyclical fiscal policy during the commodity boom in recent years, 
faced a severe fiscal squeeze when global prices of commodities dived, 
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slashing its government revenue. The bigger economies also lowered 
interest rates as the economic downturn deepened. Partly as a result 
of these actions, there were indications that the downturn in East Asia 
reached a trough early in 2009.

Aggregate GDP growth in the subregion is forecast to speed up 
considerably next year, to 7.1% (raised from 6.5% in ADO 2009), based on 
the expected pickup in global trade, improvement in financial markets, 
and stronger domestic demand. Fiscal and monetary stances are expected 
to be expansionary, although not to the same extent as in 2009.

All five economies are projected to grow in 2010, with the PRC’s 
expansion rate now forecast at a vigorous 8.9%, supported by the 
continuation of its large fiscal stimulus. Growth in other economies 
will likely be suppressed by the projected modest recovery in industrial-
country export markets. The Korean economy is forecast to expand by 
4.0% next year, while growth in Hong Kong, China is put at about 3% 
and in Taipei,China at 2.4%, modest rates given that these economies will 
shrink in 2009, setting low bases from which to recover.

External accounts in East Asia are in surplus, except in Mongolia, 
where the drop in prices for its commodity exports will contribute to a 
current account deficit of 6–7% of GDP in the forecast period. In some 
economies, imports fell more sharply than exports in the first half of 
2009, mainly a result of much lower prices for oil and commodities 
than in 2008 and a reduced need to import inputs for manufacturing 
industries. A substantial subregional current account surplus equivalent 
to 7.0% of GDP is projected for 2009, easing to 6.0% in 2010 as import 
growth picks up (Figure 3.1.5).

Inflation has faded this year: the subregional rate is forecast at just 
0.2% (Figure 3.1.6), revised down from March. Consumer price indexes 
will fall a little from 2008 levels in the PRC and Taipei,China. (Again, 
Mongolia is an anomaly: its inflation has decelerated from over 20% in 
2008, but is expected to remain in double digits.) The forecast for East 
Asian inflation next year is raised to 2.6%, mainly because PRC inflation 
is revised up to 3.0% in view of its highly expansionary monetary policy 
in 2008 and faster GDP growth than previously anticipated.

Country highlights

People’s Republic of China
Expansionary fiscal and monetary policies spurred a lift in economic 
growth to 7.9% in the second quarter of 2009 from a two-decade low of 
6.1% in the first quarter. Growth for the first half was 7.1%. Investment 
in fixed assets soared in the second quarter, reflecting the impact of the 
large fiscal stimulus and rapid credit expansion. Industrial production 
picked up in that period too, as firms rebuilt inventories after a significant 
destocking that stemmed from the impact of the global economic slump. 
Consumption also rose, underpinned by rising household incomes and 
government subsidies, particularly for rural areas. However, a decline in 
net exports acted as a drag on growth through the first half.

The aggressive monetary stance adopted in late 2008 sparked a 
huge surge in new lending, equivalent to around 50% of GDP for the 
first 6 months of 2009. State-owned enterprises and large businesses 
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tapped most of the new lending. The fiscal stimulus measures, valued 
at CNY4 trillion, include extensive public investment and subsidies to 
farmers and some industries.

Public investment is expected to remain at high levels under the fiscal 
stimulus that runs through 2010. Private investment, though, may remain 
subdued, particularly in manufacturing, until external demand improves 
significantly. The Government proposes to increase access to credit 
for small and medium-sized enterprises, which should boost private 
investment. A recovery under way in the property market is sparking 
growth in construction. Robust growth is seen for consumption now that 
the labor market is recovering after rounds of layoffs seen late in 2008 
and early 2009.

Taking these influences into account, the GDP growth forecast for 
2009 is upgraded to 8.2%, from 7.0% in ADO 2009. Maintenance of the 
fiscal stimulus and a likely moderate recovery in the global economy 
in 2010 is seen lifting the PRC’s growth rate next year to 8.9% (revised 
from 8.0%).

The authorities fine-tuned monetary policy from July 2009, and 
growth in new lending eased in July and August. It is assumed that policy 
will be tightened somewhat when inflation returns and economic growth 
can be sustained without such a highly stimulatory monetary stance. If 
the monetary stimulus were to be pulled back faster than assumed, there 
would be a risk of an unintended abrupt slowing in growth. The challenge 
is to balance the need to maintain the monetary stimulus against the 
risks of the flood of bank lending, if extended for too long, becoming 
diverted into unproductive purposes, such as speculation in stocks and 
property and a misallocation of resources that erodes bank asset quality.

Merchandise exports fell by about 22% in the first 7 months of 
2009, and imports dropped by about 23%, but the pace of the monthly 
declines bottomed by midyear. Trade surpluses look likely to be smaller 
than expected in March, and the forecasts for the current account are 
revised down slightly to a surplus of 7.1% of GDP this year and 6.5% in 
2010. Nevertheless, foreign exchange reserves are expected to rise to 
$2.6 trillion by end-2010.

Lower food prices and increases in food production were largely 
behind a 1.2% year-on-year fall in the consumer price index during the 
first 7 months of 2009. For the whole year, the index is forecast to decline 
by 0.5% (revised from a rise of 0.8% in ADO 2009). Considering the 
pickup in growth, low-base effect from a deceleration in inflation late in 
2008, and large monetary stimulus, the index is expected to turn upward 
by the end of 2009, and to rise by about 3.0% during 2010 (this forecast is 
also revised up).

Hong Kong, China
Buffeted by the global financial crisis and the slump in world trade, this 
economy, which is based on trade in goods and services (particularly 
trade, travel, and financially oriented services), contracted for three 
consecutive quarters, year on year. The pace of contraction eased 
considerably in the second quarter of 2009 from the first, to 3.8% from 
7.8%. For the January–June period, GDP fell by 5.8%, with private 
consumption and fixed investment both declining.

3.1.6 Inflation, East Asia
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Employment stabilized in the second quarter, slowing the pace of 
increase in the seasonally adjusted unemployment rate (it was 5.4% in the 
second quarter compared with 3.3% a year earlier). Wages remained under 
downward pressure through the first half.

The better second-quarter performance (GDP rose by 3.3% on a 
sequential basis) was attributed to a quickening of growth in the PRC and 
was assisted by fiscal stimulation measures taken in Hong Kong, China. 
Public sector investment is expected to pick up in the second half to 
provide some offset to slack private investment. The stock market rose by 
37.1% in the first 8 months of 2009 and the market for residential property 
is strengthening, supported by low interest rates.

However, the sharper than expected GDP decline in the first half has 
led to a revision in the forecast for the full-year GDP contraction to 4.0%, 
from 2.0% in ADO 2009. Modest growth of about 3.0% is projected for 
2010, when world trade in goods and services will likely be much more 
robust.

Inflation decelerated to 0.5% in the first 7 months of 2009, a result of 
lower prices for imported oil and food, muted domestic demand, and a 
temporary subsidy for household electricity bills. For the whole of 2009, 
inflation is expected to be about 1.0%, edging up to about 2.0% in 2010. 
Substantial current account surpluses of about 10% of GDP are projected 
for both years.

Republic of Korea
GDP declined for three consecutive quarters, year on year, through 
mid-2009. However, the pace of contraction slowed considerably in the 
second quarter of 2009, to 2.2% from 4.2% in the first. For the first half of 
the year, the economy contracted by 3.2%.

Recession in major industrial economies and a consequent fall 
in Korea’s exports was the immediate cause of the downturn. This 
external shock spread to already sluggish private consumption and fixed 
investment: in the first half of 2009 the former fell by 2.6% and the latter 
by 5.1%. In contrast, government consumption spending rose by 7.2% as 
budget disbursements were stepped up. Also, the Government rolled out a 
substantial fiscal stimulus package to temper the economic downturn.

Exports of goods and services in volume terms slid by about 7% in the 
first half, but imports shrank at double that rate, boosting net exports. 
Exports received some support from a significant depreciation of the won 
against the US dollar in 2008.

Among signs that a rebound is under way, private consumption, fixed 
investment, imports, and exports all increased in the second quarter 
relative to the first. In July, the index of industrial production broke 
through its prior-year level for the first time this year, and the seasonally 
adjusted unemployment rate eased to 3.8% from 4.0% in June (although it 
was still 0.6 percentage points higher than its year-earlier rate). Indexes of 
business and consumer confidence also turned up early this year.

These indicators point to a stronger recovery than was previously 
anticipated, and the GDP forecast for 2009 is revised to a shallower 
contraction of 2.0% from 3.0%. Growth is expected to resume in 2010 at 
about 4.0%, reflecting a likely recovery in both external and domestic 
demand.
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Merchandise exports in US dollars fell by 22.7% in the first 6 months 
of 2009, but this was more than offset by a drop in imports of 34.5%. 
The outcome was a first-half trade surplus of $20.8 billion and a current 
account surplus of $21.8 billion, compared with deficits in the same 
period of 2008. A current account surplus equivalent to about 5% of GDP 
is expected for 2009, and a surplus of 3% in 2010, both revised up.

Inflation eased to 2.2% year on year in August 2009, from 5.6% in 
August 2008. The forecasts for this year and next are raised to 2.5%. The 
easing of inflation helped clear the way for the Bank of Korea to reduce 
its policy interest rate in five steps to 2.0% from October 2008 to February 
2009 in a move to stimulate economic activity.

Mongolia
The slump in commodity prices that accompanied the contraction in 
world trade hit the economy hard, slashing both export earnings and 
government revenue, and requiring major policy adjustments. The 
global price of copper, Mongolia’s main export, tumbled by 65% in the 
12 months to March 2009, while prices of its other main exports, such as 
cashmere, coal, crude oil, and zinc, also dropped.

Macroeconomic policy had been overly expansionary and procyclical 
during the commodity boom years, leading to internal and external 
imbalances. In 2008 relative to 2007, the current account switched 
from a surplus equivalent to 6.7% of GDP to a deficit of 9.6%, and 
inflation soared from 7.5% to 26.8%. Furthermore, the commodity-
driven boom-bust cycle, in combination with rapid credit expansion and 
poor regulation and supervision, caused serious stresses last year in the 
banking sector.

The Government in March 2009 reached agreement to adjust 
fiscal, monetary, exchange rate, and banking policies, supported by a 
$229 million loan under an 18-month standby arrangement with IMF. 
Other development partners pledged $170 million in funding.

After a weak first quarter, GDP grew slightly in the second quarter of 
this year. Copper prices have rallied and the price of gold, another export, 
has strengthened. The GDP forecast for the whole of 2009 is for growth 
of 2.8% (compared with an average of 9% in recent years). Growth is seen 
picking up modestly to 4.3% in 2010. Both forecasts are revised down 
slightly from ADO 2009.

Merchandise exports collapsed by about 37% in US dollar terms 
in the first 7 months of 2009, mainly a result of lower prices for 
commodity exports. Imports fell by about 40% in this period, with 
imports of industrial inputs particularly weak, reflecting slack 
industrial production. The trade deficit and the current account deficit 
narrowed in the second quarter. For the whole year, the current account 
deficit is forecast to narrow from 2008 to about 7% of GDP, and to 
about 6% in 2010.

Lower prices for imported food and fuel, plus the downturn in 
domestic demand, caused inflation to decelerate to 4.7% year on year in 
June 2009, from a peak of 34.2% in August 2008. Inflation for 2009 is 
forecast at 10.0%, easing to just under 8% next year.
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Taipei,China
This economy, which depends heavily on exports of machinery and 
electronic products, contracted year on year for four consecutive quarters 
through mid-2009. GDP went down by 8.8% in the first half of 2009 
from the same period of 2008, the steepest contraction for this period 
in East and Southeast Asia. Exports and imports both fell by more than 
20% in volume terms in the first 6 months, and fixed investment plunged 
by about 28%. Private consumption was weak, hurt by a deterioration in 
the labor market (the unemployment rate rose by 2 percentage points to 
6.1% in July 2009 from a year earlier). Only public consumption recorded 
growth on the demand side.

The downturn reached a trough in the first quarter, when GDP 
plunged by 10.1%. In the second quarter, private consumption stabilized 
and the pace of decline in trade and investment eased, moderating the 
GDP contraction to 7.5%. Typhoon Morakot, which hit the island in early 
August, left more than 700 people dead or missing and inflicted damage 
to agriculture, infrastructure, and tourism. Its impact on GDP in 2009 
will depend on how fast reconstruction efforts get under way.

Fiscal stimulus measures have been implemented to support both 
consumers and businesses, and the monetary authorities cut the policy 
interest rate by a total of 238 basis points to 1.25% from September 2008 to 
February 2009. The economic performance began improving in the second 
half of 2009, but in view of the steeper than expected first-half decline, 
the full-year outcome is expected to be a contraction of 4.9%, worse than 
was projected in ADO 2009. Growth is forecast to resume in 2010 at 2.4%, 
based on a pickup in global demand and supported by strengthening 
business links with the robustly expanding economy of the PRC.

While merchandise exports slumped by 34.2% in the first 6 months 
of 2009, imports crashed by 42.3% as demand shrank for imported 
intermediate goods for the export industries and as prices fell for imported 
oil and commodities. The trade surplus nearly doubled from the year-
earlier period. The forecast for the current account surplus is revised up to 
9.1% of GDP for this year, easing to 7.9% in 2010 as imports bounce back.

Weak domestic demand and lower prices for imported oil and 
commodities pulled the consumer price index below prior-year levels 
from February to August this year. The index is forecast to fall by 0.7% in 
2009, and to rise by only 0.2% in 2010.

South Asia

Subregional assessment and prospects
Although South Asia is less integrated in the global economy than 
East Asia and Southeast Asia, the global financial crisis and economic 
downturn have still had an impact on the subregion, via two main 
channels: capital outflows and limited access to financing; and weak 
external demand. Capital began to flow out right after the financial crisis 
intensified in September 2008, particularly from India and Sri Lanka. 

Regional economies faced a sudden reversal of portfolio investment 
associated with the sharp drop in equity prices in the major stock 
markets in the region, particularly India and Sri Lanka, which have 
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relatively more advanced financial systems and substantial international 
investments. Many of them also had difficulties in accessing normal 
trade finance. Moreover, cross-border bank lending fell, reflecting the 
deleveraging process by major international banks.

Quarterly balance-of-payments data show that both India and Sri 
Lanka suffered from a net outflow in their financial accounts—$4.3 billion 
and $5.3 billion for India, and $1.1 billion and $0.3 billion for Sri Lanka, 
during the fourth quarter of 2008 and the first quarter of 2009, 
respectively. As a consequence, many investment projects in these two 
countries were suspended due to lack of private funding. Many ongoing 
projects financed by short-term funding have also been put on hold as 
such funding has not been rolled over. Since March 2009, stock indexes 
in India and Sri Lanka have rallied along with most markets worldwide. 
There has been some recovery in portfolio investment, reflecting a 
recovering risk appetite among global investors. However overall, 
capital inflows have not marked a substantial recovery, and cross-border 
commercial bank lending remains restricted. Bangladesh and Nepal, in 
contrast, did not experience significant capital outflows.

Weak external demand exerted its impact on South Asian economies 
as industrial economies fell into recession. Merchandise exports 
contracted in India, Nepal, Pakistan, and Sri Lanka, while Bangladesh 
export growth slowed substantially over the year through June 2009. The 
Maldives saw a drop in tourism. 

Workers’ remittances, which play a major role in Nepal, Bangladesh, 
Sri Lanka, and Pakistan (accounting for 20%, 11%, 7%, and 5% of GDP, 
respectively), have shown considerable resilience to date compared with 
exports, supporting domestic consumption demand and the current 
account. Remittance growth slowed but has maintained double-digit 
growth in Bangladesh and Nepal, although in Sri Lanka, remittances 
expanded by about 5%. Weak external demand (together with a power 
supply deficit in some countries) is reflected in regional countries’ 
manufacturing indexes, with year-on-year growth turning negative in 
Pakistan, while in India and Sri Lanka industrial production decelerated, 
almost reaching zero growth in early 2009.

Reflecting the downward trend in industrial production in the 
year through March, GDP growth slowed to 2.5% in Sri Lanka during 
its first quarter of 2009, while India maintained 5.8% growth during 
the January–March quarter and saw an improvement to 6.1% in the 
April–June quarter, although demand-side indicators showed slowing 
private consumption and investment. In all countries except Afghanistan, 
statistical indicators show a marked decline in economic activity from 
2008 levels.

While the global economic difficulties had a significant adverse 
impact on India, Maldives, Pakistan, and Sri Lanka, it was somewhat 
less on Afghanistan, Bhutan, Bangladesh, and Nepal. Central banks in 
South Asia generally adopted more accommodative monetary policy and 
lowered policy rates to promote private investment and boost growth, the 
decline in inflation pressures from falling commodity prices bolstering 
their room for action. Countries with a currency peg to the Indian rupee 
(Bhutan and Nepal) have been able to benefit from the accommodative 
monetary policy stance followed by the Reserve Bank of India.



96  Asian Development Outlook 2009 Update

Some countries adopted fiscal stimulus measures to complement 
monetary policy. Bangladesh announced a stimulus package in April 
2009 (worth 0.6% of GDP). Measures include increased subsidies in 
agriculture; enhanced cash incentives for recession-affected sectors 
such as jute, leather, and frozen food; and higher allocations for social 
safety net programs. The budget for FY2010 continued these measures, 
expanding their size by 0.8% of GDP. 

India’s three stimulus packages (announced in December 2008, and 
January and February 2009) have general interventions with policy 
measures that include a substantial cut in their value-added, service, and 
excises taxes; additional infrastructure and social safety net expenditure; 
measures to support an infrastructure financing institution; and an 
increase in the state government borrowing limit. India’s revised federal 
budget for FY2009 announced in July 2009 continued its expenditure-led 
growth strategy.

Pakistan announced a large increase in its public sector development 
program (PSDP) in its FY2010 budget, about 62% over the actual PSDP 
in the previous fiscal year. Sri Lanka also announced two stimulus 
packages: one in December 2008 and the other in May 2009 (worth 
0.2% and 0.4% of GDP, respectively), which targeted the flagging tea, 
rubber, cinnamon, and garments export sectors for incentives (as well 
as including a fertilizer subsidy), and boosted rewards under an export 
development program.

South Asian economies suffering from structural constraints prior to 
the global turmoil and weak macroeconomic fundamentals have proven 
to be more vulnerable to external shocks and have more limited policy 
options to counter the global economic downdraft. In early 2008, many 
countries used fiscal measures to mitigate the pass-through of higher 
international commodity prices (especially for oil, fertilizer, and basic 
food) at substantial cost. 

Large fiscal deficits in Maldives, Pakistan, and Sri Lanka have led to 
acute external imbalances and large losses of international reserves. In 
August 2009, IMF announced a staff-level agreement with the Maldives 
for a standby arrangement. In November 2008, IMF provided a $7.6 billion 
emergency financing package to Pakistan (which was augmented to 
$11.3 billion in August 2009). Sri Lanka also sought IMF assistance and a 
$2.6 billion standby arrangement was approved in July 2009. 

The South Asian GDP growth projection is revised upward to 5.6% 
in this Update from 4.8% in ADO 2009 (Figure 3.1.7). This reflects the 
improved growth prospects in India (which accounts for 80% of GDP 
in South Asia), as India’s growth projection was raised to 6.0% from 
5.0%. Growth projections were revised down for Maldives, Pakistan, and 
Sri Lanka, while the outlooks for Afghanistan, Bangladesh, Bhutan, and 
Nepal were upgraded, though generally by small amounts.

Inflation pressures were markedly reduced except in Nepal and 
Pakistan following the drop of international oil prices in the second half 
in 2008. The Update revises down the inflation projection for South Asia 
to 4.7% for 2009 (Figure 3.1.8) from 5.6% in ADO 2009 despite the upward 
growth revisions on account of lower international commodity prices in 
2009; the estimate for 2010 is slightly changed to 4.9% (from 4.4%). 

Nevertheless, concern over inflation should not be completely off the 

3.1.7 GDP growth, South Asia
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radar as year-on-year monthly inflation rates are bottoming (as the high 
base passes) and oil prices have moved up. The outlook for price stability 
will therefore crucially depend on the authorities’ ability to withdraw 
fiscal stimuli and central banks’ highly expansionary monetary policies in 
a timely manner, as economic activity revives.

Despite lower exports, the decline in oil prices provided substantial 
import relief (supplemented by weak domestic demand), and trade deficits 
of South Asian countries have shrunk in Bangladesh, India, Pakistan, and 
Sri Lanka. Moreover, while growth in workers’ remittances has slowed, 
amounts remain substantial and have grown in relative importance 
with respect to the large drop in the trade deficit. In India, information 
technology and business processing sales have been resilient. 

Reflecting these developments, the current account deficit for South 
Asia is now projected at 1.7% of GDP for 2009, slightly improved from 
2.0% forecast in ADO 2009 (Figure 3.1.9). The projected current account 
deficit for 2010 is now estimated at 2.2% of GDP, marginally lower than 
forecast earlier.

Country highlights

Afghanistan
The best harvest of the decade is likely to be achieved in FY2009 
(started on 21 March 2009) due to good rainfall and partly improved 
irrigation. This, along with continued external assistance, will bring 
GDP growth to 15.7% in FY2009 compared with the projection of 9.0% 
in ADO 2009. The average annual change in the consumer price index 
will likely show deflation, which is now estimated at 8.9% as a result 
of the large drop in global food prices, while end-period inflation for 
FY2009 is estimated at 6.0%.

The current account deficit (including grants) is now estimated at 
1.7% of GDP for FY2009, slightly improved from the earlier estimate. The 
large trade deficit—associated with donor-financed activities and security 
spending as well as foreign currency expenditure on development projects 
and consumer imports—is offset by inflows of donor grants.

Since Afghanistan’s financial system and economy are small and 
weakly integrated with global markets, external economic impacts are 
slight. The amount of donor assistance available for the country, however, 
might be affected by the recessionary conditions in donor countries. 

In FY2010, assuming good weather and further improvements in 
irrigation systems, GDP growth is likely to be 8.5%, higher than the 7.5% 
forecast in ADO 2009. Inflation will stabilize at around end-FY2009 levels, 
averaging 6.5% during FY2010, and the current account deficit (including 
grants) is now estimated at 2.7% of GDP. Both these revised forecasts 
represent slight improvements in performance from earlier projections.

Political uncertainty stemming from the presidential election in August 
2009 could have an adverse impact on the Government’s reform agenda 
and on growth. However, this point is not expected to be a significant 
drag on growth in the current fiscal year. Creating a base for sustainable 
economic growth, dealing with insecurity, improving weak governance, 
suppressing the opium trade, overcoming infrastructure bottlenecks, as 

3.1.8 Inflation, South Asia
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well as improving overall aid management and its effectiveness, remain key 
challenges for the economy.

Bangladesh
GDP growth for FY2009 (ended June 2009) is estimated at 5.9%. 
Agriculture performed better than expected, benefiting from favorable 
weather conditions and strong policy support from the Government, 
which enabled farmers to access inputs and credit. Industrial growth 
was affected by slower export growth because of the global slowdown 
and damped investor sentiment. Expansion in services was hindered by 
slowing export and import activities. 

The growth in the import bill decelerated faster than that for export 
receipts, narrowing the trade deficit. Still, strong remittance growth offset 
the smaller trade deficit and raised the current account surplus (to 2.8% 
of GDP). Inflation eased, averaging 6.7% in FY2009, down from 9.9% in 
FY2008. The sharp decline in import prices, the rise in domestic food 
production, and the successive cuts in domestic fuel prices led to the drop 
in inflation.

For FY2010, the Update maintains the earlier GDP growth projection 
of 5.2%. Industry and services are unlikely to pickup in the first half of 
the fiscal year, and remittance growth is expected to slow, which will 
contain consumer spending. The Update also retains the earlier inflation 
projection of 6.5%, as increases in import prices are moderate and the 
crop outlook remains healthy. Growth in exports will slide further and 
the import bill will rise, but remittances will eliminate the trade deficit, 
to enable the current account to post a small surplus (0.8% of GDP) rather 
than a deficit (0.5% of GDP) as projected in ADO 2009.

Bhutan
The global financial crisis and economic downturn have had a limited 
impact on Bhutan as the economy is driven largely by construction of 
hydropower stations and power production exported to India. Power 
exports grew by 9% during July 2008–May 2009 compared with the same 
period the previous year. Given power hunger in India, it is unlikely that 
these exports will be affected by the global slump.

The budget estimate for FY2009 (ended June 2009) included 
additional grants from the Government of India triple the original 
budgeted amount. As a result, the fiscal deficit was contained at 3.0% of 
GDP from the original estimate of 11.0%. The budget for FY2010 focuses 
on achieving core objectives related to poverty reduction. It plans higher 
expenditure than in the FY2009 estimate, while maintaining the fiscal 
deficit at 5.0% of GDP. 

Against this backdrop, the Update adjusts the projection of GDP 
growth to 6.0% from the earlier forecast of 5.5%. The current account 
deficit for FY2009 is unchanged from that given in ADO 2009 (5.5% of 
GDP), while average inflation is now expected to be around 7%, reflecting 
the impact of inflation in India. No change is made in projections for 
FY2010: the economy will grow by 6.5%, with a current account deficit 
of around 9% of GDP as imports rise, reflecting a gradual increase in 
domestic demand and international oil prices, while inflation will ease to 
4%, marking price developments in India.

3.1.9 Current account balance, South Asia
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Although Bhutan is largely immune to global economic events, it 
has a concentration risk in power production and exports to India. Any 
disruption to operations due to technical problems, natural disasters, or 
rainfall shortages could have a large impact on overall growth.

India
Macroeconomic management continues to remain pivotal in India against 
the backdrop of an uncertain global economic situation. With slow 
transmission of policy-rate cuts to lending rates, India’s countercyclical 
policy options focused on a public expenditure–led growth strategy. The 
central Government provided fiscal stimulus to boost growth over and 
above the monetary accommodation provided by the central bank. There 
are clear signs of a recovery in the economy and in business confidence. 
External funding constraints have also eased notably.

These developments have led to an upward revision in growth to 6.0% 
in FY2009 (started in April 2009). Exports are running substantially 
below prior-year levels because of recession in industrial economies, 
though a larger fall in imports is expected to keep the current account 
deficit in check at 1.5% of GDP as projected in ADO 2009. For FY2010, 
the Update upgrades projected growth to reflect a greater strengthening 
of the recovery than earlier foreseen. It makes no change in the inflation 
forecast. 

Although the growth strategy is appropriate given global economic 
weakness, it could prove counterproductive if the large fiscal deficits 
are not reined in over the next few years (as the Government intends 
to do). Apart from global uncertainty, the key downside risk to the 
outlook emerges from financial crowding out of private investment. This 
issue is most likely to arise in FY2010 and underscores the need for the 
Government to concretize its plans to consolidate fiscal policy.

Inflation in FY2009 is now forecast to be 2.5%, slightly below the 
forecast in ADO 2009; however, year-on-year inflation is expected to be 
4–5% by March 2010, and inflation pressures are likely to persist, driven 
by high food prices and expansionary monetary and fiscal policies. 
Monetary management needs to strike the right balance between 
providing adequate liquidity to support economic recovery yet keep 
inflation at bay. There is a risk that domestic food price inflation may 
create a dilemma for monetary management in FY2009, but late rains 
appear to be filling water reservoirs to an adequate level to ensure a 
reasonable winter crop. A return to sustained high growth will require 
the Government to address the country’s infrastructure deficit and 
implement structural reforms.

Maldives
The economy has suffered from expansionary fiscal policy after the 
tsunami in 2004. Rising public sector wages and power subsidies in Malé 
pushed up current spending, resulting in a deterioration in the fiscal 
balance, which is exerting significant pressure on the balance of payments. 
The economy is particularly vulnerable to the global slowdown because 
tourism accounts for more than a quarter of the country’s GDP and 
has significant knock-on effects on aggregate demand. Notably, tourist 
bednights contracted by 10% during the first seven months in 2009.
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The new Government elected in November 2008 revised the budget 
in May 2009 to reflect its political manifesto. The revision makes a first 
attempt to rationalize expenditure within constrained resources and 
lowers expenditure to 67% of GDP from 71% in the original budget. The 
Government plans to introduce new taxes, such as an airport tax and a 
green tax, as well as to start privatizing state enterprises to offset some 
of its revenue shortfall and contain the fiscal deficit to 7.4% of GDP. 
However, it is uncertain that these taxes can be fully implemented within 
2009. It is also unlikely that the privatization revenue will be realized in 
view of delay in privatizing the airport at Malé. 

Faced with a revenue shortfall, the Government is expected to contain 
its current expenditure. In August 2009, it reached a staff-level agreement 
with IMF for a standby arrangement of $60 million to address these 
structural constraints.

In this economic context, the Update revises downward the projection 
of 1.0% growth in ADO 2009 to a contraction of 3.5%. The earlier forecasts 
of inflation at 4.5% and the current account deficit at 30.0% of GDP are 
maintained. In 2010, economic growth is projected to rebound by 3.5% 
(up from 1.5% forecast earlier) as tourism begins to revive. Projections for 
inflation and the current account deficit remain unchanged from ADO 2009.

Nepal
GDP growth slowed to 3.8% in FY2009 (ended mid-July 2009) from 
5.3% in FY2008, as prolonged drought affected the winter crop and as 
continued political strikes, labor unrest, and power shortages impeded 
industrial growth. Persistent food shortages, exacerbated by domestic 
distortions such as hoarding and carteling, kept average inflation high 
at 13% in FY2009, despite rapid moderation in India’s inflation (which 
Nepal’s inflation normally trails given the currency peg, strong trade 
links, and porous border). Domestic structural weaknesses and some 
decline in global demand are holding back export growth but remittance-
induced import growth remains robust. The trade deficit was more than 
offset by remittances, increasing the current account surplus to about 
3.0% of GDP in FY2009 from 2.9% in FY2008.

In FY2010, agricultural growth is expected to be hampered by the 
late monsoon, which delayed the cultivation of paddy, the major crop 
accounting for more than 20% of total agricultural output. Industrial 
growth, while improving, will remain well below its potential in 
the uncertain political environment. Services will offset some of the 
deceleration in agricultural and industrial output given the limited 
impact of the global economic downturn on the key drivers of services, 
namely remittances and tourism. 

Overall GDP growth is now forecast at 4.0%, slightly better than in 
FY2009 and the 3.5% forecast in ADO 2009. Inflation will moderate to 9.0% 
in FY2010 mainly due to the unwinding of the base effect (from high fuel 
prices that prevailed in the earlier period); further moderation to the 8.0% 
estimated in ADO 2009 will be difficult given the possible reduction in 
summer crop production. Tighter monetary policy and the Government’s 
reforms aimed at removing the domestic constraints may, however, offset 
some of the upward pressure on prices. The current account surplus is 
expected to contract modestly to 2.0% of GDP in FY2010.
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Pakistan
Macroeconomic stress was mitigated in FY2009 (ended June 2009) as the 
IMF-backed stabilization program took effect in November 2008. Fiscal 
and external imbalances improved—the fiscal deficit fell to 5.2% of GDP 
from 7.6% in the previous fiscal year, and the current account deficit 
declined to 5.3% of GDP from 8.4%. The exchange rate stabilized and 
foreign reserves revived. However, inflation remained stubbornly high 
and averaged 21% in FY2009, even as year-on-year inflation started to see 
a trend decline from March 2009. 

The growth rate fell precipitously, and at 2.0% was less than the 
ADO 2009 projection of 2.8%. The impact of large power outages, tight 
domestic demand management, and global recession contributed. The 
reduction in imbalances itself was largely a consequence of the slowdown 
of the domestic economy and expenditure cutting rather than an 
improvement in economic fundamentals. Otherwise, domestic revenue 
generation and export performance remained weak.

A modest rebound in growth to 3.0% is expected in FY2010, supported 
by a planned larger public expenditure program and an anticipated 
further easing of monetary policy. Agriculture is expected to continue 
robust growth but it will not be as high as the previous year. Growth in 
industry is expected to turn marginally positive and the services sector is 
also expected to record modest growth.

Inflation is expected to decline to 10.0%, and the current account 
deficit to shrink to 4.8% of GDP, in FY2010. The economy, however, 
remains vulnerable to the impact of expected higher international 
oil prices, its significant energy supply–demand gap, and lagging 
competitiveness of its exports, which are also affected by weakness in 
global economic conditions. Structural reforms at the macroeconomic 
and sector levels need to be consistently implemented and accelerated to 
put the economy on a sustainable growth path.

Sri Lanka
Although the economy remains under severe strain, partly because 
of the global financial crisis and recession, the outlook has improved 
with the end to a quarter-century of civil war in May 2009. Still, the 
current economic situation remains fraught with large fiscal and external 
imbalances that have accumulated over the years. In addition, the country 
faces the costs of postconflict relief and reconstruction efforts. 

Following a marked fall in foreign exchange reserves, in July 2009 
IMF approved a $2.6 billion standby arrangement and released the 
first tranche of $332 million in support of the Government’s ambitious 
program of fiscal, monetary, and exchange rate reforms. With movement 
toward economic stability envisaged in the program, potential investors 
will receive a positive signal for undertaking the investment needed for 
recovery and rapid economic growth.

First-quarter GDP growth slowed to 1.5%, with all sectors experiencing 
a downdraft. Falling global prices and weakening demand pulled down 
Sri Lanka’s high inflation significantly during the first half of 2009, 
with point-to-point inflation falling to 0.9% in June 2009 from 14.4% in 
December 2008. This allowed the central bank to reduce policy interest 
rates three times during the period. 
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Preliminary estimates indicate that second-quarter growth improved. 
Economic activity is expected to gradually pick up over the rest of the 
year to bring full-year expansion to 4.0%, a shortfall from the 4.5% 
projected in ADO 2009. With strong economic management and an 
improving global economy, GDP growth is expected to reach 6.0% in 2010 
as projected earlier.

With price pressures abating faster than expected, average inflation is 
now estimated to be 5.0% in 2009 rather than 8.0% projected in ADO 2009; 
the forecast of 6.0% in 2010 is maintained. Reflecting weak investment, 
lower oil prices and reduced demand for inputs for plummeting export 
activity, imports have dropped rapidly and the trade deficit contracted 
sharply through the first half of 2009. Given the deterioration in economic 
conditions, the current account deficit is now estimated to be 3.0% of GDP 
in 2009; expanding to 5.0% in 2010 as the economic growth revives (from 
7.5% and 7.0% of GDP, respectively, in ADO 2009).

Southeast Asia

Subregional assessment and prospects
Economic output in this subregion is now expected to be virtually flat in 
2009, its weakest performance since the Asian financial crisis in 1997–98 
when subregional GDP fell. Growth has decelerated from 4.1% in 2008, 
and this year is projected at just 0.1% (Figure 3.1.10), a result of the global 
slump in demand for manufactures and commodity exports, as well as 
the financial crisis. Half the Southeast Asian economies are projected 
to shrink this year, with those most exposed to international trade—
Malaysia, Singapore, and Thailand—contracting the most.

The aggregate growth forecast is revised down from the ADO 2009 
forecast given in March, of 0.7%. However, Indonesia—the largest 
economy in Southeast Asia—and Viet Nam are performing better than 
ADO 2009 foresaw.

The collapse in external demand in late 2008 and early 2009 led to 
double-digit contractions in exports across the region. Lower exports 
prompted cutbacks in manufacturing production that, in turn, sparked 
layoffs that eroded consumption spending. As businesses delayed their 
expansion plans, investment dived. Lower commodity prices damped 
production and incomes in rural areas, while inward remittances 
decelerated or actually declined, depending on the country.

Some offset to the long list of negative factors has been provided by 
increased government spending (most countries rolled out fiscal stimulus 
programs), and by a plunge in imports that in several cases outpaced the 
export fall, generating higher net exports. Interest rates have been cut 
across the subregion, but with limited economic impact given generally 
depressed domestic demand.

The Southeast Asian economies that are expected to shrink this 
year are the three larger trade-oriented ones listed above, plus Brunei 
Darussalam, which relies on energy exports, and Cambodia, which 
is vulnerable to slowdowns in tourism, clothing exports, and FDI. 
Downturns relative to 2008 are more moderate in Indonesia, Lao PDR, 
Philippines, and Viet Nam, which are generally less dependent on 

3.1.10 GDP growth, Southeast Asia

-6 -4 -2 0 2 4 6 8

2010 2009 2008 

 Viet Nam 

 Thailand 

 Singapore 

 Philippines 

 Malaysia 

 Lao People's Dem. Rep. 

 Indonesia 

Cambodia

Brunei Darussalam

Southeast Asia

%

Sources: Asian Development Outlook database; staff 
estimates.

Click here for figure data

http://www.adb.org/Documents/Books/ADO/2009/Update/figs/f3-1-10.xls


 Subregional summaries  103

exports. Myanmar’s performance is expected to be hurt by downward 
pressure on prices for its exports of natural gas and agricultural products, 
and by a fall in remittances (though a lack of reliable data makes it 
difficult to assess this economy).

In addition to the fiscal stimulus programs, other local factors played 
an important role in the performance of some economies. In Thailand, 
for example, political turbulence aggravated already depressed investor 
and consumer confidence. In Indonesia, a strong harvest and spending 
associated with elections in April and July helped maintain consumption 
spending at robust levels.

In many countries, the slowdown or decline in GDP bottomed in the 
first quarter of 2009. Singapore’s GDP contraction, for example, eased 
from 9.5% year on year in the first quarter to 3.5% in the second. Month-
on-month data toward midyear saw a rise in manufacturing output in, 
among others, Indonesia, Malaysia, Philippines, Thailand, and Viet Nam, 
in part to meet increased domestic demand generated by government 
stimulus measures, and to restock depleted inventories.

Expansionary fiscal and monetary policies adopted by governments 
and central banks contributed to this stabilization. Improved fiscal 
positions and declining public debt since the Asian financial crisis have 
given to several Southeast Asian countries the flexibility needed to adopt 
more forceful policy measures during the downturn. Banking systems 
are also in a stronger position, enabling them to withstand the impact 
of the financial crisis and global slump and to finance widening fiscal 
deficits.

Lower international oil and food prices this year, coupled with 
considerably weaker domestic demand, have led to a sharper than 
expected pullback in inflation. The economies shrinking the fastest have 
experienced declines in their consumer price indexes in some months 
in 2009, on a year-on-year basis. Thailand will likely experience mild 
deflation for the full year (Figure 3.1.11). Price pressures have been 
subdued also because of reasonable harvests in most countries and 
broadly stable exchange rates vis-à-vis the US dollar. Viet Nam is an 
exception: while its inflation rate has decelerated from a high of 23.0% in 
2008, inflation momentum has been stronger than expected, and the 2009 
forecast is raised to 6.8%. The forecast for subregional inflation in 2009 is 
lowered to 2.5%, from 3.3% in ADO 2009.

The aggregate current account surplus will fall this year, but not by 
as much as was projected in ADO 2009. The Update raises this forecast to 
5.4% of GDP (Figure 3.1.12), from 4.4% in March. The precipitous decline 
in exports has been more than offset by an even sharper decline in 
imports in several economies, bolstering their trade balances. Indonesia 
is now expected to record a current account surplus rather than a deficit, 
while Viet Nam’s deficit is projected to narrow considerably from 2008 
and from the ADO 2009 forecast.

Next year, all the Southeast Asian economies are expected to grow, 
with aggregate GDP rising by 4.3% in 2010, similar to the projection in 
ADO 2009. This would represent a rapid acceleration from 2009, but 
growth would still be relatively subdued compared with the 6.3% average 
of 2006–2007. A gradual recovery of the global economy and increased 
trade flows will impart some growth momentum to the subregion. 
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Expected higher average world prices for oil and commodities in 2010 
than in 2009 will benefit countries including Indonesia and Malaysia. 
Expansionary fiscal and monetary policies will underpin growth in most 
economies, although these policies will likely become less expansionary 
as the year progresses.

Still, only Indonesia, Lao PDR, Malaysia, and Viet Nam are forecast 
to grow by more than 4% in 2010. In some economies, imports will 
rise faster than exports. Firms will rebuild depleted stocks of imported 
intermediate goods and public investment programs will require 
imported capital equipment. At the same time, export markets in 
industrial countries are expected to improve only modestly.

Inflation in Southeast Asia is forecast to pick up and average 4.1% 
in 2010, unchanged from the March projection. The gradual economic 
recovery, the expected rise in commodity prices, and low-base effect 
brought about by declines in price indexes in 2009 will all have an impact 
on inflation. However, price increases are likely to remain subdued as 
economies will still be operating with considerable excess capacity. Here, 
too, Viet Nam is an exception. Its inflation forecast is raised to 8.5%, with 
a risk that it could go higher.

The current account surplus in the subregion in 2010 is projected 
at 4.6% of GDP (4.9% in ADO 2009). Although exports will rise from 
this year’s low levels, the recovery will remain modest, especially for 
manufactured goods. Imports are likely to grow more rapidly than 
exports.

Country highlights

Indonesia
Performance was stronger than expected in the first half. GDP growth of 
4.2% was driven by solid expansion in private consumption, stimulated 
by slowing inflation, good harvests that supported farm incomes, and 
government cash transfers to poor households. Government consumption 
increased sharply, a result of pay increases for civil servants and spending 
related to elections in April and July. Imports of goods and services 
contracted faster than exports, so that net exports added to GDP. 
Investment growth, however, was meager in the context of the weak 
international outlook and tighter bank credit. On the supply side, services 
grew quite strongly, while agriculture, manufacturing, and mining 
increased output slightly.

A fiscal stimulus package, coupled with cuts in the policy interest rate, 
has supported growth. The 2009 GDP growth forecast is raised to 4.3% 
(from 3.6% in ADO 2009). Government efforts to maintain relatively high 
levels of infrastructure spending in 2010 and the modest global rebound 
are expected to lift economic growth to 5.4% next year, also revised up 
from March.

The slump in world trade and falling prices for export commodities 
pushed down merchandise exports by 27.9% in the first half of 2009. 
Imports declined even more sharply, by 38.7%. The ensuing large 
trade surplus outweighed the decline in current transfers, including 
remittances. Current account surpluses equivalent to about 2% of GDP 
are now projected for both 2009 and 2010, revised up from ADO 2009. 

3.1.12 Current account balance,  
Southeast Asia

-25 0 25 50

201020092008

Viet Nam

Thailand

Singapore

Philippines

Malaysia

Lao People's Dem. Rep.

Indonesia

Cambodia

Brunei Darussalam

Southeast Asia

% of GDP

Sources: Asian Development Outlook database; staff 
estimates.

Click here for figure data

http://www.adb.org/Documents/Books/ADO/2009/Update/figs/f3-1-12.xls


 Subregional summaries  105

Inflation has been lower than expected, brought down from double-
digit levels last year by falls in global commodity prices, good domestic 
harvests, and a firm rupiah. Forecasts for inflation are revised down to 
5.0% this year and 6.0% next.

Malaysia
The economy contracted by 5.1% in the first half of 2009, more sharply 
than expected, as the impact of a plunge in exports spread to fixed 
investment and private consumption. Exports in volume terms fell by 
16.3%, reflecting much weaker global demand for Malaysia’s exports 
of manufactures and commodities. Private consumption declined 
marginally and fixed investment fell by about 10%. On the production 
side, only services grew (even then, only just), while manufacturing 
output, which is dominated by export-oriented industries, contracted 
sharply and agricultural production declined.

The pace of GDP contraction slowed in the second quarter relative 
to the first, partly owing to increased public spending. The Government 
launched two fiscal stimulus packages (although some measures got off 
to a slow start), and interest rates were lowered to spur the economy. 
However, GDP is expected to shrink by 3.1% in 2009, revised from a 
contraction of 0.2% in ADO 2009. Year-on-year GDP growth is likely to 
return toward end-2009 and gradually pick up to average 4.2% in 2010. 
The better outlook is underpinned by the fiscal stimulus and the expected 
recovery in world trade and commodity prices.

A declining trade surplus will likely trim the current account 
surpluses to a still-substantial 14.0% of GDP this year and 12.5% in 2010.

Inflation decelerated to just 1.7% in the first 7 months of 2009 owing 
to lower global commodity prices and slack domestic demand. While the 
consumer price index has declined year on year in some months, it is 
picking up on a monthly sequential basis. Inflation for the whole year is 
pegged at 1.1% (a touch lower than ADO 2009) and is projected to gather 
pace to 2.6% in 2010, in tandem with higher domestic demand and global 
commodity prices.

Philippines
GDP growth of 1.0% in the first half of 2009 was weaker than expected. 
Private consumption growth pulled back abruptly from a year earlier as 
concerns over job security eroded consumer confidence. Remittances, 
a major prop for this economy, continued to grow in US dollar terms, 
but at a much reduced pace. Government spending grew, supported 
by a fiscal stimulus package, but fixed capital investment fell and net 
exports acted as a drag on GDP growth. By sector, services constituted 
the main contributor to growth. Agriculture and public construction also 
expanded, but industrial production and private construction contracted.

A somewhat better performance is projected for the second half 
of 2009. Consumer confidence has turned upward because of low 
inflation, an easing in interest rates by the central bank, and an improved 
international economic outlook. Public investment is gaining impetus 
under the fiscal stimulus. GDP growth for the whole year is projected at 
1.6%, about 1 percentage point below the ADO 2009 forecast.

In 2010, the modest rebound in global trade and firmer domestic 
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demand are expected to raise growth to 3.3%. Business confidence should 
improve after national elections in May 2010, on the assumption that the 
election process and transition in government go smoothly. Given fiscal 
and debt constraints, the Government plans to rein in its budget deficit in 
2010, which may mean that fiscal support for the economy will not be as 
strong as in 2009.

Merchandise exports slumped by just over 30% in the first 6 months 
of 2009—led by a sharp drop in shipments of electronic products—and 
imports fell by a similar degree. As in other subregional economies, 
the contraction in trade appears to have bottomed early in 2009. The 
full-year merchandise trade deficit will likely be narrower than expected 
in March. Trade in services is projected to be in surplus, largely reflecting 
earnings from business process outsourcing. Combined with growth in 
remittances, these influences are expected to produce a current account 
surplus of 2.8% of GDP this year and close to this level in 2010.

In view of a steep deceleration in inflation in the first 8 months of 
2009, the inflation forecast is revised down to 3.2% for this year, picking 
up to 4.5% in 2010.

Singapore
As a financial center and manufacturing hub, this economy was 
particularly hard hit by the global financial crisis and slump in world 
trade. GDP plunged by 9.5% year on year in the first quarter of 2009 and 
by 3.5% in the second. The relatively better performance in the second 
quarter (GDP expanded by 20.7% on a seasonally adjusted annualized 
basis from the very weak first 3 months) was driven by a pickup in 
production of pharmaceutical products and by inventory restocking. For 
the first half of the year, GDP contracted by 6.5%.

A better performance is expected in the second half. Manufacturing 
production rose in July from the prior-year level and the slide in exports 
moderated. A large fiscal stimulus is working its way through the 
economy. GDP is expected to contract by about 5% for the whole year, 
unchanged from ADO 2009. In 2010, the forecast global upturn, coupled 
with the fiscal stimulus, is expected to return the economy to growth, of 
about 3.5%.

Inflation slowed sharply to just 0.6% in the first 7 months of 2009, 
suppressed by lower global oil prices and weaker domestic demand. The 
consumer price index fell year on year for several months around midyear 
and is now forecast to be flat on average in 2009 (revised from 0.5% 
inflation projected in ADO 2009). Next year, higher average oil prices and 
firmer domestic demand are seen lifting inflation to about 2%.

The current account surplus fell to $9.0 billion in the first half of 
2009, from $14.7 billion a year earlier, a result of reduced surpluses in 
both goods and services trade. For the whole year, a still-large current 
account surplus equivalent to 10.0% of GDP is expected, rising to 14.0% in 
2010 in tandem with the improvement in trade in goods and services.

Thailand
The onset of the global trade slump sparked a steep decline in Thailand’s 
exports, which drove down industrial production and investment in 
the first half of 2009. Business and consumer sentiment was further 
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undermined by political uncertainty: private consumption and private 
fixed investment both contracted. Reflecting these factors, GDP fell by 
6.0% in January–June, a sharper fall than was forecast in March. 

To moderate the decline, the Government quickened the pace of 
budget disbursements and raised wages for its employees, which boosted 
government spending. From March, the Government also rolled out the 
first of two fiscal stimulus packages. By production sector in the first half, 
output of services and industry fell, while agriculture was virtually flat.

As elsewhere in the subregion, the slump in trade and manufacturing 
reached a trough early in the year. The fiscal stimulus, plus interest-rate 
reductions by the Bank of Thailand and the improved global outlook, 
will likely stabilize GDP in the second half of 2009. The full-year forecast 
is for a contraction in GDP of 3.2%, still a deeper decline than expected 
in ADO 2009. The economy is expected to grow by about 3% in 2010, 
a very modest rate given the low base set in 2009. The Government 
plans a substantial public investment program from October 2009 to 
underpin the recovery. However, that program would be at risk if political 
turbulence disrupts policy making and fiscal disbursement.

Merchandise exports fell by about 23% in the January–June period 
of 2009 as external demand dwindled. Imports tumbled by just over 
35%, reflecting reduced purchases of imported inputs for manufacturing 
industries, lower oil prices, and soft domestic demand. The trade surplus 
ballooned and the current account surplus was more than three times the 
prior-year level. A current account surplus of about 6% of GDP is forecast 
for this year, narrowing to about 1% in 2010 in the context of rising costs 
for imports both of capital goods for investment projects and of oil.

The consumer price index fell by 1.9% in the first 7 months of this 
year, from high levels in 2008 when global food and oil prices surged. 
Prices are expected to turn upward by year-end. Still, the consumer price 
index is now forecast to fall by 0.5% in 2009, revised from March when 
slight inflation seemed likely. Next year, inflation is put at around 2%, on 
the basis of higher oil and commodity prices and a gradual recovery in 
domestic demand.

Viet Nam
Expansionary fiscal and monetary policies supported growth of 3.9% 
in the first half of 2009. Fiscal stimulus measures bolstered public 
consumption and domestically financed investment. Import volumes fell 
more steeply than exports, so that net exports contributed to GDP growth. 
Furthermore, oil production turned up, after several years of decline. The 
impact of the global turbulence was reflected in a fall in merchandise 
exports and in remittances, layoffs, and weaker inflows of FDI.

Growth accelerated in the second quarter from the first, suggesting 
that the economy bottomed early in the year. Given that the fiscal 
stimulus, net exports, and oil output outstripped expectations, the 2009 
GDP growth forecast is bumped up to 4.7% from 4.5% in ADO 2009. 
Next year, growth is seen stepping up to 6.5%. Investment is likely to 
strengthen in view of the fiscal and monetary stimuli put in place in 2009 
and an expected revival in FDI as the global economy improves. A pickup 
in hiring and incomes will stimulate consumption.

Imports dropped much faster than exports in the first half, reflecting 
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the slowdown in economic activity, lower import prices, reduced 
availability of trade credit, and a shortage of foreign exchange in the 
formal market. The current account deficit for 2009 is now projected at 
about 7% of GDP, narrower than projected in March. It will likely widen 
to about 9% in 2010 because growth in imports is expected to outstrip 
that in exports as the economic expansion picks up pace.

Inflation decelerated to 8.3% in January–August 2009 from 23.0% in 
all 2008 owing to lower world oil and food prices and softer domestic 
demand. Still, the high-inflation inertia was stronger than expected. The 
2009 inflation forecast is raised from that given in ADO 2009 to 6.8%, 
and the 2010 forecast revised up to 8.5%, in part owing to rapid growth in 
money supply this year.

Other economies

Brunei Darussalam
This economy, which relies on exports of oil and natural gas for about 
half its GDP, is expected to contract by 1.2% in 2009 owing to lower world 
demand for energy and the fall in energy prices from last year. That 
would be a more moderate decline than the 1.9% fall in GDP estimated 
for 2008. Government spending is tempering the contraction and the 
nonenergy sector is expected to perform better in 2009.

Growth is set to resume in 2010 at just over 2%, supported by higher 
global energy demand and prices and by the start of exports from a 
$450 million methanol plant. The Government is stepping up its efforts 
to diversify the economy: one result will be an increase in the number of 
Brunei Halal Brand products exported next year.

Inflation is expected to stay subdued in view of lower prices this year 
for imported commodities and the Government’s policy to subsidize 
a broad range of products and services. The inflation projections are 
maintained at 1.5% for 2009 and 1.2% for 2010. Large current account 
surpluses based on exports of energy are expected to moderate in the 
forecast period as a result of lower oil prices and reduced income flows 
from investment abroad.

Cambodia
A sharper than expected downturn in clothing exports, construction 
activity, and tourist arrivals has prompted a downward revision in the 
GDP forecast. The economy is now expected to contract by 1.5% in 2009, 
rather than record slight growth as anticipated in ADO 2009.

US Department of Commerce data show that Cambodian clothing 
exports to the US—the leading market—dropped by 27% in the first 
5 months of 2009 from the corresponding period of 2008, and order 
books for clothing in May were significantly lower than a year earlier. 
Construction activity declined as a consequence of falling FDI, notably 
from Korea. Tourist arrivals fell by 3% in the first 4 months of 2009. 

Growth is projected to resume in 2010 at about 3.5%, as a gradual 
recovery in the global economy stimulates clothing exports and tourism. 
That should provide support for growth in incomes and consumption.

Inflation has decelerated faster than expected, owing to lower 
international oil and food prices and weaker domestic demand as the 
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economy contracts. The inflation rate for 2009 is now forecast at just 
0.8%, revised down from ADO 2009. It is expected to quicken to about 5% 
in 2010, reflecting higher prices for imported oil and the improvement in 
domestic demand.

In the external accounts, imports fell by 18.1% in the first half of 2009, 
a sharper decline than that recorded for exports (10.3%). Tourism arrivals 
are expected to pick up in the second half of 2009 and the rate of decline 
in exports may well slow. The current account deficit will be narrower 
than forecast in March, at about 5.0% of GDP this year and 7.0% in 2010. 
Gross international reserves edged up to $2.18 billion at midyear, from 
$2.16 billion at end-2008.

Lao People’s Democratic Republic
Economic growth is easing in 2009 from rates in excess of 7%, driven 
by expansion of mining and hydropower, seen over recent years. Lower 
global mineral prices have damped mining activity and construction has 
been dented by reduced flows of FDI. The global economic downturn has 
also hurt clothing exports and tourism earnings.

Government spending, including outlays on infrastructure for the 
Southeast Asian Games scheduled to be held in Vientiane later this year, 
is helping moderate the slowdown. The budget deficit target has been 
widened to 5.0% from an original target of 3.4%. Economic growth is 
forecast at 5.5% in 2009, in line with the ADO 2009 projection, picking up 
to 5.7% in 2010 as world commodity prices recover and investor sentiment 
improves.

Lower food and fuel prices caused inflation to slow to 0.2% in the first 
half of 2009. Inflation forecasts are revised down to 0.7% for 2009 and 
4.5% in 2010.

The current account deficit is now projected to narrow to 14.6% 
in 2009, reflecting a faster fall in imports than in exports owing to 
lower fuel and commodity prices and reduced imports of construction 
materials and machinery. A narrower trade deficit will be partly offset 
by a smaller surplus in services due to lower tourism receipts. The 
current account deficit is expected to remain at around 14% next year. 
External reserves of $583 million in May 2009 represented 3.5 months of 
nonresource import cover.

The Pacific

Subregional assessment and prospects
The aggregate growth projection for 2009 is edged down to 2.8% 
(Figure 3.1.13) from the 3.0% that was forecast in March’s ADO 2009. This 
year’s likely outcome represents a sharp slowdown from 5.2% growth in 
2008, when resource exporters in the Pacific benefited from high global 
oil and commodity prices. Only the region’s mining and hydrocarbon 
exporters (Papua New Guinea and Timor-Leste) and a key reformer 
(Vanuatu) are expected to grow at a reasonable rate in 2009. 

Five economies (Cook Islands, Fiji Islands, Palau, Samoa, and Tonga) 
are projected to contract, primarily because the global economic slump 
has eroded income from tourism and remittances. Solomon Islands is 
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now expected to record no growth because its log exports have dropped 
sharply. The growth outlook for Papua New Guinea has improved since 
March in tandem with the pickup in global prices for mineral and 
petroleum products. Timor-Leste also is set to grow significantly, based 
on its income from hydrocarbons.

Governments in the Pacific have generally been overoptimistic this 
year in their revenue projections and slow to counter the deterioration in 
the economic outlook. Weaker tax and other revenues are hampering the 
ability of some of them to meet budget commitments. Most governments 
have made across-the-board cuts to funding for goods and services and 
maintenance as revenue weakened. This nonprioritized approach to 
adjustment is expected to impair the delivery of basic services and damp 
economic recovery. While restraint has generally been achieved on public 
sector pay, thereby avoiding a further source of fiscal pressure, in some 
cases unsustainable increases have been made. Only a few governments 
have been able to increase needed capital expenditure in order to support 
investment and aggregate demand.

In 2010, the subregion is expected to post aggregate growth of 3.1%, 
a slightly higher outturn than projected in ADO 2009. Forecasts for 
the three biggest Pacific economies—Fiji Islands, Papua New Guinea, 
and Timor-Leste—are raised from March. Higher average global oil 
and commodity prices assumed for 2010 in the Update are behind the 
improved outlook for Papua New Guinea and Timor-Leste, while Fiji 
Islands is expected to resume growth after this year’s contraction in GDP.

Average growth for the Pacific islands (the countries excluding Papua 
New Guinea and Timor-Leste) is projected to remain low at 0.8% in 2010 
in the context of a slow, gradual pickup in earnings from tourism and 
remittances. The speed of recovery will also depend on further policy 
responses to this year’s slowdown.

Lower prices this year for imported fuel and food have trimmed 
inflation from the high average level of 9.5% seen in 2008 (although 
inflation has increased in Fiji Islands this year because of devaluation). 
Subregional inflation is projected to slow to 6.1% in 2009 (Figure 3.1.14), 
slightly below that anticipated in ADO 2009. The higher average global 
oil and commodity prices assumed for 2010 have bumped up the 2010 
aggregate forecast from March to 5.2%.

The decline in prices this year for food and other essentials is 
providing some relief to vulnerable groups that were seriously hurt by 
high prices of these items in 2008. Such groups include people living in 
squatter settlements, those lacking their own fertile land, and those living 
in the most remote areas.

Country highlights

Fiji Islands
The economy is expected to contract in 2009, weakened by a decline in 
earnings from tourism and exports partly a result of the global economic 
slowdown. Political uncertainties have hurt the economy since a military 
coup in 2006 installed an interim government. Lack of progress toward 
a government commitment to holding elections since then has led donor 
countries to hold back economic assistance and has damaged investor 
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confidence. The decline in tourism worsened in the first quarter of 2009 
after flooding in January reduced tourist arrivals, with some tourists 
choosing to go elsewhere in the Pacific. Exports of clothing, mineral 
water, and sugar have declined. Furthermore, the implementation of 
planned public works has been slow.

The contraction in GDP forecast for this year is revised to 1.0%, 
from 0.5% in March. Growth is expected to resume in 2010 at about 
0.5%, helped by the projected pickups in the external environment and, 
therefore, tourism.

External accounts remain under pressure: exports dropped by 21.0% 
and imports by 6.8% in the first 4 months of 2009, widening the trade 
deficit by 4.3%. The Government devalued the Fiji dollar by 20% in April 
in an effort to stimulate exports and tourism and so boost declining 
foreign reserves. Reserves have increased since April, but remain less than 
half the target of 4 months of import cover.

The devaluation also spurred inflation, to 5.0% year on year in June. 
Other upward pressures on inflation came from a 32% hike in retail fuel 
prices in the first 5 months of 2009 and an increase in the minimum 
wage in June. Consequently, the Update revises up forecasts for year-
average inflation to 7.0% in both 2009 and 2010. Rising inflation could 
erode export competitiveness, which would undermine any gains from 
the devaluation.

Tax revenue collections fell below budget estimates in the second 
quarter of 2009 owing to the slowdown in the economy, and the 
Government cut its spending below budgeted levels. A rise in external 
debt servicing costs in Fiji dollar terms—a result of the devaluation—and 
high domestic interest rates (10% on 10-year government bonds) have 
increased the cost of servicing the public debt, which reached 47.9% of 
GDP in 2008. There is a risk that fiscal constraints will further delay 
much-needed public works and, more broadly, reduce development 
spending unless the Government reins in its operating costs.

GDP has declined since 2006 and poverty incidence has increased, to 
an estimated 39% of the population in 2008 from 34.4% in 2006 and 25.5% 
in 1990.

Papua New Guinea
Rising global prices of agricultural commodities, metals, and crude 
oil have bolstered the outlook for this resource-rich economy since 
March. The higher export prices will flow through to support private 
consumption as well as government revenue and spending. Forecast GDP 
growth for 2009 is revised up to 4.5% from 4.0% (still well below the 7.2% 
growth estimated for 2008, when commodity prices were booming for 
much of the year).

Nonmining GDP is expected to grow by about 5.0% this year, mainly 
reflecting continued expansion of the communications and construction 
industries, assisted by preliminary work on a large liquefied natural 
gas project that is expected to start production in 2013. Agricultural 
production is also likely to grow, although severe flooding in early 2009 
in the Highlands region hurt plantation production there. Mining’s 
contribution to GDP growth is revised down from March owing to lower 
than expected output from the Ok Tedi and Porgera gold mines that was 
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caused by technical problems at the mines, but that will in part be offset 
by higher than expected output from the Lihir mine.

Reflecting the global slowdown and commodity price declines, the 
value of exports fell by an estimated 33% in the first half of 2009 from 
the prior-year period, suppressing incomes and government revenue 
and lowering GDP growth from the pace set in 2008. Growth in private 
sector credit slowed to about 25% year on year in June 2009 (from 40% 
in June 2008) and growth in employment moderated to about 6% in the 
12 months to March 2009 (from 10% in the 12 months to June 2008).

The Government, faced with lower than expected income from 
commodities, widened its targeted budget deficit to 3.3% in 2009, funded 
by additional drawdowns from public trust fund savings generated 
during the commodity boom. It has broadly maintained its operating 
expenditure, but cut development spending by about 3%.

Next year, GDP is forecast to grow by 3.9%, raised a touch from 
ADO 2009 on the basis of the Update’s assumptions of higher average 
global oil prices.

Inflation has decelerated in step with the fall in global food and fuel 
prices, and the 2009 forecast is maintained at 7.0%. Monetary and credit 
growth rates remain high, but have decelerated from late-2008 levels. In 
2010, inflation is forecast to ease to 5.5% as the economy slows.

The current account fell into deficit in the first quarter of 2009 as 
export values dropped. A deficit is still projected for the whole year, 
although the pickup in prices of exports, coupled with weaker than 
expected imports, has prompted a revision to 6.0% of GDP (from 7.0% 
in March, Figure 3.1.15). The external deficit is forecast to stay at around 
that level in 2010. Foreign reserves rose to $2.2 billion (about 14 months 
of nonmineral imports) at end-May, supported by central bank buying of 
foreign currencies in the market to moderate an appreciation of the kina.

Democratic Republic of Timor-Leste
The preferred measure of this economy, that is, excluding petroleum 
production and the operations of the United Nations, was revised up 
for 2008 from the preliminary estimate of 10.0% to 13.0%. Development 
is based on high levels of public spending that is funded mainly by the 
Government’s revenue from hydrocarbon production. In view of efforts to 
trim public spending to more sustainable levels since the easing of world 
oil prices, economic growth is expected to slow to about 8% in 2009, 
lowered from the ADO 2009 forecast.

This still-robust rate is supported by increases in public sector salaries 
and gradual improvements in agriculture, which accounts for about 85% 
of employment. Economic growth is expected to edge higher to about 9% 
in 2010.

Inflation has subsided at a much faster rate than forecast in 
ADO 2009, driven by sharp falls in international prices of food and fuel. 
(The use of the US dollar as the national currency has helped in this 
regard.) The consumer price index fell by 1.3% on a year-on-year basis in 
the second quarter of 2009. For the full year, inflation is now forecast at 
1.5%, revised down sharply from ADO 2009, and for 2010 the forecast is 
lowered to 3.1%.

Withdrawals this year from the Petroleum Fund, which holds national 
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savings exceeding $4 billion from offshore hydrocarbon production, are 
budgeted to exceed estimated sustainable income. The key challenge is 
to use these withdrawals for broad-based development to reduce poverty, 
while ensuring that adequate savings are retained to fund the budget for 
future generations. Agriculture will likely be the main source of income 
for most of the population for some decades and further investment is 
required in this sector. However, current government intervention in 
the market as a buyer and seller of agricultural produce may not be as 
productive as conventional policies to invest in agricultural extension 
services, improvements to access to markets, and human capital.

Other Pacific economies

Samoa
The outcome for 2008 has been revised down to show a contraction of 
3.4%. Several negative influences had a more severe impact than had been 
estimated. These included job losses at the Yazaki plant that assembles 
automobile parts for export, a fall in remittances, weakness in tourism, 
and the erosion of purchasing power due to high inflation.

This year, tourism has benefited from Fiji Islands’ problems of 
flooding and political uncertainty, as well as from increased airline 
services and recent hotel developments in Samoa. These effects, combined 
with the filming in Samoa of the television series “Survivor,” are expected 
to raise tourism receipts. However, the real value of remittances fell by 
about 9% in the 12 months to June.

The economic contraction is projected to extend through this year 
and next, although the pace is projected to moderate to 0.8% in 2009 and 
0.6% in 2010. Government spending on infrastructure will avert a sharper 
contraction.

Inflation eased to 9.2% year on year at June 2009, half last year’s 
peak. The full-year forecast is revised down to 5.7%. Inflation is expected 
to decline further to 3.2% in 2010 (but raised from the March forecast 
because of the higher oil price assumption in the Update). International 
reserves increased to the equivalent of 5.1 months of imports as of 
June 2009, above the target of 4.0 months. However, the outlook for 
the current account is of concern. The Government’s macroeconomic 
framework suggests current account deficits of 14–16% of GDP in the next 
2 years. That would put extra pressure on debt levels and so requires a 
plan to prioritize capital investment and strengthen revenue.

Solomon Islands
The economy has been hit by the global downturn as well as by bad 
weather in 2009. Exports (mainly logs), fish, palm oil, and copra fell by 
11% in value in the first quarter of this year. Logging volumes dropped 
sharply in the first half and look likely to fall by about 30% to 1.1 million 
cubic meters in 2009. GDP is expected to be flat in 2009, revised from an 
expansion of 2.2% projected in ADO 2009. 

Growth is now seen resuming in 2010 at 2.6%, a slightly faster pace 
than previously forecast, provided there is a determined response from 
the Government to the economic slowdown. Agricultural production is 
expected to pick up and the decline in logging in 2010 might not be as 
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severe as in 2009. Still, high population growth implies no per capita 
GDP growth in the forecast period. Prospects for overall economic 
growth remain modest thereafter given a long-term decline of native 
forest resources caused by overlogging.

The weakness in exports suggests that current account deficits will 
be worse than foreseen in March, now projected at 10.6% of GDP this 
year and 18.6% in 2010. Foreign reserves stabilized at about 3 months of 
import cover in July 2009, after falling to 2.5 months earlier in 2009, in 
part a result of substantial aid disbursements. These effects will wane 
as the aid funds are spent, and foreign reserves may again come under 
pressure.

Flooding in Guadalcanal caused inflation to surge to 16.5% in the first 
quarter of 2009, before it decelerated to 9.3% in June. The year-average 
forecast for this year is lowered a shade to 8.3% in the context of the 
slack economy. However, the forecast for 2010 is revised up to 6.9% on 
the basis of assumed increases in global prices of oil and other imported 
commodities.

Government revenue fell short of expectations by 11% in the first 
quarter of 2009, the result of an erosion of tax income caused by the 
slowing economy and drop in oil prices, coupled with the sharp decline 
in logging revenue. The Government is committed to avoid borrowing, 
so will need to consider a combination of trimming expenditure, raising 
additional revenue, and refocusing public resources to prioritize basic 
needs such as health and education.

Tonga
Remittances fell by 14% in the 12 months to June 2009, reflecting 
recessions in two main source markets, the US and New Zealand, and 
softening demand for seasonal workers in Australia. Furthermore, bank 
lending is constrained because commercial banks tightened credit policies 
after a rapid increase in bad loans. The economy probably contracted by 
about 0.5% in FY2009 (ended 30 June 2009), but by less than was forecast 
in March.

Growth is expected to resume in FY2010 at about 0.5%, a revision 
from the ADO 2009 forecast for a continued contraction. The domestic 
content of capital works that are being supported by concessionary 
funding from the People’s Republic of China is now expected to be 
higher than originally thought, raising its contribution to GDP. However, 
the economy remains highly vulnerable to external conditions, notably 
changes in remittance inflows.

Inflation in FY2009 is estimated at 6.2%. The inflation forecast for 
FY2010 is raised to 3.1%, given the increase in global oil prices over 
recent months.

Government revenue and grants received at the end of the first 
quarter were about 20% under budget. Total expenditure was also below 
budget, resulting in a fiscal surplus at end-May 2009. The surplus appears 
to reflect controls on spending for operation and maintenance, which 
could reduce delivery of public services, rather than controls on the 
Government’s wage bill. In the external accounts, the level of foreign 
reserves rose to 4.7 months of import cover in the first half of 2009.
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Vanuatu
Tourist arrivals rose in the first 5 months of 2009: those on cruise ships 
by 58% and those via air travel by 18%, partly a result of the problems 
experienced in Fiji Islands. The strength in tourism and signs of a firming 
in domestic demand suggest that GDP growth will be about 4% in 2009 
and 3.5% next year, both revised up from ADO 2009. 

The economy expanded by an average of 6.5% in the 5 years to 2008, 
driven largely by private-sector investment in tourism and construction 
and underpinned by policy reforms that included the opening of the 
telecommunications and aviation markets.

However, the pace of credit growth is worrisome. Credit to the private 
sector grew by 35.3% over the 12 months to May 2009, slowing only 
slightly from 44.0% earlier this year. Entry of new banks in the economy 
has contributed to this surge in credit. There is a risk that the level of 
nonperforming loans will rise as economic growth pulls back.

Fiscal surpluses and strong economic growth have reduced the ratio 
of public debt to GDP by more than half over the past 7 years to 18.4%. 
This gives the Government room to take countercyclical fiscal measures if 
the economy slows more sharply than expected.

Inflation remained quite high at 6.1% year on year in the first quarter 
of 2009, despite lower global prices for food and fuel. The forecast is 
revised up to 4.3% for this year and to 3.0% in 2010, based on upward 
revisions to GDP as well as to international oil prices.

Foreign reserves, equivalent to 5.0 months of import cover in June 
2009, were down from 5.8 months at end-2008 but above the central 
bank’s minimum target of 4 months.

Others
For Cook Islands, the outcome for 2008 and outlook for 2009 are revised 
down. Economic data for last year, when tourist arrivals fell, has been 
revised to show a GDP contraction of 1.2%, rather than a slight expansion 
as previously estimated. Low investment and the erosion of real incomes 
from high inflation point to the contraction extending into 2009. But the 
extent of the decline is expected to moderate to about 0.1%, with tourism 
getting some support from subregional sporting events and conferences 
held in the Cook Islands. Growth is forecast to return in 2010 at the low 
rate of 0.8%. The Update raises the inflation forecast to 6.5% for 2009, but 
still foresees a deceleration of price pressures next year.

Updated GDP estimates for Federated States of Micronesia in FY2008 
(ended 30 September 2008) now show a sharper GDP contraction of 2.9%, 
compared with a 1.0% decline in ADO 2009. Nevertheless, the outlook 
has improved because of a pickup in externally funded infrastructure 
projects. Tourism and remittance inflows are sluggish, largely owing to 
recessions in the US and Japan. GDP is now expected to grow by about 
0.5% in FY2009, revised from a March forecast for a slight contraction, 
and also expand by about 0.5% in FY2010.

The growth estimate for Nauru is downgraded to 1.0% in FY2009 
(ended 30 June 2009) and its GDP in FY2010 is forecast to be flat. 
Downward revisions (from 1.5% growth in both years in ADO 2009) stem 
from a slowdown in external demand for Nauru’s phosphate, particularly 
from Australia, and the consequent decline in phosphate prices. In line 
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with slowing growth and inflation in Australia (the main source of 
Nauru’s imports), inflation in FY2009 and FY2010 is now put at 1.8%, 
lower than forecast in ADO 2009.

The Republic of Palau’s economic prospects have deteriorated because 
of weakness in tourist arrivals, a slowdown in infrastructure spending, 
and delays in planned private investment in tourism facilities. GDP is 
expected to contract by 3.0% in FY2009 (ended 30 September 2009) and 
by 1.0% in FY2010, both sharper contractions than forecast in March.

Forecasts for Kiribati, Republic of the Marshall Islands, and Tuvalu 
are unchanged from ADO 2009. Kiribati’s GDP growth estimate for 2008 
has been raised to 3.4% from a preliminary 0.6% in ADO 2009. Growth 
is pegged at 1.0% in 2009 and 0.9% in 2010, slower than in 2008 owing 
to the impact of weakened world trade volumes on the employment of 
Kiribati seafarers and their remittances. For the Marshall Islands, revised 
GDP estimates for FY2008 (ended 30 September 2008) show a contraction 
of 2.0%, instead of 1.5% growth estimated in ADO 2009. Growth of less 
than 1% is still projected for FY2009 and FY2010.


