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CHANGING PATTERN OF FINANCIAL FLOWS TO ASIAN
AND PACIFIC DEVELOPING COUNTRIES

The aims of this report are to analyze the changing pattern
of financial flows1 to Asian and Pacific developing countries (APDCs)
and put together some basic data on the subject. Section I reviews the
pattern of financial flows to the developing world based on data
compiled by the Organization for Economic Cooperation and
Development(OECD).2 Section II analyzes the changing pattern of flows to
APDCs from 1970-1987. Section III focuses on direct investment from
Japan and the United States to APDCs in view of the increasing
importance of this type of flow to the region. Section IV highlights
major findings of the study. Some supporting statistical tables are
given as appendixes.

I.   OVERVIEW OF FINANCIAL FLOWS TO THE DEVELOPING WORLD

Net financial flows to all developing countries rose
rapidly in the 1970s, reaching a peak of $100 billion in 1981.
Thereafter, with the onset of the debt crisis, flows declined and
bottomed to $47 billion in 1985. After some recovery in 1986, flows
declined again to $69 billion in 1987 (see Table 1).

The decline in total net flows can be traced to the
international debt crisis which gained prominence in 1982 and which
caused banks to put on the brakes to new loans and export credits to
developing countries. Net flows from bank lending turned negative in
1985 and again in 1987; that is, principal repayments exceeded loan
disbursements. The picture will be worse if interest payments are
netted out further from net flows. Similarly, export credits became
negative in 1986-87 (see Table I and Chart 1).

                                                                
1 Unless specified otherwise, the discussion in this report

pertains to net financial flows, also called net receipts, which
is defined as disbursements to a country minus principal
repayments by the country, but excluding interest payments on
outstanding loans, i.e., the latter are not netted out of
financial flows.

2  See OECD, Geographical Distribution of Financial Flows to
Developing  Countries, various issues.







In contrast to bank lending and export credit, direct investments
by 1987 have recovered in nominal terms to their pre-debt crisis
levels, reflecting the recycling of current account surplus of Japan
and other surplus countries. The rise in direct investment, however,
was not sufficient to reverse the declining trend in total private
flows.

On the other hand, official flows actually increased in nominal
terms from their pre-debt crisis levels, growing by 12.3 per cent from
1985 to 1986 and again by 7.3 per cent from 1986 to 1987. The growth is
accounted for by grants, with loans more or less remaining at their
1981 levels. However, in constant prices and exchange rates, official
flows declined substantially.1

Another way of classifying financial flows is by source or
origin. Chart 2 shows that flows from Japan have risen sharply, while
those from the U.S. have declined. Flows from Japan doubled in 1986 and
had remained at the same level in 1987. On the other hand, those from
the U.S. turned negative in 1985, showed some sign of recovery in 1986,
but declined again in 1987. Flows from the EEC countries have been
declining since 1982. In 1987, the shares of Japan and the EEC in total
bilateral flows were about even at 38 per cent each, while that of the
U.S. was 19 per cent. Flows from multilateral agencies had been
increasing steadily and they comprised 25 per cent of total in 1987.

Thus, an analysis by type of flows shows that the reduction in
financial flows in recent years was due primarily to declining private
flows, particularly bank lending and export credits; a similar analysis
by source reveals that the shrinkage is due mainly to reduction in the
US and EEC bilateral flows, and that the decline could have been more
if not for the rapid increase in Japanese bilateral flows since 1986.

                                                                
1 During 1986-87, official flows in nominal terms increased by

around 21 per cent (12.3 per cent in 1986 and 7.3 per cent in
1987). However, this increase was less than the valuation impact
of exchange rate realignment which was about 32 per cent (18.6
per cent in 1986 and 11. 3 per cent in 1987) during the same
period. In addition, inflation rate during that period --
represented by the growth rate of U.S. GNP deflator -- was around
6 per cent (2.7 per cent in 1986 and 3.3 per cent in 1987). This
implies that official flows in constant prices and exchange rates
declined by around 13 per cent during 1986-87.



II. CHANGING PATTERN OF FINANCIAL FLOWS TO
ASIAN AND PACIFIC DEVELOPING COUNTRIES

This section briefly reviews investment and saving
performance in APDCs with a view to assessing the importance of foreign
capital flows to their  investment financing. Then, it continues to
analyze the changing pattern of financial flows to APDCS.

1. Investment and saving in APDCs

The APDCs achieved a remarkable improvement in their saving
and investment performance during the past two decades. In the early
1970s both the investment and saving rates of APDCs were below that of
the other developing as well as industrial countries. By the late 1970s
(investment) and early 1980s (saving) the region was able to surpass
both groups (see Charts 3 and 4).

The investment rate of APDCS, however, underwent some
fluctuations. After rising rapidly in the 1970s, investment declined in
the early 1980s as the countries adjusted to external shocks caused by
the prolonged world-wide recession, higher oil prices, depressed
commodity prices and high interest rates. Fortunately, investment in
APDCs has recovered strongly in recent years as a result of sustained
expansion in the world economy, improvement in investment incentives
and regulatory environment and brighter prospect for economic growth
and exports.   Exchange rate realignment of major currencies and
recycling of current account surplus of Japan and Newly Industrializing
Economies (NIES)1 also helped boost investment in the APDCS.

Most APDCs have average investment rates of over 20 per
cent during the present decade; the high investment rates group
includes Singapore (44.0%), People's Republic of China (33.4%),
Malaysia (29.7%) and Republic of Korea (29.3%). Only four countries
(Bangladesh, Burma, Nepal and Pakistan) have investment rate below 20
per cent (see Table 2).

These high investments have been made possible largely
through high domestic saving. Saving performance, however, varied
across country groups. The domestic saving rate of the NIES is high and
still rising, while that of South Asian countries remained low. The
domestic saving rate of Southeast Asian countries rose in the 1970s,
but stagnated in the 1980s. People’s Republic of  China (PRC) and India
showed exceptionally high saving rate for low income countries.

                                                                
1     Hong Kong, Republic of Korea, Singapore and Taipei, China.







Some interesting patterns emerge from an examination of
investment and domestic saving rates of APDCs. The NIES and PRC
combined high investment with high saving; so did most Southeast Asian
countries and India. On the other hand, Nepal, Papua New Guinea (PNG)
and Sri Lanka had high investment, but their domestic saving was
relatively low. Bangladesh and Pakistan were low investors and low
savers.

The gap between gross domestic investment and gross
domestic saving needs to be filled up by foreign capital inflows. The
average investment-saving gap for all APDCs during 1980-88 was less
than 1 per cent of GDP (see Table 2), implying that APDCs as a whole
have not relied very much on foreign capital for the financing of their
investment. This was made possible because of the relatively high
saving rate throughout Asia and the successful exports by the
relatively more advanced countries. As a result, most APDCs have been
able to avoid external debt problems, while maintaining high rates of
investment and economic growth.

The situation, however, differed across countries. The gap
was relatively high in Nepal, PNG and Sri Lanka, where high investment
was not accompanied by high saving. The gap was also high in low
investor-low saver countries like Bangladesh and Pakistan, whose
investment rate - although quite low compared to other countries -
exceeded their saving rate substantially. These countries had to rely
more on foreign capital than other APDCS. On the other hand, several
NIES have become net exporters of capital in recent years as their
domestic saving exceeded domestic investment.

2. Foreign Capital Flows to APDCs: An Overview

Foreign capital flows to APDCs underwent severe
fluctuations in the 1980s. Following the pattern in all developing
countries, APDG flows rose to a peak of $21.3 billion in 1981, then
fell sharply to $11.5 billion in 1985. Table 3 shows that this was due
to a reduction in all types of private flows.      This had a dampening
impact on the investment behavior of APDCS. However, financial flows to
APDCs showed a rapid recovery to $18.3 billion by 1987, which was on
account of increased private direct investment and bank lending. The
recovery in 1987 is particularly impressive because in the same year
the financial flows to other developing countries declined as
previously mentioned and several NIES prepaid a substantial amount of
their external debt. APDCS flows in 1987 accounted for 26 per cent of
total financial flows to all developing countries as compared with 16
per cent in 1986.









The rest of this section examines changes first by types of
flows, i.e. , official vs. private, concessional vs. non-concessional
and bilateral vs. multilateral and second, by country groups.

a.    Changing Pattern by Type of Flows

Official vs private flows

Official flows, which comprised around 68 per cent of total
APDCs flows during 1970-1986, increased slowly and steadily in nominal
terms during the same period (see Chart 6). In constant terms, however,
they increased in the 1970s, but decreased in the 1980s. The low income
South Asian countries have relied most heavily on this type of flows.
In contrast, private flows which were more severely affected by the
debt crisis, fluctuated in the range of 15-53 per cent of total flows.
They fell sharply from $11 billion in 1981 to under $2 billion in 1986,
but have partially recovered to $9 billion in 1987.

An important feature of recent private flows to APDCs is
the rapid increase in direct investment from Japan and the NIES. As
will be discussed in the next section, Japan's direct investment to
APDCs (approval basis) rose sharply by 62 per cent in 1986, 109 per
cent in 1987 and it continued to increase in 1988, although at a
reduced rate. Thus the sharp increase in private flows in 1986-87 was a
result of rapid growth in direct investment.

Concessional vs nonconcessional flows

Most APDCs benefited from the continuous inflow of
concessional flows from bilateral and multilateral sources. Among
various types of official flows, concessional ones are classified as
official development assistance (ODA), which is broken down into ODA
grants and ODA loans. More than a half of total flows to APDCs during
the 1970s and 1980s was in concessional terms (see Chart 6). The share
of concessional flows was very high in South Asian countries, followed
by South Pacific countries and Southeast Asian countries. Concessional
flows, however, represented a small fraction of total flows in the NIES
and PRC. The share of concessional flows showed a declining trend
during the early 1980s with some recovery in later years.







b.   Changing Pattern Among Country Groups

Newly Industrializing Economies

Financial flows to the NIES began to decline in the early
1980s. Official flows turned negative from 1983 and private flows from
1985. These trends are reflections of the burgeoning current account
surpluses of these countries. Interestingly, however, although official
flows continued to decline up to 1987 owing to the huge prepayment of
non-concessional official loans by the Republic of Korea and
Taipei,China, private flows bounced back and registered a record level
of $4.8 billion in 1987.    This sharp turnaround is attributed to the
rise in direct investment to all NIES and particularly to Hong Kong. As
a result, total net flows became positive again in 1987 (see Table 5).
Hong Kong had the highest amount of financial flows in 1987 followed by
Singapore, while Republic of Korea and Taipei, China experienced
negative net flows (see Appendix tables). The NIES are increasingly
becoming capital exporting countries as they continue to have current
account surpluses.

Financial flows from U.S. have been negative since 1985,
while Japan has been the largest bilateral supplier to the NIES since
1984. Multilateral flows to the NIES turned negative since 1986 mainly
due to the prepayment of existing loans by the Republic of Korea.

Southeast Asian Countries

While official flows to Southeast Asian countries continued
to increase, private flows, which rose sharply in the early 1980s,
began to decline in 1982 and have become almost negligible since 1985
(see Table 6). As a result, total net flows to Southeast Asian
countries underwent a significant decline; the 1987 flow was only 59
per cent of the peak level in 1981.

It is of particular interest to note that direct investment
in net disbursement terms turned negative in 1985-86 with a slight
increase in 1987. However, this is expected to rebound strongly in
coming years as direct investment from Japan has been rising.
Furthermore, future prospects for direct investment in Southeast Asian
countries are brighter due to their strong economic advantages, the
improved incentives for foreign investment and the need to recycle
current surpluses by Japan and the NIES.

Japan supplied 87 per cent of total bilateral flows in
1987. ADB provided about 27 per cent of total multilateral flows, while
the World Bank supplied most of the remaining flows.







South Asian Countries

As mentioned previously, South Asian countries relied
heavily on official flows especially ODA, which accounted for more than
three-fourth of total flows in 1987 (see Table 7). The share of ODA was
particularly high in Bangladesh and Nepal (see Appendix tables). It is
also to be noted that in 1987 more than half of total ODA flows to
APDCs went to South Asian countries. ODA remained high throughout the
1980S in nominal terms; they would, however, show a decline when
adjusted in constant terms.

Private flows have not been very important in South Asian
countries, with the exception of India which in recent years has begun
to borrow from the international capital market. Direct investment,
albeit rising, is still quite modest at less than 2 per cent of total
flows. Europe has been the main supplier of bilateral flows, although
flows from Japan have been rising. Multilateral flows increased rapidly
in the 1970s, accounting for about 47 per cent of the total in 1987.

South Pacific Countries

The South Pacific countries have relied heavily on ODA
flows from Australia which account for about three-fourths of total net
flows during 1970-1987. However, multilateral flows have been
increasing and accounted for about one third of total flows in 1987
(see Table 8). Direct investment has been continuously flowing into
these countries, but its share in the total flows has been low at less
than 10 per cent during 1980-1987.









III. DIRECT INVESTMENTS OF JAPAN AND UNITED STATES
TO ASIAN DEVELOPING COUNTRIES

As Japan and other countries continue to recycle their
current account surpluses, foreign direct investment increasingly
becomes an important type of private flows to Asian developing
countries (ADCs).1 However, comprehensive data that would provide a
complete picture of the magnitude and pattern of direct investment in
the region are not yet available. The NIEs, for example, are becoming
significant players, but the level of their foreign direct investment
to neighboring countries is not known. Data from the European countries
are likewise not readily available. Thus, here we review only direct
investments from Japan and the United States (U.S.), which are the two
most important suppliers of direct investment to ADCs. The sources of
data are Monthly Report on Fiscal and Financial Statistics (December
1987) of the Ministry of Finance, Japan2 and Survey of Current Business
(August 1987 and June 1988) of the Department of Commerce, U.S.A.

1.    Japanese direct investment to Asian countries

Japan's worldwide overseas direct investment increased
sharply by 83 per cent in 1986 and 50 per cent in 1987 (see Table 10).
These estimates are based on nominal US dollar terms, and the increases
are partly inflated by the appreciation of the yen. Other factors
contributing to these increases include:

(i) the increase in Japan's financial resources which has been
      caused by the huge current account surplus in recent years;

(ii) changes in comparative advantage caused by the yen
appreciation in sectors such as electrical appliances,
transportation, equipment and chemicals;

                                                                
1 South Pacific countries were not considered in this chapter,

since the amount of direct investments to these countries by
Japan and the US was quite small.

2 Data for 1987 are from International Finance (July 1988)
published by Foreign Exchange and Trade Study Association, Japan.
Japan's data are on fiscal year basis. Therefore, the year 1987
represents the period between April 1987 and March 1988. Japan's
data used in this section are on gross approval basis. Therefore,
these data are not directly comparable with the data discussed in
Chapter 11, which are on net disbursement basis.







2.  Direct Investment Position1 of the US

The total worldwide direct investment position of the US
increased in 1986 and 1987. It rose to $308.8 billion at the end of
1987, showing an increase of 19.0 per cent. This compares favorably
with the average annual growth rate of 6 per cent during 1983-1986.

The direct investment position of the U.S. to ADCs also
increased by 14.6 per cent in 1987 compared with the average annual
growth rate of 8.2 per cent during 1983-1986. Among the ADCs, Hong Kong
had the highest amount of US direct investment followed by Indonesia
and Singapore (see Table 12). During the last five years, the share of
the NIES in the US direct investment position to ADCs increased from
47.8 per cent at the end of 1982 to 54.3 per cent at the end of 1987,
reflecting the rapid increase in US direct investment to Hong Kong and
Taipei, China. On the other hand, the share of Southeast Asian
countries declined reflecting the decrease in the U.S. direct
investment to Malaysia and Philippines. Direct investment to PRC
increased, but its absolute level is generally lower than those of
other ADCS. Direct investment to South Asian countries remained at a
low level.

Developed countries have been the main recipients of direct
investments from both Japan and the U.S. However, the geographical
distribution of the direct investments of the two countries showed
different patterns. North America was the most important recipient of
Japan's, while Europe was the major one in the case of the U.S. (see
Chart 8). Reflecting geographical proximity, Canada and Latin America
had the bigger share of U.S. direct investment, while Asia was more
important in Japan's case. Nineteen per cent of Japan's cumulative
direct investment during 1951-1987 went to ADCs. On the other hand,
Asian countries accounted for only 6 per cent of the U.S. direct
investment position at the end of 1987.

It is interesting to compare the sectoral allocation of
direct investment to Asian countries. As Chart 9 shows, petroleum was
the most important sector in US direct investment, while manufacturing
was most important in the case of Japan. Apart from the mining and
manufacturing sectors, which constitute more than 60 per cent of total
direct investment of both countries, the service sector including
investments in hotels was relatively important in Japan's direct
investment, while the share of the banking and insurance sector was
relatively high in the case of the US.

                                                                
1 The position is the book value of US direct investors' equity in,

and net outstanding loans to, their foreign affiliates.
Therefore, it is not directly comparable to the cumulative sum of
annual Japanese investment data on approval basis.









IV. HIGHLIGHTS OF FINDINGS

Despite the declining tendency of financial flows to the
developing world, Asian and Pacific developing countries benefited
substantially from the sharp rise in financial flows in 1987. This is
due to the boost in direct investment as a result of the recycling of
Japan's current account surplus.

Total net flows to the NIES, which turned negative in 1985-
86, became positive again in 1987 owing to the sharp rise in direct
investment.   Financial flows to Southeast Asian countries and South
pacific countries generally declined in the 1980s with some recovery in
1987. In contrast, financial flows to South Asian countries generally
increased in the 1980s with a slight decline in 1987. PRC continued to
enjoy increasing amount of financial flows. It received the largest net
flows among APDCs in 1987, followed by Hong Kong, India and Indonesia.
As a proportion of GNP, Western Samoa, Nepal, Papua New Guinea,
Bangladesh and Sri Lanka were large recipients of foreign capital.

The patterns of foreign capital flows differed across
countries and changed over time depending on the stage of their
economic development. Low income South Asian countries continue to rely
mostly on concessional official flows; Southeast Asian countries and
PRC are in the stage of attracting more private flows; and the NIES
have become net capital exporters in recent years.

Japan is increasingly becoming a major financial supplier
to APDCs. Its share in the total bilateral flows to APDCs was about the
same as that of the U.S. in the 1970s. In recent years, however, Japan
has become the largest supplier of bilateral flows. In contrast,
bilateral flows from the U.S. have turned negative since 1985 as
repayment of existing loans from the U.S. exceeded disbursement of new
loans. European countries have been the major financial suppliers to
South Asian countries, while Australia was the most important financial
supplier to South Pacific countries. In other country groups, Japan has
been the most important financial supplier.

In addition to declining financial flows, other
disconcerting phenomena are negative net resource transfers that the
Southeast Asian and South Pacific countries have begun to experience
since 1985. These growing negative transfers are caused by the large
amount of interest payment on existing debt and declining disbursements
from new loans. The NIES are also experiencing negative net transfers
since 1985, but for a different reason: they are a reflection of the
sustained current account surpluses of these countries. In contrast,
net transfers of most South Asian countries and PRC remained positive.



The World Bank and ADB have been the major suppliers of
multilateral flows to APDCs. While the World Bank provided around 63
per cent of multilateral flows in 1987, ADB's share was about 15 per
cent in the same year. The share of ADB in the multilateral flows has
shown an increasing trend during the past two decades. Among APDCs, low
income South Asian countries and middle income Southeast Asian
countries benefited more from multilateral flows. The NIES have
virtually stopped borrowing from multilateral institutions.

Japan and the United States are the major suppliers of
direct investment to APDCs. Japan's overseas direct investment rose
rapidly in 1986 and 1987, reflecting the recycling of Japan's current
account surplus. The NIES, PRC and Indonesia have been the major
recipients. U.S. direct investment to APDCs also increased, but at a
much slower rate and with Hong Kong, Taipei,China and PRC as the major
recipients especially in recent years. U.S. investments to Southeast
Asian countries have been declining lately. Both Japanese and U.S.
direct investment remained small in South Asian countries.



APPENDICES

1.   Total Net Flows from All Sources
2.   Total Net Flows (As Per Cent of GNP)
3.   Financial Flows to Asian and Pacific Developing Countries: 1970-1987
4. Financial Flows to  Newly Industrializing Economies: 1970-1987
5. Financial Flows to  Southeast Asian Countries: 1970-1987
6. Financial Flows to  South Asian Countries: 1970-1987
7. Financial Flows to  South Pacific Countries: 1970-1987
8. Financial Flows to  Bangladesh: 1971-1987
9. Financial Flows to  Burma: 1970-1987
10. Financial Flows to  People's Republic of China: 1979-1987
11. Financial Flows to  Fiji: 1970-1987
12. Financial Flows to  Hong Kong: 1970-1987
13. Financial Flows to  India: 1970-1987
14. Financial Flows to  Indonesia: 1970-1987
15. Financial Flows to  Republic of Korea: 1970-1987
16. Financial Flows to  Malaysia: 1970-1987
17. Financial Flows to  Nepal: 1970-1987
18. Financial Flows to  Pakistan: 1970-1987
19. Financial Flows to  Papua New Guinea: 1970-1987
20. Financial Flows to  Philippines: 1970-1987
21. Financial Flows to  Singapore: 1970-1987
22. Financial Flows to  Sri Lanka: 1970-1987
23. Financial Flows to  Taipei, China: 1970-1987
24. Financial Flows to  Thailand: 1970-1987
25. Financial Flows to  Western Samoa: 1970-1987
26. Net Transfers from  Long-Term External Debt

Symbols:
...  Denotes data not available.
  0  Denotes amount is less than half the unit used.






















































